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SECTOR ASSESSMENT (SUMMARY): TRANSPORT1

1. Mongolia's expected economic growth during 2012-16 will change the context of the 
transport policy. Its mining-based economy has been highly dependent on railways. A railway 
connects the capital city of Ulaanbaatar with the borders of the Russian Federation and the 
People's Republic of China (PRC), as well as with Mongolia’s second and third largest cities, 
Erdenet and Darkhan. The road network, which is very underdeveloped, only covers a small 
part of the country. Air transport provides limited scheduled services between Ulaanbaatar, 
regional centers (aimags), and other countries. In the future, Mongolia will require massive 
investment in transport infrastructure development to support the competitiveness of its mining 
industry. However, since government resources may be insufficient to finance such 
investments, private investments in transport will need to be mobilized and coordinated. As 
mining revenues increase, the transport sector will also gain access to larger public resources. 

 
 
A. Sector Performance, Problems, and Opportunities 
 

 
2. Regional integration and trade. As a large landlocked country, Mongolia faces high 
transit costs and low reliability of logistics chains, which constrain the country's competitiveness 
and limit regional integration. Transport costs to the Russian Federation and the PRC are high, 
transit times long, and logistics within Mongolia are relatively inefficient. Rail transport is 
constrained by lengthy border crossing procedures and the deteriorated condition of the rail 
assets, which reduces operational efficiency. This is compounded by the absence of quality 
road connections between Mongolia and the PRC. The lack of intermodal and warehousing 
infrastructure in Ulaanbaatar and Zamyn Uud—the main border point with the PRC—is another 
trade bottleneck. Reducing these bottlenecks can significantly improve competitiveness and 
bolster Mongolia's growth potential. 
 
3. Ulaanbaatar's rapid urbanization. Ulaanbaatar's population grew from 660,000 in 1998 
to 1.05 million in 2008. During that period, the number of registered vehicles has increased by 
150%. As the road network was insufficiently maintained or expanded to accommodate the 
increased number of vehicles, traffic congestion has become a serious challenge to city 
productivity and to the quality of life. Providing basic transport infrastructure in Ulaanbaatar's 
peripheral (ger) areas—home to half of Ulaanbaatar's population and to 25% of the country's 
poor—is another challenge. Ger areas commonly lack a surfaced road network and street 
lighting, and their residents face disproportionately high transport costs to reach the city center.  
 
4. Conditions of access in rural areas. Outside the main triangle of activity 
(Ulaanbaatar–Darkhan–Erdenet), scattered, low density, and nomadic population patterns make 
it difficult to provide affordable and efficient transport infrastructure and services. The 
construction of paved roads is generally not cost-effective, given the low traffic volume and high 
construction costs. At the same time, isolation and long and unreliable transport times hamper 
development in remote areas and contribute to rural poverty. Developing cost-effective solutions 
to improving access is a key challenge for Mongolia’s rural areas. 
 
5. Asset maintenance. The railway has benefited from good routine maintenance 
practices that have extended the life of the equipment and infrastructure beyond its normal 
economic life. However, capital renewal is now overdue. National roads have suffered from an 
absence of periodic maintenance and insufficient routine maintenance. Road maintenance 
expenditures have increased since 2001 but remain well below required levels and cover only 
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20% of estimated needs. Insufficient maintenance could also compromise the sustainability of 
the paved roads now being constructed or planned. Better asset maintenance would require 
additional resources and improved institutional capacity. 
 
6. Private sector participation. There is room to improve private sector participation in the 
transport sector. The railways are dominated by Ulaanbaatar Railway (UBTZ), which is a 50:50 
joint venture between Mongolia and the Russian Federation. Private sector participation in the 
rail subsector has been limited to freight forwarders, but new prospects are opening up in 
railway construction and operation. In the road subsector, private companies play a significant 
role in construction. Maintenance continues to be performed by force account. Mongolia’s 
international air carrier—Mongolyn Irgenii Agaaryn Teever (MIAT)—could be privatized in the 
future. Following MIAT's withdrawal, private companies play a prominent role in the domestic 
market for scheduled civil aviation services. These companies are relatively small and have 
recently been struggling to cope with high aviation fuel prices. 
 
