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Aimag land is drained by three large rivers: Tuul River flowing into Russia to drain in Lake Baikal,
Onon and Kerulen Rivers joining Amur River to drain eventually into the Pacific Ocean.

Forest areas occupy 11,301km? accounting for 14.1% of the Aimag land. As the Aimag land
encompasses the two major ecological zones, it is rich in variety of fauna and flora. Wildlife found in
Khentii include endangered musk dear and moose, brown bear, wolf, lynx, badger, wolverine, weasel,
sable, roe-deer, elk etc. Many species of birds are also found.
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Figure 7.6.1 Location and Land Map of Khentii Aimag

Socio-economy

Population of Khentii was 75,700 in 2017 to make population density 0.94/km?2.  Population growth
accelerated from -0.57% per annum during the post democratization period of 1990-2000 to 1.47% per
annum during 2000-17. Population has been increasing consistently since 2010.

The economy of Khentii is dominantly agricultural with the share of agricultural GRDP 59.7% in 2017.
Khentii had 1,216,000 heads of livestock in 2017, the 5th largest of all the Aimags. Livestock
population per herder household was 562 in 2017, the second largest.  Of all the families, 45.2% were
engaged in livestock farming in 2017. Crop production is also popular in Khentii with 28,143ha
cultivated area as of 2017. Main crops are grains cultivated in 19,170ha. Other crops are fodder
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cultivated in 170ha, potatoes and vegetables.

The per capita GRDP was MNT4,498,000 in 2017 ranked 11th, but labor productivity is relatively high
at MNT11,702,000 per employee ranked 8th.  This is mainly due to relatively large-scale operation of
livestock farming under favorable conditions, while the industrial GRDP has only 12.5% share as of
2017. In fact, manufacturing value was very small at MNT5.7 billion ranked 19th, corresponding to
only 1.70% of the GRDP ranked 20th.

Khentii has limited number of establishments with 1,087 in 2017 ranked 14th, and 892 private
establishments (14th) and 25 large establishments (18th) exist in the Aimag. Kbhentii, however, has
relatively efficient banking and financial services ranked 7th, and the largest number of bank branches
with 75.  This reflects the long history of the Aimag capital and proximity to the national capital.

Khentii has low LPR, 56.4% in 2017 ranked 20th. This is generally either due to low participation of
women in the labor force, or high orientation for higher education or both. In the dominantly
agricultural economy, labor participation of women tends to be rather high.  Therefore, the main reason
for low LPR may be high orientation for higher education.  This is supported by the fact that as tertiary
education was improved from 2016 to 2017, LPR was reduced. The ratio of economically active
population to the total population is also low in Khentii because of the low LPR and probably low LFC
as a result of employment seeking out-migration to Ulaanbaatar.

As another evidence of limited employment opportunities, unemployment rate is rather high at 10.3%
in 2017 ranked 13th. Poverty incidence is 43.8% as of 2016, 4th highest of the Aimags.

Khentii has relatively high enrolment rates at primary, basic and secondary schools, and pupils to teacher
ratio is high at secondary education. Infectious diseases per 10,000 population is 91 in 2017 ranked
10th.

Spatial development and infrastructure

The urbanization rate in Khentii is relatively high at 36.1% in 2017. This appears to be contradictory
to the agriculture dominated economy. This is due to three cities existing in Khentii. These cities
have mines nearby: Chandgaya coal mine field 53 km east of Undurkhaan, and fluorite mines near Bor-
Ondor and Berkh. Most Soums lost population during 2001-10. Only Kherlen by Undurkhaan,
Dadal in the northeast near the border with Russia and Tsenkhermandal close to Ulaanbaatar had positive
population growth during 2001-10.

The Aimag capital of Undurkhaan is considered a gateway to Eastern Region leading from Ulaanbaatar
by A0501 linked to Choibalsan of Dornod Aimag by the national road A0502 and to Baruun-Urt of
Sukhbaatar by A2001. Another national road A19 start from Undurkhaan leading to the northeast to
link to Bayan-Uul, where it joins A21 linking Choibalsan to Ulikhan Deed Ulikhan on the border with
Russia.

Khentii is served by good road system ranked second of the Aimags, but interestingly the number of
vehicles per 100 working age population is 8 in 2017 ranked 20th.  Other infrastructure seems to be at
average levels of all the Aimags.  Telephone lines per 1,000 population is 10 (10th), water supply points
per 1,000 families are 4 (11th), price of heat energy is 620m?/MNT (18th), ratio of livestock families
having electric engine is 82.0% (11th), and gasoline price is MNT1,555/liter (9th).

(2) Constraints to development

Small population of the Aimag capital, 20,935 in 2017, works as a constraint to development of the
entire Aimag. The Khentii economy has weak structure with small number of establishments without
much diversification and small GRDP share of industry sector only at 12.5% in 2017. Khentii suffers
from high unemployment rate, high poverty incidence and out-migration. Despite the recent
improvement, tertiary education is still weak, and Khentii is ranked 19th in 2018 in the availability of
skilled labor force.

The weak economic structure in Khentii causes low mortgage ability and lack of capital accumulation,
which constrain the self-reliant development. The relatively high labor productivity is due mainly to
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mining activities, which do not benefit the majority of rural people. The industry sector is particularly
undeveloped, and the number of large establishments is limited.

Government employees account for 16.1% of the total employment in Khentii, the 5th largest share of
the Aimags, and revenue and expenditure are largely balanced in Khentii. Still, social services in the
Aimag seem to be insufficient.

As part of the Aimag consultation, group discussions were undertaken in four groups. Most serious
constraints to development identified by three out of four groups are: 1) unemployment and poverty, 2)
low industrial development, 3) inadequate infrastructure, 4) undeveloped tourism, and 5) environmental
problems such as degradation of pasture, desertification, decreasing water availability, air and soil
pollution, and water hygiene.

