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Abstract  
 
Economy of Mongolia was growing remarkably in the second decade of transition, i.e. during 
2000s. This paper investigates the changes in and decompositions of income inequality for this 
period. Income inequality has emerged as a new phenomenon in Mongolia and poverty studies 
paid little attention to this issue. This study fills this gap by estimating and decomposing income 
inequality from 2002/3 to 2007/8 using primary cross sectional data of household surveys carried 
out by the National Statistical Office of Mongolia. Estimation results indicate an increase in 
unequal distribution of income nationally during the period of study. The findings show that 
income inequality was mainly a rural phenomenon in 2002/3; however the phenomenon shifted 
to urban areas in 2007/8. Furthermore, high economic growth and non targeted, costly and 
unsystematic social welfare policy didn’t have positive impact to decrease income inequality 
during 2000s in Mongolia. Decomposing inequality indexes across household groups is useful 
for policy makers draw efficient policies to reduce disparities in the distribution of incomes using 
targeting tools and our results present that the Gini coefficient is one of the possible methods for 
decomposing income inequality.   
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Introduction 
 
Equality is a fundamental principle of democratic society and inequality, particularly income 
inequality has been identified as one of the biggest challenges of social and economic life in both 
developed and developing countries. In the case of Mongolia, income inequality is often studied 
as part of broader analyses covering poverty and living standard in Mongolia. But, income 
inequality is a broader concept than poverty in that it is defined over the whole distribution, not 
only the part of the distribution of individuals or households below a certain poverty line (ADB, 
2006).  
 
Transition from centrally planned to a market oriented economy has started in Mongolia in 1990. 
In the transition economies, the economic collapse of the early 1990s affected wage earners 
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disproportionately, and the crisis in government finances caused a reduction in social transfers. 
First years of the transition were very challenging at all level, for all parties. Poverty, as well as 
income inequality has emerged as a new phenomenon in Mongolia and some researchers 
(Griffin, 1995) were criticizing that “there was no measure to prevent or mitigate poverty in the 
design of the government’s transition strategy”.  
 
Despite a vast theoretical literature on the link between inequality and growth, no general 
consensus has emerged. There is a divergence in inequality trends in the course of economic 
growth (OECD, 2012 and UNCTAD, 2012). During most of the 2000s there was an 
improvement in the global economic environment (at least until 2008) and practically all 
developing and transition economies experienced rapid Gross Domestic Product (GDP) growth. 
However, over this period, inequality trend was not the same: there was a marked and 
unanticipated decline in income inequality in most Latin American countries and in parts of 
Africa and South-East Asia, whereas in most of the developed countries, the transition 
economies and East Asia inequality continued to rise, albeit at a slower pace (UNCTAD, 2012).  
 
Economy of Mongolia was growing remarkably in the second decade of transition, i.e. during 
2000s. However, during this period there was no significant decline in poverty rate, but income 
inequality has increased, according to the official statistics. The question of how to reduce 
poverty has been the subject of considerable analytical and practical work, and policy debate in 
Mongolia from the mid 1990s, the actual poverty reduction was very slow. This study is 
motivated by this situation to check the impact of high economic growth on income inequality. 
Another motivation of this study is the lack of discussion about the changes in income inequality 
and its decomposition in Mongolia.  
 
Economist Sen (1999) explained the impact of economic growth on expansion of social services 
as “Economic growth can help not only in raising private incomes but also in making it possible 
for the state to finance social insurance and active public intervention. Thus the contribution of 
economic growth has to be judged not merely by the increase in private incomes, but also by the 
expansion of social services (including, in many cases, social safety nets) that economic growth 
may make possible”. As Sen explained, the government of Mongolia increased public spending, 
through social transfers during the high economic growth decade and this study sought to reveal 
the inclusiveness of this state social welfare policy.  
 
The paper is organized as follows: Part I introduces background of economic development, state 
social welfare policy and poverty in Mongolia during the first two decades of transition. Part II 
provides the estimation and decomposition of inequality during the second decade of transition. 
Part III presents the discussions on estimation and decomposition results. Last part, Part IV, 
provides the conclusions.  
 
