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Executive Summary

This study proposes a preliminary assessment of Mongolia’s industrial sector and sub-
sectors, in its aim to provide the Ministry of Industry and Trade (MIT) with information and
inputs to map out an industrial development strategy for the medium and long term. The
study draws on the methodology developed by UNIDO in its Industrial Development Report
2002/2004, which methodology proposes to benchmark national industrial performance as a
first step in formulating industrial strategy.

Mongolia shares, with other transition economies in Central Asia, several common features.
They are more or less landlocked countries, richly endowed with mineral wealth and vast
areas of arable land. They all have undergone major structural shifts in their economies over
the last decade. Before 1990, they had larger industrial sectors and smaller service sectors
than market economies with comparable per capita incomes. Since then, their manufacturing
sectors have tended to contract, and their economy shows a heavy dependence on a few
commodities and faces the daunting challenge of diversification.

Benchmarking industrial performance

3.

Structural shifts in Mongolia and Central Asia’s transition economies over the last decade are
reflected in the widespread falls in MVA as a share of GDP and in per capita MVA between
1990 and 2002. Structural changes in manufacturing over the same period shows that
Mongolia still has one of the highest weight in resource-based and low-tech manufacturing
activities, but has decreased the share of these industries over the last decade.

Turning to the export performance of industry, Mongolia and Central Asia’s transition
economies are still characterized by a small manufacturing production base, rather abundant
natural resources and an export base concentrated on a small number of products. Primary
commodities account for the bulk of merchandise exports, and manufactured exports consist
mainly of traditional, low value-added manufactures. The part of high-tech exports in
manufactured exports is still considered as marginal.

A ranking of 155 economies around the world by the UNIDO’s CIP index provides useful
insights into industrial performance in the new setting of rapid technical change,
liberalization and globalization. As a general feature, most mature industrial economies have
lost ranks to new entrants. Singapore was the best global performer in 1990 and 2000.
Ireland came next, leaping to 2™ place in 2000 from 9" in 1990 and 19" in 1980.
Interestingly, Singapore and Ireland followed similar strategies, entering high-tech global
value chains and developing strong human capital and infrastructure. The next seven places
in 2000 are held by mature industrial countries, led by Switzerland (the leader in 1980). The
next entrants (at ranks 10 and 11) are developing countries: Taiwan and the Republic of
Korea. Both used very different strategies from Singapore, seeking to build domestic
capabilities, constrain inward foreign direct investment and leverage global value chains by
arm’s length relationships rather than rely heavily on FDI.

Among the newcomers to the CIP index database, the transition economies (22 new
entrants) and the Sub-Saharan African economies (21 new entrants) are of particular
interest. Transition economies span a large range in the CIP index, from Hungary at 22™ to
Kyrgyzstan at 121%. The economies of SSA tend to cluster near the bottom of the CIP index,
occupying 19 of the last 30 ranks. Also near the bottom is Mongolia, which is in the 148"
position, just before Botswana, Ethiopia, Burundi, Central African Republic, Tonga, Comoros
and Mali.

According to UNIDO, one of the many factors accounting for sustained success in developing
countries appears to be the ability to develop exports by tapping into global value chains.
There are two routes to doing this: building strong local capabilities (in domestic enterprises)
or attracting export-oriented FDI. The Republic of Korea and Taiwan chose to build domestic
capabilities first, while Malaysia chose to rely on FDI — but over time there has been growing
convergence between them.



The UNIDO methodology also benchmarks five leading factors that greatly influence
competitive industrial performance: skills, technological effort, inward FDI, technology
licensing, and modern infrastructure. These structural factors (especially skills, technology
and FDI) will be further examined in the report. The idea, as explained in the methodology,
is not to fully account national industrial performance, but to capture key influences on
industrial performance and to have comparable quantitative data across a wide range of
economies.

Benchmarking industrial/technological capabilities

9.

10.

11.

12.

13.

14.

15.

Let's start by benchmarking skills. One possible measure is the overall enroliment rates,
particularly in the higher level managerial and technical skills needed to handle modern
technologies efficiently. One illustration of this is the enrollment rates in tertiary level
technical subjects (e.g. in sciences, engineering, mathematics, computing).