B. Government's Sector Policy and Institutional Arrangements 
 
7. Transport sector policy is guided by the National Development Strategy (NDS), which 
was approved by Mongolia's Parliament in February 2008, and by the Railway Policy approved 
by Parliament in June 2010. The NDS includes the following subsector orientations: (i) roads: 
construct paved roads in place of existing dirt tracks on 90% of the national road network by 
2021, and strengthen the legal and regulatory framework for road maintenance; (ii) rail: 
modernize rail services and extend the rail network; (iii) aviation: develop a private sector-
dominated aviation subsector, expand services to rural areas, construct a new international 
airport in Ulaanbaatar, and upgrade small airports; and (iv) urban transport: modernize road 
infrastructure, improve public transport, and reduce road transport externalities.  
 
8. While the NDS provides a long-term vision for transport, it does not provide a clear 
strategy and planning framework for the medium term. Implementation of the NDS goals has 
been delayed due to the sector's financial and institutional capacity constraints and cutbacks in 
public investment financing as a result of the financial crisis. With Asian Development Bank 
(ADB) support, a transport strategy was prepared in 2008 which included a medium-term 
investment plan. However, in spite of these efforts, the sequencing and financing of public 
investments in the transport sector has continued to be based more on funding availability than 
on a well-articulated and prioritized sector action plan. 
 
9. The Road and Transport Department (RTD) of the Ministry of Roads, Transportation, 
Construction and Urban Development (MRTCUD) is responsible for all transport sector issues in 
Mongolia, including roads, railways, aviation, waterways, and sea transport.  
 
10. Railways subsector. UBTZ's shareholding structure, a public Mongolian and Russian 
Federation joint venture, has constrained the company's capacity to renew its assets and limited 
its commercial orientation. Since railways are expected to play an important role in supporting 
Mongolia’s new mining developments, the Government of Mongolia is planning to expand the 
railway network and increase its freight carrying capacity. Government policy is to give priority to 
developing and modernizing the wide gauge railway operated by UBTZ, while also considering 
options for developing other new railway lines. In developing the rail network to carry mineral 
traffic, the government will need to provide for connectivity, efficiency and cost-effectiveness, 
and to develop regulations and other arrangements for private sector participation (PSP). 
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11. Road subsector. The Department of Roads (DOR) was established in 2009 under the 
MRTCUD. A DOR-operated road fund finances a low level of road maintenance. Road policy 
falls under the responsibility of the RTD. The division of responsibilities between the RTD and 
the DOR needs to be reexamined. The RTD is responsible for contract procurement but lacks 
sufficient staff, while the DOR implements contracts that it did not procure. This imbalance has 
delayed project procurement and diluted accountability. Public sector capacity had been 
enhanced through various ADB loans and technical assistance projects, but some of the 
initiatives lost momentum during 2004–2009. Further efforts are required to improve technical 
planning capacity, consolidate the DOR and the MRTCUD, and modernize maintenance 
management and construction supervision. The low capacity of the national road construction 
industry is another bottleneck. Domestic companies remain small, face significant human 
resources constraints, and produce well below government targets. Further support is needed 
for the domestic road industry and road sector training institutions. 
 
12. Aviation subsector. The Mongolian Civil Aviation Authority, within MRTCUD, oversees 
the aviation subsector and manages all airport operations, including navigation.  A privatization 
plan for MIAT was prepared in 2003 with ADB assistance but has not been implemented. The 
subsector needs to further develop PSP, strengthen its regulatory framework, develop strategic 
planning capacity, improve its revenue base and financial sustainability, and potentially 
implement selected investments in aviation infrastructure. 
 
