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ECONOMIC AND FINANCIAL ANALYSIS 

A. Economic Analysis

1. Country economic context. Mongolia has a pre-pandemic record of generally sound
macroeconomic management following a difficult economic period before 2017. Given its
dependency on commodity prices, Mongolia suffers from a pronounced boom-bust economic
cycle. Following the last episode of economic slowdown, Mongolia entered into an International
Monetary Fund 3-year extended fund facility in May 2017. Economic growth has been robust
since then, with average annual growth rate of 5.9% in 2017–2019.1 The coronavirus disease
(COVID-19) crisis is triggering a severe economic slowdown with the country's limited economic
diversification and dependence on mining exposing it to external shocks, particularly to swings in
commodity prices. The current turmoil in the global economy and commodity markets has reduced
revenues, increased balance of payment pressures, and accentuated financial sector risks. The
most vulnerable groups in Mongolia are impacted most, as social transfers (including pensions)
account for about 40% of the poor's income. The Asian Development Bank (ADB) forecasts gross
domestic product (GDP) growth in 2020 at 2.1%, down from an earlier estimate of 6.1%.2

2. The loss of jobs and income will particularly affect those who were already poor or
vulnerable to begin with. The pre-crisis poverty rate was 28.4% of the population of 3.24 million,
but this national average masks significant differences by gender, location, and age. The poverty
rate is significantly higher among urban households headed by women (32.4%), households living
in the country's eastern region (37.4%), and among very young children aged 0–4 (38%). 3

Childhood poverty is widespread: children under the age of 15 comprise 42% of the country's
nearly 905,000 poor people, while 52% live in households with more than three children. A
significant share of Mongolians who are technically non-poor nevertheless live precariously close
to the poverty line. Increasing the poverty line by half nearly doubles the poverty rate to 55.7% of
the population (footnote 3). About 15% of non-poor Mongolians are considered particularly
vulnerable to falling into poverty as their household income falls below 1.25 times the poverty line.
Mongolia's experience of past crises indicates the adoption of negative coping strategies is a risk.
Negative coping strategies can include selling productive assets, reducing consumption levels, or
making harmful choices regarding investment in education, health, and livelihoods, all of which
can impact long-term well-being.4

3. Sector analysis. Mongolia's social protection system, and especially social assistance,
has played a central role in fostering and protecting the country's gains in poverty reduction and
human development, especially during periods of economic difficulties. The Social Welfare Law
of 2012 defines four basic types of benefits: pensions, allowances, assistance and discounts, and
services. The government has drafted revisions to the Social Welfare Law, which Parliament is
expected to approve in 2020. The revised law aims to (i) better coordinate social welfare
allowances with employment policy, (ii) better define the targeted groups for different programs
and differentiate benefit levels based on need, and (iii) set conditionalities for some of the
allowances. The conditions include job-seeking behavior such as participation in employment-
promotion measures; ensuring that children are vaccinated and enrolled in school; and
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participating in training on food and nutrition, caretaking, child rights, and other areas to promote 
positive behavior change.  

4. Social transfers were the key driver of poverty reduction from 2016 to 2018. From 2016 to 
2018, the number of social welfare beneficiaries increased by 16.2%, while expenditure on social 
welfare benefits increased by 29% to MNT619.8 billion.5 Expenditure increased mainly because 
three of the largest programs expanded: the child money program (CMP), the food stamp program 
(FSP), and benefits for mothers. In this period, coverage of the FSP increased by nearly 50% to 
more than 253,000 individuals and benefit levels increased by 20% to MNT16,000 per adult per 
month and MNT8,000 per child per month. The CMP, initially a universal for all children 0–17 but 
reduced to 60% of all children aged 0–17 in the context of fiscal constraints in 2016, expanded to 
targeting 80%, providing MNT20,000 per month. The benefits for both FSP and CMP remain at 
this level in 2020. As of March 2020, there were 240,557 FSP beneficiaries (7% of the population) 
while the CMP reached more than 1.1 million children (34% of the population) as of March 2020.  