(3) Development prospects

Khentii has favorable soil conditions and water availability for livestock farming and crop cultivation.
Semi-intensive livestock farming may be combined with cultivation of fodder crops for integrated
farming. By utilizing a wide range of agro-ecological conditions of the two major ecological zones,
cultivation of other crops may also be expanded such as vegetables and potatoes. Water saving and
advanced irrigation should be introduced by using the two major rivers as sources of water in medium
to long term future. A feasibility study should be undertaken in the short term. Primary livestock
products should be processed into value-added products for urban and export markets. As the Aimag
is situated in a transitional area favorable for both meat and dairy production, fresh meat and dairy
products can find immediate urban markets in and around Ulaanbaatar.

Light manufacturing industries to produce consumer goods and construction materials may be
developed capitalizing on rich forest resources and proximity to the national capital. Cement, concrete
blocks, bricks and various wood products may be produced by locally based SMEs, if proper support
measures are taken by the Government. For wood products, it is important to utilize limited forest
resources without wastes to produce such high quality products as oriented strand board (OSB) and
particle board.

In addition to coal and fluorite already produced, other mineral resources may be developed such as
smoky quartz, asbestos, tungsten, iron, gold, silver and copper. As a prerequisite, economic viability
of mining development should be established reflecting costs of responsible mining and rehabilitation
of mining sites.

Tourism of various forms has major potentials in the medium to long terms. The Khan Khentii State
Reserve may be developed for nature tourism integrated with the Teraj National Park to the west.
Wilderness tourism in and around the Onon-Balj National Park and Dalal village is another promising
prospect.

Heritage tourism based on historical places related especially to the life of Chinggis Khaan and
cultural/religious tourism based on ruins of 13th and 14th century towns and other historical objects and
places deserve serious examination for tourism potentials and costs of rehabilitation. Related to
tourism development, establishment of wellness industry utilizing therapeutic mineral springs,
medicinal lake of Gurvan Nuur Rashaan and medicinal plants/herbs may be examined as important
option in the medium to long terms.

Tourism development expands and diversify opportunities for development of local industries serving
tourists with handicrafts for souvenirs, specialty local food, fresh vegetables and fruits as well as tourism
related services. Local culture and habits are also promoted as additional attractions for tourists such
as horse and camel riding and festivities. Rural tourism can attract curiosity seeking tourists by
offering accommodation at rural houses, experiences of milking livestock and farming/harvesting.
Brand development and proactive marketing hold keys for successful tourism development with local
characteristics.

Undurkhaan urban development is essential for the development of Khentii Aimag. Undurkhaan as
the gateway to Easter Region should be developed with multiple functions including tourism gateway,
construction materials supply base, integrated farming center and green development model city.
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7.6.2 Sukhbaatar

(1) Existing conditions

Location and natural conditions

Sukhbaatar Aimag is located in the southeast of Ulaanbaatar with the land area of 82,287km?, the eighth

largest of the 21 Aimags.

Its capital Baruun-Urt is located 549km by road distance from Ulaanbaatar

at the crossroad between the national road A2001 linked with Ulaanbaatar through Undurkhaan in

Khentii Aimag leading by A2002 to the Bichigt on the border
linked to Choibalsan in Dornod Aimag.
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Figure 7.6.2

Location and Land Map of Sukhbaatar Aimag

Sukhbaatar is situated in hilly, predominantly steppe land with average altitude of 1,000-1,200m ASL.

Dead volcanos stretch along the southeastern border with China.
the southern part of dunes. Forest areas occupy only 100ha.

Sand desert or semi-desert occupies
Sukhbaatar is rich in steppe flora and
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fauna, and wildlife such as white antelopes, foxes, badgers, gophers, wolves, marmots, porcupines and
wild cats are commonly observed. The Ganga Nuur lake in the Dariana area near the border with China
is visited by migrant swans during August to October.

Socio-economy

Population of Sukhbaatar was 61,323 in 2017 to make population density 0.75/km? among the lowest
of all the Aimags. Population growth decelerated from 0.56% per annum during 1990-2000 to -1.00%
per annum during 2000-17 due to stagnant economy, poor quality drinking water and low birth rate.
The population increased again after 2008 due to improved living and working conditions with
infrastructure development, according to participants of the Aimag consultation including the Aimag
Statistical Office.

Both intensive livestock activities and grazing are popular economic activities, and number of herders
and livestock population are increasing in recent years. LPR is relatively high reflecting largely rural
economy. Livestock population per herder family was 463, 6th largest of all the Aimags, but livestock
population per 100ha grazing land was 85 ranked 14th. Of all the families, 56.6% are engaged in
livestock farming as of 2017.  Crop cultivation is limited with cultivated area 9,219ha in 2017, of which
grains account for 7,481ha.

Despite the dominantly rural economy, the share of industry including construction in the GRDP was
49% in 2017. The total manufacturing value of MNT238.51 in 2017 was 6th largest of the Aimags,
and the sales of industrial products to the GRDP was 6th largest. These manufacturing industries have
low value-added ratios to make the GRDP share of industry lower. There exist limited number of
establishments and private establishments and large establishments are particularly limited. Dominant
industries are food processing, cashmere and construction materials industries.

Mining activities in Sukhbaatar is represented by Tumurtei zinc mine and Tal Bulag coal mine. The
Tumurtei Ovoo zinc and lead deposit located near Baruun-Urt is owned 100% by the Chinese invested
Tsairt Mineral LLC, and the Tumurtei mine is considered one of strategic mines in Mongolia. The Tal
Bulag coal mine is located northwest of the Aimag capital. Sukhbaatar has relatively high per capita
GRDP at MNT®6,836,000 and labor productivity at MNT15,835,000 in 2017, both ranked 4th due to the
mining activities.