I. Background of Economic Growth, Social Welfare and Poverty in Mongolia 

Economic growth. Mongolia is a country in transition from the socialist to democratic society. In 
the first three years of the transition (1990-93), the real GDP declined sharply by 20.0% mainly 
due to the collapse of the manufacturing sector and the unemployment rate grew dramatically up 
to 9.0% in 1994. From 1994, the economy has started to recover from the initial economic slump 
and grew up with the steady and moderate pace of 3.6% of growth on average between 1994 and 
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1999. However, the unemployment rate fluctuated during the period and became stable from 
1999 to 2001 at a rate of around 4.5% and further down to less than 4% until 2008. Mongolia 
restored 1990 level of GDP after 11 years or in 2001. Real GDP growth was 1.0% in 2001. The 
main reason for the low growth rates of 1.1% in 2000 and 1.0% in 2001 was the negative impact 
of severe weather conditions on the livestock sector, which produces around 20% of GDP.  

Since 2002, or from the second decade of the country’s transition to the market economy, the 
growth rate has increased steadily and became strong and robust and it averaged nearly 9% 
annually during 2004-8, largely due to the growth of mining sector, as results of the high copper 
prices and new gold production mining activities. Recovering quickly from the global financial 
crisis in 2008-9, the economy recorded double-digit growth in 2011 and 2012. Figure 1 displays 
Mongolia’s economic growth (1990=100), its trend (black line) as well as its 5-year rolling 
average (red line) during the first two decades of transition. Figure 2 shows annual GDP growth 
rate fluctuation. In 19 years, since 1990, Mongolia’s GDP (in 2005 constant prices) has grown by 
1.7 times or by 68.2 per cent. 

   

To sum up, Mongolia suffered a “transformational recession” during 1990-93, like most other 
economies in similar circumstances that led to a cumulative decline in real output (Sayed, 2007) 
and has successfully managed to overcome this recession in the first decade of transition. 
Moreover, Mongolian economy experienced significant growth during the second decade.  

Social welfare. There existed a comprehensive, soviet type of social security system in Mongolia 
before 1990. It was characterized by number of features typical to centrally planned economy, 
like subsidies, generous pension benefits and family allowances, universal free health care and 
free education etc. However, with the commencement of the transition to the market economy, 
Mongolians faced a shortage of social assistance mainly because of budget deficit and cut of 
subsidies from ex Soviet Union.  

Gochoosuren (2013) defined the development of post socialist era social welfare system by the 
following stages: frozen stage (1990-95), formative stage (1996-2005), and expansion stage 
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(2006-10). It is true that in the beginning of transition to the market economy, there was no room 
for the government to prioritize social welfare issues, since it needed to make all its efforts to 
overcome transitional recession as quick as possible. As a result, issues such as poverty, 
unemployment and inequality were left unattended and thus these issues later become critical. 
Social security system had to be restructured in accordance with new socio-economic system and 
needs. It was clearly understood that the government should protect those who are vulnerable 
and poor, especially those who cannot earn income themselves in the market economy. During 
the formative period of the development of social welfare system, the government established 
social welfare system in response to the transitional social issues and adopted legislations such as 
Social Insurance Law (1994) and Social Welfare Law (1995). These laws were amended several 
times since then. In 2003, the government approved Social Security Sector Strategy Paper, which 
was concerned with three areas: social welfare service, social insurance, and employment policy, 
between 2004 and 2013.  

