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Abstract

Mongolia is a resource-rich country with formidable growth prospects. Despite its rapid
economic growth in the 2000s and 2010s, the economic shocks of the last few years have
been difficult for its people. With its relatively small population, vast mineral resources, big
neighbouring markets and the launch of underground operations at Oyu Tolgoi - the largest
mining project in its history, Mongolia can utilise opportunities to strengthen its resilience to
the economic shocks of the future and build a robust industrial economy. To do so, it should
strengthen the implementation of reforms, continue improving the business environment and
institutions and support industrial growth.
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Executive summary

This emerging analysis reviews the economic challenges facing Mongolia and the policy the
Government of Mongolia is pursuing in response, highlighting the case and opportunities for
greening the country’s recovery and growth.

The economic shocks of the last few years have hit the Mongolian economy hard, accentuating
some of its structural weaknesses. Depreciation of Mongolian tugrik has increased the price of
imports. Given that 90% of the consumption is imported, inflation remains high. Meanwhile,
recovery is dependent on raw materials exports owing to little domestic and international
diversification. At the same time, high export costs and poor infrastructure links hinder trade.

The reopening of China as well as the launch of underground operations at Oyu Tolgoi - the
largest mining project in Mongolia’s history - promise to support the economy. However, given
Mongolia’s high import dependency for consumption, it is critical that mining revenues are used
to develop the value added in the sector; to invest in non-mining sectors of the economy; and to
avoid increasing imports and putting further pressures on the exchange rate and the currency.
Among the measures Mongolia should undertake to support industrial growth are: upgrading
traditional economic sectors, such as the cashmere and leather industries; increasing foreign
direct investment in non-mining sectors; setting up supplier development programmes; and
improving the overall business environment. Improving infrastructure links and reducing export
costs will also help boost trade.

In response to challenges and to facilitate the country’s recovery, the Government of Mongolia
has adopted the New Recovery Policy. As a medium-term strategy through to 2030, it aims to
support recovery and growth by addressing six key economic constraints: trade ports, energy,
industrialisation, urban and rural development, green development, and effective governance.
Structural policy changes, infrastructure initiatives and public-private investment projects are all
integrated in the reform package. Investment projects under the New Recovery Policy cover six
priority pillars, heavily concentrated on port and energy revival.l Projects to support border port
recovery - for instance, the construction of Tavantolgoi-Manlai-Khangi Highway - aim to tackle
connectivity issues and capitalise on trade opportunities. Meanwhile, industrial recovery projects,
such as the construction of meat-processing factories and copper processing plants, are aiming
to tap into Mongolia’s potential to diversify in non-mining sectors.

1 According to the list of projects provided by the Government of Mongolia in 2023, there are currently
94 investment projects at various stages of implementation.
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Our analysis shows there is a strong case for Mongolia to ‘green’ its future growth. Doing so will
help Mongolia address environmental and climate hazards facing the country: availability of water
resources, high levels of land degradation and air pollution, and managing the impacts of climate-
related hazards. Better management of water resources, for instance, is critical as the demand will
likely grow as the economy recovers, and with water-intensive sectors like mining set to continue
playing an important economic role. With the country lagging on progress across many of the
Sustainable Development Goals, including on climate action, greening development will also help
Mongolia achieve its domestic and international climate and sustainable development ambitions
- the country’s Updated Nationally Determined Contribution put forward a target of greenhouse
gas reduction of almost 30% by 2030, in its most ambitious scenario.

As an exporter of high-carbon commodities, Mongolia is also exposed to transition risks

arising as a result of policy shifts to lower-carbon economies. At the same time, the country

has opportunities to tap into growing demand for commodities like copper that are critical to
supporting this mineral-intensive shift. Diversifying from dependencies on coal, while greening
industrial growth and mining practices and capitalising on demand for transition minerals, could
be a source of opportunity for the country. While the Government of Mongolia already flagged
the country’s exposure to transition risks in the New Recovery Policy, these risks are yet to

be measured.

There are many opportunities for Mongolia to green its development. In the energy sector, these
include capitalising on the country’s 2.6 terawatt potential for renewable energy, both solar and
wind, and greening its mining practices. Mongolia has already launched several wind farms over
the last decade. New solar projects are also planned under the New Recovery Policy but are still
below the capacity of the country.

Greening mining practices is critical as this water- and energy-intensive sector will continue to
play an important role in the country’s economy. Resources such as the International Finance
Corporation’s Net Zero Roadmap for Copper and Nickel Value Chains, delivered as part of the
World Bank’s Climate-Smart Mining Initiative, provide ‘a net zero transition guide that sets out a
science-based decarbonization strategy for copper and nickel mining value chain actors’and can
help identify relevant opportunities for decarbonisation (IFC, 2023).

Mongolia has demonstrated commitment to support green development at strategic policy levels
with both medium- and long-term strategies - with New Recovery Policy and Vision 2050 both
highlighting it as a priority. Key supporting institutions include the Ministry of Environment and
Tourism and Mongolia Sustainable Finance Association. The country’s efforts to attract green
financing are also starting to bear fruit with the issuance of the country’s first green bond by

the Khan Bank in March 2023. Nevertheless, gaps remain, and Mongolia should look to continue
developing its institutional capacity and frameworks to support green development.
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The Government of Mongolia has come a long way in supporting the sustainable economic
recovery of the country. Nevertheless, there is still scope to maximise the effectiveness of its
policies and to strengthen the resilience of the economy to economic shocks.

To help maximise the effectiveness of the New Recovery Policy, our analysis offers the following
policy recommendations for the Government of Mongolia:

Recommendation 1: Undertake an effective mechanism for strategy monitoring and
implementation, to help to achieve Mongolia’s ambitious goals.

Recommendation 2: Maximise the New Recovery Policy reform package’s efficiency by
supplementing it with a transparent mechanism for the selection of investment projects
and an analysis on privatisation of state-owned enterprises.

Recommendation 3: Continue to create a favourable climate for investors and to improve
the business environment by facilitating business-opening processes and removing
bureaucratic hurdles.

Recommendation 4: Continue implementing incentives to stimulate investment into higher
value-addiing sectors of the economy.

Recommendation 5: Continue to ensure that international good practices for environmental and
social risk management are followed, and opportunities to improve companies’ environmental,
social and governance practices are maximised for all future investment projects across sectors.
Conducting all-hazard risk assessment for infrastructure projects, will also help increase the
resiliency of future energy and other types of infrastructure.

Recommendation 6: Continue efforts to strengthen institutional capacity. International
experience shows that institutional quality is the critical determining factor of success
or failure of any policy.