Pupils to teacher ratios are high in Sukhbaatar at primary and secondary education, and enrollment ratio
at secondary schools is high. According to the Aimag consultation participants, however, overall
education sector performance is not low in the Aimag. The number of schools is small particularly at
the secondary education with 16 schools ranked 20th in 2017. Infectious diseases per 1,000 was high
at 208 in 2017 ranked at 20th. Participants at the Aimag consultation pointed out the health problems
associated with poor quality drinking water, and it is reported that liver and digestive diseases are
widespread. They also pointed out staff shortages for education and health services and lack of proper
care and policy by the local administrations.

Spatial development and infrastructure

The urbanization rate in Sukhbaatar is relatively low at 29.0% in 2016 reflecting dominantly rural
economy. While population started to increase in recent years, it is mainly due to in-migration of
herders from neighboring Aimags. In-migrants to urban areas are limited due to limited employment
opportunities in manufacturing and related services.

The Aimag capital of Baruun-Urt is located at the crossroad between the northwest-southeast road and
the northeast road linked to Choibalsan as mentioned above. Baruun-Urt has access to Bichigt on the
border with China through the national road A2002. Only links to the southwest are rather weak at
present.

Quality of various infrastructure is still at rather low levels despite the recent infrastructure development
to improve the living and working conditions in Sukhbaatar, except roads relatively in good quality.
Telephone lines per 1,000 was 8 in 2017 ranked 15th, price of heat energy ranked at 16th with
616m%MNT, and high gasoline price at MNT1,627/liter ranked 17th. The number of water supply
points per 1,000 families were 6 in 2017 ranked 4th. The ratio of livestock families having electric
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engine was 88.5% ranked 6th.

(2) Constraints to development

Most severe climate presents an inherent constraint to development of Sukhbaatar. Desertification in
the southern area poses a threat. Small population of the Aimag capital, 18,190 in 2017, works as a
constraint to development of the entire Aimag. High sulphur content of piped water for Baruun-Urt
and apparent lack of alternative water sources constrains the urban development of the capital city. The
Aimag economy has weak structure with small number of establishments without much diversification
and small share of services sector. Low income and purchasing power constrain the development of
manufacturing industries.

While the Aimag economy is largely rural, rural infrastructure is generally poor, and social services are
insufficient in remote rural areas. Many participants at the Aimag consultation attribute this situation
to lack of adequate policy for social services rather than shortages of staff at local administrations.

The weak economic structure in Sukhbaatar causes low mortgage ability and lack of capital
accumulation, which constrain the self-reliant development.  The relatively high per capita GRDP and
labor productivity are due mainly to mining activities, which do not benefit the majority of rural people.
A participant at the Aimag consultation pointed out that the Chinese invested zinc mine contributes to
the local development fund but use of the fund questionable. Many participants expressed strong
concerns on adverse social and environmental effects associated with mining development, and
proposed application of environment friendly technology, need for skill training of local people, and
rehabilitation of mining areas.

(3) Development prospects

As the economy of Sukhbaatar is still largely rural-based, more intensive livestock activities seem a
main direction to pursue for economic growth. At the same time, processing of livestock products
should be promoted to produce value-added products for export and to provide market outlets for
livestock activities. They include dairy, meat and leather products, which may be developed into a
livestock industrial cluster. In the medium to long terms, processing of placenta of horses and sheep
for medicines and cosmetics, bones and other animal wastes for pet food, and halal food may also be
included in the cluster.

Promotion of intensive livestock activities should not mean neglect of traditional herding, which is
considered effective under local conditions. As the Aimag faces water shortages generally, water
availability should be taken as a condition to determine best balance between more intensive livestock
activities and traditional herding. It is logical to move livestock seasonally to areas of better water
availability rather than transporting costly water for more intensive livestock in the vicinity of cities.
Balance between feed production to support more intensive livestock and grazing should also be
determined accordingly.

As a prerequisite to further development of both intensive and traditional livestock farming, disease free
livestock zone should be established in the short-term future. In the medium- to long-term future,
livestock improvement should be undertaken and as the first step a gene bank should be established for
both traditional and high productivity species.

Considering high concerns of Aimag people on social and environmental effects of mining, responsible
and sensible mining activities should be promoted. As a participant at the Aimag consultation
proposed, a standard form of contracts need to be concluded with the foreign investors for mining
development and monitoring for the performance of mining activities following the contracts need to be
improved to enhance the investor's responsibility.

Possible risks that may affect livestock farming due to mining should be kept to a minimum.
Environment friendly technology should be applied to mining and rehabilitation of mining sites should
be made compulsory. Most importantly, technology transfer and skill training for Mongolian C/P
organizations and experts should be undertaken, and a mechanism should be introduced to allow part of
profits from mining development to contribute to capital accumulation for local administrations.
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Establishment of a community development fund to be used for community infrastructure would be such
a mechanism.

Manufacturing industries in Sukhbaatar may be diversified with livestock related industries such as
leather products, dairy and meat products, light industries for consumer goods, building materials
industries can be developed based on locally based SMEs. Tourism related industries can also be
undertaken by SMEs including handicrafts and food industries. Consistent government policy to
support locally based SMEs selectively is expected.