As overall economy was growing significantly during the second decade of transition, the 
government of Mongolia has been implementing various types of costly social welfare activities. 
By 2000, 13 types of social welfare pensions and allowances were provided under the state social 
welfare system to 227, 095 people and total benefit was 11.6 billion MNT3. As economy grew, 
these numbers increased by 4.2 (number of beneficiaries) and 3.5 (amount of total benefits) times 
from 2000 to 2005. From 2006, the government started to introduce new social welfare programs 
mainly due to the political promises during elections. As a result, types of social welfare 
pensions, allowances and assistances were increased to 18. Normally, governments target 
assistances to poor and vulnerable people and as Bach (2010) noted “evidence shows that large-
scale, well-designed social-transfer programs can support micro-level growth processes”. 
However, in Mongolia from 2006, new born children, newly married couples, and all children 
became social welfare beneficiaries and started to receive benefits in “cash”. In 2009 or by the 
end of the second decade of country’s transition to the market economy, social welfare 
expenditure reached to 266.1 billion MNTs which is almost ten times higher compared to 2004 
expenditure, and the number of beneficiaries grew almost five times. 

Mares and Carnes (2009); Szikra and Tomka (2009), as summarized by Gochoosuren (2013) 
emphasized that social welfare expenditure has increased not only in Mongolia, but also in many 
other developing countries during the recent years. However, despite the expansion of state 
social welfare measures, there are critics about targeting, efficiency and consequences of social 
welfare measures and their pressure on state budget in Mongolia.   

Poverty. During centrally planned economy or until the end of 1980s’ there was no officially 
registered poverty or income inequality in Mongolia. Different studies show that only, after the 
start of transition to a market economy, poverty emerged as new phenomenon of the economy. 
Also, the studies reveal that one of the main failures of the market economy is a problem of 
income inequality. First assessment of poverty situation was made by the mission (Griffin & 
others, 1994) organized by United Nations Development Program (UNDP). According to their 
results, the poverty is largely due to the transition strategy, a result of the policies adopted during 
transition in Mongolia from a centrally planned to a market economy. They criticized that there 
was no measure to prevent or include poverty issues in the design of the transition strategy. As 

                                                            
3 MNT- Mongolian tugrug, currency of Mongolia 



Short running title: INCOME INEQUALITY IN MONGOLIA 

5 
 

they mentioned, in 1989 there was almost no income poverty and by late 1992, the proportion of 
the population in poverty was 17%. It rose further to 23% in June 1993, 36.3% in 1995, 36.1% in 
2002/3, 35.2% in 2007/8 and 27.4% in 2012. Although Mongolia’s economy experienced 
significant growth over the second decade of transition, official statistics suggested only 
marginal declines in poverty during this period.  

In the case of Mongolia, much has been achieved in terms of achieving equality in other types of 
inequality due to democracy, except income inequality. The Gini coefficient was 0.31 in 1995, 
0.35 in 1998, 0.33 in 2002/3, 0.36 in 2007/8 and declined to 0.33 by 2011 and these numbers are 
reflecting the growing disparities in levels of incomes and they pointed out the emergence of two 
distinct classes of people, the rich and the poor, and the gap between these two groups continues 
to widen. National Statistical Office (NSO) of Mongolia estimate income inequality at the 
national level and by urban, rural areas and by location4 and inequality is higher in urban than in 
rural areas since inequality was first estimated.  

In addition to the work of NSO of Mongolia, there are very few studies that focused on income 
inequality in Mongolia. Ahita and Shagdar (2002) studied the regional income inequality in 
Mongolia between 1989-1999 on the basis of regional outputs (outputs of three main sectors: 
livestock, crop and industry) and main findings were that even at the initial stages of transition, 
regional inequality was already pronounced in Mongolia and the extent of regional inequality 
increased between the earlier and latter parts of the 1990s. The fairly unequal distribution of 
industry among the regions was the biggest factor contributing to this phenomenon. However, it 
should be noted that Ahita and Shagdar considered aimags5 of Mongolia as regions for their 
study.   

Obviously, transition years have been years of great changes and there were much advancement 
within the economic and social spheres in Mongolia. Though, economy has been progressing 
with noticeable degree of growth during the covered period, poverty coverage is remaining 
relatively stable and income inequality has deepened and it become as one of the major 
challenges that should be considered seriously in the policy against poverty.  

