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On the Special Feature

Special Feature: The Directions for Regional Development Strategies

in China and the Actual Situation Thereof

Mu, Yaoqian
Research Fellow, Research Division, ERINA

In this special feature, continuing on from ERINA
Report No. 103 which was published in January 2012, we
examine the directions and actual situation for regional
development strategies in China. In ERINA Report No. 103
we made examination by region (Heilongjiang, Jilin, and
Liaoning provinces), but this time around we consider the
subject by sector. More specifically, this special feature
covers approaches from the aspects of: the background to
the evolution of regional development strategies and the
latest directions; policy frameworks and the problem points
for implementation; the effect of the Regional Coordinated
Development Strategy; and the formulation process of
development strategies. For this special feature we received
four papers from Chinese and Japanese experts and they
have carried out analysis from their respective different
viewpoints, and offered new insights. Below I shall briefly
introduce the content of the papers.

First, Zhang Keyun, in his paper "The Ecological
Civilization Regional Economic Coordinated Development
Strategy: The background, content and policy direction
thereof", in addition to summarizing the existing discussion
on the evolution of regional development strategy from the
founding of the People's Republic of China (1949) to the
present, has raised a new method of dividing it up into six
stages. That is: the "Construction of the Interior Strategy",
the "Third-Line Construction Strategy", "Strategy
Adjustment", the "Coastal Development Strategy", the
"Regional Economic Coordinated Development Strategy",
and the "Ecological Civilization Regional Economic
Coordinated Development Strategy". The raising of the
"Ecological Civilization Regional Economic Coordinated
Development Strategy" is the signature feature of the paper
and he has discussed its content in detail. There is no
definitive translation of "Shengtai Wenming (Ecological
Civilization)" in Japanese, but it denotes the material,
psychological and systemic outcomes created in the process
of actively improving the relationship between human
beings and nature, with humanity protecting nature at the
same time as utilizing it. The "Ecological Civilization
Regional Economic Coordinated Development Strategy",
transcending the research framework of "efficiency" or
"equity" in the existing regional strategies, places
importance on the maintenance of ecological balance, and
is a fusional regional development strategy which also
incorporates the related political and cultural factors. Amid
the continuing serious destruction of the environment via
regional development, the Chinese government is
approaching an evolution of strategy incorporating the

conservation of ecological balance as the major aim of
regional development strategy. Zhang Keyun's paper has
focused attention on this and has clarified the very latest
concerns and policy direction relating to regional
development strategy.

Next, Wu Hao and Ma Lin, in their paper "The Factors
in China's Formulating of the Large Number of Regional
Development Plans and the Problem Points in
Implementing Them", has divided up the current regional
development plans in China into the five patterns of:
"regional development plans of national strategic
importance"; "integrated development plans for key or
model regions"; "reform and development plans for
national-level economic 'new special zones' ";
"development plans for zones with specially designated
functions"; and "regional development plans formulated by
all levels of local government or the related policy
documents". It is research in which he has summarized
clearly the complex and numerous regional development
strategies, beginning with their policy framework. In
addition, because in regional development strategies there
exist a large number of problem points, including lack of
legally-binding force, a paucity of safeguards on the finance
front, the tendency of local governments to pursue
publicity, the mismatch among regional development plans,
and the clash of rights with local residents, he has sharply
point out that the splendid futures depicted in the regional
development plans are not necessarily ones that can be
realized. Lastly, regarding research into China's regional
economies, in addition to having to place importance on the
analysis of the basic elements, such as the geographical
conditions, natural resources, cultural environment,
population status and industrial foundations for each region,
he has asserted that it is necessary to also take into
consideration the specific modes of action of local
governments.

Third, Nobuhiro Okamoto, in his paper "Has the
Regional Coordinated Development Strategy of the Hu
Jintao Administration Been Successful?", has verified the
effectiveness of regional development strategies using a
quantitative analysis method, and interesting conclusions
have been obtained. 1) Via implementation of the Regional
Coordinated Development Strategy of the Hu Jintao
administration, growth in Western China was promoted,
and the interregional disparities among the four major
regions (the East Coast, Northeast China, Central China and
Western China) have reduced. 2) The fixed capital
investment in state-owned enterprises which readily reflects
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national policy has moved inland from the coast, but the
issue remains of investment efficiency being poor. 3) In
spite of investment moving to the interior, employment in
the interior has not risen. The reduction in disparity from
2005 has been accomplished through the lead of investment,
and the interior's development was "growth without
employment." 4) The effect of income redistribution was
obtained as the outcome of investment having moved to the
interior, but if coastal-driven investment had been carried
out, then GDP of 7.9 trillion yuan should have been created
throughout China in the period from 2000 to 2010. He has
pointed out that the result of having pursued equity is that
the efficiency of economic development throughout the
country has been sacrificed, and that the Regional
Coordinated Development Strategy of the Hu Jintao
administration is a development strategy that has an
"emphasis on equity". It can be considered that this is
connected to the change to the after-mentioned "emphasis
on efficiency".

Fourth, Da Zhigang's paper, "The Process of
Formulating Regional Development Strategies in China:
The case example of Heilongjiang Province", is important
research in which he has elucidated the mechanism of
formulation for regional development strategies, and
analyzed the roles of government, think tanks, businesses,
and the mass media and public involved in their
formulation. For the formulation of regional development
strategies in Heilongjiang Province it is possible to evaluate
the points where the knowledge of government, think tanks,
and businesses is put to maximum use to attempt the
resolution of the actual and medium- and long-term
challenges in Heilongjiang Province. Problem points,
however, are also mounting up. For example, the personnel
movements of top administrators in local government can
have a negative impact on the stability of regional
development strategies. Moreover, a great many researchers
involved in the formulation of regional development
strategies belong to government-affiliated think tanks, and,
viewed in academic terms, lack independence. For
businesses there is a tendency to place importance on the

benefits from the direct subsidies via the putting into effect
of regional development strategies. The fostering of private-
sector think tanks is becoming a pressing matter.

In his paper, Zhang Keyun has asserted that for the
analysis of regional development strategies one has to
transcend the framework of "efficiency" or "equity", yet the
regional policies of postwar Japan have certainly gone back
and forth between the two. When observing anew China's
regional development strategies from this perspective,
something new comes into view. That is the matter as to
whether China's regional development strategies are
continuing to shift from an "emphasis on equity" to an
"emphasis on efficiency". From the second half of the
2000s locally-led regional development strategies came to
be formulated and implemented on a frequent basis, and
there is potential for the economic disparities between
regions to expand further via them. This is because the
financial scale, the state of reserves in human resource
terms and the capability for formulation and
implementation of development strategies for local
governments vary greatly. Moreover, as the majority of the
19 provincial-level regional development strategies which
the central government approved from 2008 to 2012 have
been concentrated in the advanced region of eastern China,
they cannot be called development strategies for the sake of
rectifying regional disparities. In his paper, Nobuhiro
Okamoto pointed out that the efficiency of economic
development had been sacrificed with the Regional
Coordinated Development Strategy of the Hu Jintao
administration pursuing equity, but it is thought that the
eastern region, which has progressively been growing
unable to accept that sacrifice, will request further
development by obtaining the support of the central
government. If so, then China's regional development
strategies in their entirety will go back once again to an
"emphasis on efficiency". We would like to continue paying
attention to the subsequent development of strategy by the
central government.

[Translated by ERINA]
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The Ecological Civilization Regional Economic Coordinated
Development Strategy:
The background, content and policy direction thereof

ZHANG, Keyun
Professor, Institute of Regional Economics and Urban Management, Renmin University of China, and
State Five-Year Guidelines Specialist Committee Member

Summary

In this paper, in addition to summarizing the existing points relating to the evolutionary course of China's regional
development strategies, I have a raised a new method of dividing it up into six stages. Current regional development strategies
are at the stage of the ecological civilization regional economic coordinated development strategy. The essential quality of the
ecological civilization regional economic coordinated development strategy is the integration of "economic efficiency", "social
equity", "ecological balance", "political coalition", and "cultural fusion". Raised as concrete strategies to realize this are
regional development master plans and principal function region strategies. The focuses for subsequent regional policies are to
attempt at making policy more robust in problem regions and principal function regions, and to undertake policy design so as
to bring about a coordinated relationship between the two. Regarding the issues that should be dealt with for the moment, there
is a decentralized structure for environmental regulations, a mechanism for ecological reparation, and a concrete policy on the
spatial distribution of industry. Therefore it is necessary to attempt to make the basic regional management systems more
robust.

[Translated by ERINA]
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The Factors in China's Formulating of the Large Number
of Regional Development Plans and the Problem Points in
Implementing Them

Wu, Hao
Vice-Director and Professor, Center for Northeast Asian Studies of Jilin University

MA, Lin
Ph.D. Student, Northeast Asian Studies Academy of Jilin University

Summary

After China entered the period (2006-2010) of the "11th Five-Year Program", and in particular from 2009, the central
government formulated and approved a large number of regional development plans. These regional development plans can be
divided into the following five patterns, namely: regional development plans of national strategic importance; integrated
development plans for key or model regions; reform and development plans for national-level economic "new special zones";
development plans for zones with specially designated functions; and regional development plans formulated by all levels of
local government or the related policy documents. That regional development plans have been formulated in large numbers is
the result of the promotion of combining "top-down" and "bottom-up" approaches in administrative management. The
objectives of the central government are: the reduction of regional disparities; the maintenance of order in regional
development; and the accumulating of experience for the sake of nationwide reform. The objectives of local governments are
to acquire support for financing, investment projects and frameworks for land usage from the central government, as well as to
advertise them to society as local government achievements. As these regional development plans are not legally binding, and
in addition the financial resources for their implementation are to be borne by local governments, many of them will not be
fully implemented. As the splendid futures depicted in the regional development plans are not necessarily ones that can be
realized, in order to research China's regional economies one shouldn't place importance on regional development plans.

[Translated by ERINA]
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Has the Regional Coordinated Development Strategy of the
Hu Jintao Administration Been Successful?

OKAMOTO, Nobuhiro
Associate Professor, Department of International Relations, Daito Bunka University

Summary

In this paper I undertook an evaluation of policy, looking at the time around 2005 as the boundary for policy, and
focusing on a viewpoint of the reduction of disparities among regions and the redistribution of income.

The objective of reducing the disparities among regions can be said to have been achieved in a certain sense. Looking at
the detail thereof, the pace of growth in the advanced regions (Shanghai, Guangdong and Beijing), etc., in the coastal areas has
decreased, the regional growth of the emerging regions (Shandong, Jiangsu and Tianjin), etc., has been catching up, and it can
be understood that the disparities have reduced in the coastal hinterland, and in addition that the interregional disparities
among the four major regions (the East Coast, Northeast China, Central China and Western China) have reduced via the
promotion of growth in Western China. Regarding catch-up also, the disparity for the inland and coastal areas from 2005 has
been on a convergent trend. Viewed at the provincial level, however, intraregionally the disparities stand out. In the Northeast,
the development of Heilongjiang, which is lagging behind, and of Liaoning, which played a central role as a former industrial
region, is poor. In Shaanxi and Sichuan, etc., within Western China, the effects of the development of the interior are apparent,
but in regions such as Xinjiang and Yunnan development has been left behind.

Taking a look at the share of investment among regions, the emphasis has shifted from the coastal areas to the interior
areas. The fixed capital investment in state-owned enterprises which readily reflects national strategy has moved inland from
the coast. In particular the movement of fixed capital investment since 2005 has been great. State-owned enterprises are
sensitive to central government policy changes and are agents for the execution of policy investment. In the case of looking at
the efficiency of investment, however, generally the efficiency of investment of the regions which have lagged behind is poor,
and a similar tendency is seen for state-owned enterprises also. Conversely for foreign-invested enterprises, it can be said that
they have shifted to the interior, because the efficiency of investment in the interior is high.

Looking at employment opportunities, much employment was created in the coastal areas. Looking at the fact that
employment in the interior has not risen, in spite of investment moving to the interior, the reduction in disparity from 2005 can
be said to have no doubt been accomplished through the lead of investment. The interior's catching-up with the coastal areas
was brought about by "growth without employment".

In terms of the effects of the redistribution of GDP among regions, there was certainly the effect of income redistribution
as the outcome of investment having moved to the interior. If coastal-driven investment had been carried out, however, 7.9
trillion yuan should have been created throughout China. The results of having pursued equity can probably be said to have
been that the efficiency of economic development throughout the country has been sacrificed.

The GDP growth rate for April-June 2012 announced by the Chinese government was 7.6% in real terms compared with
the same period for the previous year, and for the first time in approximately three years dropped below the 8% level. The
overseas media made a lot of noise that "Good Heavens, is the Chinese economy in decline?", yet China has set its economic
growth rate target for this year at 7.5%, and that the emphasis has moved from growth (efficiency) to redistribution (equity) is
backed up by the analysis in this paper.

[Translated by ERINA]
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The Process of Formulating Regional Development Strategies
in China: The case example of Heilongjiang Province

DA, Zhigang
Director and Professor, Northeast Asia Research Institute,
Heilongjiang Provincial Academy of Social Sciences

Summary

China has frequently formulated regional development strategies, yet the process of their formulation has for the most
part not been clarified. In this paper, focusing on several regional development strategies within Heilongjiang Province, |
examine the theoretical basis and the actual support connected with their formulation, and summarize the formulation patterns
for regional development strategies. In addition, I clarify the formulation mechanism for regional development strategies, and
examine the roles of government, think tanks, businesses, and the mass media and public.

For the formulation of regional development strategies in Heilongjiang Province it is possible to evaluate the points
where the knowledge of government, think tanks, and businesses is put to maximum use to attempt the resolution of the actual
and medium- and long-term challenges in Heilongjiang Province. Problem points, however, are also mounting up. For
example, the personnel movements of top administrators in local government can have a negative impact on the stability of
regional development strategies. Moreover, a great many researchers involved in the formulation of regional development
strategies belong to government-affiliated think tanks, and, viewed in academic terms, lack independence. The fostering of
private-sector think tanks is becoming a pressing matter. For businesses there is a tendency to place importance on the benefits
from the direct subsidies via the putting into effect of regional development strategies.