What to watch

e Can Mongolia boost its industrial recovery and reduce overreliance on imports through
implementation of the New Recovery Policy? Is the list of projects under implementation
sufficient to support industrial growth?

e Does the New Recovery Policy contain enough elements to support its transition to an
industrial economy?

e How will the implementation be monitored?

e How will the Government of Mongolia ensure transparency and institutional quality in
implementing these reforms?
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1 Introduction

Despite its abundant natural resources, Mongolia’s economy is facing significant challenges,
including high inflation, a high level of debt, and high dependence on the extractive sector for
economic growth. Border closures with China have significantly hit landlocked Mongolia’s key
exports. The war in Ukraine has exacerbated inflationary pressures by increasing food and
energy prices.

The risks of overreliance on extractive industries and import dependency have become overtly
clear in recent years, and the Government of Mongolia has long recognised the need to diversify
and industrialise the economy. To facilitate economic recovery, in December 2021 Mongolia
launched a medium-term development plan: the New Recovery Policy. By implementing the
Policy, the government aims to double GDP per capita by 2030 and to address six key economic
constraints: trade ports, energy, industrialisation, urban and rural development,

green development, and efficient governance.

Importantly, the New Recovery Policy also recognises that to be successful in the long term it
must respond to the country’s environmental and climate issues - including water availability, air
pollution, climate change-related impacts and future climate risks - which jeopardise the health
and long-term prospects of the economy. Opportunities for ‘green’ growth exist across many
sectors of the Mongolian economy, including energy and mining. Pursuing these opportunities -
‘greening’ the country’s growth - would align with the aims of Mongolia’s long-term development
plan, Vision 2050, as well as helping the country deliver on its international climate commitments.

This emerging analysis looks at the context of the economic challenges facing Mongolia, provides
an overview of the New Recovery Policy, and highlights the case and opportunities for greening

its growth.

Specifically, it explores the following questions:

What are the factors affecting Mongolia on the road to economic recovery?

What strategy is the Government of Mongolia implementing to overcome these challenges?
What is the case for Mongolia to ‘green’ its development, and what are some of the
opportunities as it pursues recovery and growth? What policy frameworks has the country

already put in place to facilitate green development?
What are the policy implications of the above?

Section 2 of this analysis looks at the first question and presents an overview of Mongolia’s
economy, including macroeconomic factors, industrial development, foreign direct investment
and trade. Section 3 then looks at government measures to tackle these challenges, introducing
the New Recovery Policy. Section 4 turns to examining the need to ‘green’ Mongolia’s recovery
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and growth, before highlighting some green growth opportunities and outlining the policy
frameworks it has already put in place for green development. Section 5 concludes by providing
recommendations on how to maximise the effectiveness of the New Recovery Policy as it tries to
address the roots of the country’s economic vulnerability, and to future-proof investments in the
context of a changing climate.
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2 Mongolia on the road to economic
recovery: challenges and
opportunities

2.1 Mongolia’s economy

Mongolia is a landlocked country with a high dependency on the export of commodities. Its
recovery from the economic slowdown caused by the pandemic and the impacts of the war in
Ukraine has been challenging due to several factors:

e First, Mongolia’s high dependency on commodity exports makes its economy highly vulnerable
to external price shocks in commodity markets.

e Second, Mongolia has a low level of trade integration with the world and is highly dependent
on trade with its neighbours. Economic recovery is therefore strongly contingent on border
openness and port capacity.

e Third, Mongolia’s economy also depends significantly on imports of goods from other
countries; boosting domestic production would reduce its reliance on imports.

Levels of public debt remain high due to extensive government stimulus measures in response to
the pandemic.

Mongolia’s economy grew at a remarkable rate in the first decades of the 2000s, averaging 7.9% in
2010-2019. This growth was mainly driven by the mining sector (both directly and indirectly).

However, several factors have contributed to an economic downturn in recent years. Due to the
COVID-19 pandemic - and, in particular, border closures with China, Mongolia’s neighbour and
biggest trading partner - the economy contracted 4.6% in 2020. More recently, the ongoing war
in Ukraine has disrupted Mongolia’s supply chains and elevated food and fuel prices. While the
economy has been recovering, progress is modest (with a growth rate of 2.5% in 2022), and below
the pace of other economies (Figure 1).

While neither of these challenges could have been predicted, they do underline some of the
structural weaknesses in Mongolia’s economy.
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Figure 1 Real GDP growth, %
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2.2 Macroeconomic factors

In 2023 Mongolia is facing high inflation, currency devaluation, limited fiscal policy space and a
high level of external debt.

Economic growth increased slightly but remained modest at 2.5% in 2022 (see Figure 1). The
growth has been driven by the removal of COVID-19 restrictions and a rebound in the agricultural
sector. Pent-up domestic demand has supported growth but is constrained due to high inflation
and the fact that imports represent a large proportion of household consumption.

During the outbreak of COVID-19 in China, Mongolia’s coal exports decreased due to the closure
of border ports. As a result, the balance of payments has been under pressure since 2020,

which has led to the depreciation of the tugrik against other currencies. Gross national debt as a
percentage of GDP stands high, at almost 80% at the end of 2021.2 The country’s external debt
reached $33.6 billion at the end of 2022,3 with the majority of the debt owed to multilateral banks,
the Netherlands and China (see Figure 2).

2 Datafrom IMF, 2023
3 According to statistics by the Bank of Mongolia (Mongolbank), 2023
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Figure 2 Gross external debt, total and to China, 2010-2021

40,000

US$ millions

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

China 328 475 947 1612 2284 2864 2018 3029 3037 3410 3729 3797

Total 5359 10908 17210 19829 21850 22717 24492 27492 28714 30702 32361 33805

Source: Mongolbank statistics

Exports to China accounted for 83% of Mongolia’s total exports in 2021, including 98% of
exported ores and coal, 90% of exported mineral fuels, 87% of wool exports and almost 100%

of copper exports (see Figure 3). In 2021-2022 the total value of exports has bounced back, to
exceed pre-pandemic values. It is also expected that China’s reopening in 2023 will have a positive
impact on Mongolia’s exports and foreign currency reserves.

The inflation rate has been rapidly increasing since 2020 and reached 12.9% in December 2022.4
Among key drivers for inflation are high global inflation, supply contraction due to closed borders
with China, and energy prices, although pent-up domestic demand fuelled by the government
support since 2020 has also affected the consumer price index. Both currency devaluation

and inflation are suppressing household consumption. However, it is likely that inflationary
pressures will ease in 2023 as a result of the recent agreement to buy discounted oil from Russia
(Erdenejargal, 2022), a gradual global food price decline and rising food production.

Mongolia’s fiscal space - its ability to respond to economic shocks such as these - is limited, due
to high levels of debt and the need to maintain fiscal sustainability. The Mongolian tugrik has
depreciated significantly in 2020-2023, leading to a fall in purchasing power and standards of
living. The banking sector has been weakened by a high level of non-performing loans, leading to
reduced access to credit and investment.

