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ECONOMIC ANALYSIS 

 

1. This economic analysis of the Regional Upgrades of Sanitary and Phytosanitary 
Measures for Trade Project uses the methodology suggested in the Guidelines for the 
Economic Analysis of Projects of the Asian Development Bank (ADB).1  
 

2. Macroeconomic context. Mongolia's real gross domestic product (GDP) grew at an 
impressive average annual rate of 8.8% during 2005–2014, thanks largely to strong inflows of 
foreign direct investment (FDI) into the mining industry and considerable increases in output and 
exports of mineral products such as coal and copper. However, the growth rate varied 
substantially from year to year, mostly on account of fluctuations in FDI inflows into the mining 
industry and in prices of mineral products. A major development challenge facing Mongolia is to 
diversify exports and insulate the economy from the swings of world prices for mineral products. 
Agriculture and the processing of agricultural products can potentially play an important role in 
meeting this challenge. 
 
3. Mongolia has significant unrealized potential for the export of agricultural and food 
products. In 2014, agriculture accounted for about 14% of GDP and for 28% of total 
employment. With an estimated 52 million heads of livestock in a country with 3 million 
inhabitants, animal husbandry shows great growth prospects. Annual growth of agricultural 
value added averaged 18.2% in 2012–2014. Yet agricultural and food products made up only 
0.9% of merchandise exports in 2014, down from 1.1% in 2011. High trade costs have been a 
major factor in constraining the export of agricultural and food products.2 
 

4. Sector context. Mongolia joined the World Trade Organization in 1997 and maintains a 
liberal trade regime with low and uniform tariffs. The country has made good progress in trade 
facilitation by reducing the time needed for customs clearance of exports and imports.3   
 
5. Nevertheless, the costs (including time costs) of trading across borders in Mongolia are 
still considerable because of cumbersome trade procedures. The World Bank ranks Mongolia 
135th out of 160 countries in the Logistics Performance Index 2014. Mongolia's score for 
customs clearance and border crossing is lower than its scores for most other components of 
the index.4 The World Bank's 2015 Doing Business report ranks Mongolia 173rd out of 189 
countries on the ease of trading across borders.5 As of 1 June 2014, the number of export 
documents required in Mongolia is 11, compared with 6 on average in East Asia and the Pacific, 
and 4 on average in the countries of the Organisation for Economic Co-operation and 
Development (OECD). The number of documents required for imports is 12 in Mongolia, but 7 
on average in East Asia and the Pacific, and 4 on average in the OECD countries. 
 
From 2004 to 2014 Mongolia has significantly improved its sanitary and phytosanitary (SPS) 
system, including SPS legislation, standards, inspection procedures, and laboratory network. 
Many weaknesses persist, however, and considerably increase trade costs, especially time 

                                                
1  ADB. 1997. Guidelines for the Economic Analysis of Projects. Manila.   
2
  Trade costs are defined broadly to include, among others, transportation costs (both freight costs and time costs), 

policy barriers (tariffs and nontariff barriers), information costs, and legal and regulatory costs. For a discussion of 
various components of trade costs, see E. J. Anderson and E. van Wincoop. 2004. Trade Costs. Journal of 
Economic Literature. Vol. XLII (September), American Economic Association: Pittsburgh. pp. 691–751.  

3
  Organisation for Economic Cooperation and Development. Aid for Trade. Case Stories—List of International and 

Other Organisations. http://www.oecd.org/aidfortrade/casestories-listofinternationalandotherorganisations.htm 
4
  World Bank. Logistics Performance Index. Global Rankings 2014. http://lpi.worldbank.org/international/global. 

5
  World Bank. 2014. Doing Business 2015: Going Beyond Efficiency. Washington, DC. 
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costs. A study conducted by the Mongolia National Chamber of Commerce and Industry in 2013 
found that four days were needed to obtain veterinary and sanitary certificates when exporting 
meat. Obtaining sanitary permits took up to 41 days when importing sugar, and up to 48 days 
when importing vegetable oil.6  
 
6. Project scope. The project aims to strengthen Mongolia's SPS system by (i) upgrading 
three laboratories in three aimags (provinces) served by a Central Asia Regional Economic 
Cooperation (CAREC) corridor,7 and two laboratories located at two critical border-crossing 
points (BCPs), as well as quarantine and inspection facilities at the two BCPs;8 (ii) setting up an 
inspection management system (IMS); and (iii) aligning SPS controls and inspections with 
international standards.   

