2. Current Conditions and Development [ssues for Major Sectors
2.1 Agriculture and Livestock

(1) Current Conditions and Problems _
Agriculture accounted for 36% of Mmigolia’s GDP and employed more than 40% of

~ the country’s labor foree in 1995. Agricultural products and processed goods_nmde' up 37% of

all exportson average between 1992 and 199 1. An ADB estimate reveals that the processing

of agricultural produce accounts for 27% of all industrial production and emplays a'workfovce

of 60,000. | ' ' '

As these figures show, agriculture not only provides foed for the pepulation, it alse '
provides raw materials for the industyial sector and makes a considerable contiibution to

exports.

1) The Impact of the Transition to a Market Economy

In the days of sbcin]ism, livestock was organized through collectives known as
negdel, while crop preduction was oi'ganiz_cd thiough state favins under a planned econoniy
fa mework. The suppression of negde! autonomy and quotas imposed on private herd sizés
© removed incentives for producers dwing this period. However, it is impossible to deiy the
relative success achieved through the negdelin securving consignments and distribution in the
foim of pnucﬁrcmcnt', wider use of veterinary science, construction of shelters for livestock,

construction of water wells and supply of fodder.

"Due to dimate, seil and other characteristics of the natural environment, crop
farming in Mongolia is confronted by extremely hostile conditions. Accordingly, large-scale cvop
production.in Mongolia has a very short history; through a large-scale national campaign, the
target set for attaining sclf-'sbmciency in wheat was achieved with the opening-up of virgin
tracts of land in 19538 and 1960. Ongoing investment from the 1960's heralded the
introduction of taige agricultural machinery. Since almost all of the machinery parts, fuel,
séeds, ferﬁlizer'uud other acquisitions were imported, production costs were considerably
high. Nevertheless, producer prices were kept at ai‘tiﬁci;ﬂly tow levels to stabilize prices of

four and other agricultural products. Consequently, many state farms ran at a loss.

With the commencement of privatization in 1991, both the regdel and the state

farms cembiiced new corporate structwres such as the joint-stock company and limited

— 6% —



Hability company. Upon the abolition of quotas on private herd sizes, most lvestock were
- transfened to private ownership and, by the end of 1995, 93% of livestock were privately

owited,

The demise of the state procwement system, the advent of market economics and
the explosive rise infuel prices put a victual halt to the funetions of these former negdel, and

herders weve faced with remarkable difficultics in consigning livestock produce.

The cver-fragile crop sector was thus dealt a crippling blow by market cconomics.
Production plummeted and the number of people in the sector fell from 45,000 in 1989 to -
26,000 in 1994,

-+ Although the blow te the agricultural sector with the advent of market cconomicsin
1990 was slight éompan:d with other sectors, pmductionfn 1995 rated at more than 10%
below 1989 figures and move than 6% below the 1990 level. Crop production, in particular, fell
to £3% of the 1989 result and 19% of the 1990 figuie.

In spite of the major slump in the crop sector, agﬁcidtuml production as a wholedid
not suffer such a deep recession, as a result of countervailing growth in the livestock sector.
Livestock production wecorded. thrce successive years of negative growth from 1991 to 1993,
However, the declining trend was arrested by 1991 and in 1995 gro:wth was 10% up on 1990.
This figure is almost identical to' the variation in the number of livestock shown in the
year-end survey (sheep, goats, cows, horses and ca nicls). In short, the number of livestock in
1995 was 11% higher than that in 1990. ' 7

A stablc supply of food is always closely tied 1o stability in the agncultmai sector,
According to hmmohold imcome and expenditure surveys between 1993 and 1995, citydwellers
outlaid a thtrd of their expenditure on mcat flour and flowr products while ruval dwellers
outlaid a quar ter of their expenditure on flowrand Nour pwduclq As the figures show, meat
and flour are the two staple foods of the Mongolnn people and thou slable supply is one of the

most mmmLmt issucs for the gmenmmnt

Those who lost their j(}bé in the Eitics during the coonomic m’éis were rapidly
evacuated tothe agricultural seclor, and to the livestock sector, in particular. This tripled the
number of pesple working in the livestock sector in 1995 (391,000 people in 169,000
houscholds) compared with 1989 (1:35.000 people in 69,000 houscholds). Buring thisperiod,

— 62 —



livestock production tose by only 10%: it can therefore be deduced that production per

houschold fell by more than haif.

Another deep-seated problem is the large number of small-scale herders. As of 1995,
there wore 281,000 houscholds with livestock. This means that besides the livestock
producers, there were more than 100,000 houscholds with hvestock. Generally, a herd of over
200 head is considered to be quite profitable; having less than 100 head places o he;'derbétow

the poverty line, and less than 10 mcans extreme poverly.

In 1995, there were only 35,600 households with more than 200 head, 88,000
householﬂs with more than 100 head and 150,000 with more than 50 head: Assuming that
all oflhese houscholds were dedicated livestock producers, approximately 20,000 would be
poverty-stricken henders with no move than 50 head. It is pvesumcd that many of these
herders would be agisting livestock from other herders, livestock campanies and coopetatnes,
' and would use products from the livestock in their care, together with their awn animals, to

cke out a living.

* The production of fodder has also been greatly affected I)_v.the transition to a market
cconomy. Table 2-1-4 shows the changes in fodder production from 1980 to 1995, The figure
showé that 1989 niarked the stait of the rapid depletion of winter hay. Hay eahimﬂced forthe
‘State Emergency, Fodder F und stood at moré thaa 200,000 tons in 1989 but fell to below
2.000 tons in 1995, a situation that arose with the virtual cossation of production activities
when the fodder sector was partitioned and pmau.aed mth the dismantling of the nedgeland

“state f"illllb In contrast, hay production by the private sectoa has been steadily mcmasmg
sinoe 1990, However, even in 1995, total hay pmducuon was still far lower than the pre-
reforin levels of 1989. Meanwhile, in 1995, mixed feed and inorganic feed production for use in
mtensne livestock production were a mere 8% aud 53% of their respective ﬁgums in 1989. The
extreme shor hge of mixed feed stifled growthin mtumncbmcdmgofpmllh) and pigs, due to

their dependence on this variety of feed.
2) hmmgmg from Traditional \'enmdhm
Although, as mentioned above, the number of |1\L"~IOCI\|IJH |nc1e.1-ed1nlheld-t fow

years, it is necessary to consider how this should be viewed interms ofthe Mongolmn economy

as a whate.

The primary issue is the change in the number of staughtered livestock. The average
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number of livestock slaughtered per annum between 1986 and 1990 was 7.6 million. That
figwre fell to G.5 million between 1893 and 1995-a difference of more than 1 million. This
- figure correlates to the nimbey of livestock exported for consumption. Until the 1980's, ntore
than I million live and processed livestock were exported annually to the former Soviet Union,
- but, .mmmc-ncing in 1992, those exports fell shaply. One undesirable natural outcome of
falling exports is the decline in forcign cwrency camings. An appropriate balance of
production and consumption is required to attain growth in livestock production. Too
_dramﬁlic a reduction in consumption of livestock may be a dominant factor in the decline in
preduction in the food and light industrial scetors, which depend on livestock by-produets for

"~ their raw materials.

The population of Mongolia has more than doubled in the last thirty years, as has
the demand for food. Although the population growth rate is expected to slow somewhat in the
future, continued growth is expected for some lime as a result of past pro-natalist policies.

Foed consumption per capita has not changed ﬁmdanienta]ly in the last thirty years, and,
assuming that eating habits aré not abowt to change securing adequatc supplies of the

cowntry's staple food, meat, will become an c\tiemoly grave issue,

As the situation stands. at piesent with the continued existence  of extensive
livestock farming. the caleulated total volume of pasture feed .lht'oughout Mongolin can
sustain about 60 million sheep units (sheep unit =SU: Lsheep = 18U, 1goat =0.9 SU, 1cow
=60 S, 1 horqé =6.6 SU, 1 camel = 5.7 SU) before aver-grazing occurs, At the end of 1995,
the number ol'lnestock was alveady approaching that limit ( Su requires 560 kuloglama of
pasture feed (hay) peryear). Assuming that these caleulations arve correct, extensive livestock
grazing in Mongolm will soon reach a major turning point. From the conservative viewpointof .
persisting with traditional ways, any further increases in the numbgr of livestock would be
undesirable. - In order to incieasc productivity  therefore, a':migc of measures must be

examined to dramatically boost value added through the processing of livestock by-products.

- Another option is to raise the limitations imposed on the number of viable livestock
by fundamentally rvform'ing the traditional n_om':irlic slyle, achieving more intensive livestock
production, working vigovously to expedite the construction of shelters for livestock, incréasing

the production of feddér and improving pasture feed.

bn reality, there must be wegions where only pure nomadic livestock activity is

suitable beaiuse of the vestrictions imposed by the natural ehvironment. In a fow decades
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from naw, a blend of the two styles mentioned above, that is, "semi-nomadic” grazing, will

become the mainstream practice.

The way in which herders rvely on natural grasslands alone and make effectiveuse
of the limited grazing resources is fundamentally flawed in intrinsically low productivity as

well as vulnerability to snow damage and other adverse climatic effects.

From an ecological viewpoint, nomadism can preserve nature in its pristine state
and, for humanity, is an irreplaceable production methodﬁ However, the nomadic livestock

system in Mongolia will be hit by substantial changes in the twenty-first centwy.

3) Issues Surrounding Organization into Cooperatives _

After the negdel disappeared, the volume of distribution of products s'uch.a.s
livestock by-pmcl_uc't _ consignments  decreased substantially; this gave rise - to the
‘establishment of cooperatives for odnsignment and sales as a means of alleviating this
_pmhlcm; In view of the considerable number of econoniicélly' vulnerable hb'rdené, the
establishment of these cooper.ative's has been generally conducive to cconomicstability and to

the improvement of living standards.

It should be noted here that, first, the impésition of policics from above after the
“privatization of the negdel was a major factor in the present production and distribution’
chaos, and xborganizétion into cooperatives égain will 1igk similar results. Second, most
extensive li\*estock farming, being a relatively smallscale and independent pwrsuit. (or
managed by a limited number of people), does not requiu.-e a great deal of cooperation or:
mutual support beyond the framework of their activitics. Consequently, the duties of

cooperalives will remain restricted to sales and purchases for the time being.

In reference to the first point, re-addressing the problems in the negdclpriwiﬁzalion

- process would be essential when examining future policies.

The Supreme Council of Negdels, the ultinate -negdel authority, issucd a policy
statement in June 1991 in conjunction with the State Privatization Committee 10 the effect
that 70% of negdel assets would be set aside to make the lrénsition to a corporate stivcture -
Goint stock or lintited liability company). In Janumy 1992, the Supreme Council of .Ncgdels

re-emerged as the National Association of Mongolian Agricultural Cooperatives {NAMACQC).
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Most of the newly established livestock production companies which veplaced the
nogd('! ccased operating as the number of independent herdesrs increased. In some casces
compannies divided up their assets and disselved completely. In view of this situation, the
government aiso began to recognize the importanes of the “cooperative” type structure as a
vehiele forsupplying livestock produce to the market and in February 1993 a joint divective by
the Chairman of the Privatization Commission and the Minister of Food and Agriculture
made possible the formation of “cooperative” style compantes. At the time, there was nolaw
in existence concerning cooperatives, and the Law on Economic Entities (onacted in May 1991)
recognized only companies (joint stock or limited liability) and kht.Jrshoo(unlimited orlimited

- partnerships).

From about that time, herders all over the country spontaneously began toestablish
strongly independent cooperatives (most of which are called khorshoe but arc not 1eal
khorshoo partnerships), the structwes of which bom no relationship to those of the former

negdel,

In June 1994, the National Asseciation of Mongolian Agﬁcultiﬁ-al Cooperatives
formulated its chavter and beedne fully active. The Civil Code was enacted in November 1991
-auld the “association” structure was moogniicd for the first time along with joint stock
companics, Iimited.liabilitycompanies, unlimited partnerships and limited partoerships. In .
May.the following year, the Cdmpan_y Law and the Associations Law wex‘e_set inplace..’l‘htis,
‘the -companics and - cooperative associations which were’ cstablished “after  the
dismeinbermont of the negdd, had a choice of five ¢orporate structures froim which to choose:
joint stock companies, limited: liabilily companies, unlimited partnerships, limited

" partnerships and associations.

Looking collectively at the whele process of the privatization of negdel, significant
~ chaos was avated by the lack of legislative preparedness when the Supmmé Council of
Negdels was hammering out policies in an all-out attempt to install “top. down” reforms to

prolong the life of the organization. :
{2) Dovelopment Issués and _Soluti'ons _
1) Fermulating a Long Term Agr_icuitura'l Development Plan

- Tn June 1995, the Ministry of Food and Agviculture formulated the Guidelines for

Rurval Development Policy. - In the guidelines, the Integrated Agricultural and Rural
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Development in the Centrat Region has been aceorded the highest priority, the master plan for

which was formulated by JICA,

The priovily given to the plan is based on the faet that the central regionembraces
the capital and twe major cities (Darkhan and Erdenet) and includes the majority of
Mongolia's arable land. However, a long term agricultural development plan covering the

entire country must be formulated as soon as possible.”

In formulating such a master plan, regions carimarked for agricultural development
must be reassessed with full consideration given to climatie, soil and other natural conditions,
as well as economic factors such as aceess to domesticand international (particutarly Russian
and Chincse) markets and distribution routes. Sccondly, concrete measures to shed total

“dependence on nomadic herding must be examined and public consensus obtained for their

implementation.

2) Rebuilding the Crop Sector

_ The slump in the crop sector and in gi'aial production in particular, is a serious t_hreat
to the stability of food supplies for the Mongolian people. The government should thus decide
on the aﬁea.sm;cs it _should take to solve these problems as soon as possible. In some
wheat-growing areas, recovery of former production levels can be expected ti1r011gh the stable
supply of capital and intermediate goods. In othcr areas, however, problen_.is' arige in the
ccononic viability of wheat production under thc new price and subsidy syatcms Full
domestic self-sufficiency inwheat w il remain relatively difficult in terms of cconomic efliciency

in the futuie and the country will have to continue its reliance on imports toa cer tam extent.

Whether or not flour price liberalization and mill privatization policies, which form
“the basis of the ADB program, work to stimulate grain production will depead on the
implementation of a number of suppleméntary: policies. Specifically, polic{es must be

aggressively implemented ta enable a stable supply of agricultural machinery and parts,

# Mongolia stretches over a Eairly vast band arca. I teems of local variations in its cnvironmvnteti, social, and
ceonomic features, it can be voughly divided into four zones: the Centeal, Bastern, Western, and Gebi. It would
seem reasonable to formulate development goads ok priorities on Ao al brisis, dnd ultimately integrate them into
one, uniform national plan.  Forinstance, the Contral Zone w nu!d be focused on evop cultiv: wioi, hnn product
processing. daiy farming. pig favming, and poudtry freing (for egg production), The Basterm /Amc watld be o
focus for projects todevelop or expand cudtivable Fumland. particadarly o the Choibalsan district. Finaily, the
Western and Gobi Zanes would be pusitioned as regions for the dovelopment of livestock Farming ventuies based

on open-grazing practices.
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sceds and fertilizers, improved erop varieties, rationalization of farm sizes and multilateral
farm management. The highest prierity must be given to measures which will redress the
current decline in domestic production of wheat and vegetable seed, which has made it

“impossible for farms to secure their sowing requirements.

3) Expanding Fodder Production

Stable supplies of fodder are a major preveguisite for the future development of
“intensive livestock production. Increased production of mixed feed in particulay is a pressing
‘pr'oblem. The State Elnergenéy Fodder Fund must also be reconstructed quickly to deal with

the possibility of natural disaster.

'4) Improving Livestock Health

A number of livestock health problems emerged with the imposition of veterinavy
service charges, Although the number of veterinarians has not fallen to any great extent, the
number of anim.ai husbandry spedalists féll by three-quarters from 1,200 in 1989 to 300 in
i995. I:npmviné livestock health is one of the key issues in improﬁng livestock product

quality and the promotion of exports.