4 According to statistics by the Bank of Mongolia (Mongolbank), 2023
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Figure 3 Mongolia’s exports in 2021: exports to China as a proportion of total exports

All products

... ' ' ' | | |
Ores, slag and ash

- ' '
Mineral fuels, mineral oils and products

... ' ' ' | | |
Wool and woven fabric

e . .../ ' | | |
Salt; sulphur; earths and stone; lime and cement

e S

Copper and articles thereof

e .. ! '/ ' | |
Edible fruit and nuts

-

Preparations of meat

Aluminium and articles thereof
- ! [
Leather

Natural or cultured pearls, precious or semi-precious stones, precious metals...

Oil seeds and oleaginous fruits

o 10% 20% 30% 40% 50% 60% 70% 80% 90%

Il China Rest of world

Source: ITC calculations based on Mongolian Customs statistics since January 2021

Figure 4 GDP per capita growth in Mongolia (constant prices), USD; Global Coal Price Index;
LME High grade copper price.
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2.3 Natural resources: curse or blessing?

Mongolia has abundant natural resources and mineral deposits, which have been the basis for its
remarkable economic expansion over the past 20 years. The country possesses one of the biggest
copper and gold mines in the world (Oyu Tolgoi, with underground operations launched in March
2023), as well as other coal, iron and zinc resources which are counted among the largest globally.
Mongolia has 160 coal deposits spread over 15 basins, with total estimated coal resources of 179
billion tons, representing about 10% of global coal reserves (ADB, 2018).

The reliance on raw materials is reflected in the country’s exports. Mongolia’s top five exports
are copper; coal; fuels and petroleum oils; precious metals; wool; and salts and stones. In 2021
the extractive sector contributed to 90% of exports and 24% of Mongolia’s GDP. In addition, an
underdeveloped industrial sector makes the country heavily dependent on imports for around
90% of its domestic consumption (Government of Mongolia, 2021).

Mongolia’s GDP is heavily dependent on fluctuations in the price of these exports, especially
copper and coal (Section 4). As elaborated under the theory of ‘the resource curse’ (see Box 1),
the dangers of reliance on commodities have been made all too clear in recent years, with both
the COVID-19 pandemic and then the impact of war in Ukraine disrupting trade in the region

in 2020-2022. Lockdowns and border closures in China, and Russia’s invasion, have damaged
supply chains with Mongolia’s two largest neighbours. Moreover, the external macroeconomic
environment and global inflation have increased the cost of imported goods. All of this has
highlighted the fact that Mongolia urgently needs to diversify its economy away from dependency
on the export of raw materials and imports and to develop non-mining sectors of the economy.
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Box 1 Understanding ‘the resource curse’

Many studies have shown that countries with abundant natural resources perform worse
than countries with less natural resources (Sachs and Warner, 1995; Auty, 1995); Auty (1995)
introduced the phrase ‘natural resource curse’ to describe this phenomenon. Also known as
‘the paradox of plenty’, it refers to the failure of many resource-rich countries to benefit fully
from their natural resource wealth, and failure of governments in these countries to respond
effectively to public welfare needs.

Countries with a large share of natural resource exports typically have a relatively low income
per capita, but there are exceptions: the United Arab Emirates has turned its natural resource
wealth into a blessing by investing in infrastructure and education (Fasano and Igbal, 2003);

Botswana has also been successful in turning its natural wealth into growth (Robinson, 2013).

There are various reasons for the resource curse. Firstly, exports of raw materials may have
adverse effects on the output of traditional sectors due to real exchange rate appreciation
of the national currency, a phenomenon called ‘the Dutch Disease’ (Corden and Neary, 1982).
Secondly, economies which are dependent on natural resources are vulnerable to volatility
in commodity prices, as well as external price shocks and fluctuations in the terms of trade.
Finally, resource dependence may hamper institutional capacity to implement effective
reforms (Auty, 1995): as Stiglitz (2004) puts it, ‘The prospect of riches orients official efforts
to seizing a larger share of the pie, rather than creating a larger pie’

2.4 Lack of integration and trade dependency

Mongolia is one of the least integrated countries in the world, ranked 87th globally and 111th
intraregionally for trade integration (UNCTAD, 2022).

The top Mongolian exports are copper, coal, gold, and animal hair (wool and cashmere), exporting
mostly to China, Switzerland, Singapore and Korea. Mongolia was the top exporter of raw
unprocessed animal hair in the world in 2021. Meanwhile, the country’s top imports in 2021 were
refined petroleum products, cars, machinery and electricity (see Figure 5), importing mostly from
China, Russia, Japan and Korea (Table 2).
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Figure 5 Mongolia imports by product
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The country benefits economically from bordering Ching, its main trading partner, but its
revenues are highly dependent on China’s economic growth and the openness of its borders, and
the corresponding demand for imports.

Russia is the fifth largest export destination for Mongolia - mainly metals and minerals - but

is Mongolia’s second largest source of imports. Even though its economic dependency on
Russia has significantly reduced since Soviet times, the country still depends on Russia for some
imports, including steel and wheat. While Mongolia has its own oil reserves, it does not have its
own refineries, resulting in a reliance on Russia for fuel products (gasoline, diesel and aviation
kerosene) and electricity, especially during the high-demand winter periods. As such, building a
national oil-refining plant will be a key part of the New Recovery Policy umbrella (see Section 3).

Mongolia’s exports by product are laid out by product in Figure 6. Most of Mongolia’s exports
go to China (Table 1). Mongolia exports mostly copper, coal, iron and zinc, and imports mostly
vehicles, machinery and equipment from China.
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Figure 6 Mongolia’s exports by product
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Table 1 Mongolia’s main export partners, 2017-2021, in US$ millions
2017 2018 2019 2020 2021
World 6,200,593 7,011,758 7,619,754 7,576,311 9,247,110
China 5,268,938 6,505,530 6,772,663 5,489,993 7,638,476
Switzerland 658 739 74,986 1,681,589 869,738
Singapore 26,120 30,008 154,581 151,251 254,728
Korea, Republic of 11,618 21,200 27,815 21,421 223,370
Russian Federation 67,661 85,936 68,093 57,275 112,784

Source: ITC calculations based on Mongolian Customs statistics
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Table 2 Mongolia’s main import partners, 2017-2021, in US$ millions

2017 2018 2019 2020 2021
World 4,337,320 5,874,788 6,127,356 5,298,771 6,848,642
China 1,412,562 1,968,833 2,036,805 1,892,788 2,490,566
Russian Federation 1,219,188 1,710,347 1,729,864 1,399,962 1,960,582
Japan 363,150 561,042 585,477 406,713 453,120
Korea, Republic of 197,704 262,366 266,965 235,769 308,747
Germany 128,349 168,722 188,807 184,633 223,231

Source: ITC calculations based on Mongolian Customs statistics

As a landlocked country, Mongolia relies on its two neighbouring countries for access to seaports
for international trade. Most of Mongolia’s exports travel through Zamyn-Uud to Tianjin port

on the border with China. Mongolia’s Central Economic Corridor (CEC), the key transportation
network connecting China and Russia through Ulaanbaatar, offers promising opportunities to
bring Mongolian agricultural products to world markets.