 
7. Economic cost–benefit analysis. The project will be implemented in 2016–2020. Most 
of the laboratory equipment to be procured under it will be installed in 2018. The replacement 
period for this equipment is 8 years. Therefore, the economic cost–benefit analysis for the 
project covers the period 2016–2026.  
 
8. Economic costs and benefits are identified by comparing the without-project scenario 
and the with-project scenario, and are quantified as much as is possible given the data 
constraints. The quantified costs and benefits are expressed in the national currency, the togrog 
(MNT), at constant 2014 prices. The calculations use the domestic price numeraire.  
 
9. In addition to the costs included in the project investment plan (with the exception of the 
price contingency), the cost–benefit analysis takes into account the recurrent costs of operating 
new SPS facilities and equipment. Financial costs are converted into economic costs using a 
shadow exchange rate factor of 1.07, a shadow wage rate factor of 1.0 for skilled labor, and a 
shadow wage rate factor of 0.8 for unskilled labor. 
 
10. The potential economic benefits of the project are numerous: 

(i) a reduction in the costs (particularly time costs) of exporting agricultural and food 
products thanks to the establishment of an automated SPS IMS, international 
certification of SPS laboratories, and greater harmonization of Mongolia's SPS 
measures with international standards;  

(ii) a reduction in the costs (especially time costs) of importing agricultural and food 
products thanks to the establishment of an automated SPS IMS, implementation of 
full-fledged, risk-based SPS control over imports, upgrading of the SPS 
laboratories and of SPS facilities at the two BCPs, and greater harmonization of 
Mongolia's SPS measures with international standards; 

(iii) an increase in labor productivity at the General Agency for Specialized Inspections 
(GASI) thanks to the establishment of an automated SPS IMS and  implementation 
of full-fledged, risk-based SPS control over imports; 

(iv) better access to existing and new foreign markets for agricultural and food 
products thanks to a strengthened SPS system in Mongolia; 

(v) an increase in labor productivity in the economy thanks to a decrease in the 
incidence of food-borne and zoonotic diseases; and 

(vi) an increase in agricultural productivity thanks to a decrease in the incidence of 
animal and plant diseases, and in damages caused by pests. 

                                                
6
 Mongolian National Chamber of Commerce of Industry. 2013. The Roadmap of Doing Business in Mongolia. 

Ulaanbaatar.  
7
 CAREC Corridor 4b—about one-sixth of total agricultural and food product imports pass through this corridor. 

8
 Altanbulag and Zamyn-Uud, both located in CAREC Corridor 4b. 
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11. Because data is lacking, only the economic benefits (i)–(iii) are included in the cost–
benefit analysis. Exports of agricultural and food products are projected to grow at an annual 
rate of 5.0%, while imports of agricultural and food products are forecast to expand by 6.0% a 
year.9 The savings that will accrue to exporters of agricultural and food products because of the 
reduction in costs are estimated at 0.2% of the export value of these products. The savings that 
will accrue to importers of such products because of the reduction in costs are estimated at 
0.5% of the import value of these products.10 The average staff time needed to process one 
application for an export certificate or an import permit at the GASI is expected to decline from 8 
hours to 2 hours.11 With these projections and estimates, the base-case economic net present 
value (ENPV) for the project at a 12.0% discount rate is MNT3.9 billion ($2.1 million at the 2014 
average exchange rate) and the base-case economic internal rate of return (EIRR) is 15.8% 
(Table 2).12 
 
12. Sensitivity analysis. To assess how adverse changes in the main underlying 
assumptions, estimates, and projections affect the results of the cost–benefit analysis, a 
sensitivity analysis was undertaken. It shows that slower growth of exports of agricultural and 
food products, smaller savings of exporters, and a smaller rise in labor productivity at the GASI 
do not have a significant impact on the project ENPV and EIRR (Table 1). The ENPV remains 
positive even if the exports of agricultural and food products do not increase, savings to 
exporters do not accrue, and a rise in labor productivity at the GASI does not occur. The ENPV 
remains positive even with a plausible rise in the shadow exchange rate factor or a delay of a 
few years in project implementation. By contrast, slower growth of imports of agricultural and 
food products, and smaller savings to importers have a significant adverse impact on the cost–
benefit results—a growth rate that is 2 percentage points lower than in the base case, or 
savings to importers that are 14.0% lower than in the base case render the ENPV negative. This 
means that the economic viability of the project critically depends on those project activities that 
will considerably reduce the costs of importing agricultural and food products (i.e., the 
establishment of an automated SPS IMS and the implementation of full-fledged, risk-based SPS 
control over imports). 
 