- 5) Assistiii'g Agricultural Cooperatives ; o
JICA is cunently conducting tﬁhe_ “Study on the Strengthening o.f. Agricultural
:Cooperati\-es in Mongolia” and expects its final report to be issued in November 1997.
According to data supplied by the National Assocﬁ'ation of Mongelian lAg’TicuItui-al
Coopei‘ativos_ {NAMAC), close to 60% of the country's coopérat_ives deal with animal product
sales and hndth’er 30% handle pllitﬁases of daily commodities. Cashmere, wool and hides
make up the majority of sales while flour constitutes approximately half of all daily
commodity purchases. For a'substantial portion of hexding families, especially those in
remole regions, thérc are advantages to pa:;!icipa:ti_ng'in agricultural cooperatives. However,
the nature of assistance provided will have to change flexibly with the anticipated structural

diversification of cooperative dssociations.

6} Constructing Small-scale Processing Plants |

' Problems currently abound in milk collection methods, and large volumes are
sometimes discarded. Although it might be possibié to resolve the problem by supplying
appropriate milk transport vehicles, building small-scale processing plants in the production
area would alse be effective. This probleni needs to be examined along with measures to

incrcase the production of butter, which has been falling rapidly since 1993, while reducing
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the cosis associated with its production. Kuropean-style cheese production, which has already
comnenced in seme areas, should be promoeted and the development of other diversified daivy
produicts is also essential. Similarly, in meat processing, construction of small-scale plants

capable of preducing ham and sausages should be encouraged.

In any case, serions consideration should be given to manufacturing higher value-
added products and semi-processed products in the production region. Having done so, a
strategy of small-lot production of high value-added producté aimed at forcign residents living:

in Mongolia or for export purposes should also be considered.

7) Repairing and Constructing Storage Facilities _

- Of all varieties in the crop sector, vegetable production is comingback on track. Moro
vegei_aﬁ!c production is cle_sii‘able to improve the diets of Monge! people. However, enormous
losses due to frost damage neeessitate urgent improvements in storage and transportation
- methods. The repair of dilapidated storage facilitiesand the construction of new facilitics are

- both pressing issues.

8) chmrmg and E:mkmg Wells

There are limits to the availability of water from riversand lakes in Mongolia. Water
~ for daily consumptmn, therefore, is drawn from wells, and in many cases, this water is also
“used for livestock purposes. Life without a well is unthinkable, particularly in the typical
steppe zones and the deseit steppe (the Gobi Desert). The 1iliga*at01y wutes of herders are

defined by the locations of wells.

Statistics reveal that inthe four yeavs from 1991 to 1995..1110 number of mechanical
wells fell by 8,000, while 5,000 hand-operated wells were sunk. The number of larger water

supply systems for livestock grazing p.urpos'cs fell from 3,600 to 1,900 in the same period.

Irrigation was a major priority arca during the socialist era, to the extent that a
‘dedicated Ministry of Water Supply was part of the administrative apparatus. Mechanical
wells, which required inspection and repair, were managed by government bodies, while

hand-operated wells were maintained by herders themselves.
These figwres clearly show how, in the midst of economic chaos, maintenance of

mechanical wells and water supply facilities fell by the wayside and, no longer capable of -

répair, the now-useless mechanical wells were abandoned and replaced by newly-sunk
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hand-operated wells. With the decline in the absohite number of wells, livestock tend to
concentrale in and ovewgraze amaller areas.  This contnbutes to the deterioration of
suriounding smface foliage, which in tuwm is a factor behind enciwaching desertification.
Beaving in mind the ewrently inceasing livestock numbers, merely repairing abandoned
wells will not suffice.  Underground water resources must be surveyed and new wells (both
deep and shallow) sunk. Atthe same time, anupdated well mainlcuanée and management

system should be established and maintenance personne! trained,

m li‘npmving Livestock Production Technology

There ave two aspects to livestock production technology' which should be considered.
First, due to the drill ofcasua.l lab.or to the hivestock sector, there is.an increasing nuber of
herders who are not necessarily proficient in livestock production technology and hence require
technical instruction. Sccondly, dependence on teaditional herding practices should be
‘abandoned and emphasis placed on re-cducation and training programs to produce better

quality livestock preducts to meet the diversified needs of the market.

External assistance will be more effective in re.xh?mg the latter 1mpmah\e
%\tbqt.mml assistance is rcquuxd patticulaily to construct a framework of systematic
technical instiuction to aid the developntent of dairy production and other intensive livestock
production. %‘pecxﬁmllg, lho training of experts is an wgent }Lqum,ment this should also

meludo ovérseas Lraining p:ogmms.

2.2 Eeconomic Infrastructure (Transport and Communications)-Current

Cenditions and Issues

The investigative focus on economic_infmsﬂuclum here is aimed primanily at the
fields of transportation {rail, wad, and air) and communications (telecommunications and
postal services). 'l‘hc. supply of clectric pewer and steam heat willbe taken up inthe section
onenergy.  The tmncpm tation and postal scctors were hard-hit by the transition process, on
both the supply and demand sados By contrast, as a scctor that has benefited from
mte: national infusions of md, the telccomnmnication sector poste’d. significant gains overthe
same pcnod Current conditions and hurdles in the tva mpmﬂtlou and communications

sectors are explor od separately below
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2.2.1 Current Conditions-Transport

(1) Overview of the Transgport Sector

The Mongolian transport sector consists of three sub-sectors-railway, road and aiv.
Overall transport movements peaked in 1988 at 1,989 million passenger-kilometers and
8,119 million ton-kilometers of freight. Subsequently, however, the figures have both trended
downward, reflecting negative growth as the odl_mtry unclei'go_es tra.nsiti_o'n to a market

cconomy {see Table 2-2-1).

“As a landlocked countyy between | Russia - and  China, Mongolia’s pliniél'}f
transportation challenge is to secure accéss to foreignbcrls which will facilifate' the exportof
it_s products to overseas markets. Given its small population and current income levels, it
would be unrealistic to expect that Moigolia could develop a self-supporting economy where
thc country functions as a single market. Rather, the major challenge for Mongolia is to find

“ways to tie its products to overseas markets.
(2) Current Conditions in Each Sub-sector
1) Railways

(1, Available Facilities - |
The nation’s only railway company is ti:c Mongolian Railway. a 50:50 joint venture
between the Mongolian and Russian goverh meuts. The line, mostly single and non-electrified,
runs to some 1,815 km in total, with the main line extending from the Russian border in the
north to the Chinese border in the south. The track is subject to intense wear due to the
nunicrous steep slopes and sharp bends. In 1992 the company had 111 diesel locomotives,
227 passenger cars and 1,865 freight cars. Due to inadequate rolling stock resources, hawever,
' the company must rent freight cars from Russia, which 1‘-c-preéents.a heavy ﬁsca.l burden. To
alleviate this situation, the Railway Transport Expénsion Project, implemented through a
Japanese yen-loan project, provides Mongolia with tracks, locomotives, passenger cars and
freight cars, and UNDP assistance supports the system through the provision of vail supplies.
‘The rail gauge in Mongolia is the same as that in Russia, but wider than that of China.
Consequently, ficight must be unloaded and reloaded onto different cars at the Chinese-
Moigolian border. In 1994, freight transfer facilities were built at Zamyn titd, with grant aid

from Japan.
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-2« Transport Volume

treight trafficdecrcased to 2,131 million ton-kilometers in 1994, down sharply from
6,333 million ton-kilometersin 1986. The steep fall canbe ascribed to the suspension of aid
‘rom the former Soviet Union and a chactic domestic coonomy caused by the transition to a
market coonomy. In 1995, however, the down_ward trend was arrested, and total freight
movements rose 1o 2,280 ton-kilometers, up 7% on the previous year. Coal, a major source of

energy, accounts for a large percentage of freight handled by the company.
2} Roads

“i1) Road Construction B
The Department of Roads in the Ministty of Infrastructure Develepment is
ieéponsible for roads in Mongolia. The total length of the country's roads is 42,000 kilometers,
only about 1726 that of Japan's, 'althdugh it_s: area is about four times as large. The road
density in Mongolia is approximately 27 metersisquare km, about 1/109th that of Japan, and
“around the same lével as that of Kthiopia (201f1fsq1iare km) and Saudi Arabia (40 'mfsqﬁaré
“km). Ashortage of malerials and ﬁlachi_nery hiud'c-..rs road cﬁnstruction and i)zwing, and other

improvements to road conditions.

2! Hoad ‘Fransport _

Goods transported by road fell shaiply to 2.8 million tons in 1981 from 45.8 million
tons in 1983. The fall was due in part to the steep fall in imports of oil, spare parts and food
from Russia following the collapse of COMECON. In turn, trucks oﬁe rated at lower capacities,
and demand for transportation of construction materials and capital goods declined in the

recessionary economic environment,

* The volume of freight carried by road on a ton basis accounts for 28% of all freight,
but is just 6% on a ion-kilom‘,etcr basis, suggesting.lhat small-lot traffic dominates road
transport. The overwhelming majority ofgdods tranépm'ted ére construction materials. With .-
this trend projected to con_tim:lc. ma‘d'h.“a nsp'ort should play a major ongoing role inimproving

the cowntry's infrastructure,

Under the current system, all frcight is tmnspoﬂed through the capital cily of
- Ulannbaatar, pushing up inter-cily transport costs. However, it is expected that short-haul
aimagowned companics will be privatized and that they will cut costs l)); gelecting more

appropriate routes,
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3 Automobiles
Theve are 40,000 motor vehicles in Mongolia, ef which at least 76% ave over six years
- old; about half of all trucks have traveled more than 500,000 km and are in a bad state of
disrepair. Inaddition, a shortage of tives, batteries and other spave parts has grown worse in '

recent years, and 30% of all buses and trucks ave currently inoperative.
3) Aviation

11} Services and Facilities

In the aviation sector, several private corporations together with MIAT (Mmigolia
International Air Transport) operate domestic air transport services. MIAT oﬁvns‘ 70 aireraft,
of which 16 have a seating capacily of 50. Fifty of these are in full-time service but most are
dilapidated plaiies over 15 years old and, with mintmal f"iCllllleS av‘\llable there are 1o

hangars for repairs and maintenance.

The Asian Devéldpmcnt Bank (z‘\hB) signed an agreement with Mongolia in 1993 to
extend loans for the expansion of Ulaanbaatar airpert, the countiy’s only international
~airport. Under thié 'pmjec't existing facilitics for domestic and international ﬂights will be
refurbished and a mfe, all- weather airport control system will be established, as required by

International Civil Aviation Or gam?f\lmn (1CAQ) mgulations

"2y Transport Situation

Aviation is one of the most lmpmtant means of transport in Mongolia, where the
land is vast and the population density is very low. [;l]\(} the railway and road ‘:cctors, freight
movement in the aviation sector declined after peaking at 10.6 million ton-kilometersin 1939,
However, the downward trend came to a halt in 1991, and total movements stalled at 5
million ton-kilometers in 1994. A meager 200,000 (l.‘l%.of total travel movements) people

traveled by air in 1995, down substantially from a peak of 800,000 in 1990,
'2.2.2 Development lssues

(1) Cross- sectoral Issues ‘

All teansport modes awe bedeviled by poor smnd‘uﬂ facilitios. The backwiivd
railway system is ineflicient, many scctions of roads are ~t111 unp: 1\od particelardy in roral
arcas, and the Ulaanbaatar aivport facilities fail to meet the standands requived of an

intevnational aivport.



Maintenance is poor because construction materials and spare parts needed forthe
expansion and improvement of transport infrastyuctuie cannot be imported. There is a
‘shortage of tives, battervies and all other sparve parts for motor vehicles. The railway system
suffers froma fack of freight carvs and locomotives spare parts. A shortage of basic constyuction

- matevials for roads bars the construction and maintenance of roads and airports.

- Compounding these infrastructore problems ave a number of systemic isswes. First
the country's freight rate taviffs are pomly developed. While other prices doubled indanuary
1991, freight charges were not lifted to the same extent, vesulting in deteriovating profitability.
Liberalization of fivight mates mus{ be examined whilst paying close attention to the

privatization process for transport-related industries.

The second systemic problem faced by the transport sector involves inexperience in
international transpotation methods and procedures, lne\pcnenoo i3 rife in relation to
international insurance and charter systems. The government ¢stablished a state-owned
fecight company to solve this prablem; but both staff and facilities remain inadequate. This
situation must be improved in the near future, in view 6fpossiblc growtliin imports from and
cxports Lo China, as ‘well as expoits to other foreign countries through the port of Tianjin in

China which is much closer to \longoha than '\’akhodk.z in Russm

Third, improvements in ransport infrastructure will be impossible 'withrml forcign
corporate assistance, hecawse of inadequate domc:,nc Capdblhtl(’b in construction and
technology. Te cope with this situation, Mongolia must not cmly make use of b:htoml
assistance and funding from international organizations and cnooumgc joint ventures with
foreign companies inorder to introduce new technologies, but must also learn about tendering

and other material and equipment procurement mictheds, as well as modemn mamgement

mothodq
{2) Development Issues for Bach Sector

1} R‘lll\\.l}‘w _

Wo longer able to wly on atd from the fmmm Souet Union, Monguha is confronted
with the problem of mamlmmng its own transport capabilities. Capital-based measures to
resolve this ploblem mvolve acquiring more rolling stock, improving communication and
control Facilities and bmldmg more repair yavds and spawe parts factovies to allow

maintenance on rail facilities to be cawied out within Mongolia. Urgent human reseurce
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measures include the training of personnel to keep up with improvements in facilities.

The shipping of freight to Viadivostok for export takes three menths. On top ofthis,
freight charges have soaved due to chaotie conditions in Russia. Consequently, Mongolia must
altempt to link up with the Chincse railway network to increase the volume of freight traffic

to Tianjin, a much closer option than Vladivostok.

2} Roads _
. Te 1'edu(:ze wad transport costs, Mongelia must encourage. the introduction ol
construction materials and equipment which are in short supply, to repair and improve
existing roads and construct new ones. Given the large number of aging vehicles and their pom“
rate of utilization, Mongolia must boost the available supply ofspa’re‘ parts and establish a

fully-fledged maintenance and repair system.

3) Aviation

With only five asphalt runways and thece-decades-old gmund facitities, the
'coﬁntzy‘s aviation facilities are in an advanced stage ofobs_olesconoe and arc in dive need of
modernizition. Mongolia joined the 1CAQ in 1989 and set its international fares and ground
charges under the guidancoz of the International Air Transport Association (IATA). However,
domestic fares are not sufficient to oftsct the cost of aircrafl reph(xment and the eountry

should be lookmg to raise fares and use the profits for capn'll investinent.
2.2.3 Current Conditions and Development Issues-Communications
{1) Communications Systems, Organizations and Controel

Phe following hist of institutional reforms in communications since 1990 will show that the

government has made a plethova of attempts to achieve reformin just a short period of time.

+ October 1990 _
l{csponsibilitﬁ fm_‘communicuii(:ms, previously under the direct control of the Ministryof
| Communications, moves to the autonontous Mongolian 'l‘()lecommunicalionsz\ulhority
(MTA). ' '

« [ebruary 1992
The MTA is subdivided, giving ils polige-making functions to the Mongolian

Goverament Department of Communications MGHC) and control of communications
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activities to the newly established Mongelian Telecommunications Company (MTC).

+ September 1992

~ The Ministry of Road Transport and Communications (MRTC)is formed and the MGBC
is placed under its wing.

« April 1994
A construction division is added to the MRTC, which then becomes the Ministry of

- Infrastructure Development MOID). A Department of Communications is formed in

| this Ministry to supeﬁ'isc MTC and the Moiigolian Datacommunication Company
(DC). |

+ November 1994 _
The Postal Division is split fn)ﬁl the MTC and the Mongol PPost Company (MPC} is

" established.

©+ Augusl 1_995. : :

MTC is hived off to leave the Mon;goliah Communications Asset Company QICAC)
holding MTC's assels; Privatized w'it.l{ the introduction of foreign eapital, the new MTC
beconies responsible for adtnihiétrathe .functions only.

+. September 1996 _ ' _

" The MCAC is absorbed into the MOID's Department of Comn'nu'nicalic;ns.