The poor capacity of the ports increases the country’s export costs by up to 30% (UNESCAP,
2018). Mongolia’s poor transport network with bordering countries hinders its exports in many
sectors, including agricultural products (World Bank, 2020). Improving infrastructure links is thus
critical to enhancing Mongolia’s exports.

The economic shocks of the last few years have hit the Mongolian economy hard. Depreciation
of the tugrik has increased the price of imports. Given that 90% of goods consumed are
imported, inflation remains high. Due to a lack of domestic and international diversification,
recovery depends on the export of raw materials to China. Moreover, high export costs and poor
infrastructure links hinder trade. Nevertheless, the reopening of China as well as the launch of
underground operations at Oyu Tolgoi present opportunities for economic recovery.

2.5 Supportingindustrial growth

Despite experiencing the challenges that commodity dependence tends to present for resource-
rich countries, the Mongolian economy may be able to use commodity revenues as an impetus
to break out of the ‘underdevelopment trap’. Revenues from the mining sector can boost other
sectors of the economy. Given the high import dependency of consumption in Mongolia, it

is critical that the country utilises its mining revenues to develop non-mining sectors of the
economy, to avoid increasing imports and causing further pressure on the exchange rate and
the currency.
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To reduce dependency on the mining sector, Mongolia needs to upgrade its economy along

the length of the value chain. A value chain is defined as ‘the full range of activities that firms

and workers do to bring a product from its conception to its end use and beyond’ (Gereffi and
Fernandez-Stark, 2017). Global value chain (GVC) analysis shows that countries that climb up the
value chain and develop sectors with high value addition can generate more economic value.
Upgrading or moving up the value chain is the best long-term strategy for preserving a country’s
participation in GVCs, capturing more domestic value added and maximising the benefits of GVC
participation. GVCs link firms, workers and consumers around the world and often provide a
stepping stone for firms and workers in developing countries to integrate into the global economy
(Gereffi and Fernandez-Stark, 2011).

For example, Mongolia could maximise the economic value of the leather supply chain and create
export opportunities by applying international standards to the processing, storage, and supply of
raw produce. In 2021 Mongolia supplied 40% of raw cashmere in the global market. Its exports of
cashmere products amounted to 12% of the world market (UNDP, 2021). Increasing investment

in processing and increasing scale for smaller producers of cashmere, as well as supporting
producers to reach wider export markets, will increase the value of cashmere wool exports.
Similarly, the country will maximise the economic value of the leather supply chain and create
export opportunities by applying international standards to the processing, storage, and supply of
raw produce (World Bank, 2019). Mongolia could also increase meat exports and integrate these
into global value chains. Each of these approaches constitutes a viable way for the country to
diversify away from mineral commodities and to become a more integrated part of the regional
and global economy (UNCTAD, 2018).

Supplier development programmes can help local suppliers to connect to foreign direct investors
in Mongolia. In Chile, the government has created a Supplier Development Programme to
improve the linkages between small and medium/large firms and to support the development

of capabilities (Arraiz, Henriquez and Stucchi, 2012). SMEs often lack the funding or knowledge

to invest in the required standards, so government measures designed to fill the knowledge and
funding gap will help domestic companies to make links with foreign firms.

Long-term measures to support industrial growth include boosting the knowledge-based
economy by increasing investment in innovation, technology, research and development.

Strengthening the business environment will help boost economic activity. SMEs in Mongolia
spend three times as long dealing with changing government regulations than in other parts of
East Asia and Pacific Region (World Bank, 2022). Obtaining permits, getting access to finance and
general bureaucratic processes remain obstacles for Mongolian businesses. Loosening red tape
could be an easy win to support entrepreneurship and boost economic growth.
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2.6 Foreign direct investment

Foreign direct investment (FDI) can play a role in the economic development of resource-rich
countries in two ways (Hirschman, 1958). As a source of capital, technology, and management
skills, FDI can help resource-rich countries to finance investment projects and upgrade their
technology and management systems. In addition, as a catalyst for linkages and spillovers, FDI can
stimulate the development of local suppliers and create new industries that can benefit from the
presence of a multinational corporation.

However, excessive dependence on FDI in resource-rich countries can lead to the neglect of other
economic sectors, resulting in the development of a narrow and unsustainable economic base
(Hirschman, 1958). Mongolia’s example vividly illustrates this risk of overdependence on FDI in
some sectors and lack of investment to others. Most of the FDI in the country is concentrated in
the mining sector (Figure 7), and the top investors are Canada, China and Singapore (Figure 8).
Canadian enterprises are mostly concentrated in mining and related industries; notably,

Ilvanhoe Mines is a main shareholder in Oyu Tolgoi. Chinese FDI is also predominantly in mining
(70%), though is also seen in the food and trade sectors. There is limited FDI in services and
manufacturing, and the number of global transnational corporations outside the mining sector
remains very low. It is crucial for Mongolia to encourage FDI in non-mining sectors of the
economy and to encourage linkages between the mining and non-mining sectors.

In 2023, the Government of Mongolia plans to launch the Foreign Investments and Foreign
Trade Agency to help attract investment and implement 94 investment projects through public-
private partnerships (PPPs). The initiative aims to support sectors of the economy that do not
traditionally attract FDI in Mongolia and is part of a wider set of policies that the government is
implementing to support industrial growth (discussed in the next section).

The launch of underground operations at Oyu Tolgoi, the largest mining project in Mongolia’s
history, promises to support the economy of the country. However, given the high import
dependency of consumption in Mongolia, it is critical that the country utilises its mining revenues
to develop the non-mining sectors of the economy, and to avoid increasing imports and further
pressure on the exchange rate and the currency. Some of the measures that Mongolia should
undertake for industrial growth include: upgrading traditional sectors such as cashmere and
leather; increasing FDI in non-mining sectors of the economy; setting up supplier development
programmes; and improving the overall business environment. Improving infrastructure links

and reducing export costs will also boost trade.
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Figure 7 FDI by sector
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Figure 8 FDI by country
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3 Government policies for economic
recovery and growth

The Mongolian government is aware of the challenges facing the country’s economy.
This section introduces the New Recovery Policy, which is being implemented to help Mongolia
overcome some of the challenges to recovery described in Section 2.

In response to a series of economic shocks, the Government of Mongolia published the New
Recovery Policy in December 2021. It is intended as a complement to Mongolia’s long-term
development strategy, ‘Vision 2050’, which aims to make Mongolia ‘a leading Asian country in
terms of its social development, economic growth and quality of life’ (Cabinet Secretariat of
Government of Mongolia, 2020). The strategy outlines high-level strategic priorities across
nine pillars, including the economy, green development, governance, and regional and local
development.

The New Recovery Policy, which is effective until 2030, aligns with the first stage of Vision 2050.