II. Estimation and Decomposition of Income Inequality in Mongolia 
 
Data  
 
The main data source for this study is the 2002/3 Household Income and Expenditure 
Survey/Living Standards Measurement Survey (HIES/LSMS), and 2007/8 Household Socio 
Economic Survey (HSES) of Mongolia. With the support of World Bank (WB) and the UNDP, 
the NSO of Mongolia conducted the HIES with LSMS over 2002 and 2003. Prior this integrated 
survey, the first LSMS was carried out in 1995 with the full support of WB and the second 
LSMS followed in 1998 with the support from UNDP.  

The integrated HIES/LSMS for 2002/3 used new sample design and methodology, and it 
combined two different types of surveys, namely the Household Income and Expenditure Survey 
                                                            
4 For breakdown of location, see Table 1 
5 Mongolia is divided administratively into 21 aimags (provinces) and the capital city Ulaanbaatar. Aimags are 
divided into soums which are further divided into bags (Authors).  
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and the Living Standards Measurement Survey. HIES collected data based on monthly 
questionnaires on housing services, housing, electricity, fuel and similar costs, as well as daily 
food purchase lists. The Living Standards Measurement Survey collected data on other non-food 
expenditures through quarterly questionnaires. A total of 11,232 households were surveyed 
under the HIES, and a sub-sample of 3,308 households was surveyed under the LSMS. 
Therefore, while doing this integrated survey, the NSO of Mongolia used the principle of using a 
combination of data and the integrated processing of data from two different surveys collected at 
various times at the same survey units provided an opportunity to ensure better linkage between 
income and expenditures.  

2007/8 HSES is a comprehensive socio-economic survey of the living standards of households 
by four main locations such as the capital city, aimag center, soum6 center and countryside as 
well as rural and urban areas in Mongolia. The data set consisted of 11,127 households.  

The Appendix 1 represents the chosen variables for consumption function for 2002/3 and 2007/8.  

Methodology 

There are different ways of measuring income inequality, all of which have some intuitive or 
mathematical appeal. Out of them, for this study, we have used the standard Gini coefficient and 
this is the most popularly used measure of income inequality. The coefficient takes a value 
between 0, that reflects complete equality and 1, which indicates complete inequality (one person 
has all the income or consumption, all others have none). The Gini coefficient is calculated as 
follows:  

(1)  𝐺𝐺(𝑦𝑦) = 2
𝑛𝑛2𝜇𝜇

∑ 𝑟𝑟𝑖𝑖(𝑦𝑦𝑖𝑖 − 𝜇𝜇)𝑖𝑖∈𝑁𝑁  

where, 𝑖𝑖 is an individual index; 𝑟𝑟𝑖𝑖  shows the position of individual i at increasing order of 
expenditure/income in the population;  𝑦𝑦𝑖𝑖  is expenditure/income of the 𝑖𝑖th individual; µ is the 
mean expenditure/income of the population; and n is the population.  

Inequality is often decomposed by population groups to assess the contribution to total inequality 
of inequality within and between groups, for instance within and between individuals in urban 
and rural areas. Inequality measures can also be decomposed according to consumption or 
income sources in order to identify which component contributes most to overall inequality. And 
decompositions can be used to analyze changes in income inequality over time.  

As defined previous literatures (Lambert and Aronson, 1993), the decomposition equation is:  

(2)                  𝐺𝐺 = 𝐺𝐺(𝒚𝒚𝟏𝟏,𝒚𝒚𝟐𝟐 … ,𝒚𝒚𝒎𝒎) = 2
𝑛𝑛2𝜇𝜇

∑ ∑ 𝑟𝑟𝑖𝑖(𝑦𝑦𝑖𝑖 − 𝜇𝜇)𝑖𝑖∈𝑁𝑁𝑘𝑘
𝑚𝑚
𝑘𝑘=1 = 

                = 2
𝑛𝑛2𝜇𝜇

∑ �∑ 𝑖𝑖(𝑦𝑦𝑖𝑖 − 𝜇𝜇𝑘𝑘)𝑖𝑖∈𝑁𝑁𝑘𝑘 + ∑ 𝑟𝑟𝑖𝑖(𝜇𝜇𝑘𝑘 − 𝜇𝜇)𝑖𝑖∈𝑁𝑁𝑘𝑘 + ∑ (𝑟𝑟𝑖𝑖 − 𝑖𝑖)𝑦𝑦𝑖𝑖𝑖𝑖∈𝑁𝑁𝑘𝑘 �𝑚𝑚
𝑘𝑘=1 = 