In terms of the intensity of technical skill creation (measured by the number of enroliments
per thousand population), Korea is the word’'s leader (21.42 students enrolled/1,000),
followed far behind by Finland (17.83), Taiwan (16.85), the Russian Federation (16.41), and
Singapore (11.92) in the first five places (see table 3.10). The next five places are occupied
by mature industrialized countries. The four mature Asian tigers (Hong Kong, Korea,
Singapore and Taiwan) and two new Asian tigers (Malaysia and Thailand) are among the first
20 places of the ranking. The last thirty places are mostly occupied by South Asian and SSA
countries, with most of the least developed countries clustered at the bottom of the table.
The intermediary group spans from New Zealand at 33" place (6.68) to Costa Rica at 74"
(2.05), with Mongolia at the 60" position (4.04).

With regard to tertiary enrollments as a percentage of relevant age group, Mongolia is fairly
well positioned (with a 35% rate in 2001/02, compared to the 61% average rate for high-
income countries and to 33% for upper middle-income countries). Mongolia offers an
interesting case for policy debating: while its industrial and export performance lagged
behind that of the new Asian Tigers, its record in terms of educational attainments stood
comparison with that of Malaysia or Thailand.

Coming now to technological effort, the only available comparative data across regions and
countries are formal R&D and patents (the former is an R&D input and the latter R&D
output). These indicators are partial, since a large part takes the form of informal effort on
the shop floor and supporting quality, engineering, procurement and distribution operations.
However, these indicators do provide insights into technological activity, bearing in mind that
formal R&D becomes important in developing countries simply for absorbing complex new
technologies.

Another way to benchmark technology is to combine R&D with patents taken out
internationally (in this case, in the US). Lall (2003) suggests an indicator of his own (the
Technology Effort Index shown in table 3.12), ranking a large sample of countries according
to a combination of enterprise-funded R&D and patents (though countries at the bottom
could not be ranked because they did not undertake meaningful technology effort by either
measure).

A final indicator of technological capability is the World Bank’s new “Knowledge Economy
Index” (available at http://info.worldbank.org/etools/kam2005), based on its “knowledge
assessment methodology” (KAM). According to the Bank, the application of knowledge — as
manifested in areas such as entrepreneurship and innovation, R&D, software and design, and
in people’s education and skill levels — is now recognized to be one of the key sources of
growth in the global economy. Countries such as Korea, Malaysia, Finland, China and Costa
Rica illustrate the rapid progress that can be made over relatively short periods of time by
pursuing coherent strategic approaches to building their country’s capabilities to create,
access, and use knowledge.

The KAM was designed to proxy a country’s preparedness to compete in the knowledge
economy. It uses more than 80 structural and qualitative variables to measure countries’
performance on the four pillars of the development of a knowledge society: (i) economic
incentive and institutional regime; (ii) education; (iii) innovation; and (iv) ICT infrastructure.
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Each variable is normalized on a scale of zero to ten relative to other countries in the
comparison group totaling 128 countries. The KAM data also allows to derive country’s
overall Knowledge Economy Index (KEI) and Knowledge Index (KI). The Kl is the average of
the performance of a country in three pillars: education, innovation and ICT infrastructure (it
ignores the economic incentive and institutional regime). It thus serves as a useful
combination of the factors reviewed earlier, with the addition of an ICT infrastructure
variable.

Figures 3.1 and 3.2 in the report show the Knowledge Index scores for East Asia and the
main landlocked economies of Asia and Latin America, for 1995 and the most recent
available year, the scores ranging between one and ten. The four mature Asian Tigers are
well in advance of other Asian countries. Mongolia has a relatively good position, staying
ahead of China and Indonesia in the most recent years, while it was behind them in 1995. It
has the second highest improvement in the Kl since 1995, after Vietnam. Compared to the
landlocked countries, and more particularly to Central Asia’s landlocked transition economies,
Mongolia is the second best performer after Kazakhstan.