5. During the 2017 financial crisis, ADB and development partners recommended that the 
CMP be targeted to the poorest 60% of children. This was done for several months, but as the 
poverty situation worsened, the government proposed to extend the CMP to 80% of children. The 
International Monetary Fund and development partners agreed that this measure was important 
in the face of a worsening poverty profile and the fiscal implications of this change were minimal, 
increasing fiscal expenditure by $22.8 million, or 0.58% of total fiscal expenditure in 2017. The 
CMP's share in fiscal expenditure was 2.3% under 80% targeting compared to 1.7% under 60% 
targeting.6 The expansion of eligibility to all children in January 2020 is likely to have similarly 
minimal fiscal implications.  
 
6. A quasi-experimental impact evaluation of the FSP found substantial positive impacts on 
food security: food stamp recipients ate more diverse diets and were less likely to have inadequate 
amounts of food than the control group. The study concluded that the model is both appropriate 
for Mongolia and a viable long-term response to food insecurity.7 Analysis of the 2016 household 
socioeconomic survey revealed that in the absence of the CMP, the poverty rate among children 
would have been 5 percentage points higher.8 For the poorest quintile of the population in 2018, 
the CMP contributed an average of 9.8% of household income, while other social transfers 
contributed 15.3%, for a total of 25.1% of household income. This drops to 14.4% in the next 
poorest quintile, and 10.3% in the middle quintile. 
 
7. Rationale for public involvement. An uncontrolled COVID-19 pandemic would lead to 
many avoidable deaths. The pandemic would infect a large share of the population—of whom 20% 
are considered particularly vulnerable—and the numbers would quickly overwhelm the capacity 
of the Mongolian health system. Once the caseload exceeds treatment capacity, mortality 
increases dramatically. To prevent this, in the absence of a pharmaceutical treatment option, 
countries pursue mitigation or suppression strategies. Mitigation seeks to slow the growth of the 
epidemic whereas suppression seeks to reverse it. The viability of mitigation depends on the 
health system capacity not being exceeded by epidemic growth. In the context of a weaker public 
health system, suppression becomes the only viable option to keep cases manageable and to 
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gain time to build capacity. This requires extreme measures to prevent transmission, such as 
quarantine and lockdown measures requiring people in non-critical functions to stay home as 
much as possible. The unavoidable result—economic contraction—threatens livelihoods and 
imposes tremendous hardship on everyone, but poor and vulnerable groups in particular. 

8. On 27 March 2020, the government launched a countercyclical development expenditure 
program to protect public health and reduce the impact on people and businesses through 
measures amounting to MNT5.1 trillion ($1.84 billion). The program includes social protection 
measures to support citizens ($474 million), support to vulnerable businesses and fiscal stimulus 
measures ($1.3 billion), and public health protection ($71.8 million). The social assistance 
measures included in the program included a temporary increase in CMP benefits by MNT10,000 
per child per month for 3 months, from April to June 2020. The total additional benefit of about 
$11 per child would have provided some basic support to families, but the amount is relatively low 
from a welfare perspective, and as a share of the poverty line. Recognizing this, the government 
announced an expanded package of temporary social assistance measures on 6 May 2020, 
including (i) a further increase in the CMP, bringing the total to MNT100,000 per child per month 
for 6 months, and (ii) doubling the value of the FSP to MNT32,000 per adult per month and                   
MNT16,000 per child per month for 5 months. The total cost of these two new social assistance 
measures, including the basic program benefits plus temporary top-ups, is MNT740.6 billion.9 The 
proposed ADB project will support the government's expanded social welfare measures by 
supporting the FSP and CMP benefit top-ups.  
 
9. Alternatives analysis. Unconditional cash-based transfers (which include child grants 
and food stamps) are the preferred and most widely used approach to providing direct economic 
relief to the poor and vulnerable during emergencies. As of 22 May 2020, 190 countries have 
planned, introduced, or adapted 937 social protection programs in response to COVID-19; the 
majority are social assistance transfers (559 measures, or 60% of the total. Among the different 
instruments of social assistance, governments are most commonly using cash-based measures, 
with 283 measures in 113 countries. 10 Insisting on conditions does not work during a global 
pandemic where compliance is impossible as result of social distancing measures. During a crisis, 
expanding support using existing programs and their infrastructure—such as targeting and 
delivery systems—is the most efficient delivery mechanism, rather than creating new programs. 
The shock-responsive social protection literature identifies several options for responding to 
shocks using existing programs, including (i) adjusting the design of existing social protection 
interventions (such as waiving conditions), (ii) attaching interventions to existing program 
infrastructure, (iii) vertically expanding programs to temporarily increase the value or duration of 
benefits for existing recipients, and (iv) horizontally expanding programs to temporarily add new 
recipients.11 