                = 𝑊𝑊 + 𝐵𝐵 + 𝑅𝑅  

                                                            
6 Please refer to footnote # 5 in the previous page.  
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where, 𝑁𝑁𝑘𝑘  is a subgroup individuals; 𝜇𝜇𝑘𝑘  is subgroup’s mean expenditure/income, yk  is 
expenditure/income vector; and R is a residual. Whereas, W is a weighted sum of the within-
group inequality values and is computed as follows:  

(3)  𝑊𝑊 = 2
𝑛𝑛2𝜇𝜇

∑ ∑ 𝑖𝑖(𝑦𝑦𝑖𝑖 − 𝜇𝜇𝑘𝑘)𝑖𝑖∈𝑁𝑁𝑘𝑘
𝑚𝑚
𝑘𝑘=1 = ∑ 𝑣𝑣𝑘𝑘2𝑏𝑏𝑘𝑘𝐺𝐺(y𝑘𝑘)𝑚𝑚

𝑘𝑘=1  

where, 𝑣𝑣𝑘𝑘2𝑏𝑏𝑘𝑘  is a regional inequality weights; 𝑣𝑣𝑘𝑘  is population share (𝑣𝑣𝑘𝑘 = 𝑁𝑁𝑘𝑘 𝑁𝑁⁄ ); and 𝑏𝑏𝑘𝑘  is the 
vector of relative mean expenditure/income across groups (𝑏𝑏𝑘𝑘 = 𝜇𝜇𝑘𝑘 𝜇𝜇⁄ ).  

B is the between-group inequality and is defined as follows:  

(4)  𝐵𝐵 = 2
𝑛𝑛2𝜇𝜇

∑ ∑ 𝑟𝑟𝑖𝑖(𝜇𝜇𝑘𝑘 − 𝜇𝜇)𝑖𝑖∈𝑁𝑁𝑘𝑘
𝑚𝑚
𝑘𝑘=1 = ∑ 𝑏𝑏𝑘𝑘𝑣𝑣𝑘𝑘�∑ 𝑣𝑣𝑗𝑗𝑘𝑘

𝑗𝑗=1 −∑ 𝑣𝑣𝑗𝑗𝑚𝑚
𝑗𝑗=𝑘𝑘 �𝑚𝑚

𝑘𝑘=1 =

 =𝐺𝐺�𝑦𝑦1���, 𝑦𝑦2���, … ,𝑦𝑦𝑚𝑚����� 

 

B is defined as proportion of the overall Gini inequality value (Shorrocks and Wan, 2004). 
 
According to the Peter J. Lambert and J. Richard Aronson (1993), when the Gini coefficient of 
income inequality is decomposed into between- groups and within-groups contributions, a little-
understood residual term arises if the subgroup income ranges overlap. Therefore, in this paper, 
we will check if the subgroup income ranges overlap. 
 
Results 
 
First, it should be noted that results of our estimation are very close to the results of NSO of 
Mongolia. Second, both estimation results show very similar trend within each period and 
between two periods. There are few notable differences between results of these two estimations 
and they are discussed during our general discussion in the next part.  
 
Income inequality increased significantly at national level, since the Gini coefficient rose from 
0.342 to 0.367 between 2002/3 and 2007/8. In 2002/03 income inequality was estimated to be 
higher in rural areas (Gini was equal to 0.348) than in urban areas and the difference is equal to 
0.016. Moreover, the level of rural inequality was higher than the national average in this year. 
However, this picture has changed in five years since 2002/3 and income disparities in rural 
areas became lower than the income disparities in urban areas by 0.027 points in 2007/8. In other 
words, income disparities in urban areas became higher than income disparities in rural areas and 
as well as the national average. Thus, between 2002/3 and 2007/8, the income inequality has 
increased in urban areas (+0.036) and decreased in rural areas (-0.007).  
 