C. ADB Sector Experience and Assistance Program 
 
13. ADB has been a key development partner to Mongolia’s transport sector since 1992. As 
of the end of 2011, ADB had approved 9 investment projects totaling $298.7 million (including 
$58.6 million Asian Development Fund regional grants), 17 technical assistance projects totaling 
$10.62 million, and is administering a $2 million Japan Fund for Poverty Reduction grant. In its 
2008 sector assistance program evaluation, the Independent Evaluation Department rated 
ADB’s overall performance in the sector successful. However the sector assistance program 
evaluation also found that the impacts of policy advisory and capacity development had been 
limited. As of early 2011, the following investment projects are ongoing: (i) the Regional Road 
Development Project;2 (ii) the first phase of the Western Regional Road Corridor Development 
Project;3 (iii) a grant4 to improve road access to rural communities; and (iv) the Regional 
Logistics Development Project in Zamyn Uud.5

 

 ADB has begun diversifying its assistance into 
urban transport, logistics, railways, and aviation. It has also initiated steps to deepen its 
assistance in the road subsector by (i) providing assistance to strengthen DOR's planning 
capacity and information systems; and (ii) supporting the preparation of a road sector capacity 
development road map, which was approved by the government in August 2011. 

14. Several international development partners are active in the transport sector. In the road 
subsector, Germany, the PRC, Turkey, and the Millennium Challenge Corporation are active 
donors. The Japan International Cooperation Agency is financing the construction of the new 
Ulaanbaatar airport with a $270 million loan and is active in urban transport. In the rail 
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subsector, the Russian Federation announced in 2009 that it would contribute to UBTZ asset 
renewal and network development. After four years without having transport sector operations in 
Mongolia, the World Bank recently approved a $25 million facility to support the initial 
preparation work on possible mining-related infrastructure investments that could potentially 
include railways. ADB has played a leading role in the sector among the donors through its 
continuous involvement since the 1990s.  
 
15. ADB's transport sector objectives will support the first country partnership strategy pillar 
of competitive, sustainable, and regionally integrated growth. The main impact of the 
interventions will be increased international competitiveness and higher levels of private 
investment. ADB's sector interventions will help reduce poverty by boosting competitiveness, 
forging closer regional integration, and improving access to markets and reducing transport 
costs for the poor. Sector interventions will integrate crosscutting initiatives, including private 
sector development, regional integration, and good governance. Building on models developed 
under previous interventions, ADB will continue to mainstream gender promotion, prevention of 
HIV/AIDS and other sexually transmitted infections in its projects. 
 
16. Under the country partnership strategy objective of supporting competitive, sustainable, 
and regionally integrated growth, the key sector outcome is the more efficient movement of 
people and goods in urban and rural areas and across borders. ADB’s sector output will be 
improved urban and rural transport, road maintenance, and logistics infrastructure. Specifically, 
ADB support will focus on the following areas. 
 
17. Reduce transport and logistics costs for regional integration. ADB will support the 
completion of AH3 road corridor (Central Asia Regional Economic Cooperation 4a) and the 
progressive construction of the AH4 road corridor (Central Asia Regional Economic Cooperation 
4b) in western Mongolia. In parallel to its ongoing support for the development of modern 
logistics infrastructure and systems in Zamyn Uud at the PRC border, ADB will seek 
opportunities for a second investment in Ulaanbaatar, including encouraging PSP to develop 
logistics centers. 
 
18. Support transport development required for mining. This will focus on the rail and 
road subsectors, including possible PSP in the railway subsector. ADB will assist with the 
associated transport infrastructure coordination. Depending on its feasibility, ADB will consider a 
private sector loan for the development of a rail link in the South Gobi area. 
 
19. Improve urban transport infrastructure and services. In Ulaanbaatar, ADB will 
support improved coverage, efficiency, and financial sustainability of public transport services, 
with a pro-poor and air quality focus. It will also consider "smart" infrastructure investments to 
improve transport conditions in a sustainable manner. PSP will be encouraged to help defray 
costs and ensure efficiencies in urban mass transport.  

 
20. Develop cost-effective solutions to enhancing accessibility in rural areas. ADB will 
explore new solutions to improving access, such as low-cost sealed roads, spot improvement 
programs to allow all-year use of dirt tracks, and regional airport development. 
 