Tourism holds another important direction for Sukhbaatar to pursue. Tourism development in the
Ganga Nuur National Reserve (28,000ha) near Dariganga may be particularly promising as a variety of
resources exist. They include six lakes, sacred mountain of Shiliin Bogd Uul (1,778m high), Taliin
Agui cave and cultural heritage. Tourism based on culture and heritage was recommended by several
participants at the Aimag consultation such as nomadic and traditional culture and lifestyle. Heritage
tourism based on three ethnic groups with traditional costumes and silversmith may deserve
investigation. Border tourism based on Bichigt was suggested at the Aimag consultation showcasing
the steppe land and life of Mongolians in combination with shopping opportunity on the border possibly
with a FTZ at Bichigt. In this connection, border facilities at Bichit should be upgraded in steps
including logistic center and related facilities.

Some road sections may be improved as a prerequisite to tourism development in the medium to long
terms. Priority for improvement of roads should be determined in consideration of effects on other
economic activities. In this sense, the Erdenetsagaan - Dariganga road serving the border area and the
Baruun-Urt - Bichigt road to improve access to the border area may deserve serious consideration.
Possibility of improving the Ulaanbaatar — Undurkhaan -Tuvshinshiree — Bayandelger — Ongon — Naran
— Dariganga - Erdenetsagaan route was suggested at the Aimag consultation.

To realize the potentials mentioned above, water supply in Sukhbaatar should be much improved. The
piped water for Baruun-Urt should be treated by quality purifying equipment, and alternative sources of
water should be investigating including the northern area of Asgat Soum suggested at the Aimag
consultation.

7.6.3 Dornod

(1) Existing conditions

Location and natural conditions

Dornod is situated in the easternmost end of Mongolia bordering with Russia in the north and with China
in the east and the south. It is the third largest Aimag in Mongolia with a land area of 123,600 km?.
It is inhabited by a population of 79,500 with a population density of 0.67 people per km?.  The Aimag
area is covered largely by an alluvial plain along the Kherlen River and the Ulz River, both running from
west to east. The Aimag’s land is gently sloping downward from the altitudes of 800 to 1,100 m along
the border with Khenti Aimag and Sukhbaatar Aimag in the west to around 600 m in the eastern areas
bordering on Russia and China. The land is mostly flat characterized by steppe climatic zone.
Annual precipitation is from 250 mm to 300 mm.

Buir Lake is the largest freshwater lake in Mongolia. There are salt lakes and numerous springs.
There are three strictly protected areas: Dornod Mongol (5,704km?), Nomrog (3,112km?), and Mongol
Daguur (1,030km?) and three national parks: Yashi Lake National Park, Ugtam Mountain National Park
and Toson Khulstai National Park.

Flora in Dornod accounts for 10% of flora registered in Mongolia including more than 40 kinds of herbs
and 10 kinds of useful plants. Dornod is rich in fauna as well with deer, elks, raccoons, boars, otters
and white antelopes in the basins of Onon and Ulz rivers and Khyangan mountain range as well as
marmots in steppe. Bears, boars, and muskrats inhabit in the Onon River basin.

7-72



The Project for Formulation of National Comprehensive Development Plan
Final Report

Kuvsgul Dornod

Zavkhan

Uliastai
.

Arkhangai
Tsetserleg
.

Ovorkhangai

.
Arvaikheer

Bayankhongor
.

Dundgoyi

Govi-Altai

Bayankhongor Legend

D National Boudary
@ National Capital
®  Aimag Center

Artery Road

Dornogovi

Dalanzadgad
.

Omnogov i

/ Chuluu

'\
- wif
_!)/ Il
—"  Dashbalbar )
X ]

—~— 4 i
i

Gurvarizagal
'

§ i ¥ / 3 A Chaibalden H
. 4 /

e

i Sergelen i

i * Norovlin
Bayah—Adraga

ir .
i i 1»4,}—" 7
Legend e e
[ National Boundary Paved Road L »
i._.-_-l Aimag Boundary Mon Paved Road 17/ o 4
.. Soum Boundary —— Under Construction ;ﬂ‘nwﬂn\ Baruun-U
®  Aimag Center [ Nature Reserves | ;
+  Soum Center Strictly Protected Areas e Bor-Ondor P
- Railroad National Gonservation Parks ylbayan /\/’
River Forest 2 'Sukhbaatar
agdon V50015 25y ha‘%%igz Asgat .
ChoitbGOVIAURDEr 775 Natmnfieeistyex | Bavan Daridariga y

Source: JICA Project Team
Figure 7.6.3 Location and Land Map of Dornod Aimag

Socio-economy

The population in Dornod has been growing at a rate of 2.3% per year since 2010, having reversed the
population decrease at -0.7% per year in the preceding 10 years. The information collected at the
Aimag consultation indicates that the decrease of the population until 2010 was largely attributed to
population outflow to Ulaanbaatar for seeking job opportunities and better living condition, while the
increase of the population since 2010 was caused by better economic condition resulting from expanded
trades with China and Russia and private business as well as improved living condition with better
infrastructures.  Urban population in Dornod accounts for 57% of the total Aimag population, which is
higher than the average 40% of all the Aimags excluding Ulaanbaatar, indicating active urban activities
in Choibalsan.

Economically active population in Dornod accounts for 40.1% of the Aimag population, which is the
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lowest in Mongolia. Dependence on the mining sector and low motivation to work could explain this
phenomenon.

GRDP per capita in Dornod was MNT10,983,000 in 2018 at the 3rd place in Mongolia following Orkhon
(MNT17,779,000) and Ulaanbaatar (MNT14,793,000), substantially having upgraded the rank from
20th in 2005. OQil extraction in Dornod contributed to this upgrading of per capita income. The
economic structure of Dornod is, thus, characterized by heavy dependence on the secondary sector
including oil industry at 70% in 2018, far higher than the Mongolian average at 34%.