With respect to foreign direct investment (FDI), Mongolia has only recently opened up to
FDI, and foreign investors appear to have taken an increasing interest in the country, as
highlighted by the sustained growth of FDI inflows since the end of the last decade: from $19
million in 1998, FDI inflows jumped to $30 million in 1999, $54 million in 2000, $78 million
in 2002, $132 million in 2003 and 147 million in 2004. From an insignificant base in 2000,
Mongolia’s share in global FDI inflows rose to a more appreciable 0.02% in 2004; its inward
FDI share in the developing world also increased significantly (see table 3.13).

In the World Investment Report 2004, UNCTAD has developed two indices for benchmarking
inward FDI performance and potential. The Inward FDI Performance Index is a measure of
the extent to which host countries receive inward FDI. The Index ranks countries by the
amount of FDI they receive relative to their economic size, calculated as the ratio of a
country’s share in global FDI inflows to its share in global GDP. A value greater than one
indicates that the country attracts more FDI in proportion to its economic size; a value below
one shows that it receives less (a negative value indicates that foreign investors disinvested
in that period). Thus, a higher index implies success in the competition (explicit or implicit)
to attract FDI. By this measure, Mongolia ranked among the top 20 best performers, in
terms of its competitiveness in attracting inward FDI (see table 3.14). Of the top 20
performers, 3 were developed countries, 2 Asian mature NIEs, 6 transition economies, and 9
other developing countries. Many high performers in the developing and transition economies
were relatively small, with lumpy FDI inflows in resource-based activities or privatization.

One important reason for the sustained rise in investment interest in Mongolia is its
improved policies: trade and FDI liberalization, better macro policies and greater socio-
political stability. Moreover, the Mongolian private sector has grown considerably since 1990,
with more than 90% of Mongolian enterprises now being privately owned. This achievement
is the result of nearly 15-year-long program of privatization and creation of an enabling
environment generally supportive of new private investment. Although emphases and
priorities of successive governments have differed, policy to open the economy to private
sector entrepreneurship has been consistent. Assuming that these improvements continue,
the rise in interest is likely to be sustained.

The business environment

20.

The Mongolian business environment is still handicapped by major impediments to
competitiveness. The USAID-sponsored Economic Policy Reform & Competitiveness Project
has subcontracted with Human Fortis Co. Ltd, a local consulting firm, to conduct a national
survey of 105 business executives during January-March 2005. The survey identified the
major impediments for doing business in Mongolia. In the view of Mongolian business
executives, inefficient government bureaucracy, inadequate supply of infrastructure, tax
rates, corruption, and tax regulations are among the top five most problematic factors.

To conclude ...

21.

As highlighted in the analysis, industrial performance is influenced by a range of factors,
including the macroeconomic environment, the overall investment climate and business
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environment, government policies and regulations, FDI, political and social stability,
supporting institutions, skills, technologies, infrastructure, and so on. This study focuses on
the key structural factors which are directly relevant to building industrial/technological
capabilities.

The study confirms findings around the world that the economies which performed best in
the CIP index were also those which upgraded the most their technological capabilities: they
spent the most on R&D by manufacturing enterprises and on royalties; they also possessed
the best modern physical infrastructure, attracted the most inward FDI, and had the most
educated workforce. It is quite understandable that, for a low-income and landlocked
country, Mongolia’s industrial and export performance lagged behind those high-flying
countries, but one thing has emerged from the study: Mongolia’s record in terms of
educational attainments stood comparison with that of Malaysia and/or Thailand. This means
that the potential for a rapid build-up of industrial/technological capabilities exists inside
Mongolia, and this potential is quite substantial, in comparison with other countries at the
stage of development (Nepal, Lao PDR, for example).

Against this background, a gradual and timely diversification of the manufacturing sector
towards the production of a selected number of higher technology goods and exports can
help Mongolia prepare for the future, as well as accelerate innovation and learning, and
generate externalities for the rest of the economy. For sustained industrial development,
reliance on static endowments such as primary resources and/or low-cost labor is a good
way to start, but this should be then accompanied by building and enhancing technological
capabilities to produce technology-intensive manufactures. Many previous studies have
shown that Mongolia has not yet exploited the full potential of their agro-industries. They
need to move up the value chains.