10. In-kind transfers (e.g., food) could also be considered but this is a less preferred option in 
a context that does not involve a market failure. In-kind transfers are more expensive and difficult 
to coordinate quickly and also require more face-to-face interaction than cash transfers, which is 
not feasible in pandemic-related lockdown situations. The vast majority of CMP and FSP benefits 
are transferred electronically (100% of CMP, 70% of FSP). The administrative costs of cash 

 
9 Other temporary social assistance measures announced on 6 May 2020 include providing benefits of MNT 100,000 

per month for 6 months in the form of social pensions for the elderly and allowances for people with disabilities, single 
parent households, and other vulnerable groups.  

10 U. Gentilini et al. 2020. Social Protection and Jobs Responses to COVID-19: A Real-Time Review of Country 
Measures. Living paper version 10. Unpublished. 

11 C. O'Brien et al. 2018. Shock-Responsive Social Protection Systems Research: Synthesis Report. Oxford: Oxford 
Policy Management. 
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transfers are far lower than in-kind transfers, which require investment in storage, distribution, 
and other logistics.  
 
11. Economic costs and benefits of cash transfer program. The project will support the 
government's expanded social assistance measures by supporting benefit top-ups of FSP and 
CMP. Assessing the economic viability of the program requires establishing the economic costs. 
A cash transfer is an economic transfer within society and thus has no direct economic costs. 
Only the administrative costs of transfer payments are considered economic cost. Since the 
project will utilize existing FSP and CMP infrastructure (e.g., targeting and payment systems) and 
provide only a top-up to existing benefits, the marginal costs for distributing the food stamps and 
child grants will be negligible. In addition, a standard cost-benefit analysis requires putting value 
to economic benefits. For this project, the most important benefits are not directly quantifiable in 
economic terms. However, it is clear that these unconditional transfers will support food intake 
and other consumption smoothing for the recipients. Since poor households have a higher 
consumption propensity than the general population, this redistributive measure will help cushion 
the decline in consumption and GDP growth. 
 
12. Distribution analysis. The project will primarily benefit the poor and vulnerable as both 
programs are targeted, one using means-testing, the other categorical targeting. FSP eligibility is 
means-tested. The proxy means test methodology was initially developed with ADB support.12 
Eligible families are those in the bottom 5% in the Integrated Household Database, which ranks 
households according to proxy means test scores. Targeting for the CMP is categorical (also 
referred to as demographic or group targeting). This approach involves defining program eligibility 
in terms of individual or household characteristics that are easy to observe, difficult to manipulate, 
and correlated with poverty. Within the targeted group, e.g., children under 18, benefits are 
universal, but conditional on being registered in the Integrated Household Database. A CMP 
assessment found that a universal child benefit resolves exclusion errors, reduces the child 
poverty headcount, and is progressive along the entire household expenditure distribution due to 
the heavier concentration of children in the lower (poorer) deciles.13 In the present context of high 
child poverty and high vulnerability (55% of the population below 1.5 times the poverty line), any 
potential gains from targeting the CMP are likely reduced because so many people are in danger 
of falling into poverty as a result of the pandemic.14 
 
B. Financial Analysis 

 
13. Background. The financial analysis focuses on the financial sustainability of the FSP and 
the CMP since the project will be financing these two social welfare protection programs of the 
Government of Mongolia. The sustainability of the project was assessed at the fiscal and project 
levels in accordance with the ADB guidelines.15 The project has no revenue-earning component; 
hence the financial costs and benefits were not assessed.  
 