The sown area in Dornod at 29,862 ha in 2018 was 4th in Mongolia after Selenge, Tuv and Bulgan.
Wheat and fodder sown areas are especially high at 4th and 3rd place respectively. In terms of the
number of animals, Dornod is at the 15th place. Animal-wise, the numbers of horses and cattle are
rather high at 6th and 8th place, whereas those of camels, sheep and goats are lower at 11th, 13th and
17th place. The number of animas increased rapidly in the 2010-18 period at 10.0% per yeatr, slightly
faster than the national average at 9.3% per year.

Spatial development and infrastructure

Choibalsan has been serving as the major center of Eastern Region since the socialistic era. It still
functions as the transportation hub for the entire Dornod Aimag and Eastern Region. Choibalsan,
situated at a distance of 640 km from Ulaanbaatar to the east, is connected with Ulaanbaatar by national
highways A0501 and A0502, most of which are paved and maintained in a fair condition. There are
five border points in Dornod, three at the border with Russia and two with China. The road from
Choibalsan to Chuluunhoroot (A0503) is a normal soil road, whereas that to Ulihan Deed Uihan (A21)
is a gravel road. The road to Ymalhyn Gol Shine Durulguy, another border point with Russia, is of
lower grade. Of the two border points with China, Havirga Ar Hashaat, the most active border point
among the five according to the Aimag consultation participants, is connected with Choibalsan by a
normal soil road (A23). The other border point with China, Bayanhoshuu, is connected with
Choibalsan also by a normal soil road.

Choibalsan is the end of the spur line of the Siberian railway branching off the main line at Borj in
Russia. Its route runs south-north with a distance to the border at about 220 km. It used to transport
agro-products, mainly fodder and wheat, to Russia and other Union of Soviet Socialist Republics
(USSR). It still transports cargo, but in a lower amount.

Electricity for Eastern Region is generated by a thermal plant in Choibalsan and supplied by the Eastern
Energy System (EES) with a capacity at 33MW. Access to utility services in Dornod is not favorable
as seen by the number of water points per 1,000 families ranked 18th and that of telephone lines per
1,000 population at 18th.

(2) Constraints to development

Distance with Ulaanbaatar is felt as a constraint in transportation.  This is reflected in high commodity
prices. Gas price is at the 6™ place from the highest and a rise in consumer price index in 2017 was 7%
from the highest.

The economic structure is unbalanced with heavy dependence on the oil industry and underdevelopment
of various manufacturing and service industries although there is a certain level of accumulation from
the socialistic time such as flour mill, rug and carpet factory, meat processing plant and brick making
factory. This contributes to the weak capacity to generating funds by local tax on local industries.
The budget to GRDP ratio is as low as 20th place. In the private sector, deposit by people is low (21%)
and non-performing loan is high at 2", indicating limited financial literacy of people, although banking
and financial services are ranked 3rd.

Human resources represent a fundamental weakness. There is a lack of senior managers (14™), skilled
labor force (17") and qualified engineers (15"). Low priority given to employee training (15")
exacerbates the constraint.  Participants in Aimag consultation pointed out as constraints emigration of
experienced workers out of Dornod, failure in providing the types of skill training demanded by market
and low work ethics of workers.
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Dornod has the highest morbidity rate in infectious diseases. A negative side of its geographical
location bordering on Russia and China is the higher chances of infectious diseases such as sexually
transmitted diseases caused by foot traffic across the border.  Other factors such as insufficient medical
support, low practice of annual medical check-ups among people and a lack of public awareness
contribute to high incidence of infectious diseases.

Tradition and environment are at stake. People in Dornod may be losing a sense of traditional culture
and nomadic life (2™ from the bottom), that might lead to loss of identity in the people’s mind. While
the mining sector contributes to the economy, it is damaging the natural environment and habitat, for
example, new roads eroding soil and vegetation and big trucks transporting oil destroying surrounding
environment and grazing areas.

(3) Development prospects

International trade

Expansion of international trade with Russia and China is a promising possibility taking advantage of
Dornod’s geographical position and the railway link with Russia from the socialist time. There is an
existing flow of commodities between China and Russia through Trans-Siberian railway. Manzhouli
of Inner Mongolia, situated about 270 km northeast of Choibalsan, is the largest inland transportation
hubin China. Cargos in containers were transported from China to Europe through Manzhouli in 1,036
trains for an amount of 83,000 twenty-foot equivalent unit (TEU) in 2016.

The railway spur line starting in Choibalsan joins the Trans-Siberian main line at Borj in Russia located
at about 110km northwest of Manzhouli. Unique products from Dornod could be shipped through
Ereentsav border point and added to this existing commaodities flow at Boorj for export to Europe and
Japan. In addition, all the goods from Dornod could be collected at Choibalsan and transported on
road through the Havirga border point to Manzhouli for export. The other three border points should
be used for promoting more ground level trades targeting local markets of Russia and China.

In promoting the expansion of international trade with Russia and China, logistic infrastructure on the
Mongolian side should be improved first. Table 7.6.1 presents the logistics performance indicators of
Mongolia, Russia and China, an assessment made by the World Bank (WB) for the countries all over
the world.

Table 7.6.1 Logistics Performance Indicators (LPIs) of Mongolia, Russia and China
Factor Mongolia Russia China
Rank of the country 141 94 27
Overall score 2.25 2.61 3.49
Customs Efficiency of the clearance process (i.e. speed, simplicity and
predictability of formalities) by border control agencies, including 1.81 2.15 3.16
Customs

Infrastructure: Quality of trade and transport related infrastructure (e.g.

. 1.94 2.38 3.54
ports, railroads, roads, 1T)
Int_ernatlonal shipments: Ease of arranging competitively priced 246 279 331
shipments
Logistics competence: Competence and quality of logistics services 294 251 3.49

(e.g. transport operators, customs brokers)

Tracking & tracing; Ability to track and trace consignments 2.42 2.60 3.55

Timeliness: Timeliness of_shlpm_ents in reaching destination within the 555 393 391

scheduled or expected delivery time
Source: LPI Global Rankings 2018, WB, https://Ipi.worldbank.org/international/global/2018
Note: 155 countries were assessed.