Measuring sectoral competitiveness

24.

25.

There are many criteria for the selection of sectors with competitive potential. One
straightforward technique is the analysis of market positioning. Such an analysis is based on
analyzing the trends in the shares of a country’s exports in the dynamic or stagnant products
in world trade and the country’s overall competitive position in whether it is gaining or losing
market share (see box 4.1). The key questions are: how attractive are the country’s exports;
are they growing at a faster or slower rate than the average in the world? What is the
market share of such exports and is it increasing or decreasing during the period? We
propose to illustrate such analysis for Mongolia and Malaysia.

Figure 4.1 in the report illustrates the analysis of market positioning of the top 20 exports for
Mongolia. The size of the bubble shows the value of the export category, and the position in
the quadrant its relative positioning. There is a horizontal line representing the average rate
of growth of world exports. There are few “champions” in Mongolia as compared to Malaysia,
and the dominant one is “non-monetary gold”, a special transaction (excluded from the
technology-based classification of manufactures) facing volatile markets. Other champions
are based on “leather” (classified as LT manufacture) and “animals, live, n.e.s.” (a special
transaction). Five other export categories just at the limit between the “champions” and the
“underachievers” are: “undergarments, knitted or crocheted” (LT), “petroleum products,
refined” (RB), “coal” (PP), “petroleum oils, crude” (PP), and “copper” (PP). In Malaysia, by
contrast, there are a large number of champions, and most of these are medium and high-
tech products. The Mongolian market positioning is not very promising as far as
manufactured products go.

E
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Introduction

Prior to the transition from a centrally planned to a market-based economy in the
early 1990s, Mongolia’s industry was relatively large and organized, generating
substantial modern sector employment. During the course of the decade however, the
privatized state-owned companies collapsed, and the overall share of industrial
activities in the economy declined significantly from 36% of GDP in 1990 to some 20%
in the early 2000s; the share of the manufacturing sector dropped from 12% of GDP in
1995 to 6% in 2000 and further to 5% in 2004. At the same time, the manufacturing
sector became less diverse and technologically less advanced, with the food, textile
and garment sub-sectors increasingly gaining in importance at the expense of the
chemical, metal, transport and electrical industries. State equity in manufacturing
remains significant', and the manufacturing sector’s former high labor productivity,
the engine of growth for the rest of the economy, now matched the average for the
whole economy. In the garment industry, removal of clothing quotas by the United
States, Mongolia’s major market, in 2005 may threaten garment production if foreign
joint ventures leave the country as a result.

Mongolia offers a difficult business environment for manufacturing investment due to
its land-lock geography, small population of 2.6 million (half of which is nomadic), low
purchasing power, inadequate physical infrastructure, rugged land topography, as well
as increasing competition from neighboring China and Russia. These problems (beyond
the country’s immediate control) are further compounded by several unresolved
structural problems stemming from a rapid transition to a market-based economy:
bungled privatization of state-owned enterprises leading many viable industries to
bankruptcy, breakdown in supply chains, inability of privatized firms to identify new
markets outside the former socialist block, deteriorating quality of raw materials,
mounting competition in its home as well as third markets, inefficient government
services and a somewhat inhospitable business environment. All in all, they present
serious challenges to rapid industrialization.

On the other hand, Mongolia has ready access to the rapidly expanding economies of
China, Korea and Southeast Asia, as well as the large Russian market. It has also
developed industrial skills and, unusually for a developing country, substantial
previous experience in operating and managing a modern manufacturing sector. The
manufacturing sector can thus thrive once again, provided the Government takes
decisive steps to resolve long-standing transition problems, improve its business
climate and government services, and identify new market niches for products which
have a higher processing and value-added content than the commodities mainly
exported at this present stage. Mongolia has a number of competitive assets that can
form part of a development strategy to overcome the country’s natural disadvantages.
These include tourism, organic farming, livestock-related agro-industry, light
manufacturing, business services, tertiary institutes, and technology-based industries.