[Translated by ERINA]
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On the Special Feature

Sh. Enkhbayar

Senior Research Fellow, Research Division, ERINA

Mongolia is a country remarkably rich in natural
resources and the country plans to leverage its abundant
resource base for transforming the economy into a modern,
diversified and higher income economy. Foreign direct
investments in the mining sector have been continuously on
the rise. Mongolia's real GDP growth achieved a record rate
of 17.5% in 2011—the highest rate in the world. However,
the heavy dependence of Mongolia's economy on mineral
resources makes it extremely vulnerable to external shocks
amid the gloomy outlook of the global economy.
Additionally, there is concern about the "resource curse"
and the "Dutch Disease" phenomenon.

Against this background, ERINA, jointly with the
Institute for Strategic Studies (ISS), a government-funded
think-tank affiliated with the National Security Council of
Mongolia, organized a workshop on 15 August 2012 in
Ulaanbaatar to discuss issues related to various aspects of
Mongolia's contemporary economy. This special feature
delivers presentations made at this workshop. The key
messages of the presenters were:

- The mining sector can act as the engine that drives
growth and resources in the rest of the economy
through its twin roles of providing investible
resources on the one hand, and stimulation of
demand on the other. The right combination of
trade liberalization and investment policies will be
useful for neutralizing the effect of the "Dutch
Disease" (N. Batnasan);

- Some distortions were observed in the consistency
between the labor productivity and wage increases
in the country's mining and quarrying industry.
Therefore proper attention should be given to
productivity issues (A. Demberel);

- As a landlocked country, the current shortcomings

of Mongolia's transportation system are the major
obstacle to the country's efforts to diversify the
markets of its core trading commodities, such as
coal. Northeast Asian countries have always been
strategically important partners for Mongolia.
However, Mongolia is still inactive in participating
in the regional economic integration talks.
Establishment of the Northeast Asian Coal
Association would be one of the potential solutions
for Mongolia to address these issues. (Ch.
Oyunjargal);

In addition, the prerequisites for participating in
regional integration should be created primarily
through expanding and promoting bilateral
relations with all the countries in the region,
including the DPRK. Mongolia's securing of sea
access to the Pacific via DPRK ports is highly
strategic (N. Dorjsuren);

The development of industry, services, and social
sectors, such as education and healthcare, in the
cities, is fuelling rural-to-urban migration,
especially to Ulaanbaatar. Despite various hurdles
associated with overpopulation, the high
concentration of population could also be one of
the key drivers of the city's, as well as the country's,
further development (Ch. Bayanchimeg and B.
Batbayar);

Notwithstanding the increasing share of the urban
population, many low-income people are still
lacking access to finance for purchasing houses.
Therefore, development of a sustainable mortgage
market in Mongolia would help make housing
finance more affordable (Ts. Enkhbayar).
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Mongolia's Mining-Based Development and Trade Policy

N. Batnasan

School of Economic Studies, National University of Mongolia

This paper analyzes the relationship between the
mining-based economic development and trade policy in
Mongolia by employing a multi-sector dynamic CGE
model. Seven different scenarios, including those with the
implementation of the Oyu Tolgoi and Tavan Tolgoi
projects, were considered. Investigation of several
important mining-related aspects of Mongolia's trade, such
as trade and growth forecasts, the impact of the "Dutch
disease", income distribution, and others, were employed in
this paper.

1. Trade and Economic Overview of Mongolia

Twenty-two years ago Mongolia made a historic
decision to change both its political and economic systems
and started the transition to a democratic society and market
economy. However, at the beginning of the transition,
Mongolia faced several turbulent episodes; the country
went a long way towards restructuring its obsolete
economic system and putting in place a system with a
greater degree of competition and a more broad-based
ownership of assets, all of which have helped in
overcoming the economic downturn of the initial years of
transition and to stabilize the economy.

The economy has been on an upward trend since 2000,
and there are signs that the transition process is coming to
an end. The measures adopted to stabilize the economy and
to encourage foreign and domestic investments enabled
Mongolia to haul its economy out of the deep crisis of the
early years of transition. Its GDP, which was declining on
the average by 7.3% a year during the period 1990-1993,
grew by an average of 7.9% a year during the period 2005-
2010". According to the World Bank, Mongolia's GNI per
capita had reached US$1,890 in 2010.

One of the most prominent features of the Mongolian
economy since the 1990s has been the liberalization of
international trade under conditional agreements with the
IMF and the World Bank, as a part of the Structural
Adjustment Program and under the multilateral trade
regulations of the WTO. During this period, Mongolia has
gradually implemented policies to liberalize its foreign
trade and foreign investment regimes, to support economic
growth and economic sectors through an active trade policy,
and increase the country's exports.

On 29 January 1997 Mongolia officially joined the
World Trade Organization (WTO). After becoming a
member of the WTO, Mongolia made major improvements
in its trade and business climates. Mongolia guaranteed to
reduce tariff and non-tariff barriers to trade. Mongolia
reduced its average nominal tariff to 5 percent and
eliminated almost all licenses for export and import

commodities. Mongolia reduced barriers to foreign direct
investment in many industrial sectors, except in the air
transport, telecommunications and power sectors. Mongolia
has also eliminated all export and domestic subsidies for all
sectors of the economy, eased customs procedures, sanitary
and phytosanitary restrictions, and product specifications.

However, an ultimate goal of trade policy was to
integrate Mongolia into the regional and world economy,
but even today Mongolia has not signed any Free Trade
Agreement (FTA) yet. Mongolia is the only WTO member
which doesn't belong to any trade bloc or FTA.
Nevertheless, Mongolia promotes an open and liberal trade
policy and the country is seeking ways to sign effective
FTAs with its major trading partners within the framework
of multilateral trade regulations. Nowadays this is becoming
more important, with the country having gone a long way
towards a sustainable growth path and increasing its trade
volume.

In general, Mongolia's trade policy since its transition
to a market economy was aimed at quickly adapting to the
changing economic environment, along with resolving the
country's economic difficulties and softening challenges
resulting from the transition and integrating into the world
economy.

Following the above measures, Mongolia experienced
some very important changes during this period that might
have important implications for the sustainability of its
future trade. Since 1990 Mongolian exports and imports
have diversified not only in geographical terms, but its trade
turnover has grown nearly 6.8 times compared to its pre-
transition level. In 2011 the total value of exports reached
US$4,817.5 million and total imports amounted to
US$6,598.4 million®. Apart from the former Soviet-bloc
countries, China, Japan, the ROK, Germany, the United
Kingdom, and Kazakhstan have become the major trading
partners of Mongolia.

Moreover, trade has come to be rooted much more on
the fundamental strengths of the economy instead of the
political favors from the Soviet bloc which used to prop it
up in the past. In a globalizing world, expansion of the
tradable sector must conform to the principle of
comparative advantage. In Mongolia, comparative
advantage lies in its natural-resource-intensive industries,
where there are two major types: livestock-based processing
industries, such as textiles, leather and dairy; and the
mining industry.

Mining- and livestock-origin raw materials, and textile
products account for most of Mongolia's exports. In 2011,
the percentage share of those products accounted for 95%
of the country's total exports. Therefore, the Mongolian

! Statistical Yearbook of Mongolia: 1990-2011.

? International Trade Commodity Statistics 2011, General Customs Administration of Mongolia
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economy has remained vulnerable and dependent on the
international market prices of its major export commodities.

Today the Mongolian economy has entered into a new
era of economic development and the country holds vast
potential for economic development, thanks to the
discovery of its world-class mining deposits. Mongolia
experienced rapid growth in recent years and the country's
GDP grew 17.3 percent in 2011. The country is estimating
more rapid growth in the forthcoming years and this is
primarily linked to two large mining development projects:
Oyu Tolgoi (OT) and Tavan Tolgoi (TT).

The Oyu Tolgoi (OT) copper and gold deposit in the
South Gobi holds over 35 million tonnes of copper and
1,275 tonnes of gold. Its production is expected to start in
2013 and reach full capacity by 2017-2018 which will
supply 1.8 million tonnes of copper concentrate a year,
which is close to 3 percent of world output. In October
2009, the government of Mongolia signed an investment
agreement for the development of OT with Ivanhoe Mines
of Canada and Australian mining giant, Rio Tinto.

Another big deposit, Tavan Tolgoi (TT), holds
reserves of over 6 billion tonnes of coal, one third of which
is coking coal. Although Tavan Tolgoi has been in
operation since 1967, the production has not reached a
substantial level. Yet coal production increased sharply
when a state-owned mining company Erdenes TT and a
consortium of private corporations, Energy Resource
Group, started mining at the Tavan Tolgoi deposit site.

These investment projects present a unique
development opportunity for the Mongolian economy as a
whole. At the same time, the mining boom presents large
policy challenges. The key challenge is to sustain economic
growth over the long term. International experience has
demonstrated that resource-rich countries tend to under-
perform compared with resource-poor countries and this
tendency has been called the "resource curse".

The changing situation and changing opportunities
requires the rethinking of new development objectives for
the country. Also, there is a need to formulate new policy
objectives for trade policies that will ensure equitable and
stable economic growth. Therefore, the role of effective
policymaking has great importance.

2. Mining-Based Economic Development Prospects for
Mongolia

As mentioned earlier, the mining sector is becoming
the most important sector of the Mongolian economy.
Mining is not a labor-intensive sector; therefore this sector
is unlikely to provide much employment directly. However,
the importance of the mining sector is two-fold. First, it is
the main source of income, in terms of both budget
revenues and foreign exchange earnings. These earnings
will be invested in other sectors and will support the
development of other sectors. Secondly, the aggregate
demand, generated by the export of minerals, will stimulate
output and employment in the manufacturing and service
sectors.

The economic impact of the mining sector on our
economy is very large; therefore any assessment or analysis
of the Mongolian economy without the mining sector's
impact will be inadequate. Accordingly, in order to

determine the economic development prospects for
Mongolia for the forthcoming years, this paper analyzes the
mining sector's impact on the country's economy by
employing a dynamic Computable General Equilibrium
(CGE) model.

This study covers the impacts of two large investment
projects, Oyu Tolgoi (OT) and Tavan Tolgoi (TT), to be
started in the coming years. The government of Mongolia
offers two different options of coal extraction at Tavan
Tolgoi: 20 million tons (TT1) or 40 million tons (TT2) a
year. In considering these options, six different scenarios in
addition to the baseline scenario have been investigated in
this study. These are:

1. The baseline scenario;

2. OT + TTI in base-year prices;

3. OT + TT1 in low prices (metal prices on the world
market decrease by 20%);

4. OT + TT1 in high prices (metal prices on the world
market increase by 20%);

5. OT + TT2 in base-year prices;

6. OT + TT2 in low prices (metal prices on the world
market decrease by 20%)

7. OT + TT2 in high prices (metal prices on the world
market increase by 20%)

Description of the Model

We applied a small-and-open-economy model and
three principal conditions of general equilibrium; an income
balance condition, a market clearance condition and steady
state conditions are used in the model. We assume forward-
looking behavior by consumers and producers, in the sense
that they have perfect foresight with regard to their
incomes, resources and commodity prices in the economy.
In the model, indefinitely-living households allocate their
lifetime income to maximize lifetime utility, which is
defined as:

U(Ct) = /o) cre 6

where C, — consumption in period ¢;
C,,, — consumption in period #+1;
o — elasticity of time preference;

Composite consumption covers N sub-composite
goods in the model:

1\o5
C= z/{zfsfcq e J 2

where CC, is the ith good composite of domestic and
imported consumption goods, v is the unit parameter of the
CES (Constant Elasticity of Substitution) composite
function and J; is the share of the consumption good. The
overall value of composite consumption should satisfy:

P-C= ZPI -CC, for i=1..N 3



The term P is the net price of composite consumption
with indirect taxes, and CC; is the composite consumption
good of both the domestic and imported ith good.

The total supply, 4,, for each sector is produced using
domestic and imported goods, and is given by a CES
(Armington (1969)) function as follows:

cCi=glpors +(1- pony): @

where 4, is the CES aggregate of domestic supply D,
and imported supply M, ¢ is the share of domestic supply
for good i, d}" is the share of imports in good i, 6,, is the
elasticity of substitution in the aggregate supply function,
and ¢ is the shift parameter of the aggregate supply
function.

The standard procedure where a consumer maximizes
utility subject to a budget constraint yields the import
demand per unit of domestic demand as a function of the
relative price:

om (4 \PoT" -
en |\1-4)PM

Overall market clearing in the product market implies
that:

A,=CC+ G+ 1, (6)

where G, and /, represent composite consumption by
the government and investment, respectively, as discussed
below. In value terms:

PC, QC, = PD; D, + PM; M, Q)

where D, and M, are the domestic and imported supply
at prices PD, and PM,, respectively, and PC; is the price of
total supply in sector i.

In the above equation, domestic supply, D,, is the part
of the output sold on the domestic market. The rest of
domestic output is sold abroad, and given by the product
transformation function:

XSi = (;;QEf+(|—;7)QDf)§ ®

where QF; is exports, QD is domestic supply, 6, is the
elasticity of substitution in total supply, # is the share of
exports, and J is the shift parameter in the production
function. The total value of gross domestic product is
composed of the values of domestic sales and exports.

The producer maximizes profit subject to:
PX; Y, = PD; OX; + PE; OF, )

Production is based on a nested structure of CES
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functions. Each sector produces a gross output, XS, and the
producer chooses a mix of a value-added aggregate, QVA,
and an intermediate-demand aggregate, QINT. In
mathematical terms, this leads to the following formulation:

1
XSi = ([@QVA 7 + (1- @)QINT /) 10)
min PX Y, = PVA QVA,+ PINT QINT, an

where PVA is the aggregate price of value added,
PINT, is the price of the intermediate aggregate, @ and /-w
are the CES share parameters, and p is the CES exponent.

Producers use labor and capital in each of N sectors to
yield value added. This is also given by CES functions:

1

VA =0, ((1 —8)K,) " +6(L)" )? (12)

where VA4, is the gross value added of sector 7, Q; is a
shift parameter in the production function, K; and L, are the
amounts of capital and labor used in sector i, ¢, is the share
parameter of labor in the CES function, and y; is the CES
factor substitution parameter.