Decomposition results show that even though between groups or between urban and rural area 
inequality was estimated to be with quite low values for both periods (0.002 and 0.01, 
respectively), it has increased 5 times between 2002/3 and 2007/8. Clearly, within urban and 
within rural inequalities played a dominant role in total income inequality for both periods 
compared to between urban and rural inequality. (See Table 1)  
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In 2002/3, income inequality was at the same level in the three regions out of five. In other 
words, Gini coefficient was equal to 0.34 in Khangai and Eastern regions, and capital city 
Ulaanbaatar. In general, regional inequality was almost same in regions of Mongolia in 2002/3. 
However, this situation has changed in five years and the biggest change in Gini coefficient 
occurred in the capital city Ulaanbaatar (+0.03) and Central region (+0.024). Otherwise regional 
inequality was relatively stable in other regions, like Western, Eastern and Khangai regions 
during 2002/3-2007/8. Western region was a region with the lowest income inequality which is 
equal to 0.311 in 2007/8. 

It is observed that there wasn’t much income disparity between five regions of Mongolia for both 
periods of 2002/3 and 2007/8, respectively. Yet, income inequality between various regions has 
deteriorated in five years, since Gini coefficient for between regions increased almost three times 
from 2002/3 to 2007/8. The Figure 3 shows decomposition results for both periods.  

Looking at the income inequality by different locations provides very interesting picture. Highest 
inequality was existed in the countryside (0.354) in 2002/3 and its level was even higher than the 
national average compared to all other locations. On the contrary, the lowest income inequality 
occurred in aimag centers (0.323) for this period. However, this situation has changed in five 
years and as a result, countryside became a location with the lowest income inequality (-0.033) 
and soum centers turned into locations with the highest inequality (0.361) in 2007/8. 
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Basically, the results show a noticeable progress in income inequality in the countryside 
compared to all other domain of analysis from 2002/3 to 2007/8. It has increased significantly in 
all locations except “countryside” approximately by 0.03 point. The results show similar trend 
for all decomposition, i.e. by locations, rural-urban, and regions. It is obvious that within various 
locations’ inequality played a major role in overall inequality for both years (see Figure 3). 
Inequality between locations has increased about 4 times from 2002/3 to 2007/8.  

Table 2 summarizes the level of changes in income inequality by various regions and locations 
between 2002/3 and 2007/8. Significant increases in income disparity occurred in Central region, 
capital city Ulaanbaatar, aimag centers and soum centers during 2002/3 and 2007/8. On the other 
hand, there were insignificant decrease in income inequality in Western region, Eastern region 
and countryside.  
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Finally, we have checked if the subgroup income ranges overlap in order to assure the possibility 
to use the Gini coefficient for decomposing income equality. Lorenz curves below for two 
periods, show no overlap of income ranges for rural and urban areas, since there are no 
intersecting changes in income distributions. 
 

           

      Source: Authors 
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III.  Discussions 

Although transition from the centrally planned to a market oriented economy has been harsh for 
Mongolia in overall, from 2002 or from the beginning of the second decade of transition, the 
economy has started to grow steadily and had 4-5.6% annual growth in 2002 and 2003. At this 
time, 36% of the population was in poverty and rural poverty was higher than the urban poverty 
(NSO, 2004).  

According to the results of our estimation, Gini coefficient was equal to 0.342 in 2002/3 and this 
is significantly higher than the result of Mongolia’s NSO estimation of about 0.329. In the 
beginning of 2000s, seven developing member countries of the Asian Development Bank (ADB) 
had Gini coefficients of around 0.4 or more, fifteen had 0.3-0.4 and Mongolia was one of these 
fifteen countries. In the international context, these coefficients may not represent particularly 
high levels of inequality, especially when compared to many Latin American and some sub-
Saharan countries, where Gini coefficients of 0.5 or more are common (ADB, 2007).  