+ January 1997 - | | _
The Post: and Telecom Authority .(PTA), which contiols the countiy’s postal and
telecommunications assets, is’ separated from the MOID's  Department  of

Communications to stand alone within the MOID.

At present, national telecommuniications activities (post and telecommunications)
are administered by the seven stalf in the Depariment of Communications within the

Ministry of [nfrastructure Development.

The State-run corporate MTC, split from MCACin August 1995 to become the new _
MTC. The telecommunications hardware assets of the former MTC were transferred to the -
MCAC. The new MTC leases these assets from MCAC under contract and oparates the

country’s telecommunications system,

The MCAG, which holds all the state-owned telecommunications facilities, is solely
responsible for maintaining and expanding the telecomimunications network. It bears the
main responsibility for formulating network plans, devising telecommunieations projects and

procuring funds domeslically and abroad. The functions, organizational and management
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systems of MCAC are currently being restructured. It employs forty staff.

Conversely, the new MTC provides the countiy’s basic telecommunications services
using the public telecommunications network facilities leased from MCAC on a twenty-year
© contract. MTC has a monopoly on the basic service but is unable to offer value-added services.
MTC is a limited stock company established with foreign capital from Korca Telecom, which
holds 40% of the equity, but the State Property Committee has decrecd that at least 51%of
the shares are to be held by the government. MTC has approximately &,800 emplayees.

The .Mongol Post Company (MPC) has a monopoly on postal opm%ations in Mongalia.
MPC is a slatearun organization and was split from MTC as a separate postal di.visio'n in
November 1994, Stamps are printed and issued by the Mongolian Stamp Company (MSC),
which issues both standard and commemorative stamps. Most of Mongolia’s commemorative

_ stamps are sold overseas and, in 1994, earned the country a profit of Tg50 million.

The above description covers the scene in Mongolia up to August 1996. Sinoe then,
there has been a cha_nge of government with the Opposition taking power. A review of the
" telecommunications sector as pant of an overall reorganization of the state apparatus has
resubted in the MCAC, plus its assets and personnel, being absarbed into thé M(_)Il)'s
l)epartmcnt_o.f Communications in Septéember 1996. Almost immediately aflter, hawever, in
December that vear, a now body was eslhbl_ishcd to manage MOID's postal and
telecommunications asscts: the Post and Telecommunications Agency (PTA). The new PTA
was hived off from MOID's Department of Contmunications. It is believed that the PTA will

take over the role formerly played by the MCAC,

(2) Communications: Current Conditions  and- Problems

- Most of Mongolia's basic telecommunications equipment uses analog technology
" developed in the former Soﬁet Union inthe 1960's and 1970's. Althoﬁgh the equipment has
‘been well maintained; it is becoming obsolescent and parts are difticult to obtain. It can no

* longer efficiently keep up with demand for domestic and international te_lephoné serviees.
l)cﬁncstic trunk routes {3,800 km in length) gencrally use microwave transmission
technology to connect Ulaanbaatar with many of the aimag. However, four aimag dve not parl
of the country's telccommunicalions.mtﬁ'ork, located in areas inaccessible to the microwave

system. Cable is also used in sonie aveas but its reliability is quesl.ionable. Connections
between aimagand suim are generally via cable. Villages of sum size orunder have no means

of communieation at present, including postal sevvices.
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In 1993, it was piannml to upgrade the UHaanbaatar metropolitan network service
by introducing French digital exchanges. The age of the existing lines, however, prectuded any
radical improvement. [n addition, there are 500 to 1,000 subscribers in the central districts
of cach aimg, where the exchanges feature a éomplicatod mixture of manual, semi-automatic

and automatic systems.

Table 2-2-2a shows the number of subsciibers and the number of telephones per
100 persons. In 1992, the number of telephones diopped both nationwide and in -
Ulaanbaatar. In 1995, the number of telephones per 100 people was 3.28 and 7.12 for the
nation and Ulaanbaatar respectively. In the same year, theie were more than 14,000
subscribers in Ulaanbaatar and over 20,000 wduld-be subscribers who oould net be
-connected because of the poor capacity of the equipment. Complaints from subseribers about
the poor quality of commaumications are endless. In the suburbs or ger, there are abmost no
telephones whatsoever and the lack of communications in time of emergency is a major social

preblem.

Obviously, the inabilily to gudrantee an adequate el(-ctri.city supply or good quality
telephone systmﬁ is a major impediment to eccnomicdevelopmént. It is particulaxly fatal for
foreign-hacked jnini ventwre compz_miés. The coundry’s previous international communications
network was a satellite séwice using Intel-Sputnik, established with Russian assi.stanoe.’
" However, the quality of Mongalin’s international telecommunications séivice was vastly
mmproved by Intelsat earth statlions, ain international éxcliangé,.and. digital microwave
circuits bclwoen the earth slations and iniemational ‘exchange, which were provided with
Japanese g’xﬁnt éid {completed in August 1993 at a cost of 1.51 billion yen). Twe long-term .
experts weredispatched to Mongolia by JICA to provide technical instruction to stafl engaged

in the maintenance and operation of the equipment.

In Sep&mhcr 1995, a private telephone company, MaobiCom, was es:lablished with
Japanese capital and technology to introduce a mobile telephony service. 1t has been
guaranteed a monopoly on niobile telephony until 1998, The service is ahjcédy available in
Ulaa hb_;lraim' mid_the service area is scheduled to progressively include the provincial cities of
Darkhan, Erdenet, Nalaikh and Zuunmod. The country’s backward basic telephone network -
makes it imperative for corporations and individuals with urgent telephony requirementsto
giin access to mobile servioes. However, because of the limited fequencies dvailable for
mobile telephone use, MO and PTA must formulate an expansion progeam thal achieves

bakinee between the existing basic system and the new meobile telephone network.
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(3) Postal Communications: Current Conditions and Problems

According to the Repert of an lm‘ostig'alim_l intothe Mongolian Postal System (June
1995), there wre 31 post offices in lllmmb_aalgir and 23 in the 21 aimag. totaling 5t
nationwide. There are no post offices at sum level or lower, nor any systematic postal service.
I addition to the delivery of posteards, letters and parcels, the postal service caﬁ also deliver
newspapers and magazines, handle consignment sales of hooks and cassette tapes, and
transport passengers and education materials “in its postal’ vehicles. However,  the

availability of these services is still not widely-known at present. .

Postal items are generally delivered to post office boxes. ororganizations and almost
never Lo private addresses. In 1991, there were 16,000 private boxes fora total population of
2.28 million (a ratio of one box forevery 142 p_ebplc}. In Ulaanbaatar, therve are 11,000 boxes
for a population of 620,000 (120,000 hous.cholds) {(a ratio of one box ﬁ:_»’i- every 56 people). OF
the 11,000 boxes, 9,000 belong to individuals, MPC revenue for fiscal 1995 amounted to
Tg257 million, while its expenditure was Tg168 million. Even excluding Tgl6 million. in
contributions to the UPU (Uhivema'l Postal Union) and-Tg75 million in capital spending,
there was still a major Heﬁcit of more than Tgl00 nillion. Biscussions between the Ministry
of Infrastructure Development and the Ministry of Finance resolved t_hét this deficit would be

offsct by telecommunications profits until 1996,

Table 2-2-2b shows recent changes in the volu'mc:of'p.oslnl teaflic. The number of
artiélqs posted felldramatically from 1.2 million in 1990 to 1.35 million in 1991, attribuled to
the deteriorating cconomy, a drop in ‘postal traffic to and from Russia and Eastern Ewope,
and a reduction in the number of articles posted by government orga.nizalions. The problem
has worsened further since poétal and tclecomnum_ic#lions operations werve split in November

1994,

Prior to 1990, postal dcliveries; were made daily between the centeal post office and
aimag, thrice weekly between aimagand stnand twice weekly between sumand lower level
villa ges:. This was made possible through the use of a flect of 360 vehidles. Now. with fuel
shortages, soaring transportation costs, adverse dimatic conditions and’ a shoitage of
MPC-owned vehicles (10 1), clo.livério_s to m'm.'fg have dropped to two to five times a week, and
from aimag to sum toonce or twice a week, Mail I‘r6m Ulaanbaatar to sum takes cight to ten
days while mail from one sumtoanother can take up totwo weeks. As might be expected, the

people of Mongolia feel that the postal sevvice is worse Lhan ever and even more unveliable.
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" (4) Development lssues and Basic Policy Stance: Telecommunications

1) Development 1ssues and Solutions for the Telecommunications Sector

CItis generally recognized avound the world that there is a close correlation between
- the spread of telecomniunications ina country and its percapita GDP, The significance of this
" is two-fold: telecommunications network development stimulates economic development in

the country and in turn cconomic development accelerates telecommunications development.

. Mongolia’s' present stage could be desaibed as one in which an expanding

. teleoommunications network is stimulating coonomic development. Thus, in order to make
* efficient use of the country’s limited resources wheninvesting in telecommunications projects,
“ the sclection of a particular project should be made after a thoroughgoing economic and

financial analysis which take adequate account of returns on such investment.

However, in countries such as Mongolia, where about 27% of the total population is
coneentrated inthe caﬁital city of Ulaanbaatar and the population density in otherregionsis
extremely low, the idéal propounded by the International Telecommunications Union (l'l‘.U) of
univeisal, readily accessible telecommunications services for the people of the world by the

beginning of the twenty-first contury looks difficult to achieve. -

Telecommunications is a key oomp'oﬁent of both the economic and social
“ifrastructures. That is, it must satisfy the social’ requirement that demands that
telecommunications sc'rvices., which are directly Coi\ceriled with public health, educationand
sotial wcil}lm,'and other aspects of hli_mml life and humau rights, be extended to sparsely
populated .h:‘amlets and villages too. In Ulaanbaatar too, public telephones x.mtst be located in
gor districls, as an integral part of the social inﬁ'astmcture:, :thdugh they may not be

cconomically viable.

State orgahiz_ations n.nust play an activerole inthe formulation of such unpmﬁ(ahlc
telecommunications piﬁjeds and - therefore, involvement of MOID's . Department of
Connnu'nicﬁlions and PTA can only be deseribed as significant until all the poptﬂ:’ution have
aceess to telephone services. PTA should go ahead with low-profit, social infrastructure
tc!emmmui‘.icalinﬁ:ﬁ projects  after due consideration of the overall retums to the
conimunicationa sector and the long-term sueial bcnicﬁt's of the project. A key challenge for the
future w.i}l be the strengthening of functions and training of human resources for the PTA and
MOHYs Depactment of Communications, which will play the major wole in the futuwe for

Mongolia‘s telecommunications sector.
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Currently, a development study of the telecommunications sector is underway in
tlaanbaatar, with the technical cooperation of JICA and a master plan forecasting demand
until the year 2010 is being compiled (The Study on Pelecommunications Network In
Ulaanbaatar, July 1996). The master plan includesa number dfpz'ojccts lb be implemented
by 2010. The major challenges will involve identifying financial resources such as soft loans
and grants, and the rapid recruitment and training of the eonsiderable number of staff
vequired to install such leading-edge technology as digital exchanges and oplical fiber
- communications networks. Other p.mssing issues include the 'develupment of a customer
sorvice framework to cope with the demanid for telecommunications services in a market '
eoonomy, the training of staff to provide such customer services, and the niuthring of

- personnel who are skilled in the financial and accounting requirements of the new system.

2) Development lssues ahd Basic Policy Stance: Poestal Services

With the cwrent problems faced by Mengolia's postal sewvices, the development
clﬂllenges invelve: 1) stemmmg the current flow of red ink, 2) developing public confidence in
the postal system, 3) boosting the volume of postal lrafﬁc 4) developinga nauonw ide postal

neh\urk.

However, despite efforts to increase the velunie of imail by introducing new services
and to slash transportation and other costs, géo@ﬂphicﬁl factors set a natural limit on the
altainable cost savings. Finding a sw.ift solution to these problems can only be described as
difficult. ' ' '

2.3 Mining and Manufacturing
2.3.1 Current Conditions and Problems

) Overwew of Industry in Mongolia

lneludmg cnergy, the industrial {in thls paper, the mdustnal sector will be defiried
as mcludmg mining, m'mufachmng and energy sitb-sectors) sector accou nts for approumatcb
30% of Mongolia’s GDP and employs’ about 11% of the working population (as of- 1995) '
Statistics for real year-on-year growth in gross industrial output (by valug) show that output’
contracted by 20.1% in 1991, by 15% in 1982, and 13% in 1993. Output rebounded in 1991,
growing by 3.7%, and by 20.7% in 1995. This brought gross industrial output in 1895 to
approximately 76% of the peak level in 1990 and to around 1985 levels. A breakdown of

industrial output (nominal) by sector reveals that non-ferrous metals account for 38.3%,
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electricity and thermal energy (secondary energy) for 16.7% (the entire energy sectorincluding
primary energy accounts for 22.2%), foodstulls for 14.3%, textiles for 8.8%, and chemicals for
1.1%. Real year-on-year growth in most individual sectors was generally robust. Although the
- energy sector contracted by §.9%, the non-ferrous metals sector, the largest component of
industeial output, grew by 30.1%, while foodstufls, the thivd largest component, grew by
10.4%, and fourth-placed textiles climbed by 15.7%.

Espccially notable is the rapid growth in the non-ferrous metals sectors’ share of
value ofinduétrial output, which jumped from the percentagesin the teens in 1990 and 1991
to over 38% by 1995. The mal value of output in this sector was 53.3% higherin 1995 than in
1990. The food 'md textile scctox‘a shares of value of indusirial output stood at 24.1% and
10.8%, respectively, in 1990, and they cither remained at those levels or declined over
subsequent years. Pronounced declines in both sectors® shares finally came to a halt in 1994,
but the value of real output in the foodstuﬂ"_ and textile sectors in 1994 was 01113}.33.1% and
36.2% highei, respectively, than those in 1990. Thus, the substantial jump in value of gross

industrial output in 1995 can be ativibuted largely to the non-ferrous metals sector.

The cloctncut)lthounal encrgy 'md fuel sectors depend almost: entu‘cl) upon
domeqtic coal resounes, Morcover, the non- f‘crmucs melals sector’s pmducllon aclmllcs'
consist chieﬂy of the supply of raw: materials such as copper and molybdenum concmhdles
‘This means thal over 60% of the industrial sector dcpcnds on mlnmg, a primary ndustey.
Coal, in particulay, is playmg a key wole as a basic enevgy resource suppmlmg eoonomic
dewlopmcnt, and the development of Mongolm s coal resouraes is therefore a top priority in
terms of the country’s encrgy strategies. Mineral resources acoounted for around 70% of the
natior’s cxports in 1995, with copper concentrate accounting for 650%, gold for 10%,
molybdenum concentrate for 1%, and fluorspar for 3%. Mongelia’s mining sector, along with
its cashmere industyy, is expected to be one of the most substantial and impoitant sectors
supporting the countiy's economic dei‘e!opment both now and into the future. Meanwhile,
'cle_ctri(': power, petroleum products, and other energy imports account for 28% of the country’s
total imports, making them the second lavgest category after industrial products such as

machinery, awtomobiles, and electrical goods, which account for 35% of Mongolia's imports. .