Mongolia’s position is as low as 141th place among the surveyed 155 countries, while those of Russia
and China are higher at 94th place and 27th place respectively. Smooth flow of commodities across
the borders with the two neighbor countries could, therefore, be hampered by the constraints on the
Mongolian side rather than on the other sides. Ranks by the first two factors, “customs efficiency” and
“infrastructure”, are especially low and these are the factors to be tackled by the government. The

7-75


https://lpi.worldbank.org/international/global/2018?dl=true
https://lpi.worldbank.org/international/global/2018

The Project for Formulation of National Comprehensive Development Plan
Final Report

other four factors, “ease in international shipment”, “logistics competence”, “tracking and tracing” and
“timeliness”, all fall under the private sector’s responsibility and are rated higher. The effort by the
Government is thus especially required to accelerate international trade with Russia and China.

Choibalsan urban development

Upgrading of Choibalsan urban functions is required as the international logistic and business center as
well as the tourism gateway in Eastern Region. Fortunately, there are a number of advantages for
business promotion in Choibalsan such as follows.

Doing business ease: 1
Efficient support by banking and financial services for business: 31
Low bribe: 3
Transparency of decision and policies by local government: 4t
Bureaucracy not hampering business: 31
Easy access to opportunities to engage in private business: 2n
No energy problem: 4t
No heating problem: 1t
Access to information: 1
Fairness, timeliness and accessibility of local media: 1%

Both soft and hard infrastructure need to be strengthened to support Choibalsan’s urban development.
Soft infrastructure would include entrepreneurship awareness and training with market economy
principles, incubation service, business support service based on market survey and business needs
assessment, financial support schemes and international business promotion such as dispatch and receipt
of international missions, conventions and fairs etc. Hard infrastructure would include urban
infrastructure such as water and sewerage, power, telecommunication and urban roads with sufficient
capacities to meet future demands as well as a business complex with modern ICT facilities and agro-
industrial parks. Strengthening of Dornod University as the research and incubation base would
support private business initiatives. To promote international tourism and business development, the
Dornod airport should be upgraded into an international airport.

Promising industries and products

The following activities and products are promising in Dornod.

Cultivation of fruits and vegetables for import substitution with irrigation along the major rivers
and application of new technologies such as ICT and trench-type greenhouse that would make
cultivation in an extreme climatic condition possible;

Promotion of exporting various berries to Japan and other developed countries by Mongolian
businesses;

Integrated farming combining semi-intensive livestock and crop farming supported by advanced
technology including ICT application for monitoring and control of farming environment with
meteorological and soil sensors linked also to processing industries in livestock industrial
complex facilities constituting the livestock industrial cluster;

Pharmaceutical industry capitalizing on various herbs available in Dornod (40 kinds of herbs and
10 useful plants), targeting respiratory and inflammatory diseases; and

Tourism promotion capitalizing on various touristic assets: joint Mongolia-Russia-China Daguur
Preservation Area, bird-watching in the northeast wetland, heritage tourism based on historical
places related especially to the life of Chinggis Khaan, historical and nostalgic tourism in the far
eastern areas combined with beautiful Buir Lake fishing and Khalkhin River.
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1.7 Development Diagnosis of Tuv Aimag in Capital Region

(1) Existing conditions

Location and natural conditions

Tuv Aimag is about 250 km long north-south and 330 km wide east-west and it encompasses the whole
Ulaanbaatar area in the middle. The northeastern part of Tuv Aimag is mountainous forming part of
the Khenti mountains with the altitude of around 1,800 m. The land slopes down southward and
westward along the Tuul River. The southwestern border area of the Aimag is part of the Khangai
mountains with the altitudes of 1,500 to 1,600 m ASL.

The Tuul River, an important water source for Ulaanbaatar, originates in the Khenty mountains, flows
down westward and change its direction toward north and meets the Orkhon River after it enters Selenge
Aimag. It is 704 km long with a catchment area of 49,840 km?and has a mean annual runoff at 26.6
m?3 /sec. It is home to an endangered species of sturgeon.

There are three natural protection areas: Gorkhi-Terelj National Park, Khustain Nuruu National Park
and Gun-Galuut Nature Reserve. Most of the Aimag area is steppe except the northeastern corner
where mountain taiga and forest steppe are observed.

Fertile chernozem soil covers most of the Aimag land except the north eastern corner. The areas
bordering on Selenge Aimag and those along the Tuul River are covered with fertile land suitable for
crop production. The number of rainy days and precipitation were 126 days, most in the Central
Region, and 262 mm, third in the Central Region after Sukhbaatar (346 mm) and Darkhan (320 mm).
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Figure 7.7.1 Location and Land Map of Tuv Aimag

Socio-economy

The population in Tuv has been growing at a rate of 1.5% per year since 2010, having reversed the
population decrease at -1.4% per year in the preceding 10 years. This change in population trend was
caused mainly by the migration pattern. The number of net migration (outmigration minus in-
migration) was 23,400 in the nine years between 2000 and 2009, then it went down to 5,300 in the next
nine years from 2010 to 2018. During all these times, the number of births per 1,000 population
continued growing: 20.0 in 2000, 23.6 in 2010 and 24.6 in 2018. A unique characteristic of Tuv is that
it sends out its population mostly to Ulaanbaatar and some herders to Khentii or Sukhbaatar where there
are still good pasturelands available, but it also receives population from other Aimags largely those in
Western Region.  The net migration at 5,300 between 2010 and 2018 was a result of out-migration at
25,600 and in-migration at 20,300.