14. Government social welfare regulation. Social welfare protection has always been a part 
of the Mongolia system. The revised Social Welfare Law in January 2012 intensify the legal 
foundations of the CMP and the FSP. The CMP was introduced in 2005, while FSP was part of 

 
12 ADB. Mongolia: Food and Nutrition Social Welfare Program and Project. 
13 A. Hodges et al. 2007. Child Benefits and poverty reduction: evidence from Mongolia's Child Money Programme. 

MGSoG Working Paper No. 002. Maastricht. Maastricht Graduate School of Governance. 
14 B. Özler. 2020. What can low-income countries do to provide relief for the poor and vulnerable during the COVID-19 

pandemic? World Bank Blogs. 19 March. 
15  ADB. 2019. Financial Analysis and Evaluation Technical Guidance Note. Manila; ADB. 2009. Financial Due 

Diligence: A Methodology Note. Manila. 
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the ADB support project designed and piloted in 2009 (footnote 12). The government further 
strengthened its long-term commitment to support social protection to its constituents when it 
started amending the Social Welfare Law in 2018. 

15. Government fiscal gap and financial sustainability. Mongolia's macroeconomic 
situation has worsened recently; the government's GDP growth started to slow down in 2019 due 
to the short demand from mining—its main economic contributor, as well as the lower commodity 
prices caused by the People's Republic of China slowdown. This GDP growth further decelerates 
in the first quarter of 2020 due to the COVID-19 outbreak, where mining, export, tourism, and all 
other industries are temporarily halted. 16  To counter the negative impact of the COVID-19 
pandemic, the government launched a countercyclical development expenditure program, 
including social protection measures, to support its citizens. 
 
16. The social assistance programs are financed under the government's financial resources. 
This financial sustainability examines the historical expenditures of the government (Table 1) and 
the recurrent and projected budget expenditures of FSP and CMP (Table 2). However, due to the 
pandemic's significant economic impact, the planned budget expenditure based on the 
government revenue will not be realized. This and several other projects will address the financing 
gap of the increased FSP and CMP social transfers. 

Table 1: Mongolia Revenue and Expenditure Actual and Forecast  
(MNT billion) 

  
  

2017 2018 2019 2020 2021 2022 2023 
Actual Projected 

Total revenue and grants 7,945 10,078 11,473 12,712 14,354 16,042 18,181 
Primary expenditure and net lending  7,861 8,184 10,396 12,249 14,592 16,310 18,481 
Source: International Monetary Fund (IMF). 2019. Mongolia: 2019 Article IV Consultation.  
IMF Country Report. No. 19/297. Washington, DC.  
  

Table 2: Food Stamp and Child Money Program Actual Expenditure and Forecast 
(MNT billion) 

  2017 2018 2019 2020 2021 2022 2023 
  Actual Projected 
Food stamp program 19.9 36.2 35.8 42.2 42.2 42.2 42.2 
Child money program 257.7 209.0 229.6 240.0 307.9 307.9 307.9 

Total 277.6 245.2 265.4 282.2 350.1 350.1 350.1 
Source: General Office of Labor and Welfare Services.  
 
17. The fiscal impact of the total social protection allowance funding is negligible when 
compared to the projected revenue and grants of the government, as well as in the projected 
government expenditure. The total government expenditure is MNT18.5 trillion in 2023 as 
compared to the total social protection subsidy during 2012–2023 of MNT0.4 trillion/year, which 
is approximately an average of 2.15% of government expenditure.  
 
18. Based on the government's yearly commitment to providing a budget for FSP and CMP 
programs and the relatively immaterial impact on the government's budget, the project is 
considered financially sustainable. The Social Welfare Law amendment in the Parliament also 
confirms that the social protection assistance fund remains fully available for its beneficiaries. 

 
16 ADB. 2020. Asian Development Outlook 2020: What Drives Innovation in Asia? Manila. 
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Thus, to ensure that social protection support is continuously allocated with a budget, assurance 
is included in the legal agreement. 

19. Given the COVID-19 impact on the fiscal revenues, as well as the Mongolian Social 
Welfare Law amendment, ADB will maintain a policy dialogue on social protection system 
development through knowledge and support technical assistance.17 

 
17 ADB. Mongolia: Building Capacity for an Effective Social Welfare System.  

https://www.adb.org/projects/51387-001/main#project-pds