It aims to support the country’s recovery and lay the groundwork for growth by addressing six key
economic constraints: trade ports, energy, industrialisation, urban and rural development, green
development, and effective governance. The reform package combines both structural policy
changes, such as partial privatisation of some state-owned enterprises (SOEs), as well as key
infrastructure initiatives, and public-private investment projects (Government of Mongolia, 2021).

The Policy consists of 94 investment projects (to date) covering the six priority areas, heavily
concentrated on port and energy revival - 43 and 21 projects respectively - followed by industrial
revival (15), urban and rural revival (7), green growth (5) and public sector efficiency (3).5 The
New Recovery Policy Accelerator coordinates the interdisciplinary and external cooperation

of organisations implementing the programmes of the New Recovery Policy and provides
professional support and assistance.

When it comes to border ports recovery, the New Recovery Policy aims to enhance the capacity
of both air and land ports. Specifically, it targets a threefold increase in border port capacity, and
a doubling of the national railway network that will be connected with 3,000 km of roads. Airport
capacity will double, while the dry ports at Altanbulag, Zamyn-Uud, Sainshand and Ulaanbaatar will
be developed. As a result of these measures, total exports should increase from 70 million tonnes
between 2022 and 2024, and up to 95 million tonnes from 2029 onwards. Projects to support

this pillar include construction of the Ulaanbaatar-Darkhan highway, the Tavantolgoi-Zuunbayan
railway and the Shiveekhuren port cargo terminal construction project.

5 List of projects provided by the Government of Mongolia, 2023
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The energy recovery pillar is focused on securing a reliable energy supply that can meet the
demands of a growing economy. It encompasses a range of measures - the construction of new
(and renovation of old) power plants, adding new energy sources, energy efficiency, repairs and
maintenance of the plants and heat transmission networks. New energy sources will be added,
with the construction of a 700 MW thermal power plant in Baganuur, the 450 MW Tavantolgoi
thermal power plant, and a hydropower plant at Erdeneburen, to double energy capacity. More
non-conventional renewable energy (RE) sources, such as solar power, will also be added to the
energy mix; the construction of a5 MW solar power plant and charging system in Uliastai, and, in
Altai Soum, a 300 kW solar power plant (a combined system), will together increase RE capacity
to 450 MW.

Priorities for industrial recovery focus on the development of value-added heavy industry,
agriculture, reducing oil import dependency through increasing domestic reserves, and increasing
value addition in the mining industry. Examples of projects under this pillar include establishing
the New Khovd industrial technology park and Altanshireet Industrial Park, and the construction
of several meat processing plants as well as coal and copper processing plants in Tavantolgoi.

The Government of Mongolia is also implementing business investment incentives, such as
changes to legislation to improve the permits system and changes to investment law. The newly
adopted permit law is designed to provide a unified framework for all licences and permissions
that have hitherto been regulated under numerous different regulations and approved by

various authorities.

The urban and rural recovery pillar will primarily address challenges linked to the concentration

of economic activities and population in the capital, Ulaanbaatar - which occupies just 0.3% of the
country’s territory but is home to almost half the population, accounting for 65% of its GDP - and,
in addition, will support the implementation of regional economic development plans. The urban
recovery aims will be achieved by improving public transport and reducing traffic congestion, but
also by building new residential areas, satellite cities and free economic zones around the capital.

In the context of the environmental and climate hazards that Mongolia needs to address (see
Section 4), the focus of the green development pillar is on combatting land degradation and
desertification with the One Billion Trees Initiative. Other priorities include the Blue Horse Project,
which seeks to meet the domestic and industrial water needs of the Gobi region. While green
development is a standalone pillar, it should be a cross-cutting theme in the implementation of
economic and industrial recovery (see Section 4 for more detailed discussion).

Mongolia continues to lag when it comes to tackling corruption, which, alongside frequent
changes to government policies, contributes to lower levels of public trust in the government
and drags on public sector efficiency. Acknowledging these challenges, government efficiency
measures will aim to reduce corruption and optimise its structures, to improve the productivity
of SOEs and to digitise public services. With the New Recovery Policy, Mongolia aims to improve
its ranking on the Corruption Index and double the number of permits issued.
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At the heart of Mongolia’s New Recovery Policy is the drive to tackle key constraints to the
country’s economic recovery in the medium term, in support of its broader development goals
for 2050. By supporting border ports recovery, for example, it aims to resolve the country’s lack
of connectivity and capitalise on trade opportunities. Meanwhile, industrial recovery projects
aim to tap into Mongolia’s potential to diversify in non-mining sectors. To help maximise the
effectiveness of the New Recovery Policy, we offer policy recommendations for the
Government of Mongolia in Section 5.
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4 Mongolia: the case and opportunities
for greening recovery and growth

As Mongolia pursues recovery, there is a strong case for the country to ‘green’ its future
growth. Recovery measures will likely drive demand for resources, including energy and water,
many of which are already under strain. To address the range of environmental and climate
hazards facing the country and that may drag on the country’s economy, and to meet its global
and domestic commitments on sustainable development, it is critical that green development is
a cross-cutting consideration.

This section highlights a high-level case for greening Mongolia’s development, in the context of
the considerable climate and environmental risks which the country is facing. It then looks at the
opportunities for green growth before outlining the policy frameworks the country has already
put in place to support green development.

4.1 The case for greening Mongolia’s development

Mongolia faces substantial risks from climate change. The country has already warmed by over
2°C and will likely experience higher rates of warming than the global average - possibly exceeding
5°C under a high-emissions scenario (RCP8.5) (The World Bank Group and ADB, n.d.). Reported
declines in rainfall and chronic droughts also present challenges, while the intensity of heat waves,
droughts and other climate-driven hazards may intensify. These will have wide-ranging impacts on
the country’s ecosystems and sectors such as agriculture, as well as health and labour productivity
(ibid.).

One example of the risks facing Mongolia is the increased frequency and intensity of dzud: a term
which refers to a phenomenon in which animals of the steppe die in vast numbers following dry,
hot summers and severe winters. In its Third National Communication, Mongolia highlights that
the magnitude and frequency of dzud and climate related hazards such as droughts is increasing
(Ministry of Environment and Tourism, Mongolia, 2018). Following the harsh winter of 2009-2010,
nearly 20% of livestock perished in 2010 with cascading impacts on rural livelihoods (Rao et al., 2015).

There are other compelling reasons for Mongolia to invest in environmentally sustainable growth.
In the last century, Mongolia’s water resources, which are unevenly distributed across the country
and are made up almost entirely of surface water (98%), have come under increasing pressure
(Government of Mongolia, 2021). The water-intensive mining and herding sectors, both of which
are significant to Mongolia’s economy, have had negative impacts on water quality and availability.
According to the New Recovery Policy (Government of Mongolia, 2021), the water use rate in

the Gobi Desert region alone, where much of the mining is concentrated, is expected to triple.
Climate-change related impacts will also affect availability of water resources whereby ‘despite
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projected increases in precipitation, it is believed that lake water levels in dry steppe and desert
regions could decline’ (The World Bank Group and ADB, n.d.). Land and pasture degradation, soil
erosion as a result of growing livestock numbers, and climate change are among the other issues
that need to be addressed.

