
TRANSITIONS ONLINE: Mongolia: Keeping up with the 
Neighbors
by S. Adam Cardais
28 January 2008 

Geography, and some tough decisions, are reshaping Mongolia’s economy.

It looks as if some of the Russian and Chinese economic magic has started to rub off 
on Mongolia.

Sandwiched between two of the world's most robust economies, Mongolia has been 
making quiet yet significant strides of its own in the last two years to begin the long 
slog of catching up with its neighbors. Its reform-minded government has been 
pushing a series of free-market moves to modernize its immature economy, and 
people are taking notice. 

In its 2008 Index of Economic Freedom, the 
Heritage Foundation advanced Mongolia 16 
places to the 62nd freest economy in the 
world, making it the third largest gainer in this 
year's rankings. The Washington D.C.-based
conservative think tank promoted Mongolia 
from the "mostly unfree" to the "moderately 
free" category, and its score of 62.8 percent, 
measured over 10 indicators, is above the 
regional average. 

"It made quite a jump," said Anthony Kim, a 
policy analyst at the foundation's Center for 

International Trade and Economics. "Mongolia has been pursuing strong and 
aggressive reforms in its policy."

Chief among them was a 2006 tax reform that introduced a 10 percent flat rate on 
personal income and lowered the corporate rate from 30 percent to 25 percent. A 
significant reduction in government spending and the privatization of 14 previously 
state-owned enterprises in 2006 also contributed to the improved ranking.

Today, the Mongolian economy is 70 percent privatized with an annual growth rate 
around 8 percent, a far cry from the late 1990s, when it was still largely centrally 
planned and GDP growth was 2 percent.

Mongolia deserves praise for taking the reform initiative, but it also owes much of its 
progress to China and Russia. Not only has Mongolia's location between the two 
juggernauts brought direct benefit – 40 percent of its foreign direct investment (FDI) 
comes from Chinese-Russian trade – it has inspired the Mongolian government to 
begin key reforms to become more competitive, Kim said. For instance, Mongolia's 
new tax schedule is strikingly similar to Russia's, which has a flat income tax and a 24 
percent corporate rate.

NOT A TOTAL SUCCESS STORY

Things are looking up in Mongolia.
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It's important to emphasize, however, that this is just the start of what needs to be a 
sustained reform effort. Indeed, though GDP growth is high, Mongolia remains 
among the world's least developed economies.

Its largest industries are livestock herding and mining. Per capita GDP is around $500 
and some 30 percent of the population lives in poverty, with around 20 percent 
subsisting on less than a dollar a day.

Corruption is widespread. Together with Algeria, Belize, Armenia, the Dominican 
Republic, and Lebanon, Mongolia ranked 99th out 180 countries in Transparency 
International's 2007 Corruption Perceptions Index.

While it's difficult to measure the cost of corruption to an economy, it certainly 
doesn't encourage investment. Indeed, the World Economic Forum ranks corruption 
as the second biggest hindrance to doing business in Mongolia, behind an inefficient 
bureaucracy. FDI was a low $182 million in 2006, according to the Heritage 
Foundation.

The government is taking steps to tackle these problems. It's working with 
organizations such as the World Bank, the European Bank for Reconstruction and 
Development, and the U.S. Agency for International Development to lower poverty 
and strengthen the business environment. USAID cooperated on the 2006 tax reform, 
and the World Bank is assisting with the government's strategy to boost growth and 
reduce poverty, which aims, among other things, to improve access to health care and 
education.

A special commission has been created to promote transparency, and the fact that 
public spending is falling is a sign the government is trying to shrink the bureaucracy, 
though its claws are being trimmed gradually. Just a year and a half ago the legislature 
debated a proposal to allow the state to charge licensing fees for commercial use of 
the name Genghis Kahn, Mongolia's legendary conqueror.

Kim said the government also knows it needs to diversify the economy, by bolstering 
the services industry, for instance, though it will be years before Mongolia will be 
advanced enough to support major outsourcing operations. This focus on 
diversification is positive, but ultimately headway will have to be made on corruption 
and poverty first, and there's a long way to go. Whether leaders will have the 
sustained political will to continue the reforms necessary to increase transparency 
significantly and raise living standards remains a big question mark.

"We have to see if they'll continue these steps, but for now I think it's really 
encouraging," Kim said.

Without a doubt, Mongolia is on the right track. And if it needs more inspiration, all it 
has to do is look over its borders.

S. Adam Cardais is a journalist in Berlin
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