13. Financial sustainability. The project is essentially non-revenue-generating. Its costs 
will be financed from three sources. ADB will finance—through a concessional loan from the 

                                                
9
 The projected annual growth rates in exports and imports of agricultural and food products are the project team's 

judgmental forecasts based on (i) data on the composition, direction, and growth of Mongolia's exports and imports 
of agricultural and food products in recent years; (ii) the International Monetary Fund's medium-term projections of 
real GDP growth in Mongolia and its two main trading partners, the People's Republic of China and the Russian 
Federation; and (iii) discussions with Mongolian experts. Although the project is likely to speed up both export and 
import growth by improving access to existing and new foreign markets for agricultural and food products, and by 
reducing the costs of exporting and importing these products, the growth rates are kept the same both in the with-
project and without-project scenarios. The reason is that it is very difficult to predict by how much the project will 
accelerate the growth of these exports and imports.  

10
 The cost savings (mainly savings in time costs) for exporters and importers of agricultural and food products are 
the project team's estimates based on discussions with Mongolian experts and on findings of empirical studies on 
trade and trade facilitation—e.g., ADB. 2006. Central Asia: Increasing Gains from Trade through Regional 
Cooperation in Trade Policy, Transport and Customs Transit. Manila; Asia-Pacific Economic Cooperation. 2002. 
Trade Facilitation; A Development Perspective in the Asia Pacific Region. Singapore; D. Hummels. 2001. Time as 
a Trade Barrier. Working Paper No.18. Global Trade Analysis Project, West Lafayette; and Mongolian National 
Chamber of Commerce of Industry. 2013. The Roadmap of Doing Business in Mongolia. Ulaanbaatar. 

11
 The expected reduction in the average staff time needed to process an application for an export certificate or an 
import permit at the GASI is the project team's estimate based on information provided by the GASI. 

12
 The base-case ENPV would be larger and the base-case EIRR would be higher if the other economic benefits of 
the project could be quantified and included in the cost–benefit analysis.  
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Asian Development Fund—most of the investment costs and some of the recurrent costs (e.g., 
1-year supply of laboratory consumables and recurrent costs of the project management unit). 
The savings that will accrue to the GASI thanks to the project will cover another substantial part 
of the recurrent costs. The government will finance—through the budget—the remaining parts of 
the capital and recurrent costs, and will repay the ADB loan. To do so, the government will not 
have to reallocate funds from other public expenditure items, raise taxes, or borrow. The 
additional tax revenue and public expenditure savings that the project will generate by 
increasing exports and imports of agricultural and food products, and raising productivity in the 
economy (especially in agriculture) will be enough to cover the remaining capital and recurrent 
costs of the project and to repay the ADB loan. Hence, the project is financially sustainable. 
 
14. Overall assessment. A strong economic rationale supports the project. Mongolia's SPS 
system has many weaknesses, which keep trade costs in Mongolia high, food safety and the 
protection of animal and plant health inadequate, and the country's potential for exporting 
agricultural and food products far from being fully realized. By strengthening the SPS system, 
the project will help Mongolia improve food safety, enhance the protection of animal and plant 
life, reduce trade costs, and boost international trade along CAREC Corridor 4. By increasing 
exports of agricultural and food products, the project will also help Mongolia diversify its exports 
away from mineral products and insulate its economy from fluctuations in the world prices for 
these products. 
 
15. The project is economically viable. It is financially sustainable, and its base-case EIRR is 
higher than the ADB cut-off rate of 12.0% (even though not all major economic benefits of the 
project were quantified and included in the cost–benefit analysis because of data constraints). 
The establishment of an automated SPS IMS and the implementation of full-fledged, risk-based 
SPS control over imports are particularly important for the economic viability of the project and 
should be prioritized during project implementation.  
 