Across Mongolia, air pollution has become a critical issue for the cities with over 4,000 people
dying of diseases linked to air pollution annually (Ministry of Environment and Tourism, Mongolia,
2018; WHO, 2018). In addition to this large human cost, air pollution is a drag on the country’s
economy - with welfare costs coming to about 5.3% of its GDP (UNDP and AARC, 2019). While air
quality has improved in recent years, due to government efforts with support from partners such
as the ADB, much remains to be done.

In addition to the urgency of these not-inconsiderable environmental and climate risks,
greening Mongolia’s economic growth has been a stated political priority for a number of
years. Internationally, the country demonstrated high-level political commitment to sustainable
development after becoming one of the first to adopt Agenda 2030 and the Sustainable
Development Goals in 2015 and ratifying the Paris Agreement in 2016 (Baljmaa, 2019).

However, while the country is on track to achieve some SDGs, challenges remain in achieving
SDGs 3 (Good Health and Well-being), 7 (Affordable and Clean Energy), 13 (Climate Action), and
15 (Life on Land), among others (Sachs et al., 2022).

When it comes to climate change mitigation, Mongolia accounts for just 0.1% of GHG emissions,
but its economy is relatively carbon-intensive, with energy and agriculture as top emitting sectors
(Government of Mongolia, 2021). The country’s energy demand is expected to grow, with the
mining sector driving the future upsurge (IRENA, 2016). In its Updated Nationally Determined
Contribution (NDC), Mongolia targets an ambitious 22.7% reduction in emissions compared to

a business-as-usual scenario, with an even higher target reduction of 27.2% if technologies such
as carbon capture and storage are scaled up. Achieving these targets requires sectoral reforms:
for example, scaling up RE production and improving efficiency in the energy sector. It will also

be costly - financing NDC implementation will require around $11.5 billion, with $6.3 billion for
mitigation alone and $5.2 billion for adaptation (Government of Mongolia, 2020).

In the future, Mongolia may also need to contend with transition risks. The material risks and
opportunities related to climate change are split into two categories: the physical risks linked

to climate hazards; and transition risks to economies and financial systems related to shifts in
policy, technology and consumer preferences towards lower-carbon economies (Network for
Greening the Financial System, 2019). In the New Recovery Policy, the Government of Mongolia
flags both risks as potentially affecting the country’s economic recovery and long-term growth.
As an exporter of high-carbon commaodities, Mongolia is exposed to cross-border transition risks
in its export markets. The Mongolian government specifically references a global shift towards
phasing out coal consumption - including in China, its main export market - as a challenge
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(Government of Mongolia, 2021). While the scale of Mongolia’s exposure to transition risks is yet
to be measured, the policy highlights the need to take measures to prevent and reduce the impact
of these shifts (ibid.).

However, low-carbon transition also presents Mongolia with opportunities, including continued
commodity exports. Low-carbon transition is mineral-intensive - copper, for instance, is crucial
for the production of electric vehicles, onshore/offshore wind, solar photovoltaics (PV) and
nuclear,among other applications (IEA, 2021), with production expected to grow by 230% by
2050 if it is to meet the growing demand (IFC, 2023a). Capitalising on these opportunities while
enhancing practices in the mining sector will be critical to supporting the country’s sustainable
development. The next section will present a discussion of this and other opportunities to green
Mongolia’s recovery and growth.

4.2 Opportunities for greening Mongolia’s recovery and growth

There exists a range of opportunities for greening Mongolia’s recovery and growth. Capitalising
on the country’s RE potential, for example, would support better health outcomes by helping
to mitigate air pollution, as well as providing opportunities to reduce import dependencies (see
Section 2) and to green future industrial growth.

Mongolia has plentiful RE potential - assessed at 2.6 TW of wind and solar resources (IRENA,
2016). The country has already sought to capitalise on this potential, launching several RE projects
in the last decade - Sainshand wind farm (55 MW), Tsetsii wind farm (50 MW) and Salkhit wind
farm (50 MW). Past projects to support a move towards RE include a credit line of $25 million
under the Mongolian Sustainable Energy Financing Facility, which provided Mongolian companies
with loans for energy-efficient equipment and RE solutions (EBRD, n.d.). New solar projects are
planned under the New Recovery Policy (see Section 4).

Increasing the share of renewable sources in the overall energy mix will require both solving
technical challenges, such as grid upgrades, and also reforming subsidies, among other measures.
RE accounts for only 7% of the country’s power, with most planned capacity coming from coal
(OECD, 2019). Considering its long lifespan and high capital intensity, to support a growing and
diversifying economy Mongolia’s new energy infrastructure — whether solar and wind plants,
hydropower or thermal power plants - will need to be resilient to a range of threats including
climate change (for further discussion see Opitz-Stapleton et al., 2022; Opitz-Stapleton et al.,
2021). This is particularly pertinent to Mongolia because the country has ambition to export
electricity to the potential Northeast Asian integrated energy grid, and failures in parts of the
energy system can have cascading impacts across the system (Opitz-Stapleton et al., 2022).

As shown in Section 2, Mongolia’s natural resources have been critical in driving the country’s
economic growth. However, as an industry, mining is associated with a range of social,
environmental and political risks (see, for example, Shieh et al., 2021; Borodyna et al., 2022).
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In Mongolia, Battogokh, Lee and Woo (2014) examined the environmental risks of copper-
molybdenum mining, such as water contamination. Managing various environmental, social and
governance (ESG) risks, as the top business risk and opportunity in industry surveys, is now
critical for the industry. Water management, decarbonisation, green production and Scope 1
and 2 emissions are among the issues where the sector expects to face the most scrutiny from
investors (EY, 2022). Climate change impacts the mining industry in several ways: from shifts in
minerals demand, to pressure to decarbonise production and reduce emissions (e.g. by using
renewable sources and various energy efficiency measures) and use resources more efficiently,
to the physical impacts that increasing intensity and frequency of climate hazards such as heavy
precipitation, droughts and heat will have on operations. With many mining operations already
located in areas of water stress, as is the case for 30 to 50% of global copper, gold, iron ore,
and zinc production, increasing frequency of droughts and floods poses further risks to water
resources (Delevigne et al., 2020).