Applying the CGE model requires SAM (Social
Accounting Matrix) data and some other sources for the
calibration process. Therefore, one of the most important
tasks of this study is the identification and organization of
data into a SAM. The availability of the 2005 Input-Output
Table of Mongolia has given an opportunity to construct the
SAM for the year 2011. Technological coefficients in the
SAM have been updated by using the RAS method.

In the SAM, there are nine production activities with
nine counterpart commodities, nine household groups, one
government account with six types of taxes included, one
investment/savings account, and one account related to
foreign trade and capital flows. All of these accounts are
combined in a 9x9 matrix.

The Simulation Results

Our study confirmed the important role of the mining
sector in the Mongolian economy, as was pointed out
earlier. The simulation results show that the two large
investment projects will significantly increase Mongolian
GDP, up to 7.56 times depending on the world market price
movements of copper, gold and coal. Estimations of
Mongolia's GDP growth for different scenarios in the
forthcoming years are illustrated in Figure 1.

The simulation results also indicate that mining-based
growth will lead to a significant increase in Mongolia's
exports and improvement of the trade balance. The basic
trade-related indicators for each scenario are described in
Table.

Recent empirical studies suggest that the growth of a
booming natural-resource abundant sector could hurt
economic growth and the sustainability of a national
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Figure 1: GDP Growth Estimation for Mongolia / GDP2011=1.0

Table: Mongolian Trade Projections under Different Scenarios

Export Import Trade balance
Baseline 0.8465 09261 1.1108 1.0169 1.0326 1.2386 -0.1703 -0.1065 -0.1278
OT+TT1
at current prices 3.2560  4.9042 2.0897  2.9596 1.1663  1.9445
if price increases by 20% 3.7158  5.7588 22983  3.3473 1.4175 24114
if price decreases by 20% 2.8716  4.0496 1.9153  2.5719 0.9563  1.4777
OT+TT2
at current prices 45319  6.1800 2.6686  3.5385 1.8633  2.6415
if price increases by 20% 53161  7.3590 3.0244  4.0734 22917  3.2856
if price decreases by 20% 3.8230 5.0010 2.3470  3.0035 1.4761  1.9974

Figure 2: Mongolian Trade Forecast (in comparison with GDP for 2011)




economy indirectly, primarily through the "Dutch disease".
The growth in production and export of the booming
mineral sector may raise the real exchange and real wage
rates that create the "Dutch disease"; and this in turn will
reduce the competitiveness of economic sectors, making
export diversification more difficult. This could be observed
in labor-intensive sectors especially, as a result of their
excessive wage costs. Growth in the mining sector increases
the labor wage rate in intensive sectors, and reduces their
competitiveness. Thus growth in the mining sector may
lead to stagnation in labor-intensive sectors, within which
most poor people work.

Therefore a rapid growth of mineral exports may
become a cause of economic volatility, income inequality,
and the crowding-out of productivity growth in the non-
mining sectors; all of these effects could increase poverty
and hamper human well-being.

Thus all economic policies should be aimed at
preventing market distortions created by the resource boom.
The major tasks of macroeconomic policy in the short and
medium term should aim at preventing excessive
overheating of the economy, appreciation of the exchange
rate, and cost increases that may reduce the competitiveness
of the non-mining tradable sectors.

3. Trade Policy Issues

Summing up the above conditions, Mongolian trade
policy should be aimed at enhancing the strong growth rate,
to diversify the economy and reduce poverty. Trade policy
should act as a bridge between the growth and equity of the
economy, and should perform twin roles in providing more
sustainable growth in the economy: on the one hand it
should be aimed at preventing the market distortions
created by the "Dutch disease", and on the other hand it
should be aimed at integrating the Mongolian economy into
the world economy.

In that sense the trade policy of Mongolia needs to
take into consideration the following important issues:

First, trade policy should be aimed at neutralizing the
market distortions created by "Dutch disease" and to
diversify the production and exports of non-booming
sectors. Mongolia should not use protective instruments of
trade policy to achieve these ends, because tariff or other
protective instruments will reduce imports and the demand
for foreign currency. In doing so this may in turn accelerate
the "Dutch disease". Here I should mention that the
combination of trade liberalization and the right investment
policies will be useful for neutralizing the effect of the
"Dutch Disease."

Second, trade policy should be aimed at integrating
Mongolia into the global economy, eliminating tariff and
non-tariff barriers to trade, and reducing transportation
costs. However, Mongolia liberalized its trade, and
transportation costs were left as a major barrier to its
exports and imports. The reason is because Mongolia has
always been a landlocked country and isolated from the sea.
Resulting from the country's specific problem of
"landlockedness" Mongolian trade policy should be aimed
at reducing higher transportation costs, at ensuring
producers' greater competitiveness in the global market, and
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at guaranteeing its citizens a wealthier standard of living.

Even though FTAs and RTAs are useful for cost
reduction, the overlapping effect of FTAs and the "Dutch
disease" may reduce the production and competitiveness of
non-booming sectors. From this point of view, FTAs or
RTAs are useful only in terms of Mongolia's new
production structure. FTAs or RTAs may help Mongolia
export new products from the booming sector, gaining
advantage from preferential market access. Those
agreements are useful in the dissemination of fresh
knowledge and technology transfer which is needed for
enhancing productivity.

Here I should mention Mongolia's need for economic
cooperation with Northeast Asian countries. Historically,
Northeast Asian countries have always been strategically
important partners for Mongolia in terms of their
geographical proximity, historical relationships and low
transportation costs. Now those countries are becoming the
most important partners for Mongolia, resulting in a
growing number of areas of common interest.

Third, by considering equity issues for the population,
the regions of the country and the sectors of the economy,
trade policy should be aimed at ensuring more equitable
and stable growth. For these purposes export promotion and
diversification is needed, especially in labor-intensive
sectors, including agriculture. This is because most poor
Mongolians work in the agricultural and service sectors.

Fourth, the sustainability of the economy is important
for Mongolia. It requires paying attention to ecological
problems, investing in education, health and other human
development fields, and promoting investment in
infrastructure.

Conclusion

Even though Mongolia is one of Asia's smallest
countries in terms of the size of its economy and trade
turnover, it is a rich country in terms of its land area and
natural deposits, and is a country which has good prospects
for economic growth. Mongolia is becoming one of the
important suppliers of minerals to the world market.

Our study reveals that the mining sector can act as the
engine that drives growth and resources in the rest of the
economy through its twin roles of providing investible
resources on the one hand and the stimulation of demand on
the other. A crucial policy concern here is how to develop
an integrated and balanced economic development strategy
that will ensure that the resources and demand generated by
mining do actually promote the other sectors of the
economy and improve the living standard of Mongolian
citizens. In the new era of globalization, every country aims
at boosting people's incomes and the quality of life, by
improving the terms of trade using demand opportunities in
foreign markets, increasing the efficiency of trade
participation, and improving the trade balance. In doing so,
sound and strong policies are needed that target well-
defined market segments, particularly in specific
geographical regions.
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A Productivity Analysis of Mongolia's Mining and Quarrying
Industry

A. Demberel
Senior Advisor, National Statistical Office of Mongolia

1. Introduction

The mining and quarrying industry plays an important
role in the economy of Mongolia. The annual average
growth of the value added in the mining and quarrying
industry at 2005 constant prices was 4.0% in 1996-2000,
8.2% in 2006-2010, and 2.8% in 2011. In 2011, 21.7% of the
country's GDP was produced in the mining and quarrying
industry. In addition, 89.2% of export earnings were
contributed by this industry. The share of coal and lignite
mining and extraction of peat equaled 34.6% of the gross
mining and quarrying industry output, which increased by
23.4 percentage points from the figure in 2000. The mining
and quarrying industry is also playing an important role as a
major source of Mongolia's state budget revenues (Table 1).

Productivity is measured by the value added per MNT
1,000 of expenditure on production and services. At the

national level, productivity is measured by GDP and
measured by the value added at a sectoral level. Thus,
productivity is estimated by the ratio of the value added to
the sum of intermediate consumption, labor (remunerations)
and fixed capital (consumption of fixed capital) multiplied
by 1,000. The basic factor productivity determines the
efficiency of the labor and capital utilization in production
processes. Labor productivity is one of the total factors of
production and determines the efficiency of labor. Labor
productivity is calculated by the ratio of value added to the
annual average number of employees.

2. The Productivity of Mongolia's Mining and Quarrying
Industry

In 2011, the total factor productivity (TFP) in mining
and quarrying was MNT 1,262, increasing: by MNT 797, or

Table 1: Selected Indicators for Mongolia's Mining and Quarrying Industry

1995 2000 2005 2010 2011

Share of mining and quarrying value added of GDP, % 12.0 12.0 23.5 23.6 21.7
Share of mining and quarrying of the total industrial output, % 51.3 51.7 66.3 71.6 68.6
Share of the mining sector employees of total employment, % 24 2.3 4.1 33 4.4
Share of mineral exports of total exports, % 65.5 35.2 42.7 81.0 89.2
Composition of the mining and quarrying industry, %

- Mining of metal ores 85.5 80.6 88.6 60.7 55.6
- Mining of coal and lignite, extraction of peat 8.2 11.2 7.5 29.9 34.6

Data source: Mongolian Statistical Yearbook, 2005-2011 editions, National Statistical Office of Mongolia

Figure 1: Total and Basic Factors of Productivity for the Mining and Quarrying Industry

(current prices, MNT)
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Data source: Mongolian Statistical Yearbook, 2005-2011 editions, National Statistical Office of Mongolia
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Table 2: Labor Productivity and Real Wage Growth in Mongolia (2000 = 100%)

ISIC Indicators 2000 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

National Real change of labor productivity 100.0 | 116.8 | 1233 | 1329 | 142.7 | 143.9| 1495
Real change of the average wage 100.0 | 116.3 | 138.2| 1589 | 2064 | 217.0 | 218.2
Ratio of labor productivity and real 1.00 1.00 0.89 0.84 0.69 0.66 0.69
average wage changes

Agriculture, hunting | Real change of labor productivity 100.0 | 101.1 | 106.4 | 121.8| 129.8 | 147.2 | 1235

and forestry Real change of the average wage 100.0 78.1 1 101.2 | 107.1| 1532 | 162.8 | 141.9
Ratio of labor productivity and real 1.00 1.29 1.05 1.14 0.85 0.90 0.87
average wage changes

Mining and quarrying | Real change of labor productivity 100.0 76.1 71.9 69.0 64.5 88.7 93.8
Real change of the average wage 100.0 | 1483 | 1679 | 2122 | 260.0 | 307.9 | 3843
Ratio of labor productivity and real 1.00 0.51 0.43 0.33 0.25 0.29 0.24
average wage changes

Manufacturing Real change of labor productivity 100.0 | 168.4 | 2102 | 261.6 | 2672 | 1849 | 189.9
Real change of the average wage 100.0 | 109.0 | 1322 | 139.0 | 1904 | 1853 | 196.8
Ratio of labor productivity and real 1.00 1.55 1.59 1.88 1.40 1.00 0.96
average wage changes

Wholesale and retail | Real change of labor productivity 100.0 86.7 90.3 89.3 99.9 91.2 | 1393

trade; repair of Real change of the average wage 100.0 | 102.2 | 1108 | 137.9| 177.9 | 188.4 | 180.4

personal and Ratio of labor productivity and real | 1.00 | 0.85 | 0.81| 0.65| 0.56| 0.48| 0.77

household goods average wage changes

Data source: Mongolian Statistical Yearbook, 2005-2011 editions, National Statistical Office of Mongolia

2.7%, tfrom the figure in 2002; by MNT 208, or 19.7% higher,
than the figure in 2005; and by MNT 8, or 0.6%, compared to
the 2010 level. The basic factor productivity in the mining
and quarrying industry was MNT 5,555 in 2011, which
increased by MNT 3,726, or 3 times, from its level in 2002,
and was higher by MNT 881, or 18.8%, and by MNT 198, or
3.7%, compared to 2005 and 2010, respectively (Figure 1).

The annual average growth of labor productivity in the
mining and quarrying industry at 2005 constant prices
amounted to MNT 23.0 million in 2000, but it decreased by
4.4% annually during the period 2000-2004, and increased
by 3.6% annually during the period 2005-2010.

The total change in GDP during the period 1991-2010
was MNT 1,864.7 billion estimated at 2005 constant prices,
of which: MNT 805.2 billion, or 43.2%, was due to the
growth of the number of employees; and MNT 1,059.5
billion, or 56.8%, was provided by the growth of an
intensive factor or labor productivity.

At the national level, an adequate ratio between labor
productivity and the inflation-adjusted change of average
wages was lost in the period 2002-2010. In other words,
inflation-adjusted wage growth was more than the labor
productivity growth during the period.

The ratio of labor productivity to real average wages
for the mining and quarrying industry was 1.18 in 2001, but
decreased to 0.51-0.24 in the period 2005-2010.

3. Description of the Models and Results

Two methods were used in this study: (1) the growth
accounting approach was used to measure the Total Factor
Productivity (TFP); and (2) a productivity regression using
the ordinary least-squares (OLS) method was used to
identify significant factors that influence labor productivity

(LP) growth.

A simple model can serve to illustrate the concept of
the growth accounting approach. Suppose the time path of a
nation's aggregate economic activity can be summarized by
the relationship:

Y,=A,-f(K, L.t) t=1..T, (I

where, Y, is a certain measure of real aggregate
economic output (for example, GDP or GNP) in year #; X,
is a measure of the capital stock or capital service in use in
year f; L, is a measure of labor in employment in year ; ¢ is
a time index intended to capture the level of technology in
place in year #; 4, is an index of the efficiency with which K
and L are utilized in year #; andf(K, L) is a production
function that describes how capital, labor, and technology
were used to produce output.

The basic model for GDP growth decomposes output
growth into: labor growth, capital growth, and TFP growth.