21. Improve sector institutions, financial management and human capacity. ADB will 
contribute to developing the capacity of sector institutions. In the road subsector, ADB will work 
with the government to establish a medium-term framework for institutional strengthening 
activities. ADB will particularly assist in the strengthening of the road maintenance system, the 
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consolidation of the institutions and of the domestic road industry. Support for PSP will be 
provided across all subsectors. 
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Problem Tree for Transport 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
PSP = Private sector participation, UBTZ = Ulaanbaatar Railway. 
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Sector Results Framework (Transport, 2012–2016) 
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector 
Outcomes with 

ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Sector 
Outputs with 

ADB 
Contribution 

Indicators with 
Incremental Targets Planned and Ongoing ADB Interventions 

Main Outputs 
Expected from 

ADB Interventions 

 
More efficient 
movement of 
people and 
goods in urban 
and rural areas 
and across 
borders  

 
Total freight turnover in 
ton kilometers increases 
by 10% annually up to 
2016 from 12.1 billion in 
2010 
 
Regional transport 
Average speed with 
delaya

 

 on CAREC 
corridor 4b (road and 
rail) reaches CAREC’s 
average of 18 kph by 
2016 (4 kph baseline in 
2010) 

Urban transport 
Public transport 
journeys along 
Ulaanbaatar’s North–
South corridor increase 
by 15% from 164,000 
average daily in 2010 
 
Rural access 
100% of aimag centers 
are linked with 
Ulaanbaatar through  
paved roads by 2016 
(33% baseline in 2009) 

 
Urban and 
rural transport, 
road 
maintenance, 
and logistics 
infrastructure 
improved 

 
Regional transport 
Two regional road corridors 
(total 1,688 km) completed 
by 2018 
 
Intermodal logistic 
infrastructure in Zamyn Uud 
by 2013 and in Ulaanbaatar 
by 2015 
 
Urban transport 
Two BRT lines in service by 
2017 (0 in 2010) 
 
Electronic and unified 
ticketing system for 
Ulaanbaatar’s urban transit 
system is operational 
 
Rural access 
80% of paved roads in good 
condition by 2016 (less than 
30% in 2010) 
 
8,000 km of paved roads by 
2016 (2,830 km in 2010) 
 
Road maintenance budgets 
reach $34 million in 2016 
($9 million in 2009). 

 
Planned key activity areas 
Long-Distance Transport Infrastructure (43% of funds) 
Logistics Infrastructure (15% of funds) 
Urban Transport Infrastructure and Services (40% of 
funds) 
Capacity Building (2% of funds) 
 
Pipeline projects with estimated amount 
Western Regional Road Investment Program (MFF) 
($170 million) 
Ulaanbaatar Urban Transport Investment Program 
(MFF) ($246 million) 
Second Regional Logistics Development ($65 million) 
Urban Transport Capacity Development TA ($1.0 
million) 
Transport Capacity Development TA ($1.3 million) 
Regional Transport  project preparatory TA ($0.9 
million) 
Logistics Capacity Development TA ($0.9 million) 
Connectivity for Future Growth policy and advisory TA 
($1.0 million) 
 
Ongoing assistance 
Regional Road Development Project 
($65.43 million) 
Western Regional Road Project, Phase 1 ($37.6 
million) 
Community –Based Local Road Upgrading and 
Maintenance in the Western Region of Mongolia ($2.0 
million) 
Regional Logistics Project ($45 million)  
Road Sector capacity development TA ($2 million) 

 
Planned key 
activities / pipeline 
projects 
293 km national 
paved roads built 
34.9 km local roads 
built 
About 50 km of bus 
rapid transit built 
7.7 km road 
improvements 
17 major 
intersections are 
improved 
Assistance for 
implementation of 
road sector medium-
term road map  
Ongoing 
assistance 
859 km national 
paved road built 
33.5 km local paved 
road built 
Logistic center in 
Zamyn Uud built 

ADB = Asian Development Bank, BRT = bus rapid transit, CAREC = Central Asia Regional Economic Cooperation, CPS = country partnership strategy, km = kilometer, kph = 
kilometer per hour, MFF = multitranche financing facility, TA = technical assistance. 
a

Source: Asian Development Bank estimates.  
 The indicator “speed with delay” measures how fast the truck or train travels over the entire corridor, including the time consumed by activities such as border-crossings.  