Why is this relevant for Mongolia? The country plans to tap into the growing global demand

for transition minerals like copper with the launch of underground operations at Oyu Tolgoi.
Overall, mining sector will likely continue playing an important economic role while the country
diversifies. However, as shown above, Mongolia is facing a range of environmental and climate
hazards. As an energy- and water-intensive sector concentrated in water-stressed regions of the
country, it is critical that mining utilises good international risk management practices, such as the
IFC Performance Standards, and is proactively encouraged to adopt the best ESG practices on
emissions, water management etc. When it comes to sourcing power for Oyu Tolgoi, for example,
under the new agreement Rio Tinto has agreed to work with the Government of Mongolia to
source renewable energy from the grid (though electricity will be sourced from China during
2023) (Scheyder and Menon, 2022). Further, resources such IFC’s Net Zero Roadmap for Copper
and Nickel Value Chains, delivered as part of World Bank’s Climate-Smart Mining Initiative, provide
‘anet zero transition guide that sets out a science-based decarbonization strategy for copper and
nickel mining value chain actors’ and can be useful in identifying opportunities for decarbonisation
(IFC,20232).6

When it comes to financing, going forward, green development and addressing environmental
and climate hazards is a key priority for development banks working in the country. The Asian
Development Bank (ADB), which has already committed $3.6 billion worth of public sector
loans, grants, and technical assistance to Mongolia (ADB, 2022), will focus on projects that foster
climate-resilient infrastructure as one of its three strategic priorities (ADB, 2021).

Similarly, in its updated Mongolia country strategy for 2022-2027, EBRD will aim to promote ‘a
greener, more climate-resilient economy through sustainable energy, infrastructure and mining’.

6  The World Bank Climate-Smart Mining Initiative seeks to ‘help ensure resource-rich developing
countries benefit from their mineral resources and manage them in a sustainable manner, while
fostering economic growth and development’.
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Its strategy highlights reform areas that are broadly aligned with Mongolia’s New Recovery policy
and Vision 2050. These include increasing the development of RE, and developing ‘a long-term
decarbonisation plan to navigate green transition and implement credible Net Zero policies’
(EBRD, 2022).

The Asian Infrastructure Investment Bank (AlIB), which has provided Mongolia with financing for
COVID-19 response and vaccine programmes, is aligning its portfolio with the Paris Agreement
and by 2025 aims to channel 50% of its approved financing towards climate finance including RE,
low-carbon transportation and pollution control projects (AllB, 2027).

There is a range of opportunities available to Mongolia to green its development, including
capitalising on RE potential and improving mining practices, and a strong case for the country
to do so. Though there are, inevitably, challenges to capitalising on these opportunities - in the
energy sector, for example, challenges include but are not limited to setting legal and regulatory
frameworks, building technical capacity for RE deployment and updating power grids (IRENA,
2016) - their detail falls beyond the scope of this analysis.

The next section presents an outline of some of the policy frameworks the country has put in
place to support green development.

4.3 Mongolia’s green policy landscape

Mongolia’s medium- and long-term development policies - the New Recovery Policy and Vision
2050 - both recognise the importance of greening the country’s recovery and future growth.

Vision 2050, Mongolia’s long-term development strategy, is mostly aligned with the SDGs
(Government of Mongolia and UNDP, 2021), though critical implementation gaps remain, as
reflected in its progress across the SDG indicators. Under Goal 6 of Vision 2050, Mongolia will
promote environmentally friendly green development; to do so, it will estimate and preserve the
value and benefits of nature, rehabilitate natural resources, prevent water scarcity and contribute
to global climate change mitigation efforts ‘by developing a low emission, productive and
inclusive green economy’ (Cabinet Secretariat of Government of Mongolia, 2020). Key priorities
under Goal 6 are focused on developing a national green financing system and promoting
environmentally friendly, efficient and clean technologies (ibid).

As highlighted in Section 3, green development is also among the six priority areas of the country’s
New Recovery Policy, including the Blue Horse Project (focused on supplying domestic and
industrial water needs of the Gobi region), and the ‘One Billion Trees’ national initiative (focused
on desertification and land degradation). Measures pursued under other pillars, such as adding
renewable sources (e.g. solar plants) to the overall energy mix to support energy recovery, will
also support efforts toward green recovery and growth.
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The country laid out its vision for green development, before publishing Vision 2050 and the
New Recovery Policy, when it adopted its Green Development Policy in 2014. This Policy explicitly
recognised the need to shift from a ‘grow first and clean it up later’ model to one that is more
inclusive and environmentally friendly. Strategic objectives include encouraging sustainable
consumption and production, with efficient use of natural resources, low GHG emissions and
reduced waste generation; and improved environmental protection, along with introducing
incentives such as financing, tax and lending to support a green economy (Government of
Mongolia, 2014). The Policy also set more specific targets including the reduction of GHG
emissions in the energy sector by 20% by 2030 through increasing energy efficiency and raising
RE use to 20% and 30% by 2020 and 2030 respectively. Other goals laid out in the 2014 Green
Development Policy, relevant to key economic sectors, include promoting efficient and low-waste
technologies for the mining sector, and using responsible practices aligned with international
standards to mitigate its negative impacts.7

In the context of its NDC needs, securing financing is critical to supporting Mongolia’s growth

in a way that aligns with its domestic and international climate and sustainable development
ambitions. In 2018, the Mongolia Sustainable Finance Association (MSFA), with support from
UNEP and IFC, published the National Sustainable Finance Roadmap. It outlined Mongolia’s key
sustainable investment needs and opportunities and reviewed the existing financing landscape,
proposing key actions to 2030 (UNEP, IFC, and Mongolian Sustainable Finance Association,
2018). A new Roadmap was approved in 2022 and includes actions to help the country achieve at
least 15% of its NDC financing goals (Mongolian National News Agency, 2022). Mongolia is now
supported by ADB in its work to develop a green finance policy and regulatory framework (ADB,
2023).

To boost its capacity to mobilise green finance and tap into the green bonds market, Mongolia

is also updating its sustainable projects taxonomy and has approved Green Bond Regulations
(Baljmaa, 2021). Climate Bonds Initiative (2022) estimates that a total of $2 trillion was issued
globally in green bonds in the period to September 2022, while green, social, sustainability-linked
and transition bonds reached $3.5 trillion. Sovereigns accounted for 8% of these volumes, with
the majority (80%) issued by various corporate and local government entities, and development
banks. Mongolia is looking for both private and public sector to tap into these opportunities
(IFC, 2021).

In March 2023, Mongolia’s Khan Bank issued the country’s first green bond. The bank will use the
five-year bond, worth $60 million, to lend for energy efficiency, RE and climate-smart agriculture

7  The Green Development Policy (2014) defines green development as a ‘pattern of development that
reduces poverty through an inclusive economy in which resources are used efficiently and without
waste, supports ecosystem services, lowers greenhouse gas emissions and waste’ and a green economy
as ‘one that results in improved human well-being and social equity while significantly reducing
environmental risks and ecological scarcities’.
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projects (Reuters, 2023; IFC, 2023b). Projects are also underway to establish the Mongolia Green
Finance Corporation, which will help support local businesses with energy efficiency and provide
green mortgages, among other activities (GCF, n.d.).