AlnY =S/Aln L+ S;Aln K +Aln TFP )
Output = Labor + Capital + TFP

In terms of growth, it can be expressed as: TFP growth
= Output growth - Capital growth - Labor growth

The basic model for labor productivity growth
decomposes the labor productivity growth into: capital
deepening and TFP growth. Capital deepening means an
increase of the capital intensity, i.e., the capital service used
by a worker or per work-hour.
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Aln(Y/L): SA ln(K/L)+ AlnTFP 3)

As illustrated in Table 3, the contributions of labor and
capital for output growth of the mining and quarrying
industry were positive, but the contribution of Total Factor
Productivity was negative.

Results of the Regression Analysis

LOG_Y =0.2746*LOG_CAP - 0.0822*LOG_FDI +
3.0711

Y = Labor productivity of the mining and quarrying
industry at 2005 constant prices, billion MNT;

CAP = Capital deepening of the mining and quarrying
industry at constant prices, million MNT (X1)

FDI = FDI in the mining and quarrying industry (FDI,
TOTAL*100) (X2)

Due to the lack of long-term dynamic data, labor was
substituted by total employment and total capital by the
consumption of fixed capital by industries. A GDP deflator
at 2005 prices was used to estimate the amount of fixed
capital consumption at 2005 constant prices.

The above regression equation suggests that a raising
of the capital deepening in the mining and quarrying

Table 3: Results of the Growth Accounting Model for
Mongolia's Mining and Quarrying Industry (%)

GDP | Labor | Capital (Consumption | TFP
of fixed capital)
1996-2000 40| 043 10.9 -7.33
2001-2005 82| 164 -1.0 -7.2
2006-2010 2.8] 3.1 7.9 -2.0
2011 8.7 323 15.3 -38.9
Contributions:
1996-2000 | 100.0| 10.8 272.5 -183.3
2001-2005 | 100.0| 200.0 -12.2 -87.8
2006-2010 | 100.0|-110.7 282.1 -71.4
2011 100.0| 371.3 175.9 -447.2

Data source: Mongolian Statistical Yearbook, 2005-2011 editions,
National Statistical Office of Mongolia

industry will result in labor productivity growth. On the
other hand, it also indicates that an increased share of
foreign direct investment (FDI) in the mining and quarrying
sector of the total FDI would result in a labor productivity
decline in this sector. The regression results were
statistically significant (Table 4).

4. Conclusion

The Mongolian economy is still dependent on the
primary sectors of mining and agriculture, and the share of
manufacturing of final products remains low. Nevertheless,
the labor productivity increase was an important factor in
Mongolia's economic growth during the period 1991-2010.

The results of the productivity analysis of the mining
and quarrying industry suggested that in order to adhere to
a proper ratio between the labor productivity and average
wages, it is essential to focus on certain issues of the
country's development policy. They include, but are not
limited to:

- Implement and adhere to the principle of consistent
increase of wages on the basis of improved
productivity and skills;

- Take measures to raise the contribution of the
manufacturing sector to GDP along with enhancing
the effectiveness of labor productivity and
investment, while steadily developing the mining
and quarrying sectors as a top priority in general.

Productivity improvement should not be limited to
labor productivity alone. Similar to other countries, it is
necessary to give importance to the productivity of all areas
because it affects the development of all economic sectors.
Total factor productivity estimations need to be extensively
used in the country's development policy and planning.

A continuous and intensive economic growth should
be attained by increased labor productivity and investment
efficiency in the mining industry at first, and be followed by
an intensive development of the processing industries. The
country needs to make its economy a multifaceted one that
is private-sector-led, high-technology-based and expert-
oriented. Dynamic processing industries will help the
economy to become less dependent on mineral resources.

Table 4: The Regression Results

Method: Least Squares

Sample: 1995-2011

Included observations: 17

Variable Coefficient Standard error t-statistic Probability
LOG_CAP 0.2746 0.0551 4.9793 0.0002
LOG_FDI -0.0822 0.0267 -3.0751 0.0082
C 3.0711 0.1080 28.4313 0.0000
R-squared 0.7056 Mean dependent variable 2.9574
Adjusted R-squared 0.6636 S.D. dependent variable 0.1469
S.E. of regression 0.0852 Aikake's information criterion -1.9293
Sum squared residual 0.1016 Schwarz criterion -1.7822
Log likelihood 19.3987 F-statistic 16.7781
Durbin-Watson statistic 1.7094 Probability (F-statistic) 0.0002
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A Proposal for Establishing the Northeast Asian Coal
Association

Ch. Oyunjargal

Researcher, Institute for Strategic Studies, Mongolia

(D Introduction
As one of the pillars of the Mongolian economy, the
mining sector, especially coal, has been attracting a lot of
attention. Having a GDP per capita of US$4,800 in 2011,'
Mongolia is no longer in the low-income country
classification, and mining revenues account for a large part
of the state budget. Even though this indicates Mongolia's
progress towards a market economy, Mongolia can do
better than that. In other words, Mongolia is rich in mineral
resources, and if some obstacles, such as difficulties in
transportation, price fluctuation and its two neighbors'
influence, are solved, then the country would witness more
promising economic development. Therefore, this paper
aims to propose some solutions for the abovementioned
obstacles and the possibilities of facilitating Mongolia's
active participation in Northeast Asian regional integration.

With ample natural resources, Northeast Asia includes
six states: the Russian Federation, China, the ROK, the
DPRK, Japan and Mongolia. The economic situation of the
countries in the region greatly affects the global economy.
In recent years the coal consumption of the region has been
dramatically growing. For example, according to the Coal
Statistics data, Japan was the leading coal importing
country by its imports, while China ranked second and the
ROK ranked third in the world in 2010.> But last year China
became the largest consumer of coal in the world with total
consumption of 182.4 million tons, overtaking Japan.®
According to the estimation of the China Energy Council,
the country's energy demand reached 4.19 trillion kWh in
2011, an increase of 14.56% compared to the previous
year,' and China is projected to import one trillion tons of
coal by 2030.° Currently, Mongolia has 175 billion tons of
coal reserves, 205 million tons of oil and 68,000 tons of
uranium reserves. With 30% of total reserves consisting of
coking coal, Tavan Tolgoi has been attracting a lot of
attention, but Mongolian coal is still outside of the
economic circulation of Northeast Asia. Mongolia is
making efforts to join the coal market due to both its
domestic and foreign needs.

(2 However, these Efforts Are Being Constrained by
some Obstacles that the Mongolian Mining Industry Has
to Solve.

Obstacle 1: If Mongolia cannot solve the transportation
issue, it will be difficult to export the commodity to the
international market.

In Northeast Asia there are nine transportation trade
corridors, and out of them the port of Tianjin is the closest
one connecting to the Mongolian railway system, with its
single north-south route, with the sea. Because the
Mongolian railway system uses the broad gauge, it has the
disadvantage of having to transfer freight to another train
when coming to the Chinese railway system with its
standard gauge. Recently the port has been exceeding its
limits, and Mongolia has started to significantly export
mining products. Therefore, there is no option but to use
another port. The most suitable option for Mongolia is the
port of Rajin in the Tumen River Corridor. In order to
connect its strategically important mineral deposits to
"third" markets, Mongolia will be able to use this port by
building a railway to Dornod Aimag. In the railway
development plan that will be completed by 2015, a railway
connecting Mongolia to the Tumen River Corridor has been
drawn up,® but currently the actual work has not been
started yet (Figure).

Obstacle 2: How Do We Participate in Russia-China
Cooperation?

In September 2010, Russia and China signed an
agreement to cooperate in the energy sector in
Blagoveshchensk, Russia. According to the agreement, the
two sides agreed that Russia is to export 15 million tons of
coal in the first 5 years of the agreement and 20 million tons
of coal in the next 20 years, while China is to issue US$6
billion of loans to Russia in exchange.” It indicates that our
two neighbors have been deepening their energy
cooperation. In this situation, there is a risk that Mongolia
may not able to take advantage of mineral resources, since
our country is not the only one exporting to China.

Obstacle 3: Increasing the participation of third
countries and a number of stable consumers will help to

' "The World Factbook: Mongolia": https://www.cia.gov/library/publications/the-world-factbook/geos/mg.html

% "Coal Statistics": http://www.worldcoal.org/resources/coal-statistics/

’ "China overtakes Japan as biggest coal importer for the first time": http://www.reuters.com/article/2012/01/26/coal-china-japan-

idUSL4E8CQ3GS20120126

$120104F AE 0 7 ) 1315 % 34 12— [E]": http://www.excite.co.jp/News/chn_soc/20110119/Recordchina 20110119002.html [in Japanese]

S E O A7 Bl AAS20304E 11X 104 b > A2 B http:/www.asiam.co.jp/news _coal.php?topic=014357 [in Japanese]

% "Talking on connecting the strategic mines by railway": http://numgeo.wordpress.com/

7 "China and Russia signed six billion U.S. dollars agreement to develop coal resources in the Russian Far East": http://www.financeguider.com/
china-and-russia-signed-six-billion-u-s-dollars-agreement-to-develop-coal-resources-in-the-russian-far-cast/




keep a balance.

In 2011, the mining sector accounted for 89% of
Mongolia's total exports, and exports to China accounted
for 92% of the total export volume. There is no guarantee
that China's imports will not decrease or the market price
will be stable over time. Chinese coal exports from
Australia increased 12-fold from 3.5 million tons to 44.6
million tons within just one year.*

As mentioned above, there are many leading coal-
importing countries in Northeast Asia. Countries such as
Japan and the ROK, which are called Mongolia's "third
neighbors", have expressed their interest in participating in
the Tavan Tolgoi project, but progress has not yet been
seen.

The main barrier to trade is difficulties in
transportation, while the only viable option for transporting
commodities from Mongolia to third countries is
transporting via China. Due to China's insufficient capacity
for transit transportation, Mongolia's trade with third
countries has been stagnant.

Obstacle 4: Price volatility negatively affects the
domestic economy and increases the foreign trade deficit.

The Mongolian economy is influenced by Chinese
domestic price fluctuations, since Mongolia exports to only
a few countries and uses the coal price in China as a
benchmark price. In previous years, Mongolia was heavily
impacted by the price volatility of copper. There are a lot of
consequences for Mongolia when the copper price falls.

There is an established "Coal Export Price Council" in
Mongolia aimed at stabilizing the domestic coal price.’
Most of the council members are foreign invested
companies, such as South Gobi Sands, MAK, Chinhua
MAK and Nariin Sukhait; thus there is an anxiety that this
council would create advantages for the benefit of foreign
investors. Therefore, there is a need to establish a proper
price management mechanism in Mongolia.

According to the Monthly Macroeconomic Review of
Mongolia's Economic Policy and Competitiveness Research
Center, in June 2012 Mongolia's exports increased by 14%
from the previous year due to the increased exports of the
mining sector, including 48% for coal export growth, 30%
for ore export growth, and 41% for crude oil export growth.
However, the foreign trade deficit increased by 18%,
exceeding US$1 billion."

Although the economic situation is not good enough,
Mongolia defines the mining sector as a key driver of its
future economic development. One of the leading directions
specified in the Millennium Development Goals-based
Comprehensive National Development Strategy of
Mongolia is to exploit strategically important mineral
deposits to build up savings, ensure a high rate of economic
growth, and develop modern processing industries."'
Therefore it can be argued that one of the potential solutions
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for all these obstacles, in a comprehensive manner, is to
establish a coal association in Northeast Asia.

(3) How Would the Abovementioned Obstacles Be Solved
by Establishing the Northeast Asian Coal Association?

The solutions for the abovementioned obstacles and
other accompanying benefits by establishing the coal
association are as follows:

Solution to Obstacle 1: Difficulties in transportation

By establishing the coal association Mongolia would
receive international support for opening a new gateway to
the sea, and it would facilitate the country's foreign trade.
As the building of the domestic railway system is highly
dependent on Russia's position, and current railway
transportation is under the significant influence of China,
international support would be the most important driver
for solving these obstacles. With the support of this coal
association, Mongolia would be able to solve its
transportation difficulties and facilitate commodity trade
with Japan and the ROK, which is currently idling due to
the transit transportation impasse of China.

In Article 125 of the UN Convention on the Law of
the Sea landlocked states' right of access to and from the
sea was defined, while transit customs duties, taxes and
other charges were mentioned in Article 127." Also,
WTO's GATT (The General Agreement on Tariffs and
Trade) specified in detail landlocked states' transit rights,
and all duties and other charges related to the transit."

Solutions to Obstacles 2 and 3: Chinese and Russian
cooperation and third countries' participation

The participation of the ROK and Japan in the
association will facilitate Mongolia's "third neighbor"
policy. In Mongolia's National Security Concept it is
specified that investments of any foreign country do not
exceed one third of overall foreign investment into the
country. But currently investments from China have already
exceeded 50% of Mongolia's total FDI made after 1990.
Thus, the establishment of the coal association will be an
important step for the fulfillment of the Concept principle.
In other words, the coal association will be aimed at
increasing and stabilizing investments from third countries
into the Mongolian economy, which is already dominated
by China. In doing so, not only Mongolia, but all other
countries in the region would have a fair platform for
discussing mutually beneficial ways and solutions for
effectively utilizing one of Mongolia's abundant natural
resources, coal.

Solution to Obstacle 4: Price volatility and the
national economy
By establishing the coal association, it would be

S5k B W E O A7 R A" hitp://eneken.ieej.or.jp/data/3287.pdf [in Japanese]
* "Council for coal exporting price": http://www.mongolchamber.mn/index.php/councils/coal

' "Monthly Macroeconomic Review": http:/ecrc.mn/images/stories/Macro_overview 201206.pdf

"' "National Development Comprehensive Strategy": http://www.mecs.gov.mn/article-120-306.mw

"> "United Nations Convention on the Law of the Sea (UNCLOS) and its attachments": http://www.monmarad.gov.mn/index.php?option=com_conte
nt&view=article&id=60%3A2012-05-03-07-13- 55&catid=6%3A2010-11-01-06-44-08&Itemid=78&lang=mn [in Mongolian]

By TN oM TGRS - AU & EERBAR" R Ik, ERINA Report No. 1053, pp. 69-70 [in Japanese]
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possible to ensure coal price stabilization by negotiating
and determining prices and supply quotas with the
participation of all member states. Therefore, the domestic
price fluctuations of China would no longer impact
Mongolia's coal export prices and it would bring positive
developments for the Mongolia's economy.