Table 2-3 and other industrial statistics for Mongolia are best understood when
these charactenstics of Mongolian industry ‘are kept in mind. It is also helpful to divide
Mongolian industry into the mining and manufacturing scetor, and the energy sector. Mining

and manufacturing can be further divided into mining, chiefly exeavating for mineral resources,
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and industry in the nanow sense of manufacturing. Coal tegether with oil ncluding
petroleum product importsycan best be grouped in the encrgy category. and analyzed together

with secondary enevgy (electricity/thcrmal energy and fuel) in the overall energy scctor.
(2) The Industrial {Mining and Manufacturing) Sector

According to 1995 output indices for major i|_1dustrial products (1990:100),.' the
"mining sector had nearly recovered to 1990 levels, with the copper concentrate index at 100.8,
molybdenum concentrate at 92.8, and fluorspar at 115.8. Tin production, which began
appearing in the statistics in 1994, recorded 1n5trét, 3.8-_1‘0!(1 growth in 1995, Especially
notable is gold production, which was added to the government’s statistics in 1992,
Deregulation measures implemented by the government in 1993 sparked a rush of private
gold mihing compantes into the field, and in 1995 alone, gold production grow 2.5-fold ﬁ':)m the
previous year. Indeed, by 1995 gold production had soared to appzroximately seven times the
level in 1992, and it is now becoming a prime source of {oreign exchange carnings, second only
to copper concentrate. The production index for the ]‘rdo-net copper mine, a’ major source of
foreign e\chnngc cammga foy’ many years, fell to 81 in 199] and 83 in 1992 It has bheen
staging a gradual ccmebdck since 1993, and i in 1995 rcecovered to its former pea!\ levels. There
are signs, however, that production has peaked outl. Fluorspar production remains at solid
levels, but new prbblcms are surfacing; specifically, stagnancy in the Russian market, which
- has always been one of the main destinations for ﬂumsparexpmts, and competition with

Chiﬁeéc product. -

Broad increases in industrial output wereseen in 1995 in the manul‘acluﬁng sector,
excluding such products as glass, cerémic-;,. fur, leather, and shocs: As a result, a large
~ number of bus.irnesses posted profits for the year on the books, whichin turn boosted national

and local tax revenues. Also notable in the 1995 data is the emergence of import substitutes,
plﬁdumd in joint ventures with foreign - firms. These incdude items such as televisions
(Singapore, Hong Kong), disposable syringes, and ‘disposable hypedermic needles (South
Korea). Productionin lra'ditio'nal. livestock indust.l_'ies, however, has eontinued to decline since
‘ 1990. For example, in 1995 production of scoured wool was dow n to 56% of the 1901 result,
angd leatherand shoe ploductmn as well as sausage’ pxoduchon was GO% of thatin 1991. In
contrast, the livestock sector as a whole recorded steady gmwlh i’ 1990 Cashmere
production was up 81.3% from the previous year, and animal fur exports grew strangly (13%,
second only to copper concentrate). This reflects the fact that local, traditional industries have

begun Lo lose whban markets and that deficiencies are swfacing in the distribution of raw
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materials and in encrgy supply, problems which are increasingly threatening the very

existence of some of these industries.?

Thus, energy output is stagnant, production in the mining industey appears to have
peaked, and the oulput of traditional industrial products ié waning. Yet, in spite of all this,
gross industiial output grew dramatically in 1995, the main reason being a price-related

“factor, specifically the drastic recovery of the international copper market in 1994, In Mongolia,
" where rebuilﬂing the cconomy is a matter of greatest urgency, steady developmient of copper
ﬁ!inés is crucial, both now and into the future. On the other hand, the supply and demand of _
copper is strongly correlated to industrial output in the global economy, and consequently
* fortifying the structure of the Mongolian cconomy to alleviate its weaknesses and instabilities

continues to be a major chaltenge, .
{3) Current Conditions and Pr_ob]emé by Subsector

1} Copper Mining and Refining _

Of Mongolia’s existing resources, the most eft"ccli\_'c]ydcvelopcd has been copperore.
In particular, the Erdenct copper mine, operated since 1978. by the Erdenet Mining
Corporation, which is jointly owned with Russian interests; is an outstanding mine, ranked
cighth in the world in total ore production. This mine is reputed to have the world's filth
largest copper reserves, with approximately 80 years' worth of ore at the present rate of
recovery, and the deposit itself is located such’ thaf it can be readily excavated. Copper'
concentrale is 1ﬁainly exported to the countriesof thé formier Soviet Union (80%), China (10%),
and Japan (ﬁ)%), and accounls. for between 40% and 50% of Mongolia's total exports by value.
The operation of this mine plays a decisively important rolein terms of govermﬁeht revenues:
*“Forty percent of the foreign exchange acquived through this mine goes to the government in
the form of royalties, and this accounts for approximately 60% of the national budget.”®
Coppcrconc_:xinlfalé ountput grew byamﬁnd‘-l% in 1995 to 416,700 tons, but international
market prices ix_m'oa'sbd by around 30%, significantly boosting the value of Mongolia's gress

industrial output. |

A JICA survey conducted in 1993 identified a number of issues, including the
removal of production impediments such as deficiencies inequipment, materials, parts, and

electric power, management issues such as the achievenient of greater consistency ingualitly

2 Feonomist Inteligence Unit {(1996Gh).
2 Fujimate, Atsushi, et al {1596}

— 84 —



in order to attract steady customers (copper refineries that buy copper ore), meeting supply
obligations, and instituting payment systems in accordance with international trade
practices. In this swivey, a stable supply of electvie bower was identified as an issuc that
takes precedence over investments aimed at moedernization, insofar as the main factors
behind declining copper concentrate production indices in 1991 and 1992 were reductions in
clectric power capacity, to 76% of the design capacity in 1991 and 80% in 1992, and frequent
power outages during these two years (976 times in 1991 and 481 times in 1992). In addition,
- it was estimated that an investment of avound $200 million will be needed by the year 2008
under a long-term management plan in order to maintain cwrent output, and that another
approximately $300 million in investments will be needed for modernization pinrposes. The
Erdenct mine encompasses a large number of periphera.l businesses that support the mining
activities, and modernizing and rationalizing the mine's oper.a'tions' by separating, privatizing, :
and cstablishing these businesses as independeit entitics is another important issue. Int a
“venture toadd high-val.ue ta the mine's products, a Japaneée trading house and an American

company have recently invested ina project to produce 3,000 tons of copper ingots annually. -
?;) Gold Mine Developnient

“The development of gold mines changed course in 1993 when the government
sun‘endércd its monopoly N this ﬁcldland opened it up to the private sector. The number of
firms engaged in gold miniug_soarcd from only cight in 1993 to 47 in 1994, and then to 52 in '
1995. Gold production grew milghly:‘z..‘}-fold in ]995 to 4,500 kilogvams, exceeding the
government’s target of 4,000 kilograms and making; gold Morngolia’s number two export after
copper concentrate. Privato firms acounted for approximately hélf of the total production,
and 1996 output is expeeted to reach 6,000 kilograms. Recent surveys have diseovered gold

‘veins, in addition to alluvial gold, raising expectations that the current gold boom is not just
a temporavy phenomenbn. ‘The development of appropriate technology through injections of
* foreign capital would be a welcome stép, but engaging in joint ventures with the rapidly
multiplying private mining companies, all 'of which have fragile corporate foundations,. is

perceived as earrying considerable risk.
3) Manufacturing Seetov

The keys to the chavacteristics of Mongolia’s manufacturing sector lic in its historical
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development, specifically its participation in the COMECON system for division of labor.?
With technical assistance from the former Soviet Union and other East Bwopean countries
and under the governmoent's protectionist policies, Mongolia proccssed raw materials
supplied primarily by the livestock sector and produced wool, leather products, and meat,
which it used to meet domestic demand and for export, At the same time, the country
‘imported machinery, machine parts, and oil. Under this system, an enterprise’s performance
“was evaluated on the basis of output, not on the cconemics ar social costs of production.
'Acmrdingl);', whei it came to adopting new technology, inaddition to the obvious lack of funds -
: for capital éxpenditures, those incharge of production had little incentive ta innovate because

deoing so would merely place pressure on them to boost theiv ouiput further.

In 1992, 110 large state-owned enterprises were tiansferved to private ownership
through a voucher system under which they were split up into individual factories or processes
and hived off into numecious private companies. However, most of the mass production
facilities inherited from the state cnterprises have been languishing in an environment of
extromely low capacity utilization rates and incfficiency, due in part to an overall contraction
n mnsu’niption. Iin the small-scale privatization ISmgmm initiated in 1991, many new .
produceis emerged to serve the dontestic market, and there are now about 1,000 small- and
medium-sizéd enterprises in Mongolia, including about 100 joint ventwees with foreign
companies. ‘These private companics gcnci‘atéd ap.proximélely GO% of GDP in 1994, Many of
such companies, however, have folded or are looking tojoin forces with foreigncompanies due -
to a shortage of funds, which has left them unable to adop( new technology and has hampered

their procurement of energy and raw materials.

Even the floucishing textile industry, where real output (by valﬁe) grew 46% in 1995, i
has low capacity utilization rates in existing facilities, ranging from 10% to 18%. The food
processing indusiry similarly recorded growth of 40.4% in 1¢al valuc of output in 1995. This
was largely due to pol.icies ainiod at partially liberalizing the food marcket in urban arveas in
order toalleviate shortages in flour, bread, and processed milk, .whii:h‘ had growninto a major
social problem sincea round the onset of the country’s economic reform process. Boosting food
supply, by climinating bottlenecks inthe distribution of raw materials and fuel sharlages, is
nnolhér importaint :issue.. From the perspective of ensuring food supplies, the government '
continues to hold the majority of sharves in fobd-i‘cl:\téd companies. It also controls whelesale

prices in specific industnial fields (milk, bread, meat, glass products, felt shoes, childien’s

A nteenationa] Developient Center of Japan (F59:3).

— 86 -



clothing, lumber, and coal) and subsidizes the operations of companies in these fields.® The
government holds 75% of the equity in one of the country's top companies, Govi HK, which
provides it with a major sowee of revenue. The Jifting of the prohibition on expoits of raw
shmere wool on August 1, 1996 has heightened the need for product divérsiﬁca_tion,
including efforts to move from conventionalexports of processed wool and otherraw materials
to the export of finished products through the incorporation of greater added value into
products. And specificplans are being put into dactionto attract foreigninvestment to further

these cfforts.

There is great demand for funds to promote more efficient production and enhane

product quality through investments in the medernization of production facilities, which
_brings in new and appropriate production tebhnology. Mongolia entered the second phase of
privatization in August 1995 and is now taking measuies to bring a markel economy
paradigm intoexistence through steuctural reforms. Toward this end, itis ﬁmvingahead with
efforts to prepare the social and economic environments for a market economy by. activatling
trading on the nation’s stock exchange and promoting mﬁnagcrial reforms within companies.

- In addition, efforts arc being undertaken to make large state-owned enteqnisesfmoie

indeépendent and profit-oriented in their operations.
2.3.2 Development Isaues : i

(1) Mining Sector |
" The export of copp:cr, gold, and other minéral vesources is an areca in which Mongolia
has already beguinto dcmOl.lSt rate a comparative a.dvantage in the international market, The
mineral resource sector is the foremost productive sector in Mongolia and provides the driving
foree for the eative Mongolian coonomy. Accordingly, efforts must be made now to
- comprehensively improve mining operations. These include encouraging vigorous injections of
capital, making investments in production technology and facility modernization, and
-~ incorporating gieater added value into this sector's pmducté. 1t will be vital to look into the
issue of investing in the modemization of the Krdenet copper mine, which will remain the '
country's principal source of revcnué for the tinie being, from both viewpoints of the
nétion‘widc economic effecls and of the corpm‘alc_ finances by ébnductiné. for example, stidies
on the feasibility of dc\:'eloping a copper refining industiy. Morveover, before considering

investments in modemization, a solution must be formulated to the problem of the stable

5 Peanomist bateligence Unit (1490960
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supply of electric power to large-volume users such ns mines by researching the development

of new power routes from Russia and the feasibility of private power generation projeets.

Gold development and production, a ficld that has already attracted over 50 public

and private enterprises, is being fostered as a leading sowrce of foreign currency earnings. It
is said that further efforts must be made to attract foreign investment to this seclor and adopt
more appropriate technology. However, nost of the businesses that have rapidly sprouted up
‘stand on fragile foundations, suggesting that any joint ventures would involve considerable
risk. Accordingly, it is important that the goverament step in and create a proper business
cnvﬁmnnmnt. With rega'ni to the privatization of core industries such as the Erdenet copper |
mine, in particular, a closer, in-depth look must be taken at the conditiois for creating the
necessary market environment, which would include such issues as domestic capital
accumulation, the stock market, and the financial system. in addition, prescriptions are

. needed for individual firm's detailed business plans, including proposals for reforming
operations through the subdivision of businesses according to optimal scale of operations and
pmductio:i units. On the policy side, it is necessary to promote integrated industyial
development, takin_g into account the compatibility of the forms of energy (coal, electric power,

¢tc.) with the country’s transporlation infrastiucture.

Resource su.rvcys conducted by the Metal Mining Agency of Japan and others since

1991 point out that while there are many promising mincral deposits in Mongolia, .the

majority are scattered far aw ay from railroa& lines and lranqurtation'costs. therefore have a

measurable impact on the pi-oﬁlabilfly of dm’éldping these resources. Consequently, a key

issuﬁ in deveiaping these mineral resources is boosting the added value of the resultant

products before they are exported. Efforts must be made to diversify the products of copper,

gold, and other existing resources by attaining more consistency in quality and incorporating

_greatér added value. Moreover, it will bé necessary to strategize the formulation of the
éountry‘s resource export portfolio by conducting market studi.es of new mineral resources so

as to minimize the impact of fluctuations in international prices.

(2) Manufacturing Sector ‘

_ Threugh a process of trial and enor, policies have been enacted that are aimed at
relinquishing centeal control to the forces of the market economy. Inreality, however, inmany
Cases l!li_s's'tjll amounts to nothing more than the mechanical transfer of state-owned assets
to private ownership, Mongolia is at a stage where it needs to mold the frameworks of

artificially transplanted forms and systems to the country's social and economicrealities and
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adjust itself to an adequate pace of development. Now that the country has entered the
second stage of privatization, it is impertant that it move ahecad with reexaminations of
tegislation {including corporate law) and employment, tax, and insurance systems, and
prepare the environment for independent development in such a way ‘that the corporate
society becomes accustomed to the systems and methods, the concepts of a market economy '
permeate to the actual working level within the govemment and enterprises,' market
information is shared within the seciety, and corporate adivities are stepped up. - Entry
risks for foreign capital are still high due to the lack of detailed regulations for the enforcement
of commercial and investment laws; this is cxcmpliﬁed by the opacity in the enforcement of

trade policy, such as the flow of steel serap into China in spite of prohibitions on its export.

With respect tosmall- and medium-sized enterprises oriented toward the domestic
market, itis desirable for the tinie being that appropriaté industrial policies be implemented
to enhance the financial system t.o meet the demand for funds to upgrade outdated production
technology, to balster their competitiveness by supporting the development of human

- vésourees and technology, and especially to assist in the expansion of sales channels tolarge
consumption markets in the nearby countries of the fornier Soviet Union and .China. It is
hlghl) likehr that the traditional industries that existed under the old system, the textile and
lmthenndusmes will be able to become competitive internationally insofdr as their raw
materials are supplied by the domestic agncultum and lweslocklmlusmes, the proportionof
imported materials is comparatively low, they excel in terms of theirabﬂity to absorb new

. workers, and they have an excellent potential to'gain foreign currency for the ooun_hy. Still,

there is @ﬁsiderablé room for improvement in the aicas of design and quality contrel, and

Mongoﬁa should therefore actively encouragé sirategics that combine policies for adopting

appropriate technology through joint ventures with foreign companics and investigations into

the possibilities of opening up new markets.,
2.4 Fnergy
'2.4.1 Current Conditions and Problems
{1) Ongoing Energy Crises <
Production indices for 1995 (1990 == 100) indicated a genedal halting of the
downward trend in encrgy output, with clectric power down 3.3% from the previdus year (at

61.3), heat supply up 1.1%(at 93.2), and coal down 2.8% (at 68.1). Nevertheless, supply and
demand continue to be sluggish. The index for heat supply fell to 85.7 in 1993, but faint signs
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of recovery began to become apparent in 1994, This is attvibutable to intensive emergency
assistance from Japan, the U8, Germany, and other Western countrics fiom 1991 to 1993
beeause in Mangolia, whose capital has the lowest average annual tempevature of any capital
in the world, heat suppl_\,; in the rigorous winter season is regarded as an essential part of the
social infrastructure. Shavp increases in electric power imports from Russia in 1991 and 1995,
however, make it clear that the country's shortages in encrgy (for its economicinfrastructure),

particularly in electric power, continue to go largely unresolved.