This study proposes a preliminary assessment of Mongolia’s industrial sector and sub-
sectors, in its aim to provide the Ministry of Industry and Trade (MIT) with information

1 There are still 80 state-owned enterprises to be privatized. According to the authorities, the private sector’s
shares in sectoral GDP in 2000 (the latest year for which data are available) were 98% for agriculture, 90% for
trade, 49% for manufacturing, 17% for transportation, 5% for communications, and zero for energy (Trade
Policy Review — Mongolia, WTO, Report by the Secretariat, WT/TPR/S/145, 15 February 2005).



and inputs to map out an industrial development strategy for the medium and long
term. The study draws on the methodology developed by UNIDO in its Industrial
Development Report 2002/2004, which methodology proposes to benchmark national
industrial performance as a first step in formulating industrial strategy.



2

Overview
of Mongolia’s Industry

2.1 Restructuring for a market economy

Before 1990, Mongolia’s industry? generated about one-third of national income and
substantial modern sector employment. The industrial sector, modeled on Soviet
industry, was stated-owned and traded mainly with other Comecon countries. It was a
more diverse sector than now, consisting mainly of one or two large-scale, state-
owned modern enterprises in each sub-sector. It was also quite dynamic, growing
significantly throughout the 1980s at an average of about 9% per annum during the
first half of the decade, and 5% thereafter.

Following the transition from a centrally planned to a market-based economy, the
situation of state-owned enterprises deteriorated rapidly. As a result, the overall share
of industrial activities in the economy declined significantly from 36% in 1990 to some
20% in the early 2000s; the share of the manufacturing sector dropped from 12% in
1995 to 6% in 2000 and 5% in 2004 (see table 2.3). In fact, except for mining
(copper and gold), production declined in most areas of manufacturing (see table 2.1).
Overall employment in industry has also declined (see table 2.3).

Table 2.1: Industrial Production in Mongolia (1993-2004)

Product (000 metric tons, 1993 1995 1996 1998 2001 2002 2004
unless otherwise specified)

Copper concentrate 334 346 351 358 381 376 371
Gold concentrate (kilograms) 1,117 4,504 6,976 9,531 13,675 12,097 19,417
Bricks (millions) 33 22 25 19 21 13 12
Cement 82 109 106 109 68 148 62
Lime 51 51 55 56 30 42 30
Sawn timber (000 m®) 85 61 70 36 21 10 18
Scoured wool 4 1 1 1 2 1 2
Felt (000 meters) 241 77 96 103 110 113 68
Woolen fabrics (000 meters) 290 71 45 5 38 32 59
Coat (000) 1 0 0 0

Suit (000) 3 1 1 2
Leather footwear (000 pairs) 1,031 246 87 33 17 9 3
Leather coat (000) 9 13 5 0] 0] 0 0
Sheepskin coat (000) 87 17 15 1 2 2 4
Meat, excl. pork 17 11 9 7 12 7 4
Flour 176 159 92 66 38 50 58
Bakery products 46 37 30 19 8 6 7
Dairy products (liters) 13 2 2 3 1 3 6
Toilet soap 171 263 268
Carpets (000 m?) 1,000 596 666 588 615 534 690

Source: National Statistical Office

Recovery is slow owing to shortages of domestic investment, raw materials and new
technology. High corporate taxes and high interest rates are also a matter of great

2 The term “industry” used here refers to mining + manufacturing + electricity, gas and water. Prior to 1995,
statistical data for the manufacturing sector were not shown apart.



concern. The industrial and trade development policy (ITDP) review in Mongolia in end
2002 (UNDP/UNIDO, 2002) reveals further unresolved transition problems: [i] bungled
privatization of state-owned firms, leading many viable industries to bankruptcy; [ii]
breakdown in supply chains, particularly in the procurement of raw materials from the
livestock and agricultural sectors; [iii] inability of previously state-owned firms to
identify new markets following the collapse of the socialist block for Mongolian
products such as leather boots and jackets; and [v] resurgence of animal diseases,
previously under control from a relatively extensive and effective network of
veterinary services.