Other accompanying benefits: If we see that
Mongolia's landlocked position is hindering its
development, development based on the mining sector will
be accelerated by solving this issue. Both the public
domestically and foreign countries are eagerly waiting for it.

Therefore, establishing the Northeast Asian Coal
Association will provide Mongolia with new opportunities
from which the country can economically benefit, cooperate
with its two neighbors in mutually beneficial ways, join
regional economic integration based on its infrastructure,
and the "third neighbor" policy, one of Mongolia's foreign
policy priorities, can successfully be implemented.

(4) Learning from Others' Experiences
After studying the mining associations and cooperation
organizations which are successfully operating in various
regions, it is argued that OPEC' and the European Coal
and Steel Community can be models for the establishment
of the Northeast Asian Coal Association.
e The European Coal and Steel Community was
established in 1951, comprised of the Benelux,"
West Germany, France and Italy. The community
was intended to end the hostility between Germany
and France through the agreement to jointly
exploit coal and steel, which was the most

important commodity in war. In other words, this
agreement helped to overcome political tension.

e The Organization of the Petroleum Exporting

Countries was formed by a treaty signed by Iran,
Iraq, Kuwait, Saudi Arabia and Venezuela in
September 1960. Before the founding of OPEC the
world petroleum price used to be determined by
the "Seven Sisters"."® Yet these companies were
challenged by the increasing influence of OPEC,
and now OPEC holds the right to set the global
petroleum price.

With 12 member states, OPEC aims to unify and
coordinate members' petroleum policies, ensure the
stabilization of prices in international oil markets and
supply petroleum to consuming nations in an efficient and
regular manner. In order words, one of the organization's
main functions is to ensure the stabilization of prices and
avoid potential risks. With this function, OPEC will become
a good example for forming a coal association in Northeast
Asia.

We will establish the coal association with the same
functions and aims that OPEC has, but strive to have all
exporting and importing countries of the Northeast Asian
region join and promote their active participation.

(5) Conclusion

In Northeast Asia there are positive factors necessary
for regional integration, such as Russia's natural resources,
Japan's high technology and the workforces of China and
the two Koreas. China, the ROK and Japan agreed to
establish an FTA in May 2012, and Mongolia's two
neighbors are expanding their relations. These

Figure: Mongolia's Railway Development Plan
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" "OPEC" = The Organization of the Petroleum Exporting Countries

"* The Benelux is a customs union in Europe comprising three neighboring countries: Belgium, the Netherlands and Luxembourg.
' The "Seven Sisters" is a group of dominant petroleum companies comprising Anglo-Persian Oil Company, Royal Dutch Shell, Standard Oil of
California, Standard Oil of New Jersey, Standard Oil of New York, and Texaco.



developments suggest that Mongolia needs to begin
participating in the regional integration process. Otherwise,
Mongolia would remain outside of the integration process.

Moreover, coal is a vital national resource for ensuring
energy security in the future. In recent years, the coal
market has been expanding significantly, and many
countries are increasing their attention on coal due to the
Fukushima nuclear disaster.'” Therefore, Mongolia needs to
take steps, using its advantages, and make efforts towards
establishing the Northeast Asian coal association.

On the other hand, even though Mongolia would get a
number of benefits from the establishment of the proposed
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coal association, the reactions and views of other countries
should be considered. As Japan and the ROK are interested
in entering the Mongolian coal market, it is hoped that they
would participate actively in the project. But China may
have negative reactions to the proposal. Accordingly,
Mongolian governmental bodies, such as the Ministry of
Mineral Resources and Energy, the Mineral Resource
Authority, and the Ministry of Foreign Affairs, along with
other research institutes' efforts, will surely be important in
terms of studying the proposal and initiating efficient
measures to realize this proposal and properly addressing
the reactions and mitigating the potential risks.
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Mongolia-DPRK Economic Relations

N. Dorjsuren

Chief of the Center for International Security Studies, Institute for Strategic Studies, Mongolia

1. Introduction

In the foreign policy concept of Mongolia, which was
updated in 2011, it states that Mongolia shall strengthen its
position in Asia and secure a constructive participation in
the political and economic integration process in the region.
Within the framework of this objective, greater attention
shall be given to Asia and the Pacific region, in particular to
Northeast Asia. Mongolia shall take an active part in the
process of initiating dialogue and negotiations on the issues
of strengthening regional security and creating a collective
security mechanism. The prerequisites for participating in
regional integration shall be created primarily through
expanding and promoting bilateral relations with the
countries in the region.

From this point this paper discusses: How will the
recent changes in the DPRK under the new leader Kim
Jong Un affect the bilateral relations between Mongolia and
the DPRK?; and what type of option strategy would
Mongolia use?

Keeping these questions in mind, a brief overview of
the recent situation and the prospects for the DPRK's new
economic reforms is discussed in Part 2. At the beginning
of 2012, the Eurasia Group ranked the DPRK fifth in the
Top Risks for 2012 and focused on instability in the power
succession process following the death of former leader
Kim Jong Il on 17 December 2011. Many DPRK analysts
said that 29-year-old Kim Jong Un is too young and
inexperienced to lead a country. However, the new DPRK
leader is increasing his position and leadership. Now he is
officially Marshall of the DPRK, First Secretary of the
Workers' Party, Chairman of the Central Military
Commission, First Chairman of the National Defense
Commission and Supreme Commander of the Korean
People's Army. In addition, he is planning to undertake
some new economic reforms. Therefore the changes in the
DPRK are very important for understanding the direction of
Kim Jong Un's domestic and foreign policies.

Part 3 discusses some features of Mongolia-DPRK
economic relations.

2. The DPRK's New Economic Reforms

The DPRK still sticks to being a self-reliant socialist
economy. In 2010, after 44 years, the political bureau of the
Worker's Party called a top party meeting and declared it
would lead the people of the DPRK to develop their own
Korean version of socialism. In addition, in 2012 it declared
that the DPRK will become a "Power State" and a "Strong
and Prosperous Nation".

However in recent times, the centrally-planned and
isolated economy has been facing some difficulties. In the
first New Year message of 2012, the DPRK leadership
didn't mention high economic growth. Many of the analysts
say that the socioeconomic plan of the DPRK for last year
has not been fully realized. The DPRK is spending almost
20% of its GDP on national defense. The DPRK's GDP per
capita in 2011 was US$1,800 and ranks 194 among the 226
countries compared.' This shows that the DPRK is still one
of the poorest countries in the world. In addition, the Food
and Agriculture Organization of the United Nations (FAO)
said on 14 June 2012 that the DPRK needs immediate food
assistance.” Earlier this year, the UN said two-thirds of the
DPRK's 24 million people were suffering from a chronic
food shortage. According to some data, the DPRK has a
shortfall of 400,000-800,000 tons of grain every year.
However, external assistance from the ROK and the United
States stopped after the Cheonan incident in March 2010
and the exchange of artillery fire on Yeonpyeong Island in
November 2010.

Therefore the mission of the new DPRK leader is to
resolve the economic and food crises. On 11 July 2012,
Kim Jong Un announced the establishment of a new
economic reform. (Some sources call it the "June 28
Policy".) He will focus on "developing the economy and
improving the people's livelihoods." The new policy will be
implemented from September.’ In my view, the new
economic reform has the following characteristics:

1. This is the first step of reform announced since

Kim Jong Un took power. Regarding economic
reforms, in November 2009 his father approved a
currency reform (exchanging new currency for old
currency at the rate of 100:1) and it damaged the
economy and potentially affected the lifestyle of
DPRK citizens. However, many analysts have said
that the changes under Kim Jong Un could follow
the Chinese or Vietnamese models. Because of
China's influence on the DPRK's economy, the
DPRK could adopt aspects of China's economic
reform policies. However, when I asked DPRK
officials, they said the DPRK will undertake
reforms following a DPRK style.

2. Kim Jong Un is trying to move economic

decision-making power towards the government's
control. It is not a secret that the army plays a
leading role not only in the political life of the
DPRK, but also in economic decision-making.
The major infrastructure projects in the DPRK are
conducted by the military, and the military has its

" https://www.cia.gov/library/publications/the-worldfactbook/

rankorder/2004rank.html?countryName=Korea,%20North&countryCode=kn&regionCode=eas&rank=194#kn
? http://japanese.yonhapnews.co.kr/northkorea/2012/06/14/0300000000AJP20120614001900882.HTML [in Japanese]

* http://sankei.jp.msn.com/world/news/120725/kor12072517250004-n1.htm [in Japanese]




own channels to get foreign currency. Therefore
Kim Jong Un and his uncle Jang Song Taek, a
Vice-Chairman of the National Defense
Commission, are trying to take more economy-
oriented policies. Therefore the removing of the
Chief of the General Staff of the People's Army,
Vice Marshal Ri Yong Ho, from his posts
"because of illness" on 16 July 2012 was a big
step in Kim Jong Un's consolidation of his
authority over the military. From Ri Yong Ho's
removal, we can also suspect that it could be a
sign of generational change in DPRK politics.

3. The DPRK is actively managing to attract foreign
investment. According to the United Nations
Conference on Trade and Development
(UNCTAD) statistics handbook report, despite the
UNSC sanctions on the DPRK, foreign investment
in this country was US$1,437.24 million in 2009.
Furthermore, the DPRK leaders made some
foreign visits in 2012, such as the Chairman of the
Presidium of the Supreme People's Assembly of
the DPRK, Kim Yong Nam, and two top
economic officials: one is the Chief of the Joint
Venture and Investment Commission, Mr. Ri
Kwang Gun, and the other is the Minister of Light
Industry, An Jong Su, who visited Singapore and
Indonesia. In addition, the DPRK Foreign Minister
visited Egypt in May 2012 and in June a
delegation of the Workers' Party visited Laos,
Vietnam and Myanmar.

However, with the abovementioned new changes in
the DPRK, we have every reason to say that Kim Jong Un
is ready to change towards a more "normal" state, but it's
too early to say that the changes could bring big changes
for the country's economy. On 24 July 2012, the ROK
Unification Minister Yu Woo-ik said at a forum on Jeju
Island that: "North Korea's recent radical changes under
new leader Kim Jong Un should not simply be taken as
signs for a looming reform drive", "(they) do not need to
lead to a hasty conclusion for the shift to a people-first
policy from the military-first policy, or for a reform or
opening-up" and "Likewise, the Mickey Mouse
performance should not necessarily mean a signal for
reform and opening-up."*

The top priority of DPRK national policy will still be
ensuring regime security. Therefore the system will be
unstable for the time being and the risk of a nuclear test
continues on the Korean Peninsula. The DPRK's rocket
launch on 13 April 2012 ended in failure, and in May 2012
Pyongyang proclaimed itself as a "nuclear state" in its new
constitution. In addition, the DPRK could be preparing for
its third nuclear test.
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3. Mongolia-DPRK Economic Relations

"We will keep the channel warm with North Korea"
Mongolian Prime Minister S. Batbold said in an interview
with Bloomberg Television on 21 July 2012, in Beijing’®

Considering the new changes in the DPRK under new
DPRK leader Kim Jong Un, the recent situation and the
prospects for the bilateral relations between Mongolia and
DPRK can be described as follows:

First, Mongolia has maintained close relations with
the DPRK for the past sixty years and the relationship
between the two countries is developing in the fields of
politics, economy, culture, education and health. However
there is no trade link at all between the two countries.

Both sides are paying a lot of attention to their growing
economic relations. For instance in May 2005, the DPRK
Deputy Minister of Food and Agriculture visited
Ulaanbaatar and the two sides discussed building a joint
farm in Mongolia. In 2007, the Chairman of the Presidium
of the Supreme People's Assembly of the DPRK, Kim
Yong Nam, visited Mongolia and the two parties signed
bilateral cooperation agreements on trade, marine transport
and labor force exchange. In addition, in 2010 an MOU on
economic and trade cooperation development was signed
between the Rason Municipality of the DPRK and the
Ministry of Road, Transport, Construction and Urban
Development of Mongolia.

Mongolia's securing of sea access to the Pacific via
DPRK ports is highly strategic and could reduce its
dependence on Chinese and Russian transit ports. However,
there is no movement on developing the access to the DPRK
ports. In late 2011 China had already agreed to invest 19
billion yuan (US$3 billion) into Rason, for which it would
receive the lease of three piers for 50 years.” Therefore, we
should undertake more research on the potential sites for the
expansion of port and industrial facilities.

Second, currently over 2,000 DPRK citizens are
working in several of Mongolia's industrial sectors, such as
construction, light industry, health, agriculture, mining, the
processing industry, and food. According to the
Intergovernmental Agreement between Mongolia and the
DPRK on Exchanging Labor Force, the Mongolian
government does not impose employment taxation on
DPRK citizens. However, the Mongolian Ministry of Social
Welfare and Labor may impose other taxation on DPRK
workers. According to the DPRK side, if the Mongolian
government were to impose a US$210 tax per person, there
would not be any other option for the DPRK workers
except going home, since working in Mongolia would not
be beneficial for them. Therefore, the DPRK proposes that
the Mongolian government should continue to not impose
taxation on DPRK workers.