BDuiing the transition to a market economy that began in September 1990,
maintenance activilics came to a griﬁdinghall as large numbers of former Soviet technicians
departed from major power plants, production at factories in the former Soviet Union fellinto
chaos, and shortages occmired in spare parts and consumables. This led to ongoing energy
" criges that have still not been overcome by subsequent Western assistance and that continue
to exist today. However, through feasibility studies conducted and master plans formulated
by international organizations, prescriptions for rebuilding the energy sector as pait of the
cconomic infrastructure weére finally put together in late 1995 and early 1996 (detaals to

follow).®

“Phe government enacted a new Encrgy Law in January 1996 into which- it
incoiporated the objective of tri lllbellllll\g state-run enteiprises into entities-that are more
independent in their operations and place grcalm' emphasis on profitability. It also
inooiporated into the new law a review of the system of public wtility vates with a view to
boosting revenues. In addition, broad assistance strategies are beingimplemented orstudied,
from technical assistance (topromote stable operation, management reforms, and structural
ﬁnpmvements) to loan assistance (for upgeading aging facilities), in an aim to move from
material geant aid provided by Western countries as emergency reliefand toward assistance
for the eatablmlunent of a medern mdustnﬂl coonomic infrastiucture. Toward that end, the
Mongolian Governnieat is increasing - its bormwmgs_ from the World Bank and ADB and

stepping up bilateral assistance negotiations.

(2) Current hnergy Supply and Demand

-~ Primary commercial énergy conmsts almost cntnoly ofcoal and petroleum producls

25 AR (19020, (19925), G993), (199 17), (199 15), (199%)
World Bank (1995). '

ORCE (1995).
JICA (196a).
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with coal accounting for 80% and petroleum products 20% in 1995. Allof the coal is produced
in Mongolia, and all of the petroleum products are imported from the former Soviet Union.
Supply and demand for both coal and petroleun products have heen declining every year since
hitting peaks in 1988, and in 1993 the supply and demand for coal was approximatcly'ﬁo%,

and that for petroleum products was around 50% of the peak figures.

One prominent featwre .of Mongolia's energy supply system is its lack of flexibility.
Supply and demand antong the coal. clectric poiver, and heat sectors are both physicatly and
managerially linked through a broad, single channel. Power plants operate under the
technical constraint of havingto dépélld on contracts with thn_a former Soviet Union (concluded
in 1986) for electric power transfers to make up for shortages when they need to handle
fluctuvations in daily lead and frequency variation because they were designed to baseload
specifications Basbd on the premise of systematic integrationinto the former Sovict power grid.
“The steam produced by power plant boilers is sent simultaneously to turbine generators,
industrial steam systems, and imiﬁed distvict heat supply systems. Consequently, the poor
quality and ihéonsisten't supply of domestic coal, .thc sole source of fuel, causes frequent power
-plant stoppages and akes it inevitable that facilities arc used. under extreme conditions.
Further, shortages in spare paits and consumables due to lack of funds, combined with

deficient maintenance, are accelerating wear and tear on facilities. .

" The lackof reliability and shortages insupply, due tolow capacity utilization rates,
- that ave Spl'éadillg lfn"OltghO\d the eatire energy sector, threaten the citizens' livés during the
severe winters -and ‘seriously affect the: mining, manufacturing, and Qtl{er' industries.
Conditions continue to be incomparably bad. For example, the supply of heat to statearun
apartments in Ulaanbaatar was insufficient on 66 of the 90 coldest days during the year,
from December 1995 through February 1996, due in part to hot water leaks fvom the city's
plumbing system. In addition, it has been pointed out that ensuring the powcr.supply' and
preventing frequent power outages are néca}ssa ry preconditions if the Krdenet copper miné,‘
which brings in approximately 50% of all the cotntry's foreign crrency, is to.mcet its design

cutput.

{3) Energy Management System
In the eoal, clectric power, and heat supply sectors, the Mlmstry of l'.nclgy, Mining

and Gicology MIEGM),# which has taken over nearly all of the systems and organizations of

= Grvernment ageacies were reorganized following the June 1¥0G elections, from B ministries to and the

MEGA's functions were divided up and transferred to the Ministry of infrastructure Develapment and the
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the preceding planned economicsystem, still exercises centralized control over energy-related
bodies, including the state-run coal organization, the Central Energy System (CES), the public
Enevgy Utility Ouganizations (BUQOs: 20 regional clectric power and heat utilities), and

several research bodies.

‘The CES exercises control over 31 organizations, including 13 power and heat supply
.plants. All of these organizations were made independent operating entities under 1991
legislation, but in reality, the CES intervenes considerably in the management of these.
organizations’ téchnology and operations. For example, in Ulaanbaatar three combined heat -
and power plants provide heat, and heat supply companies are in charge of hot water
distribution from city plumbing and heat exchangé facilities to end users. However, a
residential maintenance service company collects utility fees from residents of state-run
apartments and turns the money over to the CES, after deducting a 28% service charge. In
a'dditio;n, the power plant chiefs also hold high-ran.king posts at MEGMorare linked to its key
positions, thereby blurring the relationship between their responsibilities and duties in their . '
~various functions: the énforcement of encrgy policy, administrative functions, and: the

operation of power companics.

- There are also deficiencies in the flow of information among organizations and.in-
financial accounting, as seén in credit accounts in whieh outstanding payments due to the
Baganuur coal mine in 1995 amounted to approximately 11% of CES revenue and in the
misappropriation of depréciation expenses to maintenance expense accounts. Structural
reform of the entire scctor is a matter of the greatest urgency. This includes thé formulation
and enactment of sector policy, rate approvals, enforcement of regulations, and managerial
reforms to orient organizations toward a greater emphasis on the achicvement of
independence and pmﬁlability in their operations. Mea nwhilc..them are concerns about a
dcél_inc in.the government’s administrative ‘enforoement capabilities due to the deastic
cimhges accompanying the move to a ma rket 'cmnomy, as seen in the difficulty in collecting
eleetric power usage focs thal are inarrears from the Erdenet (‘oppér' mine. Also, in the context
of the enforcement of the new Energy Law, thereisa prossihg need for structural reforms with
respect tothe CES. With the ADB taking the.lead, discussions are currently underway on the
dispatch of a team of cxperts to assist operational and managerial reforms. The blwving of

operations in administrative systems across policy, administrative, and business lines are

Ministry of Agricalture and Industry; the clectric pawer sector came under the control of the Department of
Fnergy in the Ministey of Infrastrocture Doevelopment, but details concerning the furmer Central Enecgy System

and other kivee-fevel agencios weee still undetermined as of September 100G,
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said to be a feature scen also in the petroleum products market, which is overseen by the

Ministry of Trade and Industry.

{4) Privatization of Energy

The energy sector was exempted from the sweeping privatization program initiated
in 1992, and remained under governient ownership, as were comnmnit*élions, 1oads,
aviation, public transpertation, the water supply inftastructure, the Erdenet copper mine,

major light industries, and basic foods.

In the coal sector, private capital (25%) was _injectéd into the Baganuur coalmine in
June 1995 as a pilot project in the privatization _oflarge state enterprises, and consideration
is being given to rationalization plans aimed at commercially based coal miningoperations.
In addition, authorities are examining a slage-by-stage privatization of coal mines, and
American and Australian companies arve demonstrating interest in the renovation of existing
coal mines and the ﬁlture&dc.\relopincnt of new mines. The Mongolian Business Development
Agency (MBDA) has allocated approximately $1 niillion to support the investment of private

‘capital in joint ventures.®

In the electric powér and heat supply scctor, the CES, which oversces power
transmission systems and large, 100 MW-class power plants, will continue fo be under
"~ government control for the time being. The World Bank and the ADB, meanwhile, are

recommending that heat supply companies operate independently: To fulfill the prcqonditions
for this, the new Encrgy Law inobrporates a basic pblicy of raising electric power and heat

rates to the level of long-term marginal costs by January 1998,

{n the avea of petroleum product imports, under the 1991 Company Law, 20% of the
assets of the Petroleum Import Concern (PIC), which was transferred from Ministry of
Transport to MEMG oversight in 1990, were privatized through a voucher system, and in
1994 the Neft Import Concern (NIC) was cstablishcd.-The NICis aluﬁost solely x'espénsiblc for
the importation and demestic distribution of Vpetrolcum products, and sets .uilil'm'm national
. ‘prices for all petroleum products except gasoline and light oil which arh_ under government
control, by adding import tanfls, com moditjf taxes, road taxes, distribution costs, and other
costs to the import prices. With the objective _of'obmplétcly deregulating gasoline hl'ices,

liberalization policies are curvently being advanced by stages, with measures being takea

2% Peonomist Intelligence Unit (1996G)).
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that include linking Mongolia’s gasoline prices to interaational prices, abolishing uniform
national prices, and abolishing the coupon system for gaseline purchases. The NIC is in
charge of importing petroleum products, cquipment, and materials, and its foursubsidiaries
are iesponsible for the operation of storage facilities and stations, domestic transport, the
construction of related facilitics, and the sale of lubricating o). Discussions arve being held
: with Russia and the Shell oil company concerning foreign investment in these subsidiaries,
Gasoliuc stations are being transfered to the private sector for cash, and nsideration is
- being givento ultimately pi‘ivatizing 19% of NIC by selling 29% of the government'sshares in

“the company on the stock exchange.®
{6) Current Conditions and Problems by Subsecctor

1) Coal _ o

Coal is in extremely vich supply in Mongolia, with inferved rescives totaling
approximately 150 billion tons and confirmed reseives 24 billion tons. However, the only
‘types of coal that are eoonomically usable are lignitic {»als with heating values of 2,700 to
1,660 kc;ilfkg, which are unsuitable for export. The 27 coal mines in opera'lion have an annual
production L:ipadf)' of about 8 million tons. Sixteen of these coal imines are operated by the
MEGM, two by local governments, aikd eight by private companies. 'Afler. hittinga peak of 8.6
miflion tons in 1988, coal production was down 10'4.9 million tons in 1995 due to the overall
~ contraction of the coonomy. Only three coal mines possess large-scale facilities: Baganuur,
Sharyn gol, and Shivee ovoo (which began operation in 1992). These three mines account for
approximately 80% of total coal production and all of the fuel supply to the CES. \The.
Baganuur mine, in particular, accounted for approximately 60% oftotal coal output in 159«1,

when it produced 2.9 million tons.

Approximately 7-1% of the demand for coal in 1995 came fraim the electric power and
heat supply sector, while about 11%{ ¢ame from the industvial and consl:ruclion sector. A rvecent
JICA study forecasts demand rising to between 8.9 million and 9.3 million tons in 2000 and
to around 11 million tons in 2005, ThO_Sll.t_dy indicates that this increased demand can be met
for the time being, by incréasing production at the Baganuur and Shivecovoo mines, but that
new coal mines will need tobe dévélope_d aftor 2005. ltyis estimated that to achicve this, $567
million will be needed by 2000 and $173 million by 2005. This study also points out that

priotity must be given to getting back to design mntpul tevels by resolving the mines’ inan_v

FWorld Bank (1993).
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problems: considerable delays in the removal of excavated soil due to shortages of spectalists
and workers skilled inequipment vepair, frequent extended breakdowns oflarge equipment,
and shortages of spare parts and cquipment renovation due to lack of funds (at the Baganuar
eoal mine); and tack ofca.pitul to purchase replacement parts and upgrade equipment, and
poor coal quality (at the Shivee ovoo coal mine). Meanwhile, rehabilitation plans are being
implemented for the major coal mines, with IDA leading the way, that include assistance
plans for existing coal mines, including plans aimed at bringing the Bagaﬁuur mine's annual
capacity back up to 600 million tons and the Shivee ovoo mines c*aphcitj back.upl to 200 :

-:million tons. Toward this end, the _\Von;ld Bank approved an IDA loan of $35 million iﬁMay
1996 (World Bank press release no. 96/3 2/EAP) and OECK is to provide co-ﬁnancing.

2) Electric Power .

Mongolia has a total installed electric power capacity of 1,066 MW. CES accounts for
'appro.\'imately 80% of this total, but its reliable instalied capacity is only about 60% to G5%.
About 90% of the country's ‘power supply is distributed from CEf ‘s five power plants
. (Ulaanbaatar No. 2, No. 3, No. 4 power stations, Darkhan, and Evdeaet) to three citiesand
six aimag After hitting a peak of 2,880 GWh in 1989, power sales have been steadily
'dmpping; 1o 2,400 GWh in 1991 and 1,157 GWh in 1995, Al the same time, imports from
Russia have been steadily vising, from 84 GGWh in 1991 to 380 GWh in 1985. This increase in
inaporfs while demand'was falling undérscqresth’c COnfcinuod problems in supply c‘ap_acity at

the CES power plants.

Efficiency at these power plants is extremely poor, with average thermal efficiency of
only 19%, just about half the narmal level, and losses of po&er ‘consumed by the p.lan.ts
themselves reaching 20% to 35% of their generating capacity. Capacity utilization rates are
also low, averaging 37% (basc load power plants arve generally designed for capacity

" utilization rates of between 70% and 80%). Some of the pl_'obléms that have been identificd at

“the Ulaanbaatar Power Station No. 4, which supplies approximately 70% of the total
demand for clectricity, inelude frequent operating problems brought on by the non-standard,
tow-grade ooal supplies from the country’s coal mines, incompatibility between - the
combustion system and the grade of cdal, and a vicious cirvele of equipment obsolesecence due
to a lack of proper maintenance. All the power supplicd to the 15 aimag not linked to the CES
comes from 180 kW diesel ;ioﬁ-e:* generators, éxcept for that from the Choibalsan coal-fived
power plant. These plants, which were built in the former Soviet tnion or Czechoslovakin and '
have been in operation for 10 to 15 years, are deteriorating and showing notable dedines in

efficiency. Koonomic reforms led to soaring diesel prices and a vise in transpotriation osts,
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which in turn led to shortages in fucl supply, resulting in serious power deficiencies in these
independently supplied regions. Power generation fell by nearly hailfin 1994, from 178 G\Wh
in 1993 to 99 G\Wh, leaving arcund 90% of rural houscholds without sufficient heat or encrgy.

A bieakdown of power consumption by sector shows that in 1985 industrial and
construction-related consumption accounted for 65%, public and residential use for 23%, and
commercial, agricultural, and other consumption for 12%. Six laige industrial users, including

the Erdenct copper mine, the Bor 6nddr uorspar mine, the Baganuur coal mine, and the

- Darkhan steel plant, alone account for about 70% of the electricity consumed by the industrial

and construction sector, and about 15% of the country's total electricity consumption. The
Erdenet copper mine is a particularly large power user, accounting for about 36% of the
country's power consumption on its own. Forecasts based on studies conducted by the ADB,
JICA, MEGM, and CES call for demand toclimb to between 3,000 and 3,300 GWh by 2000,
nearly returning to the peak levels reached in 1988 and 1989, A master plan fér power
(icvelopmm.ll through 2015 formulated by the ADB estimates that investment totaling
$1,581.7 million (at 1995 prices) will be needed in tﬂc power sector, including hoth .C_EIS and
local hieat supply systems, and that the foreign curreney requirement will amount to $1,265

million.

There is a pressing need to bring existing power gencvating facilities up to their
design capacities. Reflecting that need, capital investwent in the power sector grew from only
~ 8% of all industrial capital expendituresin 1982 to 21% in 1992. A number of rehabilitation
projects for CES power plants have already been implemented or are being planned by aid
organizationé, including the repair of the Darkhan power plant's boiler with assistance from
Germany. Japan extended grant aid for ichabilitation of the country's largest power plant,
the Ulaanbaatar Power Station No. 4, from 1992 lo 1994, and an OKCF project to repair the
boiler was slated to begin in 1996. At another major plant, the Ulaanbaatar Power Station
No. 3, the ADB followed up technical cooperation provided by USAII) with assistance to beéin
repair work on the boiler in Apnt 1996, and negotiations are currently underway cm_lcx:i'ning

loans for upgradﬁ@ the plant's aging turbines.