When it comes to promoting green finance, gaps remain. For instance, disclosure of
environmental performance by companies listed on the Mongolian Stock Exchange is limited
(UNDP, 2022). To assist with disclosures, the Financial Regulatory Commission, in partnership
with the MSFA, UNDP and other partners, has published voluntary ESG & Sustainability Reporting
Guidance for Mongolian companies (Financial Regulatory Commission et al., 2022). With the
guidance published in August 2022, its impact on ESG disclosures remains to be seen.

Mongolia has demonstrated commitment to supporting green development at the strategic
policy level. To support its ambitions, in recent years the country has proactively sought to
establish an ecosystem for green financing, working with development banks and agencies to
build on international good practices and facilitate financing. Mongolia’s efforts are starting
to bear fruit with the recent issuance of its first green bond, and the country should look to
continue developing its institutional capacity and frameworks to support green development
(incl. financing).
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5 Policy implications and
recommendations

The Government of Mongolia has come a long way in supporting the sustainable economic
recovery of the country. Nevertheless, there is still scope to maximise the effectiveness of
recovery policies and to strengthen the economy’s resilience to shocks.

It is crucial that Mongolia continues to enhance the implementation of existing
diversification strategies. Monitoring of existing strategies is largely absent (ADB, 2020).

To facilitate the monitoring of progress, the implementation plan should contain a list of strategic
priorities, and actions to achieve these priorities, with a breakdown of long- and short-term
measures.

The efficiency of the New Recovery Policy reform package will be maximised when it is
supplemented by a transparent mechanism for investment project selection and analysis
on the privatisation of state-owned enterprises. Under the New Recovery Policy umbrella,

the Government of Mongolia is currently implementing a large number of investment projects in
infrastructure, energy and industry in public-private partnership, as well as privatisation of state-
owned enterprises. The New Recovery Policy contains a list of strategic priorities but does not

list specific projects, and information about them is not widely available. As outlined in Section 3,
most of the 94 projects planned or under implementation are focused on port revival and energy,
with only 15 in industry and 3 in productivity revival.8 Projects focused on industrial growth include
ameat factory, an oil refinery, Phase | of the Khushig Valley Economic Free Zone and the New
Khovd industrial technology complex. The oil refinery will help reduce dependence on imported
oil, while the meat factory will increase the food self-sufficiency of the country. It is important that
there is information access so that Mongolian businesses can participate more widely in projects
such as these.

Further measures to create a better business environment by simplifying business processes
(e.g. one-window digital business opening, improving automation of customs, etc.) and removing
bureaucratic hurdles for both domestic SMEs and foreign investors will help to boost business
activity. The permit system facilitation that has been announced by the Mongolian government
under the New Recovery Policy will facilitate the business environment.

Government incentives to promote investment into higher value-adding sectors of the
economy will help the country to reduce dependence on imports and increase resilience.
International experience has examples of supplier development programmes which support
suppliers to foreign direct investors (e.g. Chile, South Africa). Such programmes offer support

8  List provided by the Government of Mongolia in February 2023
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with coordination, certification and standardisation, and knowledge and technology transfer.
Long-term measures that could help to boost industrial growth include investment into
innovation, technology, and research and development.

Itis critical that Mongolia’s recovery and growth policies support its green development
ambitions - as highlighted in Section 4, there is a strong case for the country to do so,

and opportunities abound. At a policy level, medium- and long-term development strategies
(the New Recovery Policy and Vision 2050) put a better environment at the core of Mongolia’s
vision for the future. Key institutions including the Ministry of Environment and Tourism and the
Mongolia Sustainable Finance Association are supporting the country with attracting sustainable
financing and improving environmental, social and governance disclosures. The country’s efforts
to create a green finance ecosystem, for example, are starting to pay off, as demonstrated

by the recent green bond issuance. Opportunities for greening growth exist across sectors
including energy and mining. Ensuring that good risk management practices and technologies are
embedded in development projects will also help to support Mongolia’s green ambitions.

The global transition to low-carbon economies presents Mongolia with both risks and
opportunities. As a high-carbon commodity exporter it is potentially exposed to transition

risks; at the same time, it could capitalise on demand for minerals that will support transition like
copper. Mongolia should seek to understand its exposure to transition risks as other countries
adopt measures to achieve carbon neutrality targets. Other countries dependent on high-carbon
commodity exports, such as Indonesia, are actively seeking support to manage financial risks
from low-carbon transition and with designing an orderly transition. Mongolia should explore
similar opportunities. These transition risks should then be accounted for in socioeconomic
development planning processes.

Mongolia should continue its efforts to strengthen institutional capacity. International
experience shows that institutional quality is the predominant determining factor of the
success or failure of any policy. Economic growth in resource-abundant countries is strongly
related to the quality of institutions; for example, resource-rich Botswana had the highest levels
of growth globally thanks to the quality of its institutions (Acemoglu, Johnson and Robinson,
2001). The quality of reforms will be strengthened if the implementation is conducted in a fair and
transparent way.

This analysis concludes with the following policy recommendations for the Government of
Mongolia to help maximise the long-term benefits and sustainability of the New Recovery Policy:

Recommendation 1: Undertake an effective mechanism for strategy monitoring and
implementation, to help achieve Mongolia’s ambitious goals.
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Recommendation 2: Maximise the New Recovery Policy reform package’s efficiency by
supplementing it with a transparent mechanism for the selection of investment projects and an
analysis on privatisation of state-owned enterprises.

Recommendation 3: Continue to create a favourable climate for investors and to improve
the business environment by facilitating business-opening processes and removing
bureaucratic hurdles.

Recommendation 4: Continue implementing incentives to stimulate investment into higher
value-addiing sectors of the economy.

Recommendation 5: Continue to ensure that international good practices for environmental and
social risk management are followed, and opportunities to improve companies’ environmental,
social and governance practices are maximised for all future investment projects across sectors.
Conducting all-hazard risk assessment for infrastructure projects, will also help increase the
resiliency of future energy and other types of infrastructure.

Recommendation 6: Continue efforts to strengthen institutional capacity. International
experience shows that institutional quality is the critical determining factor of success or failure of

any policy.

Mongolia is a resource-rich country with formidable growth prospects. Despite its rapid economic
growth in the 2000s and 2010s, the economic shocks of the last few years have been difficult for
its people. With its relatively small population, vast mineral resources, big neighbouring markets
and the launch of underground operations at Oyu Tolgoi - the largest mining project in its history,
Mongolia can utilise opportunities to strengthen its resilience to the economic shocks of the
future and build a robust industrial economy. To do so, it should strengthen the implementation of
reforms, continue improving business environment and institutions and support industrial growth.

What to watch

e Can Mongolia boost its industrial recovery and reduce overreliance on imports through
implementation of the New Recovery Policy? Is the list of projects under implementation
sufficient to support industrial growth?

e Does the New Recovery Policy contain enough elements to support its transition to an
industrial economy?

e How will the implementation be monitored?

e How will the Government of Mongolia ensure transparency and institutional quality in
implementing these reforms?
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