According to the ITDP review, it would be difficult for the manufacturing sector to fully
recover without first rehabilitating the agricultural and livestock sector, particularly
veterinary and animal breeding services, raw materials quality control, grading and
sorting services, and raw materials procurement systems. Action will also be needed
to revamp and upgrade the management of state-owned firms, as well as more careful
privatization of the remaining manufacturing firms scheduled to be privatized.

2.2 Structure of the manufacturing sector

Since 1990, the manufacturing sector has undergone considerable restructuring. Many
industries (such as machinery, chemicals, metal, transport, and electrical products),
which were dependent on past state intervention, have contracted. The main
manufacturing industries are labor-intensive livestock-based activities, such as food,
beverages, leather, textile, garment, and footwear. These sub-sectors account for the
bulk of MVA and manufacturing employment, and constitute virtually all the available
range of the country’s manufactured exports.

Table 2.2: Structure of the Mongolian Manufacturing Sector, 2001 vs. 1992

Share in Share in Share in
manufacturing manufacturing manufactured
value added employment exports
(%) (%) (%)

ISIC | Sub-sectors 1992 2001 1992 2001 1992 2001

15 | Food & beverages 38.5 45.7 18.0 23.5 3.3 0.2

17/18 | Textile, garment 34.4 34.6 33.9 54.5 53.6 71.5

19 | Leather, footwear 8.3 0.3 14.7 1.4 22.3 21.7

20 | Wood & wood products 2.5 0.8 12.3 3.2 8.5
21 | Paper and paper products 0.0 0.0 0.0 0.1 0.3

22 | Publishing, printing 1.0 1.0 1.8 2.7

24 | Chemicals 1.0 0.8 1.7 2.2 1.8 1.6

25 | Rubber and plastic products 0.0 0.6 0.0 0.0 0.3 0.2

26 | Non-metallic mineral products 2.7 3.2 8.5 6.4 1.0

27 | Basic metals 0.0 1.0 0.2 2.3 7.7 2.4

28 | Fabricated metal products 0.1 0.1 0.7 0.8 0.2 0.8
29 | Machinery 0.1 0.0 0.1 0.9
31 | Electrical machinery 0.2 0.0 0.4 0.3
32 | Electronic products 0.4 0.0 0.1 0.1
33 | Precision equipment 0.1 0.1 0.3 0.3

34 | Vehicles, trailers 0.7 0.0 0.9 0.1

35 | Other transport equipment 0.1 0.1 0.2 0.0 0.5 0.8

36 | Furniture, other mfg 9.8 11.6 6.1 1.2 0.5 0.8

Total manufacturing 100.0 100.0 100.0 100.0 100.0 100.0

Source: UNIDO database/NSO




Food and beverages is manifestly Mongolia's leading manufacturing sub-sector. In
2001, this sub-sector represented nearly 46% of total MVA and about 24% of
manufacturing employment. It has strong backward linkages to the economy and a
low level of import dependence. Meat is currently the only export product and is the
only one with further potential for development as an export. All other food products
including beverages are limited to supplying the domestic market.

Textile and garment together comes next as Mongolia’s second largest manufacturing
sub-sector, accounting for 35% of total MVA and 55% of manufacturing employment
in 2001. Much of the growth registered in this sub-sector has been export-led, and
textiles’ share (dominated by cashmere) in manufactured exports grew rapidly from
54% to 75% between 1992 and 2001. However, removal of clothing quotas by the
United States, Mongolia’s major market, in 2005 may threaten garment production if
foreign joint ventures leave the country as a result.

Mongolia’s third and last main manufacturing sub-sector is leather processing and
products. This sub-sector has undergone major structural changes, as most Mongolian
hides and skins are exported to China either raw or as semi-processed wet blue, and
domestic demand for leather jackets, boots and other products has now to rely on
imported hides/skins from Korea and Turkey. Nowhere is the rapid de-industrialization
of Mongolia more apparent than in the leather goods industry. Between 1990 and
1995, the production of sheepskin, goatskin, large hides, leather boots, leather coats,
skin coats and leather jackets declined by more than 90%, and was negligible by
2000. There was a timid revival since 2001 in sheepskin, goatskin and leather boots,
but not in other products. As a result, the sub-sector’ share in total MVA and
manufacturing employment dropped respectively from 8% and 15% in 1992 to 0%
and 1% in 2001; but its share in the country’s manufactured exports still hold firm
(around 22% in 2001).