Table 1: Results of the Sensitivity Analysis 
 

Scenarios 
ENPV 

(MNT million) 
EIRR 

(%) 
Sensitivity 
Indicator 

Switching Value 

(%) 
     
Growth rate of exports of agricultural and 
food products is 1 percentage point lower 
than in the base case 

3,783.0 15.7 0.1 None 

Growth rate of imports of agricultural and 
food products is 1 percentage point lower 
than in the base case 

1,677.6 13.7 3.4 (30.4) 

Exporters' savings (in percent of the value 
of exports of agricultural and food 
products) is 20% smaller than in the base 
case 

3,680.8 15.6 0.2 None 

Importers' savings (in percent of the value 
of imports of agricultural and food 
products) is 10% smaller than in the base 
case 

1,107.8 13.1 7.1 (14.0) 

Average staff time needed to process one 
application for an export certificate or an 
import permit at GASI is 20% higher than 
in the base case 

3,610.8 15.5 (0.3) 312.2 

SERF is 10% higher than in the base case 2,503.0 14.4 (3.5) 28.5 
Project implementation delayed by 1 year 3,477.7 15.2 N/A N/A 
( ) = negative, EIRR = economic internal rate of return, ENPV = economic net present value, GASI = General Agency 
for Specialized Inspections, MNT = togrog (Mongolia’s currency), N/A = not available, SERF = shadow exchange rate 
factor.
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Table 2: Base-Case Estimates of Project Economic Costs and Benefits 
(MNT million, unless otherwise indicated) 

 

 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

Economic costs 1,099.7 11,755.6 11,837.5 3,680.7 3,083.6 2,205.6 2,205.6 5,339.8 2,205.6 2,205.6 (6,718.0) 

Investment costs 931.8 10,740.6 10,026.5 1,420.9 439.3 0.0 0.0 3,134.2 0.0 0.0 (8,923.7) 

Civil works 0.0 8,544.1 2,136.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (7,547.3) 

Equipment 53.2 0.0 7,451.1 981.6 0.0 0.0 0.0 3,134.2 0.0 0.0 (1,376.4) 

Consulting services & training 878.6 2,196.4 439.3 439.3 439.3 0.0 0.0 0.0 0.0 0.0 0.0 

Recurrent costs 98.4 319.0 1,201.3 1,862.9 2,304.1 2,205.6 2,205.6 2,205.6 2,205.6 2,205.6 2,205.6 

BCPs, laboratories, and IMS 0.0 220.6 1,102.8 1,764.5 2,205.6 2,205.6 2,205.6 2,205.6 2,205.6 2,205.6 2,205.6 

PMU 98.4 98.4 98.4 98.4 98.4 0.0 0.0 0.0 0.0 0.0 0.0 

Physical contingency 61.0 609.5 365.7 121.9 61.0 0.0 0.0 0.0 0.0 0.0 0.0 

ADB financing charges during 
implementation 8.5 86.5 244.1 274.9 279.2 0.0 0.0 0.0 0.0 0.0 0.0 

Quantified economic benefits 0.0 0.0 182.6 4,646.9 8,164.9 8,634.7 9,132.0 9,658.5 10,215.9 10,806.0 11,430.9 

Exporters' savings 0.0 0.0 0.0 117.0 245.6 257.9 270.8 284.3 298.6 313.5 329.2 

Importers' savings 0.0 0.0 0.0 4,153.9 7,338.5 7,778.8 8,245.5 8,740.3 9,264.7 9,820.6 10,409.8 

GASI's savings 0.0 0.0 182.6 376.0 580.8 598.0 615.7 633.9 652.7 672.0 691.9 

Net economic benefits (1,099.7) (11,755.6) (11,654.9) 966.2 5,081.3 6,429.0 6,926.4 4,318.7 8,010.3 8,600.4 18,148.9 

ENPV at 12.0% discount rate 3,857.8 

EIRR (%)                       15.8 

( ) = negative, ADB = Asian Development Bank, BCP = border-crossing point, IMS = inspection management system, EIRR = economic internal rate of return, ENPV = 
economic net present value, GASI = General Agency for Specialized Inspections, PMU = project management unit.  
Source: Asian Development Bank estimates. 