However, this does not mean, that level of inequality is low in Mongolia. First, income 
inequality is considered as a new phenomenon of transition in Mongolia. In this sense, i.e. as 
new phenomenon, 0.3-0.4 level of Gini coefficient is high enough to indicate unequal 
distribution of income. Second, our estimation is based on consumption expenditures. As 
international experience indicates, the use of consumption expenditures instead of incomes can 
be expected to lower estimates of inequality.  

Moreover, our results report that in 2002/3 income inequality was estimated to be higher in rural 
areas than in urban areas. This result contradicts the report of NSO, Mongolia that inequality is 
higher in urban areas than in rural areas. One reason that could be speculated for this result is the 
impact of natural disasters on rural households. The years 1999-2002 saw sequence of extremely 
harsh winters, known as dzuds, and withering summer droughts which, in turn led to an 
unbelievable decrease in the share of agricultural output to GDP, decrease from 36.5% to 20.1% 
and the number of livestock decreased by almost 30% (NSO, 2004). Further, the findings of this 
study are in line with the Mongolia’s NSO estimation of poverty in rural and urban areas.  

Part II of this paper shows significant increase in income inequality at national level during the 
second decade of transition to a market economy, since the Gini coefficient rose from 0.342 to 
0.367 between 2002/3 and 2007/8. However, NSO (2009), Mongolia reports a marginal decrease 
(-0.009) in poverty during this time.  

Moreover, although poverty has decreased in urban and increased in rural areas, per capita 
consumption expenditure based inequality has increased (by 0.036) in urban areas, while it 
decreased in rural areas (by 0.007) between 2002/3 and 2007/8. These findings were supported, 
first of all, by some positive improvements in rural areas since 2002 and second, by the increase 
in rural-urban migration. During the second decade of country’s transition to a market economy, 
there were some positive improvements in rural areas like agricultural performance improved 
sharply with an average rate of nearly 10 percent a year-following the heavy dzud of 2002 and 
the national livestock number increased to over 30 million in 2005, approaching the level that 
existed before the crisis. Mining sector expanded as a result of new activities and increased 
global minerals’ prices of mid of 2000s. In general, primary sector growth has invariably played 
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a significant role in reduction of inequality in rural areas. On the other hand, there was a rapid 
increase in migration to Ulaanbaatar and other large cities in the mid of 2000s in response to 
natural disasters and it increased the pressure on urban economy, particularly urban employment. 
Rural migrants usually take the least protected and lowest benefit jobs, therefore migrant workers 
are a particularly vulnerable segment of the urban labor market (Sayed, 2007).  

Mongolia presents very diverse geography. It is not only a landlocked country, but also displays 
a high altitude level. Mongolia’s territory encompasses deserts, steppes, forests, lakes and high 
mountains, each one with its own particular characteristics in terms of climate, soil, flora and 
fauna. These features are important to determine living standards throughout the country. As this 
study represents, the region is one of important determinants of income inequality in Mongolia. 
Indeed, even at the initial stages of economic reform, regional inequality was already 
pronounced in Mongolia (Ahita and Shagdar, 2002).  

Regional inequality, which was almost the same in the regions of Mongolia in 2002/3, has been 
changed in five years. Inequality increased in the capital city Ulaanbaatar and Central region 
between 2002/3 and 2007/8 and these regions were regions with the lowest poverty rates and had 
more than half of the total population for both periods of time. Changes in income disparity in 
these regions confirm an increased inequality in urban areas and are consistent with expanded 
rural-urban migration and urbanization of 2000s. In fact, Ulaanbaatar is located within the 
Central region, but it is considered as a separate region due to its significance for both 2002/3 
and 2007/8. Western region is the most isolated region from the capital and one of the regions 
with the lowest urbanization in Mongolia. Compared to other regions, though percentage of 
livestock holders is the highest in Western region, number of livestock per herder is the lowest in 
this region. Moreover, the incidence of poverty appears to be lower among non-herders (NSO, 
2004, 2009). It was the poorest region for both periods, but the level of its income inequality was 
a little lower than the levels of other regions at the same time. Since population of this region is 
quite homogenous in terms of their consumption (more than half of its population are poor), the 
levels of their income are not that different.   