Third, during a talk with a DPRK official it was noted
that "Self Reliance: Key to Independence", the Juche idea
to develop independently relying on one's own strength, is

* http://www koreatimes.co.kr/www/news/nation/2012/07/120_115862.html

* http://mongoliacconomy.blogspot.com/2012/07/north-koreas-ports-mongolias-gateway.html

¢ Batchimeg M (2006), "Mongolia's DPRK Policy", Asian Survey 46: 275-297

7 http://www.nkeconwatch.com/category/economic-reform/special-administrative-regions/rajin-sonbong/page/2/
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not an idea only for the DPRK. Mongolia should seek a
method to mobilize a consciousness of the people to
develop independently and to have an independent
economic policy and protect itself from economic
globalization.® In fact, the DPRK didn't become a member
of COMECON in the former socialist system. However, the
People's Republic of Mongolia became a member of
COMECON in 1962. The two countries haven't joined in
any regional economic integration to date, and in particular
are not members of APEC. The "Voice of Russia" radio
station mentioned in their news of 8 June 2012 whether it
would be useful or of consequence to include our two
countries in integration. This news also mentioned that
although Mongolia had become a member of the World
Trade Organization and the Asian Development Bank, it
was unclear whether Mongolia would become a member of
APEC. Russia will organize for the first time the 24th
APEC summit meeting in Vladivostok in September 2012,
and it would possible to invite Mongolia and clarify its
position. Making the DPRK closer to APEC would be one
method to make it more open. Therefore, they discussed
also inviting the DPRK to Vladivostok for the summit
meeting. Consequently at this time, when it is unclear
whether APEC will discuss new membership during the
summit meeting, it would be better for Mongolia to explain
its position on becoming a member of the organization and
matters relating to involving the DPRK in Northeast Asian
integration.

Fourth, the other countries in the region, such as the
ROK and Japan, have been sensitive to Mongolia's relations
with the DPRK. For example, the Japanese side once
proposed that Mongolia, like Laos, should avoid being too

close to the DPRK. As an independent, democratic, and
sovereign state, Mongolia has every right to cooperate with
the DPRK in various fields, including the political sphere,
economy and trade. Mongolia develops its relations with
the DPRK by distinguishing between the political and
economic spheres, but there is a lack of information on
these matters. Therefore, Mongolia should take into
consideration that the lack of explanation could lead to
negative tendencies, such as distrust by other countries.

Fifth, analyzing the developments in the first half of
2012, it is clear that the DPRK leaders do not have any
intention to let go of the "nuclear ace" they are holding in
their hands. According to the constitutional amendment on
13 April 2012, the DPRK issued an announcement that it
had become a "nuclear state." However, on 20 July 2012,
the DPRK announced it was reconsidering whether it would
abandon its nuclear program. It is likely that the process to
restart the Six-Party Talks, which are the only way to find a
peaceful resolution to the DPRK's nuclear program, will be
delayed for the longer term. However, Mongolia should
study the possibility of organizing a Northeast Asia Security
Forum, a Northeast Asian Defense Ministers' Meeting or a
Young Researchers' Meeting of the Northeast Asian
Countries by exploring its advantage of having diplomatic
relations with all the participating states of the Six-Party
Talks. In particular, if we have the DPRK participating in
these meetings it will increase both Mongolia's reputation
and the importance of these meetings. Next September we
are planning to exchange views on this issue with the
DPRK's International Affairs Institute, with which our
institute is cooperating.

% An interview with the North Korean delegation, 2010, Ulaanbaatar
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The Population and Economic Activity of Ulaanbaatar

Ch. Bayanchimeg
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1. Population and Migration

The urbanization process in Mongolia has developed
sharply since the second half of the last century and the
percentage of persons living in urban areas among the total
population is increasing. According to the census conducted
in 2010, two of every three citizens in Mongolia live in
urban areas. Around 44.0% of the total population of
Mongolia lived in urban areas in 1969. However, this
number increased to 67.9% in 2010. The urban population
increase within the past decade alone was almost equal to
the increase that occurred during the preceding 30 years.
Most of the urban population lives in Ulaanbaatar city, the
capital city of Mongolia, and the Central Region, where
there is better infrastructure and services, and the
development of mining sites is growing. For example,
Darkhan-Uul, Dornogovi [East Gobi] and Omnogovi [South
Gobi] aimags are connected with tarmacked roads and
railways. In addition, those aimags bordering China are
attracting more residents. Although the western area of
Mongolia has a relatively large number of residents, the
urbanization process there is not yet intensive. The
development of industry, services and social sectors, such
as education and healthcare, in Ulaanbaatar city and
provincial centers are attracting the rural population.
Therefore many persons are moving to urban areas so
increasing the urban population share of Mongolia's total
population.

The majority of Mongolia's urban population, or
around 64.2%, lives in Ulaanbaatar city alone, followed by
Erdenet and Darkhan cities. The migration of herders to
urban settlements, especially to Ulaanbaatar, has increased
from 2000 due to loss of their livelihoods as a result of
natural disasters, such as "gan [drought]" and "zud or dzud
[lack of forage caused by extreme winter weather]". In
addition, stable and safe working opportunities in the city
and urban areas attract population and this is expanding the
urbanization process. Accordingly the urban population size
increased substantially and the urban population increased
to 1,798,100, or 67.9% of the total, in 2010, from
1,345,000, or 57% of the total, in 2000. In particular
Ulaanbaatar city has witnessed a more massive population
growth than the other cities, and its population has
increased by 349,200 persons, or by 51.9%, between the
two censuses in 2000 and 2010. Thus the urbanization
process in Mongolia is mainly resulting in the population
growth of Ulaanbaatar city. According to the census of
2010, the population size of Ulaanbaatar equaled 43.2% of
the total population of the country. The population of
Ulaanbaatar was 14.0% and 22.3% of the total in 1956 and
1969, respectively. Conversely, according to the Population
and Housing Census of 2010, the population sizes of other

provinces as a percentage of the total have decreased.
Therefore Mongolia's rural to urban migration is
predominantly directed towards Ulaanbaatar city.

Mongolia's internal migration has intensified within
the last two decades and two major migration flow patterns
were clearly noticeable from the results of the 2000
Population and Housing Census. These are: (1) the flow to
Ulaanbaatar city; and (2) the flow to the Central Region.
Therefore, there is a tendency towards population
concentration in Ulaanbaatar and the Central Region, while
the remote areas are becoming uninhabited. There are no
signs of a reversal of this tendency; on the contrary, it is
likely to increase.

The average number of people migrating to
Ulaanbaatar city ranges between 61,300 and 590,400 for
various periods. The number of persons born in other cities
and provinces and who moved to Ulaanbaatar exceeds the
number of persons born in Ulaanbaatar city and who moved
to other provinces and cities by 543,600. This means that
Ulaanbaatar city's population has mechanically increased
by this amount. According to the Population and Housing
Census of 2010, about 544,813 persons or 47.2% of
Ulaanbaatar's population, were born in the city and have
lived in the city without moving to any other place. The
remaining 52.8% or 609,477 persons were those who
moved to Ulaanbaatar city, of which 19,078 persons or
3.1% of the total were born in Ulaanbaatar city and moved
elsewhere for a while, and then moved back. According to
the census, 130,372 persons, or 21.4% of the total, were
people who moved to Ulaanbaatar city and have lived there
for more than 20 years, while 98,087 persons, or 16.1% of
the total, have lived there for 1-3 years (Figure 1).

As of 1 January 2012, there were 1,206,610 persons or
45.8% of Mongolia's total population living in Ulaanbaatar
city, 571,192 of whom were male and 635,418 female
(Table 1).

According to the census data, the annual average
population growth was 9.5%, the highest rate, over the
period 1956-1963; 3.0% for 1963-1969; 4.2% for 1969-
1979; 3.1% for 1979-1989; 3.0% for 1989-2000; 3.8% for
2000-2008; and 4.2% for 2008-2012. The total population
of Ulaanbaatar increased by 55,100 persons in 2011,
whereas 44.8% of the total was a mechanical increase as
migrants have officially moved from the rural areas to the
city, and the other 50.1% of the total was a natural increase.
The percentage share of the natural increase in population
has tended to rise due to the growing birthrate over recent
years, while the migration level from rural areas to
Ulaanbaatar has been stable.

The net migration coefficient (i.e. mechanical growth
per 1,000 persons) was 25 in 2000, which was three times



higher than the net natural growth coefficient (i.e. net
natural increase per 1,000 persons). However, this situation
had changed in 2011 as the net natural growth per 1,000
persons was higher than the mechanical growth.

During the period 2000-2011, a total of 380,000
persons moved to Ulaanbaatar city, while around 60,000
persons moved to rural areas from the city. There were
68,600 officially registered immigrants in Ulaanbaatar in
2004, when the "taxation waiver" was introduced. Most of
them, or 27,200 persons, have resided in Ulaanbaatar city
for a long time and were counted as urban citizens. In 2011,

Figure 1: Ulaanbaatar Resident Population Figures by
Duration of Residence
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Source: Population and Housing Census, 2010.
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8,502 persons had officially moved to other provinces and
places from Ulaanbaatar city. In addition, in 2011 the
number of persons who moved to Ulaanbaatar city per
1,000 residents was 24, decreasing by 8 persons, while the
number of persons who moved to rural areas was 7,
decreasing by 3; mechanical growth accounted for 17 per
1,000 persons, declining by 5 compared to the 2008 data
(Table 2).

In 2011, 28,593 persons officially migrated to
Ulaanbaatar city and settled in various districts of the city.
Bayanzurkh district received the biggest number of the
immigrants, followed by Songinokhairkhan, where most of
the residential ger districts are located. In terms of age
groups, there were 5,761 persons, or 20.1% of the total,
aged under 15; 16,388 persons, or 57.3% of the total, aged
between 15 and 34; 3,204 persons, or 11.2% of the total,
aged between 35 and 39; and 3,240 persons, or 11.3% of
the total, aged 45 and over (Figure 2).

Ulaanbaatar city is a young city and in 2011, 64.2% of
the city's total population was under 35 years old, while:
321,100, or 26.6%, were children up to 15 years old;
810,900, or 67.2% of the total, were those aged 16-59; and
74,600, or 6.2% of the total, were those aged over 60.
According to the population pyramid, all age groups
witnessed increases, thus indicating a high population
growth between 2008 and 2011. In terms of the gender ratio
of Ulaanbaatar city, the number of men per 100 women
decreased to 89.9 persons in 2011, lower by 3 persons
compared to 2008 (Figure 3).

This was mainly related to the fact that the number of

Table 1: Population Change of the Capital City of Ulaanbaatar, 2006-2011

2006 2007 2008 2009 2010 2011
Population of Mongolia, '000s 2,583.3 2,620.4 2,666.0 2,716.3 2,761.0 2,811.7
Population of the capital, '000s 1,053.5 1,098.8 1,147.7 1,196.8 1,244.4 1,287.1
Residents in the capital, '000s 987.2 1,025.2 1,067.5 1,106.7 1,161.8 1,206.6
Percentage of total population, % 40.8 41.9 43.0 44.1 45.1 45.8
Source: Statistics Department of Ulaanbaatar, 2012
Table 2: Ulaanbaatar Population Figures
Year z;)fl?elitle(:rl, at beginning Births Deaths Immigrants Emigrants igfrulatlon, atend of the
2000 760,077 11,771 5,037 19,918 592 773,613
2001 773,613 12,339 5,069 11,608 782 790,878
2002 790,878 12,652 4,996 23,840 578 821,796
2003 821,796 13,571 5,522 40,760 693 869,912
2004 869,912 14,795 6,017 68,808 1,346 915,531
2005 915,531 15,465 5,972 30,207 2,821 952,410
2006 952,410 18,089 6,417 29,633 6,523 987,192
2007 987,192 22,721 6,417 29,112 7,434 1,025,174
2008 1,025,174 25,426 6,336 33,407 10,199 1,067,472
2009 1,067,472 27,943 6,310 28,337 10,723 1,106,719
2010 1,106,719 26,828 7,064 39,701 14,547 1,161,785
2011 1,161,785 30,226 7,768 28,593 8,502 1,206,610

Source: Statistics Department of Ulaanbaatar, 2012
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Table 3: Migration Indicators for Ulaanbaatar

Year | Immigrants Emigrants | Mechanical growth Iiféﬁi?;ﬁn E(Iiifg:ii? N::);nﬂiigcrizi(t)n
1990 5,157 2,102 3,055 9.08 3.70 5.38
1991 6,526 4,317 2,209 11.31 7.48 3.83
1992 7,419 2,614 4,805 12.70 4.48 8.23
1993 8,881 2,767 6,114 14.96 4.66 10.30
1994 10,720 2,422 8,298 17.74 4.01 13.73
1995 10,280 2,563 7,717 16.73 4.17 12.56
1996 7,446 1,296 6,150 11.93 2.08 9.85
1997 8,493 1,171 7,322 13.28 1.83 11.45
1998 15,994 1,195 14,799 24.26 1.81 22.45
1999 15,199 822 14,377 21.27 1.15 20.12
2000 19,918 592 19,326 25.76 0.77 24.99
2001 11,608 782 10,826 14.52 0.98 13.54
2002 23,677 578 23,099 28.54 0.70 27.85
2003 40,760 693 40,067 46.85 0.80 46.06
2004 68,808 1,346 67,462 75.53 1.48 74.06
2005 30,207 2,821 27,386 31.72 2.96 28.75
2006 29,633 6,523 23,110 30.02 6.61 23.41
2007 29,112 7,434 21,678 28.93 7.39 21.54
2008 33,407 10,199 23,208 31.93 9.75 22.18
2009 28,337 10,723 17,614 26.06 9.86 16.20
2010 39,701 14,547 25,154 35.00 12.83 22.18
2011 28,593 8,502 20,091 24.15 7.18 16.97

Source: Statistics Department of Ulaanbaatar, 2012

Figure 2: Immigrant Residents by Ulaanbaatar District
(Duureg), 2011
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male deaths is higher than females and the majority of rural
immigrants were also females. Although the sex ratio at
birth was continuously dominated by males, it decreased
with increasing age.

As of 2011, the population dependency ratio (the
number of children under the age of 16 and those aged 60
or over divided by the population aged 16-59) was 48.8%,
the same level as in the previous year. In particular, the
child-dependency ratio was 40 and the elderly-dependency

ratio was 9. This means that per 100 working-age adults in
Mongolia there were 49 dependent persons, of whom 40
were children and 9 were elderly. In Ulaanbaatar at the end
of 2011, the population aged 60 or over amounted to
74,570: 32,501, or 43.6% of the total, were men; and
42,069, or 56.4% of the total, were women.