. 3) Heat Supply

T.ho som'cés'df heat and hot water in cilifs are power plants’ combined heat and
power supply boilers, and therefore the issues of poor efficiency and lew utilization rates
relevant to the electric power sector and discussed above apply cqually to the heat supply

sector. The country's heat supply systems arve designed according to Saviet-style constant-flow
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technology, in whicha fixed volume of hot water is supplicd at a set temperature detcr_m_ined
by the outside temiperature. The result is an uneconomical system in which users control

indoor temperatures by opening or closing windows, leading to inevitable energy waste.

Financial isswes have made it difficult to canry out planned vepairs to the system
aver the years, incduding the laying and covering of pipes, and repairs continue to be carried
out on a symptomatic basis: when a steam leak is discovered, the necessary repair is made.
[osses due to water leakage correspond to about 8% of the amount of heat supplied, a ratio
that is 40 to 50 times higher than that for district heat $upply systenis in Fuvope (écmrding
to a Febiwary 1996 swrvey by ADB/DANIDA). Heat suppliers have been assiduously
replacing main pipes laid in the 1960s and repairing the covered p‘mﬁo.ns,' and the pipeline

nelwork is to be repaired with app:ounntol_\, $5.5 million in grant aid from Denmark.

In the area of measues aimed at restoring stability to the heat supply system,
Japan and Mongelia are curceritly discussing grant aid to be devoted primarily to replacing
valves and pipcliﬁc materials in the Ulaanbaatar Power Station No. 4 hot water sﬁﬁply
facilitics. For the long term, the ADD and other donors are examining the ‘adoption of
variable-flow systems and dedicated heat supply boilers, ‘but feamb:hly studies and other

" detailed investigations are yet {o be carried out.

1) Pcno[eum Products

Supply and demand for petrolewm pmducts ﬂuctuated at avound 800,000 tons in
- the latter half of the 1980z. ‘Along with the collapsc of the COMECON system, nnpon ts {from
Russia began to dedine a!"tér'hilting a peak in 1988. In S{.‘pl(‘,l'l.lbt‘h' 1991 Mongolia switched
from a barter-based import system to paymenis in dollars at international prices.
Consequently, soaring prices led iniports to plunge te around 380,000 tens in 1994, lmports
increased very slightly in 1995 to the 390,000-ton level, pointing to an end to the downward
trend in import volumes. _ '

Broken down into product categories, gasoline and lighf oil account for abouwt 10%
ecach, and fuel oil for between 10% and 15% of the countiy’s petvoleunt product imports. The
.1solme is used pnmanl_v in the transportation sector. Half the light oil is used for regional

independent power genemtmn farm-hased power genemtlou and f'nmmg machinery, and
the other halfis used in production-related transportation. According to World Bank forceasts s
for demand from 1995 ta 2000, if the cconomy grows at an annual rate of 3% to ;l%. petroleum
products as a whole will grow at an annual rate of 1.2% to about 630,000 tons in 2000, finally

returning to the 1992 consumption level. Therefore, assuming thal impoits from Russia
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continue, there will be few problems in terms of storage facility capacity, number of trucks, or
other clements of the transportation infrastructure. However, this sector's problems center
around the continuing instability in petroleum product supply. and there have heen
situations in the past where supplies did not arvive as contracted, even when Mongoliapaid
" in kind with copper (which is readily convertible into dollars) and other materials, and covered
the shortfall with dollars.© Domestic oil reserves awe being explored in collaboration with
Russian and 1.8, companies, but are yet to yield definite results. Accordingly, domestic oilis

not expected to conslitute a source of supply, at least for the time being.
2.4.2 Development Issues

{1) Sector Overview
Achieving stabilit_w," in the energy sector, along with stabilizing the Mongdlian
financial system, is.a top priovity policy issue in terms of pmmotiné economic stability.
M'll\mg efforts to vetain reliability in energy supply and then stvike an overall balance in
energy supply and demand through the least costly methods are matters of the greatest
-urgency in terms of establishing a foundation for modern industrial producuon. Toward this
end; close examinations must be conducted iﬁt’_o the encrgy flow, that is, the eoal-elcctric‘
power-heat supply flow, and the electric power {coal)large-seale mining/manufacturing
industry ﬂm»,and structecalimprovements promoted in terms of both hardware and services
in order to heighten the efficieney of supply in the S)bt(’lll as a whole and in each subsoctor In
addition, the ability toraise funds for building ujp the sector's foundations must be enhanced
through economic réccwmy and cxpan'sion; Atthe séme time, efforts must be made to promote
managerial r;zforms at cach of the relevant companiecs é’md m'gahizalim_a's to heighten their
profitability, and to encourage them to accumulate theirown capital so that investments and
assistance funds can be used el'ﬁcxently
~ Even if it were to raise public utility rates and pmmote the pnvanzatnon of energy
companicg, the government should more adively fulfill its responsibility on the social
development side. That is to say, it should seek to al[cviétc regional energy su'ppb'#demand
disparities and formulate comprehensive. cnevgy strategies, induding policies to rediess
shormges of fuinds in the scctor as a wltolcipolides to puarantee cnergy scourily {enswing
“peak power sourees and er adlmtmg instability in the supply of petroleum products), and
onergy-saving policies to eliminate the conspicuous waste inherent i in the supply structure.

‘conontic recovery witl bring with it increased energy consumption, and gréater burning of coal

= Iptegnakional Doevicopment Conter of dapan{193).
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by industries and residents in wban areas will poltute the aiv. Acenrdingly, the govemment
must actively use regulations and subsidics to promote en\m'onmcnl'tl measures for
Udaanbaatar and other basin vegions where atmospheric inversion Id)(‘l ing tends to occurin

winter.

2) Coal and blectnc Power

A top priority in the coal sector is rehabilitation aimed at alle\natmg operational
bottlenecks, which involves creating an efficient production system and maintaining the
quality of coal supplied to electric power plants in order to attain dééign capacities. At the
same time, efforts must be made to promote essential reforms at coal companieé by
introducing modern mine operation 'tcchniques'so that they can beost their profitability and
retain move of their capital. Effo'rts:should alse be made to promote rehabilitation.ofexisting
coal mines, including the upgvading of facilities to enable them to handle the recovery in
demand and expanded produétion; Morcover, studies should be conducted into coal supply
. systems for the years beyond 2000 and into the feasibility of projects to develop new cval

ficlds, and fundraising strategics formulated.

In the electiic power sector, there continues to be a pressing need for measures to
arrest the vicious circle of abused and moribund cquipme‘nt brought on by dechnes in reliable
capacity and capacity utilization mtes due to the: already widespread deterioration of
flCIllllC’S and lack ofmamtcn'mce ’l‘hem is'concernthat slopgap measures implemented with

" emergency assistance will not be aust‘nned due to subsequent shoitages in the supplv of
spare parts and la_zck of maintenance. Facilities continue to deteriorate, and priorily n_mst
therefore be given to plans beihg advanced separately by individual donor organizations to
recapture the boiler and turbine design eapacitics at major 1)0\:\'0'1' plants. At the same time,
it is necessary to comprehensively coordinate the details of project lists based on lifetime
e'valualiohs:o_f power plants, including the questions of plant closwre, renovations, and
expansion, and it is essential that a eonsensus be reached among development agencicq
mnmnnng medium- and lohg-term power supply dc\elopmcnt plans. Morcover, endeavors
must be made to promote a return to financial health through managerial veforms and -
increases in power utility rates up to the economic costs through apphcanon of the new Energy
Law. And, efforts arc essential to promole qtmctumi reforms to prevent payments tothe coal
sector from falling into avrears and to secure depreciation C\})Cllhﬁb. Steps must be takento
create an envirenment that will promote active capital flows, incuding bank loans, to the

entire sector, ensuring the appropriate levels of such flows.

99



In addition to promoting the retention of foreign currengy rescives by veducing
clectric power imports through the rehabilitation of power plants, it is extremely important,
in terms of mecting to peak demand and ensuving the reliability of power distribuwtion, to
maintain links with the Russian electricity supply network for the time being. With respect to
—regulating clectric power for coping with mediwu-term increases in demand, a key issue is

examining the economics of sccuring power sources, such options including the expansion of
. new transmission routes through Hussia. Long-term issues inthis context include the option
of investing in gas turbines to accommodate peak requirements and dispersed power sources,
the use of hydroelectric power resources, and strategies for developing baseload power

- sourcés—new coal-fired plants to replace their aging counterparts.

{3) Separating Policy and Admiﬁistrative Functions From Corporate
Management in the Ministry of Infrastructure Development

Itisan m‘gent.lask to rectify the lack of separation in terms of personnel, flow of
funds, and concepts ef accountability between the Deparvtment of Encergy (policy-makingand
administrative functions), which is overseen by the Ministiy of infmstructum Development,
and rélevant state-owned enterprises (managerial functions). Support should be given tothe
largely unexploited inteHectual potential of workers in tlu-'s.e clite enterprises and efforts
made to disscminate practical  knowledge in the policy, organizational, and facility - -
m:lnagcrﬁc"nl- spheres. When  iniplementing  privatization  techniques  and .oihor
rationalization programs, consideration should be given to preventing lc_sss. of _outstan’ding
ﬁuman resources because there are ihtcr-indu'shy linked mlat.ionships between the encrgy
sector and many key industries, and stch losses have a hiige inipaﬂ oﬁ employment and
morale. It wiH be necessary when instituling rate increases aimed at boosting revene nnd.
the deregulation of rates in danuary 1998, to demonstmtéh comprehensive structural
improvement plan  that encompasses rationalization proposals- for systems and
arganizations, conarete plans for funding reconstruction, and the appropriate allocation of

human resources to administrative enforcement.

(1) Technology Transfer for Carporate Management’ Practices and Person nel
Retraining - )

. It is particubarly important to pmv_ide human and intellectual support to guavantee
the smoot h .EIbSOI'pl'L{)l'!'Ofill\'t‘slmelﬂ:s that have alveady been tﬁade. and those that are being
- planned, selectively and heavily in encrgy-related enterprises. Precedence must be given to
promating a transfor of incentives from the production culture that existed in the old system

through practical affairs at all levels. To this end, assessing the inventory of personal and



intellectual support that has penetrated to practical levels, induding equipment diagnosis
and maintenance technology, business decisions concerning abandoning and upgrading
facilities, and depreciation and other aspects of covporvate finance, is an issue that wilthave

a decisive impact on the (uture success of financial assistance.

(5) Diversification Strategy for the Supply of Petroleum Products

In evder o alleviate Mongolia's excessive reliance on petrolewn pmdugt imports,
consideration must be given to diversifying supply souvees by examining the possibility of
murchasing petroteum products from Russian refineries other than thé Angarsk reﬁnefy, on
which Mongolia depends for all its petroleum products at present, and expdnding the sphere
of suppliers to include China, Singapore, and other countries. To achieve this end, it will be
important te link this effort with the railroad transport rehabilitation projeéts being carvied
out on the China-Mengolia border. With respect to importation, domestic transport, and
marketing, well-defined laws and systems-must be established to promote domestic and
** foreign capital entry inlo the market. The creation of a compelitive market is also an absolute

nécessity.
2.5 Human Resources Development

(1) Current Conditions and Problems
l)IOvorvicw .

The educational policies of the socialist cra were very successfulin the development
of Mdngotia's human LOSOUICes. HighSchool attcndancé rates mui a literacy rate of over QO%
(according to 1989 statistics) were achie\;'ed inspite of forbidding natural and social conditions,
spedifically the countiy’s vast avea and nomadic people that account for nearly half of the -

country’s total population.

With the transition to new cconomic and political systems that begu_r_: in 1990,
however, Mongolia has had to confront the very difficult issucs of simultancously providing
education that is tailored to the new social environment and teaining for the people
responsible for ereating the country’s new institutions. The former task, the ercation of basic
institutions for sustainable develbpmonl in Mongoiiq, is ‘a'l"undamon.t:il ad Jong-term
challenge that involves an ovierhaul of the entive oducntioﬁal system. This includes the
development of new instructional methods, essential reforns of education for nomadic people,
cultivation of the private cducation sector, provision of new vocational traim‘ng, and creation

of higher educational opportunities abroad. The latier task is one that must be caried out
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immediately, treated on a symptomatic basis with the objective of seeking stopgap solutions

te the chaos attendant upen the ongoing transition.

Among the factors responsible for chaos in the educational field, brought on by the

economic upheavals that have accompanied the transition begun in 1990, are the fol!dwing:

1

2

)

(ot

6y

A fallineducationial expcndiluréé, bieth as a percentage of total government expenditures
and GDP#

‘The lack of new educational materials tallored tothe counh"y’s new institutions; and the

failure to thoroughly re-train teachers

Partial shift of the expenses to the parents of childven who are engaged in compulsory

education, for food, accommodation, and educational materials

An inceease in the peroentage qf" children working with their families following the

“privalization of herds

Anincrease in the indigent class due to widening income disparities

Worsening working conditions for teachers, including non-payment of teachers’ salavies
These factors have combined to lcad to drasticincreases in non-dttendance rates among
primary and secondavy school students. :Whilc'-the ‘pmporl:iml of eleatentary and
sceondary school-aged children who were not attending school has fallen, from over 30% in _
1993 to 12.2% on a nationwide basis in 1995, this continues to be a major social
problein.® Morcover, the impact of the non-attendance problem is not limited to the
educational field. lnsol'air as it is a problem of human resources development, one that has
a major impact on Mongolia’s fulu, it is recognized as requiring immédiatc solutions.

However, the current situation remains that adequate measurés are not being taken,

2) ﬁpproachcs& Taken by Mongolia

Aniong the reforms carried out duving the country's transition, the new Education

H Over the five-year spas from 1991 te 1996, educational expenditures foll both as a pereentage of total

©goverament outlays, from 229 to 138%, and of GDP, from 10.8% to 6.0%. Over the same perviod, real G foll 1y

1.5%, with the result that real edueational expenditores fell by half.
2 Ardva ek S anuane 10, 1996),
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Law, enacted in 1991, proved to be a legislative measure that was in step with the
subsequent social disruption. Swept along by the tide of democratization, Marxism-lLeninism
was cast aside and emphasis in the new bill was placed on freedom and basic human rights,
producing a law that was fundamentally different in terms of idcology, educational content,
and erganization from its predecessor enacted in 1982, The new law called for the adoption of
a 6-2-2 education system, the productionof textbooks based onanew view of history, and the

revival of traditional Mongol script.

In reality, however, due to tlhe drop by half inreal educational expenditures and the
serious slump in the Mongolian caﬁnomy. the former 4-2-2 system remained unchanged, no
new edicational materials were published, and the existing systems of teacher cducation,
instiuctional methods, and educational content had to be maintained. Schools were
established by the private sector, but needless to say, the educational content at these

schools was inferior to that at public schools. .

New education legislation was put before the parliament in the falt of 1994 and
promulgatcd oit G February 1995. There has been considerable confusion surrounding the -
implementation of these laws, both within government agencics actually respansible for
¢ducation and human resoﬁrms dcvelopmen(—lhc Ministry of Scichee and Education and the

" National Development Beard-and at schools. lndeed, in some 1e=pect<: the -:ounh) is fav from

reforming the educational system ofthe socnllst cra.

One example is a pohc} being advanced to prescrve the 10-year S)atem 0[' genernl
cdumt:on but to retura to a 4-1-2 system from the 6-2-2 system. In the Education and
~ Human Resources Master Plan put together with support from the ADB, emphasis is placed
on extending the number of years of education, but in rc-a.lily the number is declining. Policy
makers in the Ministiyy of Science z’md Educition oo'ntﬁmo to maintain that they will
implement spcciﬁé policics based on the Master Plan, but they are forced to adopt policiesin
foim only. The only measures that have been taken are studies and projects implementcd
with assistance froni abroad. With respect to educational s:ystems, planning, and materials,

the country has either maintained those in existence or reverted to former practices.

With regard to non-attendance rates, some analyses have been undertaken and
measures taken to address problems other than poverty, bul nospecific responses have been
fortheoming for the problems of cducational content, instructional methods, or instructor

guality, and the situation at sehools appears to have become even more chaotic than ever.



FThis was further exacerbated by a teachers”strike that lasted from April through September

1995.