The manufacturing sector has been analyzed in considerable detail in the ITDP review.
The review has singled out the wide range of livestock-related industries as a key
characteristic of the Mongolian manufacturing sector. These includes meat processing,
dairy, leather tannery, leather footwear and products, fur garments, cashmere
processing and garment manufacturing, camel hair processing, wool carpets and
blankets, felt shoes and other felt products, etc.. Although the production levels of
most of these are to date only a fraction of their pre-transition levels (with the
exception of the cashmere industry), the potential for expanding livestock-based
industries remains very high. Mongolia possesses ample excess capacity in most sub-
sectors, which can be quickly revived with minimal investment in new equipment in
most cases. It has ready access to the rapidly expanding economies of China, Korea
and Southeast Asia, as well as the large Russian market. It has also relatively
developed industrial skills and substantial previous experience in operating and
managing a modern manufacturing sector. Labor costs, according to the ITDP review,
are lower than in China, Indonesia and India, giving Mongolia a significant cost
advantage. All these factors can turn again the manufacturing sector as the engine of
economic growth and provide productive employment.

2.3 Recent developments

Mongolia’s manufacturing sector is on a difficult recovery path. While aggregate real
growth has rebounded to pre-transition levels by 2001, the share of the manufacturing
sector in GDP has not shown any improvement since then. With the compositional
changes in the GDP over the last decade, the services sector has displaced agriculture
to become by far the largest, accounting for 53% of GDP in 2004 (38% in 1995);
agriculture declined from 38% to 20%, and manufacturing fell from 12% to 5%. The



services sector is also the major employer (nearly half of total employment in 2004),
followed by agriculture (around 40%) and industry (12%). Manufacturing’s share in
total employment is estimated to be around 3-4% (see table 2.3).

Table 2.3: Structure of GDP and Employment, 1980-2004
Share of GDP by sector (in %)

1980 1990 1995 2000 2001 2002 2003 2004

GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture 14.0 15.2 38.0 29.1 24.9 20.7 20.1 21.3
Industry 29.0 35.6 25.8 20.0 20.0 20.2 22.3 25.6

Mining 12.0 11.5 9.0 10.1 12.7 17.3
Manufacturing 12.1 6.1 8.1 6.3 6.2 5.3
Electricity, gas and water 1.7 2.4 2.9 3.8 3.4 3.0
Services 57.0 49.2 36.2 50.9 55.1 59.1 57.6 53.1
Construction 1.7 1.9 2.0 2.3 3.1 2.6
Trade 17.0 24.0 26.7 27.7 26.5 24.6
Transport & communications 6.4 11.0 13.0 14.7 13.9 12.7
Financial intermediation 1.2 2.5 3.1 3.2 3.8 4.6
Other services 9.9 11.4 10.3 11.1 10.4 8.6
Share of employment by sector (in %

Total employment 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture 46.1 48.6 48.3 44.9 41.8 40.2
Industry 14.1 11.2 11.2 11.4 11.7 12.0

Mining

Manufacturing 5.9 4.7 51 *4.0 *4.0 *3.7

Electricity, gas and water

Services 39.8 40.2 40.5 43.7 46.5 47.8
Labor force (000 persons)

Labor force 812.7 847.6 872.6 901.7 959.8 986.1
Employment 767.6 809.0 832.3 | 870.8 926.5 950.5
Unemployed 45.1 38.6 40.3 30.9 33.3 35.6

Source: GDP data from ADB; employment data from NSO and Ministry of Finance and Economy

* Estimates

Improved macro-stabilization and ongoing structural reforms have contributed to the
economy’s recovery. These reforms featured strongly in the Government’s Action
Program for 2000-2004, and were reinforced in its Economic Growth and Poverty
Reduction Strategy (EGPRS), adopted in July 2003. The Government’'s EGPRS
objective is to achieve annual real economic growth of 5.5-6.0%. This was achieved
ahead of s