The Tuv’s GRDP in 2018 at MNT594,207 million was 6" in Mongolia, while per capita GRDP at
MNT6,255,000 in 2018 was 7.  The economic structure of Tuv Aimag has drastically changed since
2010. While the 2010’s structure was agriculture 64%, industry 13% and service 23%, that in 2018
was agriculture 48%, industry 30% and service 22%, showing a big increase of the industrial sector by
17% points. The expansion of the industrial sector might be explained by the information provided by
the Aimag consultation participants indicating new products such as mushroom, steel balls, boots, bricks,
smokeless fuel, wool by “Mongol Noos”, cashmere, wheat and sheep wool fertilizer. The agriculture
production in Tuv was highest in Mongolia in 2018, while that of industry was 9.

The number of animals was 4,582,000 in 2018, which was fifth in Mongolia, down from second in 2010.
The number of animals in Tuv increased by 69 % between 2010 and 2018, which was slower than the
increase in Mongolia at 103% in the same period, presumably due to limitation in grazing areas and
availability of other opportunities than animal husbandry in Tuv. The increase of animals was
especially high for horse and sheep as shown in Table 7.7.1.

Table 7.7.1 Number of Animals in Tuv
Unit: thousand heads
Animal 2010 2018 Increase (%)
Horse 199.8 341.4 71
Cattle 172.0 282.3 64
Camel 2.2 3.5 59
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Sheep 1,358.7 2,449.3 80
Goat 977.9 1,506.0 54
Total 2,710.7 4,582.4 69

Source: Mongolian Statistical Yearbook 2017 and 2018

Crop production is also active in Tuv.
producing Aimags in Mongolia.

Table 7.7.2 indicates that Tuv is one of the leading crops
The values in parentheses indicate the ranks in Mongolia.

Table 7.7.2 Sown Area by Crop in Tuv
Unit: hectare; rank in parentheses
Crop 2010 2018 Increase (%)
Cereals 50,284 (2) 78,014 (2) 55
Potatoes 3,983 (1) 5,723 (1) 44
Vegetables 1,119 (2) 1,185 (3) 6
Fodder 4,175 (1) 10,925 (2) 162
Total 64,813 (2) 109,002 (2) 68

Source: Mongolian Statistical Yearbook 2017 and 2018

The increase in sown area was especially high for fodder.  The rank, however, went down from the first
to second, because the increase in Selenge where the fodder sown area increased from 1,264 ha in 2010
to 15,292 ha in 2018, an increase of 12 times, far surpassed Tuv. The land productivities in Mongolia
is generally low compared with other countries. The productivities of cereals and potatoes were 1.2
tons/ha and 14 tons/ha respectively in Tuv, while those in the world are 3.5 tons/ha and 18 tons/ha.
Promotion of crop production should be accompanied with productivity improvement.

The average monthly wage at MNT671,000 in 2018 in Tuv was 13" and 67% of the national average.

Spatial development and infrastructure

The provincial capital Zuunmod with a population of about 16,000 is situated in the immediate south of
Ulaanbaatar area. The distance is about 45 km from the Sukhbaatar square following Zuunmod road
circumventing the Bogd Khan Uul Strictly Protected Area (mountainous area in the south of
Ulaanbaatar) on the western side.  All the major trunk roads radiating from Ulaanbaatar to Aimags pass
through Tuv Aimag: A0401 to north, AH32 and A0901 to west, A0501 to east and A0101 and A0201 to
south. They are all paved roads except A0901. The transportation sector in Tuv is in a favorable
condition as observed by the assessment on the quality of roads (5th), transportation with Ulaanbaatar
(5™ and gasoline price (2™ lowest).

Electricity is supplied by the Central Energy System with the installed capacity of 1,100 MW. The
level of energy problem solved is assessed as 12", while energy price is high at MNT116/kWh at 15th
place. Heating has a less problem as seen by the rank at 5.

The number of water stations in Tuv was 1,421 in 2018 at 1% in Mongolia, but the number of people per
water station was also 1% at 1,421 people per water station, indicating lower service coverage for Ger
people.  Similarly, Tuv was second in the proportion of households with portable water supply,
meaning those carrying water in jerry cans from water stations to their homes, to the total population at
80% in 2018, following Bulgan at 98%. The proportion for Mongolia was 57%. Overall access to
clean water in Tuv was assessed 8" in Mongolia.

There were 34 garbage collecting trucks in Tuv in 2018, which was 6, while the number of population
per truck was 2,794 at 9.  The level of appropriate management of garbage and waste was assessed at
a similar level at 8™,

There were 743 land telephone lines in Tuv in 2018, which was 10" in Mongolia. The rank was also
10" for the number of land telephone lines per 100 people at 0.78. The overall communication
environment including Internet, telephone and postal service was assessed better at 6" place. The
perception of local media being fair, timely and accessible was ranked 5™.

The number of bathhouses was 32 in 2018 at 8" place, while the number of people served by one
bathhouse at 2,969 was 9".
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(2) Constraints to development

The Tuv’s geographical location close to Ulaanbaatar has both positive and negative aspects. The
urbanization ratio of Tuv Aimag was 19.1 % in 2018, which was lowest in Mongolia. The proportion
of service sector in GRDP at 22% was 19" in Mongolia including Ulaanbaatar. These data indicate a
low level of urban and business activities in Tuv. It seems Ulaanbaatar sucks up all business and
commercial activities from Tuv except some basic services resulting in less population residing in
Zuunmod.

Many children go to schools in Ulaanbaatar and this may be indirectly lowering the quality of education
in Tuv because of the availability of alternative option for education in Ulaanbaatar. Enrollment rates
are low for primary education (21%) and secondary education (20™).