" The outcome of the strike was a 10% rise in salaries effective from September, but
this by no means indicates that teachers’ working conditions were adequately improved.
Promises of improved conditions were made by the government on 21 June 1995 in the
“Resolition Concerning Teachers' Working Howrs and  Salaries,” and the "Resolulion
Conceirning Overtime Pay,” but teachers at 89 schools who did not believe the pmniises

. continiied their strike.®

The government designated 1996 as Education Year, and decided to promete a

- national campaign involving a '10-)-9:"- plaﬁ of educatienal reforms. Taking the position that
they had no choice but to pin their hopes for the mid- and long-term fature on the success of
this campaign, the teachers ended their strike and returned to work. Kducation Year,
however, was weak in actual substance, and it was completely ignoved by the new

government that took control in August.

Needless to say therefore, the conditions for addressing the 18 priorities énu nmrétcd
in the ADB Education and Human Resources Master Plan? ‘must be oon'ﬁr'med. then
individual responses formulated, keeping in mind their relative importance. In rmlilf,
however, there are fow cases in which this plan and these policies have b:een'skilll'ully
coordinated and implemented. OFf course, the Master Plan is merely one starting point, and
‘the approaches that are.ln beé taken should be compatible with actual conditions in Mongolia..
PDepending on the Mongolian interpretation, however, the matter of greatest importance-that
is, the brinciplos and 1;_1ethodology behind the 12-year system of gcnerai cducatbn—is not

curvently being adequately debated in the schools.

3) Appr.oaches Taken by International Organizations and Aid Ol‘ganiza(fOHS

Sinice the beginning of the 1990s, the UNDP's Management Development Program
has been responsible for human resources development under the mlmhy's. new political
. system. The current reality is that they are unable to (;omprehonsivdy and completely cope
with assistance from other organizations, The Education and Human Resources Master Plan

drawn (1p with assistance from the ADB calls for 18 specificmeasures. As of 1995, six of these

" Ardva erkh September 2, 1995).
Specific programs in such areas as basic education, higher education. yocational education, soctal education,

educationad ndministration, and the averhaud of human resoueces development systeams,
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measures had been coordinated with assistance fiom abread and scheduled for

implementation:

1> Enhancement and preservation of general education in urban and rural areas
2y - Overall reform of more effective higher education

6D Reform and rationalization of the vocatfonal training system

() Provision of educational opportunitics for elementary and secondary schoal childven not

attending school
(5) Rationalization and improvement of educational administration
%) Enhancement of the l\linish‘y'ofScience and Education's functions

lt‘.ﬁral_e’ducat‘ion, one of the prioritics of the Master Pian, is plagued by some ofthe
most formidable problems. Foreignand international aid organizations have pointed out that -

“resolving the pmblsjms_ of rising vural non-éltendauoo_ raies, the inn]hnvenwﬂt of wo-rking
* conditions foi rural teachers and overcoming the lack oftcaching materials wilibe a shorteut
to in‘proving prese n:t conditionsin Mongolia. Programs created with assistance from the ADB
(8505,000) based on the Fducation arid Huinan Resources Master ’lan have entered their
third phase,_bilt unﬂer the amended Education Léw of 1994, four- and five-year education
plans are merely drawn up by making reference to the Master Plan. In some areas,

implementation has only begun where assistance from abroad'is available.

Nine dictionaries and textbooks in Lraditional script have been selected, edited (by
a textbook édiﬁingcommittee), and published with assistance from Taiwanese and domestic
" funding sourves. Plans call for the publication of a total of 18 new textbooks, but there is a
significant shortage in the social sciences ficld, which accounts for only four of the 18 (as of

1995).

With assistance from UNESCO, Mongolia has since 1962 devoted a great deal of
energy to the education of its rural nomadic folk. Under the country’s new constitution,
teachers must be re-educated, but education of the nomadic population has remained

inadequate. Re-cducation concerned with the new constitution has been provided in both
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urban and rural areas in order to deepen basie understanding of demociatic society, but

approaches to the market economy and edueational provision for childrenvemain insufficient.

 Re-education is ongoing in part with a two year program of assistance from UNICEF
{$75,000), but it is inadequate and lacks continuity. There is only one other e.\c.ample of a
ve-cducation program, that of an attempt by a private Japanese company, clearly reflecting
the fact that the need for re-cducation is socially acknowledged, but that thereis not sufficient

" fiscal or métlmdo]ogical support for its implementation.

To addiess the non-attendance problem; trial strategics for expenmental
extracwricular education and peripatetic teaching have been implemented with assistance

from UNICEF, and are provi'ng a suecess in the three atmag of Selenge, Tév, and Khentii.

Steps are being taken in the avea of general education, with a DANIDA-assisted -
praject aimed at the implcmcntation of the second round of Master Plan reforms by theend .
of 1996. The ‘Teachers' Co‘llcgu isalzo pmllmp'llmg in this effoxt The Danish Ambﬂss’xdm to
China visited Mongolia at the end of August 1995, at which point a final assistance budgc,t
(81 million) was determined for the re-cducation of teachers and development of new teaching

materials.

in the avea of training educational administrators, pmlmrat_ions and discussions
ave underway with UNESCO, and a partial program of re-education for school principalsand
school administrators has begun. While it is being implem(’hted as one component of the
UNDP's Ail)i‘, thisis taking place in certainarcas ona priority basis only. The ADB has also
begun to pay attention to this problem, but inline with its recognition that thisis a problem
that requires cooperalion er coordination of assistance , itis wmtmg to examine the response

fonthcommg l‘lom the Mengolian side.

- In the avea of higher education, language laboratory facilities have been established
at the country's national univeisity and ' repaivs made to the agricullural. univcrsity’s
e\ponmental station with '\bblStdl’lC\? froi dJapan. JICA has ‘provided ab‘ustano’: for the

.mmputoa division at the seience and technology univ emly
“‘Phe ficlds just mentioned are ones in which some positive accomplishments have

been made with edueational and human esouives assislance from  international

organizations and other countvies. Additional assistance, including that from DANIDA for the
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development of teaching matevials, the UNDP's MDP and PAP, and JICA technical training
(approximately 330 persons over six years), is expected to sustain these achicvements in the
{futwe as they ave extended to include rural aveas. The responses by Mongolia, which must
oversee and coordinate this educational and human resourees assistance, ave as yet still
confused or lacki:tg in coordination. There is a very real need for Japan to become divectly
involved in the coordination of educational and human rvesouwrces assistance, aymed with’

initiatives such as those it has been taking at the Mongolin Assistance Group Mectings.
(2) Development Directions

1} Overview

The confusion and contradictions in the human resowrces 'developmc_ni ﬁe[d.
described in the preceding secction brought about by the transition have been met with '
emergency, crisis-like solutions achieved through Mongolian efforts and with assistanee from
interiational organizations and varvious aid organizations. However, the pmco.ndition for
© Mongolian independence is consideration of a long-term human resources development
: pmgraﬁi that takes into account the spread of new niethodologies in human resources
training within the field of basie education and within the special environment of nomadic
rogions. To fulfll this precondition, the respensible agencies on the Mongolianside must take
" the initiative to understand the necessity for human reéouroos-dcvclopment, specifically
clucidate the policies that should be taken, and then implement then. it is urgent that the
government’s planning “capabilitics be enhanced and that thé educational system be
restruetured in order to cultivate human resources that are'suited to the new environment of

~a market economy.

2) Approaches Taken by the Mongelian Government

In August 1996, a new government was elected in Mongolia. The incoming
ad miili_slratibn issucd new educational guidelines (in October 1996), but no major changes
were made to the country's é(lumtimlﬂl systems: The policies were primarily devoled to
lessening the bvrden ofeducalional costs, including a policy of free educational materials, but
‘they leave unanswered concerns about future reveniue sources. One noéw problem in terms of

educational content is that of traditional Mongol script.
This problem is related to natienal culture, and as such, the Mongolian government

must be the one to determine policy in this area. According to the June 21, 1995 edition of

Ardyn erkh, the Mongolian government announced its responses in the educational field
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based on its determination to aim for 100% usage of traditional sevipt by the year 2005, There
has been no change sinee October 1994 in the policy of focusing first on Cyrillic-charvacter
education and then teaching Mongol sceiptin paralle). Under the present government, which
came to power in 1996, this policy remains intact. It is quite possible to find vealistic and
feasible methods of introducing Mongol seript while tespecting the basie policy. Kxpectations
are for flexible methods of implementation, such as separating its use in schoois from use in
official government documents or introduwcing the scriptin schools first into the social science

ficld and delaying its introduction in the natural sciences.

3) Teacher Re-training

With regard to re-training teachers, seminars for teachérs arebeing heldinall areas
" of the gencral cducation curviculum. 'Semihars are conducted first in the capitat for
representatives from each aimag and these representatives or other qualified persons
dispatched from the capllal are then providing re- hammgat educational centersin the aimag.

The prob!em here, hawever, is a lack of funding.

1) Dev clopmcut of New Educational Materials

A publishing division is scheduled to be areated wathm the '\11mstry of Science and
‘Education, but this plan has not yet been realized. As of Apyil 1995, traditional script
textbooks had been printed for nine subjects. No pmgu;ss h:a's been made in the remaining
nine subjects due to paper shortages. Third-year students who entered school between 1991
and 1993 have been'studying in Mongol, but students who enrolted in 1994 are to study in

" Cyrillic. The * Basic Program for Mongol Seript,” promulgated on21 Juae 1995, secks to have
the entire pdputation using traditionral Mongol script by the end of the 10-year period from
1995 to 2005, but educational materials in Mongol continue te be in short supply.

The Ministry of Svience and Education and Teachérs' Coilcée are leading the way in
the development of new Cyrillic educational nxa;én'ials with assistance from DANIDA and
Japan. Only an extrenicly limited number of educational materials and published materials
are available, however, and “the typical method of develepment involves m-'eval.uating
materials ceeated before demoeratization and turning these into new teaching materials. The

severe shortage of educational materials remains unresolved.

The belicf that shortages of study supplies, stationery, and other cducational
materials awe major factors’ behind the eountiy's non-attendance problem has led to the
formulation of plans to construct factories to produce theseitems, but so far these plans have

not been realized.

— 108 —



5) Vocational Training

While it is recognized that vocational schools must be revived, progress has been
slow except in management and foreign language schools, There were seven vocational
schools in Ulaanbaatar prior to demaocratization, but today there ave only four, It issaid that
the shortage of technically skilled labor is slowing industrial development, and policies to
revive vocational training are not proving effective. There are a number of vocational training
schools, including one specializing in tourism, but the links betwceen this form of education
and employment are currently insufficient, which has very serious implicatiohs for the
operation of such schools. Private education has begun to complement this vocational
education, but the training of technicians, who coxi!d be said to constitute the fqundations of
Mongelia’s economic independence, is currently lagging. This situation is ene to which the

donor community must give adeguate attention.

8) The School Non-attendance Problem
The school non-attendance problem is particularly acute in rural arcas, where itis
athiﬁutable to changes in herdsmen’s lives. The common analysis is that increases in the
_numberro_f livestock being raised and growing cxpeclations toward children as a souice of
labor in the home have led to higher non-attendance rates. However, there are other reasons:
J educalio_'nal content has reniained unchanged from that prior to democratization, making it
“irrelevant to actual séciety and causing many children to loge their desire to.lcam; and inthe
prooess 6]' promoting the lranisi(ion to a- market cconomy, there has been a tendency to

overlook education.

In addition to tuition fces, rural education involves the payment of boarding school
meal expenses, and this added burden is another factor having a negative impact on
attendance rates. Those families that can afford to pay for meat do so. The remaining costs
for non-meat meals and for tuition are small, but nevertheless there are families so poor that

their children do not have clothes to wear to school. In 1987, the nation’s boarding schools
could accomniodale 74,000 ‘students; currently however, they canaccommodate only 60,000,

leaving a shortage of 20,000 spaces.

Children of livestock breeders are slow in terms of physical devclopmént, and
accordingly the policy of admitting them to school at age eight cannot be changed in light of
dormilory life, It was dceided that it would be preferable for them to :iltend primary and
sccondary school under a 10-year 4-1-2 system and a sevies of regulations to lhié cffect was

promulgated and enforced in 1995, However, it was forgotlen that géncral and vocational
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cdueational methods for children living in boavding school dormitories weve limited and that
there would be problems in not being able t6 cavry through effective policies, such as the

provision of peripatetic teachers.

“The fact that peripatetic teaching, which helps supplement boarding school
education, is not only a new emergency, crisis-like solution but is an cssential component of
primary and sccondary school education in Australia, Inner Mongolia in China, and other
pastoral nations has hot been discussed. The basic issué of what educational methods should
be like in a socicly that is chiefly composed of scattered villages on the steppes is not being

debated in schools at the local level.

7) The Social Status of Teachers and Conditions of Employment

The teachers' strike begun in April 1995 continued until September lhat;vear, when
salaries weve raised 10%. Nevertheless, teachers’ workiug conditions cannot be said to have
improved adéquately. The non-payment of salaries toruralteachersis yet to be rcso.lved, and
this is a grave problem that conlinues to altack the very foundations of Mongoliaﬁ society.
With such challenges Being faced amidst the transitiﬁni toa 'market.ecoﬁomy, it is absolutely
cssential to enhancé the social status of the teachers who a_fc responsible for commuaticating
to the younger géeneration the vision of g new M ougbli:m society and the specificap proaches to
improving the existing society. The new government bomn in August 1996 made a publie -
promise tomake i:ﬁprdw.'ing educition a top priority. It is not clear how the financial resources
to make cducation frce will be sccured, but it is hoped that the neﬁ government's other public
pledge_. to reduce taxes, will not affoct the.cdumtion bu_dgct, one that tends to take a back

seal.

8) Development Divections _

The grcatést problem is that the lack of policy coordination in the educational
system is slowing the everall resolution of hunan resources development problems. It is well
known that the country's fiscal straits have‘a major impact on the socially disadvantaged,
and the failure to adequately coordinate policies for the resolution of thisiproblem has created
a situation in which the people in a position to help are not convineed of the importance of
cducation and human resources development. If this environment in which teachers are
wnable to gain confidenee persists, it will prolong the situation in which confidence is not

imparted to the disadvantaged.

Thus far we have discussed the Mongolian responses, international aid
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organizations' responses, and Japanese responses in the education and human resources
development field since 1990. It is easy to imagine that certain levels of success would have
been attained in all sectors. It must be stated, however, that the vast majority of these
gueoesses were altained in an entergency, cvisis-like fashion rvather than in a systematic
manner through deliberately planned programs. A step must be taken forward from this
emergencgy, ciisis-like education and human resources assistance to the next stage of
" development. Above all else, the content of the ADB Master Plan must be ieaffivmed,
“organizations in each country must coordinate their assistance plans with others; and
- systematically promote human resources development in the fields of maciocconomic ﬁoiiey,

" infrastructure development, health care, and education.

Judging firom the scries of educationallaws and rogulations that have beendrawn
up, the 10-year education reform plan launched in 1996, Education Year, can be expecled to
produce systematic results. In more than a few cases, however, these legislative changesare
clection promises or do not conform to actual conditions. This is reflected instill-highnumbers
of children not attending school, a group that now numbers 55,747 (]2.2% of the total number

of 455,200 students).

Growing demand for child labor in livestock production regions is of course one
reason for the ountry's high school non-attendance rates, but beyond this, educational
policies that fail te dispel disappointment in educational content and lack of confidence in
teachers are in need ofimpim'ement. '.-\!ong wilh the creation of school dormitories and the
supplementation of school meal cﬁs_ts, it is necessary to provide adequate new educational
materials, to rationalize instructional content and teachers’ salaries, and to begin creating
Master Plans for teacher re-training, peripatetic teaching, and distance education.

Over 330 Mongolians have taken part in JICA education and human resources
development training in Japan over a six-year period. Some may contend that this is grossly
mnsufficient iﬁ terms of absolute numbars, when as many as 10,600 cxchange students
{trainces) were sent to the former Soviet Union and .Hast European countiics during the
: sb&ialist erd, but’ uevcrthel.css mg'tainl amomplislm\cnts have been recorded. thn'onc
considers that education and human resowices developnent'is the veiy basis of a'bqunt_sy's
independence, however, one can sce that while oveiseas training is indiépensﬁbit, it plays
nothing more than a complementary role—it by itself is not suflicient.The new government is
pinning its hopes on education abroad, but it should put more cnergy into education and

hwinan resources development at home.