The average life expectancy at birth was 69.5 years in
Ulaanbaatar in 2011, increasing by 1.2 from the previous
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Table 4: Population of the Capital City by District (Duureg), 2006-2011

District 2006 2007 2008 2009 2010 2011
Baganuur 25,731 25,969 25,877 25,875 26,905 27,036
Bagakhangai 3,827 3,864 3,742 3,615 3,647 3,727
Bayangol 160,818 165,159 169,278 174,851 185,104 192,111
Bayanzurkh 211,614 221,565 235,192 250,241 265,997 283,289
Songinokhairkhan 211,056 220,295 232,326 241,410 252,264 257,140
Sukhbaatar 123,041 129,486 133,108 135,103 136,917 137,834
Nalaikh 27,297 28,152 29,115 30,215 31,458 32,513
Khan-Uul 90,925 94,670 98,815 104,166 112,055 119,843
Chingeltei 132,883 136,014 140,019 139,765 147,438 153,117
Residents in the capital 987,192 1,025,174 1,067,472 1,106,719 1,161,785 1,206,610

Source: Statistics Department of Ulaanbaatar, 2012
year. In 2008, the average life expectancy at birth in first quarter of 2012.

Ulaanbaatar was higher than the national average by 0.2
years, but recently this difference has had an increasing
tendency.

2. Household Status

As of 1 January 2012, 306,800 households, or 40.4%
of all Mongolian households, were in Ulaanbaatar and the
average number of household members was 3.9. The
number of households increased by 12,400, or 4.2%, from
the figures in 2010, and by 55,000, or 21.9%, compared to
2008.

The number of household members has been
decreasing since 1990 and was relatively stable at 4.4
during the past years, but it decreased to 3.9 in 2011. 7,833
families, or 2.6% of the total, had 8 or more members, and
6,959 families had 4 or more members aged up to 16. In
2011 the number of single mother households decreased to
24,400: 1,189, or 4.6%, less than the previous year.

The ger districts in Ulaanbaatar city have been
expanding due to the income level of the immigrant
households from rural areas and new families, and also the
lack of apartments connected up to infrastructure. Until
recently, around 50% of all families lived in apartments
connected up to infrastructure, but the numbers of
households living in traditional gers have been on the rise
since 2003. The share of households living in ger districts
accounted for 58.6% of the total in 2005, and increased to
60.0% of the total in 2011. The number of households
living in ger districts has been increasing by 6% annually
and reached 184,200 at the beginning of 2012. Among
them, about 81,600 households live in Mongolian
traditional gers and the remaining 100,300 families live in
single-household houses.

At the same time, the number of households living in
residential apartments has been increasing by about 5,000
annually and reached 122,600 in 2012. 38.8% of the
households live in 21-to-40-square-meter apartments, while
47.8% of the total live in apartments with more than 40
square meters. In the period 2000-2011, 53,000 residental
apartment units became available and 32 apartment blocks
with 2,212 residential units became available during the

The power supply of Ulaanbaatar city is by centralized
and non-centralized energy systems, but 3,307 households
in the city still do not have access to electricity. However,
the residential heating and sanitation systems are far from
being adequate. 55.0% of households lived in apartments
with a central-heating system in 2011, 5.4% lower than in
the previous census. However, the percentage of households
that have individual heating stoves in their houses increased
by 6.6%, and these are the biggest source of air pollution in
Ulaanbaatar. Therefore, the Mongolian government needs
to develop policies and programs to tackle this issue.

The average household income for Ulaanbaatar city
amounted to MNT 697,554 in 2011, 31.8% higher than the
previous year. The household income gap between the
households in Ulaanbaatar city and those in other regions
increased to MNT 124,000 in 2011, almost double the
MNT 61,700 in 2008.

As of 2011, total household income consisted of
salaries (63.4%), pensions (18.1%), income from household
businesses (9.4%), and other income (9.1%). The monthly
average salary of a working person in Ulaanbaatar city was
MNT 428,609, which was 31.5% higher than the previous
year, and 1.7 times higher than the figure in 2008. The
average monthly pension by receiver was MNT 154,300 at
the end of 2011, while the number of pensioners has
increased by 3.4% from a year earlier (Table 5).

In 2011, monthly average household expenditure
amounted to MNT 651,373, which was 25.3% higher than a
year earlier, and increased by 1.4 times compared to 2008.
While 64.1% of total household expenses were non-food
expenses in 2008, this increased to 64.8% in 2011. Non-
food expenses, such as purchase of clothes and other
commodities, expenses for transportation and
communications, and those for buying apartments have
been on the rise annually (Table 6).

The minimum subsistence level of a person, or the
cash amount needed to purchase essential food and non-
food products (the poverty line), in Mongolia has been
revised 22 times since 1991. This amount has been MNT
118,100 in Ulaanbaatar, since it became effective on 1
April 2011.

According to a sample survey conducted in 1998,
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Table 5: Monthly Average Household Income (at current prices, MNT)

Income type 2007 2008 2009 2010 2011

Monthly average household income of Ulaanbaatar 290,755 425,327 487,093 529,302 697,554

1. Monetary income, total 284,981 416,015 475,803 514,069 676,392

- Wages and salaries 171,299 255,089 292,858 325,901 428,609

- Pensions and allowances 41,606 68,761 74,915 70,061 122,679

- Income from household businesses 49,411 53,068 66,051 62,059 63,841

- Other 22,665 39,097 41,979 56,048 61,264

2. Received from others free of charge 5,276 8,962 11,187 13,895 19,724

; I;(l)t(;cl:trlili, which consumed from private farm 498 350 103 1338 1,437

National average income per household 263,681 363,594 402,525 448,027 573,541

51 g::s;zrbﬁ‘::;loltge national and Ulaanbaatar |, ) 61,733 84,568 81,275 124,013
Source: National Statistical Office of Mongolia, 2011

Table 6: Monthly Average Household Expenditure (at current prices, MNT)
Expenditure type 2007 2008 2009 2010 2011

xl‘;:lggymzrverage expenditure per household of | 5,5 o)) 464,134 499,212 534,882 672,535

1. Monetary expenditure 318,147 454,822 487,922 519,649 651,373

Food expenses 111,224 163,214 161,815 179,747 229,153

Non-food expenses and services 206,923 291,608 326,107 339,902 422,220

2. Received from other free of charge 5,276 8,962 11,187 13,895 19,724

i.r I;z;i:trlili, which consumed from private farm 498 350 103 1338 1,437

National average expenditure per household 292,488 367,466 437,602 450,206 577,406

aDvlng;n:fpte’zg’i";‘r’:St;:r ﬁ‘gonal and Ulaanbaatar | 5 43 96,668 61,610 84,676 95,129

Source: National Statistical Office of Mongolia, 2011

34.1% of the total population of Ulaanbaatar had a
consumption level lower than the poverty line by 13.0%.
The Household Social and Economic Survey conducted in
2011 revealed that 23.5% of the city population had a
consumption level below the poverty line by 5.9%. The
poverty headcount ratio in Ulaanbaatar city was between
3.7% and 15.4% lower than the other regions and 6.3%
lower than the national average. The poverty gap was also
reduced in Ulaanbaatar in 2011.

3. Employment

Mongolia has been conducting the Labor Force Survey
on a quarterly basis since 2006, in accordance with the Law
on Statistics of Mongolia. According to this survey, 34.0%
of the country's 1,124,700 economically-active persons, and
34.8% of the persons in employment, lived in Ulaanbaatar
city in 2011. The work force participation level, the ratio of
the economically-active persons to the working-age
population, was 53.9%. The unemployment rate decreased
to 5.6%, which was lower by 3.1 percentage points from a
year earlier. At the same time, the national unemployment

rate was 7.7%. The high concentration of population in
Ulaanbaatar city is creating opportunities for expanding
business activities in the city.

70.0% of all companies officially registered in
Mongolia are in Ulaanbaatar city, while 64.2% of active
companies are running their operations in Ulaanbaatar city.
There are 47,195 registered companies in Ulaanbaatar city,
and 30,866 companies were active in 2011. Most of the
companies are small and medium-sized companies with less
than 50 employees; those with more than 50 employees
account for 3.3% of the total, but they employ 55.8% of the
total labor force.

Value-added in Ulaanbaatar city accounted for 64.6%
of the national GDP in 2011. The service sector accounted
for 68.8% of the total, while the industry and construction
sectors accounted for 30.7% and the agriculture sector for
0.4%.

Mongolia's per capita GDP was MNT 3.8 million in
2011, an increase of MNT 813,500 on the 2010 figure.
Value added per person in Ulaanbaatar city was MNT 5.5
million in 2011, an increase of MNT 1.2 million on the
previous year.
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Figure 4: Sales of Industrial Products, 2008-2011
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In 2011, MNT 3,874.6 billion was invested into the
economy of Ulaanbaatar city. This was 2.2 times higher
than a year earlier. The majority of public investments are
carried out in Ulaanbaatar city due to its concentration of
infrastructure, market capacity and professional work force.
49.5% of total investment was foreign investment, whereas
the amount of domestic investment has increased almost 4
times.

There are 926 foreign invested companies which
newly registered in Ulaanbaatar in 2011, 22.9% higher than
a year earlier. 81.8% of these companies were engaged in
geology, mining, exploration and the oil sector, 12.5% in
trade and catering, and the remaining 5.7% in the financial
sector.

The gross industrial output of Ulaanbaatar amounted
to MNT 2,433.1 billion, and sales amounted to MNT
2,924.3 billion in 2011, increases of 27.1% and 33.7%,
respectively, from 2010 (Figure 4). 56.7% of the total
production of Ulaanbaatar city is related to the mining
sector.

The manufacturing output of Ulaanbaatar city
accounted for 42.2% of Mongolia's total manufacturing
output, and 75.4% of the total construction and maintenance
work, amounting to MNT 745.0 billion, was made in
Ulaanbaatar city in 2011.

Mongolia's total amount of retail and wholesale trade
equaled MNT 6,793.6 billion in 2011, 75.1% of which was
accounted for by Ulaanbaatar city. 72.1% of the total trade
was wholesale trade. Operating in 2011 were: 3,512 shops,
90 wholesale stores, 22 markets and 619 fast-service
centers.

In addition, 80.4% of the total passengers and 12.0%
of the total freight for Mongolia were accounted for by

Ulaanbaatar city.

4. Conclusion

Ulaanbaatar city is Mongolia's political, economic,
social and cultural center. Around 45% of the total
population resides in the city, and 65% of all companies are
operating in Ulaanbaatar. Therefore the role of Ulaanbaatar
city in Mongolia's economy is enormous.

The economic conditions of the city have been
improving, mainly supported by the retail and wholesale
trades, services and consumers. The construction and
service sectors are becoming the major labor market for
immigrant workers from the rural areas. The population
density of Ulaanbaatar city has been continuously
increasing and overpopulation is becoming a major burden
to the city's environment and infrastructure.

However, along with polices towards reducing
overpopulation in the city, the high concentration of
population could also be one of the key drivers of the city's
further development. In particular, it is necessary to create
environmental, population and economic concentrations,
and reduce the pressure on the environment from
consumption and production. Promotion of
environmentally-friendly technologies, products and
services should be intensified.
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The Issues and Challenges for the Mongolian Mortgage
Market

Ts. Enkhbayar
CEO, Mongolian Mortgage Corporation LLC

Mongolia is a landlocked country bordering the
Russian Federation to the north and the People's Republic
of China to the south. Its population is 2.7 million, with
approximately 40% of its population living in the capital
city, Ulaanbaatar, and 59% of the people living in ger
districts. In Ulaanbaatar 30% of the people live in
apartments, and 70% of the people live in ger districts
where there is no proper infrastructure. According to the
latest census in 2010 there were 713,780 households living
in Mongolia.

The urban areas in Mongolia present two very different
and distinct patterns of residential development which are
highly correlated with poverty. The first involves planned
areas based on Soviet-style planning practices and featuring
multi-family housing surrounded by vaguely defined open
spaces. The second involves ger districts characterized by
long strips of large, unserviced plots with wide dirty roads
on at least two sides. Mongolia's poor population is
concentrated in these ger districts. More than 36% of the
total population of Mongolia lives below the national
poverty line, and almost 80% of the poor live in ger districts
in Ulaanbaatar and in aimag (province) centers.

A ger is the traditional circular felt tent of Mongolian
nomads. Informal urban settlements, characterized by a
variety of shelter types, predominantly ger tents, are
referred to as ger housing areas.

Until early 1990 the government used to provide free
housing to the citizens. In mid-1997, the government and
the ADB began development of a sound legal and policy
framework for the housing sector in Mongolia. In 1999 the
government approved the Housing Law, National Housing
Strategy (NHS), Housing Privatization Law, and the
Condominium Law. Under the NHS, housing policies are
more demand-driven, with standards and regulations. The
approved NHS was designed to: (1) transfer the financial
burden of housing to the private sector; (2) improve the
quality of existing stock; (3) establish a land registration

Table 1: Total Households Living in Urban and Rural

Areas
Total Household Number 713,780
Ger Houses, Apartments Other

322,836 (45.2%) 382,808 (53.6%) 8,132 (1.1%)
Total Urban Households: 479,503 (67%)

156,744 (32.7%) 316,116 (65.9%) 6,643 (1.4%)
Total Rural Households: 234,277 (33%)

234,277 (70.9%) 66,692 (28.5%) 1,493 (0.6%)
Source: National Statistical Office of Mongolia

Rural | Urban | Total

Photograph 1: Ger District in Ulaanbaatar City

Photograph 2: Mongolian Ger

and valuation system; and (4) assist vulnerable groups.

In 2000 the Asian Development Bank conducted a
housing demand and supply study in Mongolia, which was
the driving force to start housing finance through
commercial banks in Mongolia. The ADB implemented a
Housing Finance Sector Project (HFSP) starting in May
2003. Prior to the ADB project activities, some banks had
already begun to issue limited mortgage lending in 2001.
However, the process was kicked off with the on-lending
activities of the ADB Housing Finance Sector Project. Five
banks participated in that program: Anod, Golomt, Mongol
Post, Savings and Zoos banks. The ADB Housing Finance
Project funds were fully disbursed in 2005 and principal
repayments are used as a revolver to refinance additional
loans. As of 21 December 2007 over 2,400 loans totaling
MNT 28.2 billion had been disbursed under this project. In
2007, the property price value had doubled. The banks, in
particular, have seen problems with their lending to real
estate developments and construction that built hundreds of
upmarket apartments that are now partially completed but
still unsold. On the other hand price increases made it
harder for individuals to afford the housing loans.