There is a gap between a favorable environment created by local administration and the reality of
business development in Tuv. There are a number of positive factors for business such as efficient
provincial budget (2", policies and decisions of local government contributing to province
development (4™), transparency of decision and policies of local government (5™), no bribe (1), decency
of public services (51), easy access to licenses (3'), fair and transparent tender process (2"), low unfair
competition (1%), administrative regulations creating favorable business environment (4"), support by
local government to participate in foreign projects (2" and rule of law (3").

These favorable factors for business, however, would be still inadequate to overcome the weaknesses in
market economy principles and to make business development actually happen.  Stronger push would
be needed. The negative factors for business development include opportunity to engage in private
business (21%), ease of doing business (20", availability of public-private partnership (PPP) projects
(20", image of province on business development (20™), possibility of export (19"), access to credit
(19", bank loan interest rate (18", adaptability of companies to market (17"), accounting and auditing
rules and procedures (17™), entrepreneurship and agility of business owners and managers (19", energy
price (highest) and innovative capacity of companies (19™).

Many Aimag consultation participants expressed their idea that nomadic life is the key culture of
Mongolia and emphasized the importance of maintaining the tradition and nomadic life and handing
them over to next generations as the backbone of their lives. Tradition is the base of patriotism
according to some participants. In reality, however, tradition is threatened to be lost in Tuv as shown
by the assessment on the traditional culture and nomadic life at 16"".  An example cited by some Aimag
consultation participants as a loss of tradition is the increased use of motorcycles for herding animals in
place of horses and camels.  This increasing practice is not only a loss of tradition, but also an increased
damage to environment and economy by accelerated overgrazing. It was proposed that nomadic
tradition should be maintained through applying economically sustainable animal grazing method as
well as awareness raising at schools and providing opportunities to university and high school students
to experience nomadic life during summer vacation.

(3) Development prospects

Two factors should be considered in planning development for Tuv Aimag. One is how to strengthen
its function to bear part of the Ulaanbaatar’s capital city function and the other is how to strengthen
economic bases to promote balanced regional development.

Tuv Aimag could contribute to restraining excessive agglomeration of political, administrative and
economic functions in Ulaanbaatar taking advantage of its proximity to Ulaanbaatar. There are two
important locations in this sense.  One is the new Ulaanbaatar international airport and adjacent Airport
City and the other is Zuunmod.

The Airport City project is under preparation with a feasibility study undertaken. It could be a new
nucleus for urban development outside Ulaanbaatar mainly with economic function. Taking advantage
of the new airport, it could be a gateway for importing advanced technology and refined design concept
from abroad and exporting goods competitive in the world market in close cooperation with agro-
industrial complexes all over Mongolia. It could be the location for producing goods under the final
processing stage of vertical clusters based on primary products within Mongolia. PPP will play an
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important role at the initial stage. Once possibilities become clear and initial momentum is created,
the private sector will be playing a larger role.

Zuunmod could contribute to easing overloading of Ulaanbaatar by receiving political and
administrative functions of Ulaanbaatar. Both for the Airport City and Zuunmod, the availability of
water resources should be carefully examined.

A balanced regional development could be achieved by creating a new production and logistic network
in Tuv as shown in Figure 7.7.2. The basic concept is to intercept the exiting flow of commodities
before they reach Ulaanbaatar by creating a set of production and logistic bases in such a form as to
surround Ulaanbaatar. Raw materials supplied from their immediate hinterlands could be processed at
these production and logistic bases and transported to markets in Ulaanbaatar, foreign countries and
other regions. Semi-processed products from other Aimags could go through final processing here,
hence these production bases belong to the final stage of vertical cluster.

In the logistic aspect, goods from other Aimags could be collected and sorted at these bases and shipped
out to Ulaanbaatar and other Aimags. This is made possible by linking the five production and logistic
bases shown in Figure 7.7.2.  Although commodities will continue flowing in and out of Ulaanbaatar,
the amount will be smaller due to handling at these production and logistic bases, thus relieving the load
on Ulaanbaatar. Because the northeastern part of Tuv Aimag is the protected area as Gorkhi-Terelj
National Park, the linkage in this section is for eco-tourism purpose.

Corkhi-Terelf

Bormuur T National Park
> @ .
- .,
- \
- \
# \ X
4 \
’ \
= Jf—/' uB Yy Baganuur
1-.__________.‘ i
Lunp, : s East, China
[ Airport L'ug.'.

- —

Bayan Onjuul

Source: JICA Project Team
Figure 7.7.2 Proposed New Production and Logistic Network in Tuv

Development of these production and logistic bases should be promoted by upgrading infrastructure and
creating a business and production environment attractive enough for private investors. Sustainable
economic development in hinterlands should accompany this initiative. For the areas where crop
production is promising such as the areas close to Selenge Aimag and along the Tuul River, various
methods to increase the varieties and amount of crops and productivities should be encouraged such as
greenhouses including severe weather resistant trench type greenhouses, irrigation and better farming
practices. Bornuur and Lun will, therefore, be the bases for processing farm crops. More emphasis
will be placed on livestock related processing in Bayan Onjuur, Bayan and Baganuur such as meat, dairy
products, leather and skins, cashmere and wool.

Tourism in Tuv has a high potential due to its locational advantage being close to Ulaanbaatar and most
tourists passing through Tuv.  Nature tourism in the Terelj National Park, agro-ecotourism utilizing rich
agricultural land and rural areas, and historical and cultural tourism are promising. New opportunities
are developing for MICE tourism associated with the new international airport. Tour circuits should
be prepared for different types of tourists and promoted together with the efforts in developing
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infrastructure and upgrading the quality of services.
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