A focus is being placed on preschool education, butl the most important issue is
vestoring confidence in education itself. To achieve this end, budgetary measures should be
devised using all possible means, and policies adopted that will foster national self

AWarcness.

Basced on the above, the following directions must be emphasized:

* Reconfirming and canrying out coniprchensive education and human resources
development programs

* Formulating systematic training plans in all sectors

+ Coordinating donor coﬁnlries' assistance priorities in the education ficld

+ Vocational and technieal education (including accounting and tax account.in'g)
2.6 Social Infrastructure-Health Care, Employment, Poverty Alleviation

“Buring the socialist era, thanks to government poliéieé that placed prioriiyon social
development and abundant fiscal resources, Mongolia had constructed a' national health and
medical care system under which free medical services were providéd to 90% of the population.
In addition, there were no unemployment problems, and no specific sociocconomic groups
bedeviled by poverty under the socialist economic system. With the transition to a market
economy; however; a number of difficult social problems surfdced, including a deteviorationof |
social welfare services, unemployment, and poverty. Curront fiscal difficulties are major
factors at the root of these problems, and the Situati_on i's.emccrbétc(i by the chaosaltendant
upon the fall of the old system and the transition to a new one. The growth in numbers of
poverty-stricken households must be addressed in particular. At the root: of the problem lies
economic difficully. In addition to- the confusion of restructuring formerly state-owned
enterprises and large plaats amidst the transition to a market economy, the dismantling of
distribution mechanisms and industry terporin small regional cities are ongoing coneerns,
and the hardshipé faced by people living in large and small cities ave ever more severe. There
are many problems in the agricultural and livestock sector, including widbning regional and
income disparities, and confusion and scaling-dowh of market tvansactions. This sector can

no longer accept and absorb peor in‘ban_ houscholds.

Over the past several years the Mongolian government has made effoits to
restriicture and upgrade the counh:y‘s social infrastructure, and new steps are finally being
taken to addvess the poverty issue. Speeifically, progress is being made in the develepment of

a new policy framework called the Poverty Alleviation Program (PAD?). ‘The National Poverty
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Alleviation Committee (NPAC), headed by the Deputy Prime Minister, was launched in the
fall of 1995, and the Poverly Alleviation Fund Council, comprising representatives from
mtcrebted government and non-governmental bodies, was established under the NPACand
given the task of monitoring the activities of various funds within this framework. The
“activities that are carried out within the framework of this plan were 10 be overscen under the
former administrative arvangements by the Ministvy of.Population Policy and Labor. The
plan itself is aimed at alleviating poverty by covering a broad range ofareas,. including the
creation of jobs, enhancement of women's coonomic status, promotion of agricultural aﬁd

pastoral regions, and social welfave.

In the following sections, we will consider health and medical care, employment, and

poverty alleviation while taking into account the conditions discussed above.

(1) Health and Medical Care _ .
Mongolia's health and medical care system formerly reached the furthest cortiers of
‘the administrative regions, the aimag, sum, and bag, but many problems have arisen due to
- fiscal difficulties and insﬁtutional changes. We willexamine cach of these problems inturn:
‘the medical cave delivery system and administrative functions, the health insurance system,
- the aging of medical instruments (updating and adopt.ion of new technology), distribution
mechanisims for the supply of 'cxistiﬁg‘and improved plial'nllacelitidxls, human resources

* developnient, education, and retraining mechanisms.

1) Medicél Core Delivery System and Administeative Futictions

" National health and medical care indicators are shown in Table 2-6-1. To illustrate
regional dispavities, indicators are given for the capital city of Ulaanbaatar, the northern
industrial city of Darkhan, and the western aimag of'/;'avhan_. Out of a tetal number of 4170
hospitals, 51 are gencral hospita}é; 398 are regional hospitals. Publie health center.s can be
found in 19 of the country's 21 ainmg In addition to hospihls and clinics, recent \'oérs have
seen the emergence of homc physicians and private physicians. The home physician system is
onc that has been adopted primarily in urban regions since 1991. Home physicians work at
clinics and provide outpatient medical cave that is paid for with public funds. A home :
physician is responsible for 70 houscholds on average; he or she provides treatment and refers
patients tospecialist hospitals when necessary. Home phyéiciaus_ travel to the homes in their
area, talk with families about child birth and family planning; and providé health education.
There are reported to be approximately 200 private physicians throughout the cm.mh‘y'."l'hcy

are active in such fields as traditional medicine, internal medicine (Western style), dentistry,
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gynecology, and pharmaceutics, A small number of jomt veature hospitals have been opened
in partnership with Russia, South Korea, and Great Britain {one each), and it is reported that
prepatations are curvently underway for a joint facility in partnership with Tibet, Thus, the
medical care delivery system is well-established, but regional dispavities exist, and confusion
can be seenin medical administration, Forexample, the distribution of physicians is uneven
“and there are _nolaﬁle shortages and excesses of personmel in certain areas. There are also
problems such as the mismatch of medical instruments and qualified operators, Current
trends in this area indude a weakening of medical services in agricultural and pastoral
regions, difficulty in accom modating nomadic families that move avound over large areas,
-declining quality of maternal-child health care, and increases in health problems suffered by

poor women and children.

-.2) _Thé Health Insurance System

Mongolia has abelished its universal frce health care system, adopting in 1991 a
system under which patients arve partially respoisible for their medical expenses. Public
funds dontinue to be used, however, for basic services, such as emergency lmatment.,
vaccinations, pmgnahcy; child birth, and treatment of chronic disease. The National Health
Insurance Law, swhich took effect in 1994 has as its policy objoclives ensuring a source of
government revenue, bodsling the income of médiml:mm professionals, and reforming
patients awareness of the system. Currentlj’, 97% of the populationis covered by i\»'o types of
health insurance: compulsory insurance and voluntavy inéurance. Those ecovered under
compulsory insurance pay a fined ])él‘u‘éillage of their salary, 6%, in insurance premiums, -
while the govermment pays the .prémiums for those covered under voluntary insurance (for
example, childrenaged 16 and younger, farmers, herdsmen, seniors, retivees, the infivm, and
mothers with chitdroﬁagcd two or younger). In reality, however, this insurance system cannot
be said to be fulfilling the fuhclions stipulated inthe Insurance Law. There ate severe revenue
shortages in rural arcas especially, and in some cases, government subsidies cover 30% and
the patient conti-ihﬁtion_ amounts to 70%. Sowieé central hospitals and aimag hospitals
exempt poor houscholds from payment responsibilities and sum hospitals are considering

similar measures.

- 3) Aging Medical Instruntents and Shortages of Pharmaceuticals

' Decentralization has been encouraged since 1992, and regional areas have been
given autonomy with respect to the formulation of health cave plans and the compilation of
health care budgcts. However, major problems abeund: revenue is tigllt and hospitals lack

sufficient sources of funds, facilities and equipment are aging, pharmaccuticals are in short
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supply, and wages for physicians and other medical professionals are low. Concernshave also
been raised about the stability ofelectricity and other energy supplies. The medical facilities
at central hospitals arve relatively modern, and high-tech medical instrumeats and special
training have been provided (for CAT scanning, foremmple) with international assistance. In
regional hospitals at the aimag level and below, however, ultrasound, X-ray, and other
diagnostic equipnmnt is lacking or rapidly aging; in some cases hospitals have X-ray rooms
but no appropriate equipment. There ai'é also severe shortages of pharmaceuticals, and theve
are some situations whore supplies procured from the central govcmmcnt'do' not reaeh
regional medical famhms These pharmaceutical shortages are basically attributable to a
lack of imports, itself a product of insufficient funds. Newvertheless, the supply of
pharmaceuticals with internatienal assistance (for example, by the Freach NGO Médein
Sans Frontiére) is a one-off event, and cannot support the Mongolian niedical system on a

continuing basis.

1) Human Resources Development, Education, and Retraining Mechanisms _
_ ‘Specialized training s provided at the Natienal Medical University of Mongolia and
pm.cti'cal training offered at central hospitals: However, .shm'tziges of cducational'equipmenf
(lack of_mim'oscopés, for example) is a majorproblem. At sum hospitals, nedical treatment is
pmvid_e'd by physicians, specalized technicians, and nuseés. People in these educational
categories requine ic-ecluﬁtion and training so that they can keep up with de‘velopmenté n
ntedical technology. The health and medical care system, including lhe area of edueation and

human msomces deveiopmcnt must be systematically rcbmlt
{(2) Employment Problems

- According to government statistics, the unemployment rate steadily wors.en'ed after
1990 until it peaked at 8.7% in 1994, after which it began to improve (Tables 2-6-2 and 2.
6;3). Using ﬁgurcsforthé ceonomically aclive population in 1991, the uncmployiment rate was
5.2% in 1995 and 5.7% in the fist five months of 1996.: If employment in various informal
sectors is'taken into cbuéidemtionﬁ-thc actual unemployment rate btobably far exceeds the
official figures. The pcme_ntagés of unemployed peop'_lc' in the ijopulation is low. in the
" industrial cities of Ulaanbaatar and Darkhan. Moreover, there are considerable differences
between aimag in some, the number of unemployed is apidly - incmasﬁug and no
improvement is evident (for example, Arkhangai, Bulgan, Dornod, and Omasgovi). Behind
this reality lica host of problems, including the difficulty of vestructuringlarge state factorics,

problems in obtaining raw materials and transporting products due to inadequate
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distribution mechanisms, a poorly developed manwfactwring sector, including industuies
engaged in the processing of agricultural and livestock products, and employee cutbacks due
to fiscal constraints. In the informal sector there are increasing numbers of peddiers, part-
time workers, invisible unemployed in agricultvral and pastoval regions, and low-income

workers making less than the average cost of living.
{3) Poverty Alleviation

1) Social Protection and the Social Safety Net

According to the criterion revised in December 1995, the poverly lineis Tg8,000 per
- person per month for wveban houséhcﬂds and Tg6,900 for rural households. Based on this
yardstick, approximately one-fourth of the total population bé!onécd o the indigent class as
of 1995. The majority of this indigent class consists of fenale-headed households, small

herders who ewn 15 or fewer animals, and unemployed persons.

\!ongol:a offers thiee types of pensions: retircment pensions, dlsahlhty pensnons
and pensions for orphans; A range of social security paymenls is p:esently the safely net for
the indigent class. Atransition was made toa new system in 199 4, and considerationis being
given Lo stlpulahng a prcmmm pqymont obhgah{m and to the estf\hllshment of a social
Insurance company Duce to inflation, many pensmmemplen!s find themselvesin the md:gent
class. Emergeney assistance, including a wide range of as_s;stancc from abmad, is being
extended in the avea of social welfare services {e.g., wheat and other food assistance; provision

of meals, distvict social welfare center activities).

2) Poverty Alleviation Program

The Poverty Alleviation Program is aimed at ameliorating the problems of the
indigent c!ass,' which has been gmiying in size during the transition process. The PM’ is a
six-year program formulated in 1994 with support from the UNDP and other inlematior:ml
organizations. The most important feature of the PAP is that it sinip'lj' provides a national
fmme“mk for poverly alleviation pohcnes and activitics, and no blueprint detailing the
program qconlcnt was pnepqrcd at the outbct A second important feature, related to the first,
is that it envisions a participalory appl aoach in which the government and aid organizations
do not force the contcﬁt of the program on the people from :abox'o, but rather the
“beneficiaries=—the’ indigent class-themselves take the initiative to plan and formulate
individuat pmojects. Acoordingly, the PAP centers established at the regional government

“level=in the sum and aimag that ave closest to the pmitieipants—-have a key role to play in
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terms of implementing the program. A thivd important featurve of the program is that it spans
numerous sectors, including infrasteucture, agriculture, livestock farming, social welfare, and
education, and is expected to use a wide variety of means, including small-scale public works
projects, support for small start-up enterprises, education assistance fbr poor children,
strengthening of health care and medical systems, programs for boosting women's income,
and welfare programs for the poor. That is to say, a key feature of the PAP is that it focuses
a wide varicty of activitics in numerous sectors on the indigent class and divects these
aclivities toward the four major goals of job creation, local community development, wonten's

development, and social assistance.
Specifically, the PAP inveolves the following:

{1 Interrclated PAP centers {or committees) have been established at three administrative

levels-the central government, aimag, and sum.

re] In line with bottom-up mechqmsms individuals or small groupsofpeople p!an smiall-scale
projects and submit them to the sum PAP comniittee in rcsponse to appeals fmm the
" central govemment PAPO (PAP Ofﬁce). The sum PAP com mittee examines the pm]ect

plans it has collected.

() The sum PAP committce summarizes the projects it has examined for the aimag PAP
- center. [t also submits the projects to the central PAP management unit, then coordinates
" them and proceeds toward their implementation. The aimag PAP centers are given the

authorily to selcet and make decisions about projects:
4y The overseeing organization is placed at the sum level,

(5 Sectoral orgam?ahon involves  four arcas (local de\elopment somal assistance,
employment promotion, and women's de\elopment) A decision was made to give
precedence to employment proimotion in 1996. but, necdless to say, all four areas are

interrelated.
6 Funds (ﬁnzmci:ig)are.programmcd sepatately foreach area (including, forexample, World

" Bank funds for local development, UNDP funds for women's development, and trust

funds for the two other arcas).
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7 Aimag PAP centers ave responsible for handling funding transfers and contracts.

In the fivst funding round in 1996, a list was drawn up of 225 projects in 17 aimag
and Ulaanbaatar. ¥ According to this list, over half of the projects fall into the category of
. handioraft and food processing industrics. There were fow agricullural activities. Public
projects are concenteated in the aren of community service, and there are a scant number of
-projects in the areas of use and conservation of natural resources and road preservation. The
total 6qsl of.those projects amounté to Tg129,771,482, vepresenting an average of Tg57,650
‘per project. While the goal for this year has been narvowed down tojob creation, projects ave
concentrated in the area of helping small-scale start-up enterprises and there is a tiny

number of smaltl-scale public works prajects. Data concerning the second round of projects ave
not available, but in twod hearings the details were found to vary by region, and _
individual/small-group projects included vegétable cultivation (e.g., cabbages, potatoes), the
raising of small livestock (pigs, chickens, ele), the transpoit and sale of drinking water, the
collection and sale of cow manire, and the manufacture and sale of furniture. In the arca of
public works projects, piahs have been made for sum waste treatment projects (employing
five persons cach) and cleaning projects. ' '

Separate tn the activities - initinted within the l’z\l’ framework, a number of

programs and projects in women'’s de\‘clopment have been formulated and :mplcmentcd.

In Mongolia, geader equality in the poiitiéal economic, and. social realms was
guaranteed, and rcm-nns so afler the country's cconomic reforms, but women'’s st'\tus. has
begun to decline amidst the transition to a market economy. Among poven,y pmblema the
impoverishment of femalc-hcaded houscholds and female pensioners has become a8 major
problem. The percentage of feniale-héaded households is particularly highin the Gobi region,

and special consideration is cureently heing given (o this problem.

A wide range of women's development projects aimed at cmpowering Mongolian
women wero being implemented prior to the start of the PAP, For e'xampl'e, providing small
credit to suppbrt start-up micro-enterprises insewing and other handicraft industries to help
boost inconies in female-headed ho\iséholds,‘ establishing and providing vocational training
centérs and technical trainming coursés in order to éxpand cmployment epportunities and
assist start-up enterprises. These include pmj'ect:s ‘begun in 1991, The Mongolian Women's -

Federation, with local chapters throughout the country, plays a ceatral wle in these

SRARO {(1596h).
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development projects. Inaddition, internationalorganizations and foreign governmeats (e.g.,
UNDP, UNESCO, Australia, the Netherlands, Haly) ave providing intellectual and financial
assistance, and NGOs have been active inpromoting demestic and international cooperation
{with Germany, Japan, the United States, cte). Presently, these mga n_iintions,’ in
cc'mjluiction with the PAD projects, are strengthening cooperation at the aimag level through

" cooperation with local government. %

HPAPO {19960).
Griffin, Reith ¢ed) (1995).
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