The steady increase in mortgage lending in the
banking sector continued until 2008. Most banks stopped
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issuing mortgage loans in 2008. Some of the largest banks
reached their limits. The reasons of the decreased housing
loans were: (1) banks reached their limits in housing and
construction loans; (2) the lack of additional funding for
banks; (3) banks' total housing and construction loan
growth had been high in recent years; and (4) the pay-back
period was long (5-10 years). Although banks have slowed
down on housing loans, the demand for housing loans is
still high. As a result, the banks increased deposit rates to
get additional resources. On the other hand, there are the
increasing prices of construction materials, and the lowered
opportunities for the low-income population to pay for
newly constructed apartments. Construction sector growth
had also slowed due to the inability of people to pay for
housing. Moreover, the decline in construction lending left
many construction projects unfinished. The banks and the
government took a series of steps to input funds into the
construction sector. The Bank of Mongolia (BoM) took
steps to lend resources to commercial banks in order to
issue loans for unfinished construction. There was an
improvement in the housing and construction loan trends
from the first half of 2008. The situation improved further,
when the banks received additional funding from domestic
and foreign markets (Table 2).

Although mortgage lending was relatively low until
mid-2010, a rapid recovery started taking place at the end
0f 2010, accounting for MNT 333 billion in mortgage loans
lent to 19,700 borrowers. This figure doubled in 2011 with
MNT 656 billion in mortgage loans-lending to about 24,000
borrowers. There are 11 commercial banks that run
mortgage lending activities in Mongolia. The share of the
mortgage market as a percentage of GDP increased to 6%
in 2011 from 1.11% in 2005 (Table 3, Figure 1).

Although mortgage lending has significantly increased
recently, demand for housing is also increasing. Mongolia's
young generation, between 25-35 years old, is increasingly
becoming financially able to afford investing in residential
properties and is keen to move away from their current
multigenerational housing units into more contemporary
and spacious housing. The boom in the mining supply chain
and the service industry are leading to a stronger-than-ever
demand level in the housing sector. On the other hand,
housing supply has intensively expanded allowing the
creditworthy population segment to receive mortgage loans.

Many low income people are still lacking access to
finance for purchasing houses. Most of them could not even
afford the upfront payment requirements. In addition to
that, the continuously increasing price of imported
construction materials, mainly from China, results in a rise
in cost of the apartments. Many Mongolians who seek
higher paid jobs and greater possibilities have relocated
from other parts of the country to Ulaanbaatar. Most of
these households are low income families and live in the
sprawling ger districts of the northern districts that spread
across the surrounding hills of Ulaanbaatar. Due to the lack
of infrastructure for proper housing, the people who live in
ger districts heat their houses and gers using coal or lignite
burnt in iron stoves. The smog caused by coal burning in
ger districts has made Ulaanbaatar the second most polluted
city in the world during the winter season. Tackling these
environmental and social problems caused by the ger

Table 2: Core Market Indicators in Mongolia's
Mortgage Market

Market Indicators 2009 2010 2011

D i T
cbt Outstanding, MNT ¢ 040.64  333,776.60  656,491.07

million

Mortgage market

percentage of Systemic 8.59% 10.72% 11.64%

Loan market , %

Total Systemic Debt

Outstanding, MNT 2,632,031.13 3,112,495.28 5,641,233.70

Million

Total Debt Outstanding

Changes, %

Total Debt Outstanding

3.70% 47.66% 96.69%

Per Borrower, MNT 13.47 16.94 24.78
Million

gouﬂr;’vtv’;: of Total 16,784 19,700 26,491
Market LR. (Annual, %) 17.73% 15.75% 14.80%
Original W.A. LTV % 78.95% 77.30% 56.28%

Note: W.A. LTV = Weighted average loan to value ratio
Source: Bank of Mongolia and National Statistical Office of Mongolia

Table 3: Mongolia's Mortgage Market Indicators

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011

GDP, nominal, MNT

L 2,779.6|3,715.0|4,557.5| 5,895.5| 6,055.8| 8,255.8| 10,829.7
Billion

Systemic Loan
Outstanding, MNT|1,334.1|2,230.5|2,056.1|2,635.6(2,632.0|3,112.5| 5,641.2
Billion

W.A.LR. of Mortgage

loan. % 14.73| 17.83| 15.96| 18.71| 17.73] 15.75 14.8
, %o

Numbers of totall -, oo\ ¢ 04l 16.444| 16,522| 16.784| 19.700| 26491
borrowers

Mortgage Loan
outstanding, MNT| 30.8| 61.9| 164.6] 218.0| 226.0| 333.8] 656.5
billion

Mortgage Market

Percentage of GDP. % 1.11 1.67 3.61 3.70 3.73 4.04 6.06
ercentage o , %

Note: W.ALR. = weighted average interest rate
Source: Bank of Mongolia and National Statistical Office of Mongolia.

Figure 1: Mortgage Market Percentage of GDP, 2005-2011
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Figure 2: Mortgage Market as a Percentage of the
Systematic Loan Market (%); 2005-2011
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districts has been a prolonged priority for the government.

In order to increase the affordability and supply of
proper housing, the Mongolian government has initiated
several acts. One of these activities was the government's
approval of the 40,000 Housing Program on 27 June 2005
to increase the total national supply and finance for housing.
In order to implement the government's policy and
programs for provision of housing, as well as to undertake
mortgage lending and investment, the Ministry of Road,
Transportation, Construction and Urban Development
(MRTCUD), the former Ministry of Construction and
Urban Development (MCUD), jointly with the Ministry of
Finance (MoF) and the Mayor of Ulaanbaatar City
established the Housing Finance Corporation in November
2006.

The five major strategic objectives of this program are:
(1) to establish new townships for housing units; (2) to
improve the density of housing units in Ulaanbaatar and
other urban centers and settlements; (3) to develop the ger
districts; (4) to facilitate development of housing and real
estate market relations; and (5) to support the construction
material production industry and the capacity building of
human resources. Later, this program was extended to a
100,000 housing program. This program is expected to
have a major impact on the substantial percentage of ger
districts. But the project will also require a substantial
amount of supporting infrastructure, including roads,
bridges, and water and canalization projects.

Also, the government resolution No. 15 of 10 February
2011 approved the establishment of the Development Bank
of Mongolia (DBM) to provide long term financing for the
infrastructure and industrial projects stipulated in the
governmental programs, such as the New Development
Medium-Term Target Program, and the State Policy on
Railroad Transportation. The DBM will also fund the
government housing programs by issuing government
bonds.

Given the growing demand for housing, it is important
to create a favorable legal regulatory environment that
allows the creation of new funding resources for housing
loans by issuing securities backed by the mortgage loan
receivables that allow more liquidity to the commercial
banks. This will make possible the refinancing of new
mortgage loans and provide new sources for banks for new
housing loans.

The Mongolian government resolution No. 116 dated
14 May 2003 approved the developing of a mortgage-
backed securities market in Mongolia. It enabled the
creation of a self-financing policy without government
funding. Consequently, on 14 July 2009, the government
approved the "Mortgage Law" followed by the Asset
Backed Security (ABS) Law approved on 23 April 2011,
which has legally enabled primary and secondary market
developments.

The development of the secondary mortgage market
through the establishment of the "Mongolian Mortgage
Corporation" (MIK) has emerged with the initiative of the
USAID-EPRC project. In 2006 the Bank of Mongolia
(BoM) and 10 commercial banks established a private-
sector controlled secondary-tier mortgage institution. The
MIK's main goal is to develop primary and secondary
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markets by issuing and selling mortgage-backed securities
on domestic and foreign capital markets and to create and
ensure a smooth functioning of a long-term financing
system to improve access to housing and promote modern
urban development in the future.

Creation of the first commercially operated, private-
sector controlled secondary mortgage market institution
enabled the broadening and deepening of the financial
market. A well-functioning secondary market will need
supportive legal and regulatory frameworks, sizable and
standardized primary mortgage markets, and well-
developed bond markets.

The MIK has become the liquidity provider to the
financial institutions, which had access to long-term funds
primarily through international financial institutions and
donor programs. Over the past 5 years, the MIK has
actively worked with both the government and regulating
agencies to set up a legal regulatory framework for the
secondary market in Mongolia. One of the prerequisites for
secondary mortgage market institutions is to buy
standardized mortgage loans. At the time of the MIK's
establishment, commercial banks had their own standard
procedures for issuing mortgage loans. One of the main
objectives of the MIK was to standardize all the loans
issued in the market. Therefore the MIK, together with
representatives of commercials banks, developed a
Mortgage Standardization Procedure that was approved by
the BoM on 17 October 2008 and will be applied by all the
commercial banks in their mortgage lending activities. The
MIK has also taken a major role on drafting the approved
Mortgage and ABS laws.

The MIK engages in cooperation with many
internationally recognized financial institutions. Over the
past few years, the MIK implemented several important
projects with International Finance Corporation (IFC), the
United Nations Economic and Social Commission for Asia
and the Pacific (UNESCAP), the Asia Pacific Union for
Housing Finance (APUHF), the German Development
Bank (KfW) and the Housing Finance Network, initiated by
the Wharton Business School.

More specifically, in 2009 the MIK together with IFC
and Shorebank International implemented a project to adapt
the Mortgage Lending Toolkit in Mongolia. The objective
of this project was to standardize mortgage lending
activities by introducing an internationally accepted toolkit.
Under this project, the MIK has translated the toolkit
adapted for Mongolian market standards, published it, and
distributed it to all commercial banks, including other
financial institutions undertaking mortgage lending
activities. Within the framework of this project, the MIK
also organized workshops for the commercials banks in
June 2009 and June 2010 to introduce the toolkit in detail.

Upon the successful completion of the above project,
the IFC has requested being able to implement the second
"Housing Micro Finance" (HMF) project in Mongolia.
During the implementation of the HMF project, the MIK
has carried out comprehensive market assessments in two
cities, Darkhan and Ulaanbaatar. The market assessment
conducted during the HMF project has not only
concentrated on the demand-side of the market but also on
the supply-side of the market.
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The MIK has successfully completed these projects by
preparing valuable recommendations to the IFC to develop
the HMF market in Mongolia.

With the approval of the government of Mongolia, the
MIK has become the project implementing body to support
promotional activities in the housing finance sector. Under
this project the German Development Bank (KfW) granted
long-term loans to the MIK starting in November 2009.

The APUHF is a union and platform that acts as an
experience sharing network among the South Asian
countries. As the MIK represents Mongolia in the union,
the MIK on its own initiative has successfully organized the
union's first regional form in Ulaanbaatar in June 2011
bringing together officials from the South Asian countries.
Starting from January 2012, the MIK has been actively
engaging in the union's activities and has become one of its
advisory board members. Meanwhile, the MIK is also a
member of the International Union for Housing Finance
(IUHF). Also, the MIK is an advisory board member of the
"Asia Pacific Housing Journal" published by the
Government Housing Bank of Thailand.

Under the core activity of the company for providing
liquidity to the commercial banks by selling mortgage-
backed securities to the capital market, the MIK has
purchased a total of MNT 21 billion of mortgage portfolios
from 9 different banks. The standards of the MIK's loan

purchase criteria enabled the MIK to purchase the best
performing loans from the banking sector. In December
2009 the MIK has issued MNT 6.3 billion of covered bonds
to commercial banks and insurance companies with the
longest maturity up to 5 years. The MIK bonds qualify for a
Repo financing instrument by the BoM. On 21 March 2012
the Financial Regulatory Commission of Mongolia (FRC)
approved the MIK as a housing finance company and issued
a "Special Permission" to engage in securitization activities
in the capital market.

The MIK will continue to work towards extending the
mortgage market in Mongolia by building a well-
functioning secondary mortgage market and creating an
environment for local institutional investors to boost the
local capital market, as well as to issue mortgage-backed
bonds and securities to the international capital markets.
Ultimately, by raising funds from the capital market, the
MIK will contribute to increased long-term, low-interest
and affordable housing loans to Mongolian citizens.

The stable and growing Mongolian economy will
encourage the growth of the housing finance system
through lower inflation, lower interest rates, and lower
systemic risk. However, a proper housing finance
infrastructure based on policy that integrates public and
private cooperation will ensure sustainable Mongolian
mortgage market development.
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The Trends in Trade Relations and the Structural Changes
between the ROK and China's Northeast

Lim, Minkyung
Researcher, China Regional and Provincial Research Group, Center for Regional Economic Studies, The
Korea Institute for International Economic Policy (KIEP)

Summary

The bilateral trade volume between the ROK and China's Northeast has gradually increased since 1992. In terms of trade
relations, however, structural changes have appeared which this paper mainly focuses on. First, China's Northeast is losing its
attraction as an export partner vis-a-vis the ROK. This trend appears notably in Liaoning Province, the largest economy among
the three northeastern provinces. Second, ROK investment in the service sector in China's Northeast has accelerated. From
2009 to 2011, the total rate of ROK investment in the service sector in China's Northeast reached 62.3%, far surpassing its rate
for manufacturing industry (34.0%). The transition of the ROK's main investment sectors in the region shows that there still
exists potential for further economic cooperation between the ROK and China's Northeast. Lastly, this article recommends
policy suggestions to stimulate trade relations in the region. The ROK needs to recognize the position of China's Northeast as
an import market and utilize items, such as grains, in which China's Northeast specializes. Also, other trade partners in China's
Northeast—Jilin Province and Heilongjiang Province—need to be paid more attention by the ROK government. Finally, the
ROK authorities need to diversify policy angles regarding China's Northeast. As China's Northeast is surrounded by key
stakeholders, such as Russia, the DPRK and Japan—significant political actors in Northeast Asia—policymakers are often
trapped in the political dimension and overlook the ample room for expanding domestic markets in the region. It is a time
when a new framework is required to open up a new phase in economic relations between the two sides.

[Translated by ERINA]
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