Mainly due to the above mentioned natural disasters that occurred between 1999- 2002, income 
inequality was highest in the countryside areas in 2002/3. Compared to the households in the 
countryside areas, households in aimag centers have relatively low degree of risk to be affected 
by natural disasters in terms of their living style, employment sector, and ownership status and so 
on. Therefore, the lowest income inequality occurred in aimag centers in 2002/3. Further, our 
results show a noticeable progress in income inequality in the countryside compared to all other 
domain of analysis from 2002/3 to 2007/08. In five years countryside became a location with the 
lowest income inequality and this can be explained again by lots of improvements in rural areas 
during the second decade of country’s transition to a market economy.  

Finally, results of decomposition of income inequality by urban and rural areas, by regions and 
by locations are very similar. It is obvious that within group inequality played major role in 
overall inequality for both years (see Figure 1). Although the level of between groups inequality 
was quite low for all cases, it has deteriorated significantly from 2002/3 to 2007/8 and as 
Solimano (2001) wrote, “between groups income inequality can have a strong relation with the 
age of globalization and technological advancement” and it should be studied further.    
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In overall, the period from 2002/3 to 2007/8 was the highest economic growth period of 
transition. As Sen (1999) explained the impact of economic growth on expansion of social 
services, the economic growth helped the government of Mongolia to finance various social 
welfare measures and as a result, the social protection services increased sharply in terms of the 
size of expenditure and the number of beneficiaries during this time. Although state social 
protection policies aim to decrease poverty and protect the vulnerable groups from socio-
economic difficulties, official statistics suggested only marginal declines in poverty and our 
results are indicating an increase in income inequality during this period.  

IV. Conclusions 

This study sought to estimate income inequality in Mongolia during the high economic growth 
decade of its transition to a market economy. It shows that economic growth and substantial 
social welfare spending of government are not sufficient condition for equal distribution of 
income at household level. The study found that income inequality was mainly a rural 
phenomenon in 2002/3 and an urban phenomenon in 2007/8. The sectoral composition of growth 
does matter and primary sector growth has invariably played a significant role in reduction of 
income inequality in rural areas.  

Income inequality increased at the national level, specifically significant increases occurred in 
Central region, capital city Ulaanbaatar, aimag centers and soum centers. Insignificant decreases 
appeared in Western region, Eastern region and countryside during the studied period.  

It is obvious that within group inequality have been the major source of rising inequality. Further 
it should be considered that focusing only on the within group inequality is not sufficient for the 
analysis of aggregate income inequality, since aggregate inequality springs from income 
inequality both between and within different groups. Although, between groups inequality was 
quite low for all cases, it has deteriorated significantly from 2002/3 to 2007/8. As Solimano 
(2001) wrote, “between groups income inequality can have a strong relation with the age of 
globalization and technological advancement” during the studied period and it should be studied 
further.  

As WB (2011) was recommending, the government of Mongolia should implement more 
targeted and systematic social welfare policy in the future, as increase of risk of falling into 
poverty and inequality requires better social policy from governments and should make 
economic growth more inclusive. Otherwise, as experiences of other countries’ show, while 
growth had undoubtedly been the primary driving force in poverty reduction, rising inequality is 
starting to reduce the impact of growth on poverty reduction (ADB, 2006).  
 
Decomposing relative inequality indices, such as the Gini coefficient, is not a commonly used 
procedure, since some   researchers   argue   that   this   coefficient   is   not   useful   method   for 
decomposition. However, our estimation results present that the Gini coefficient is one of the 
possible methods for decomposing income inequality.  
  



Short running title: INCOME INEQUALITY IN MONGOLIA 

14 
 

REFERENCES 

ADB. 2006. Poverty handbook. Analysis and processes to support ADB operations: A working 
document. Stock No.100206. Philippines. 
 
ADB. 2007. Key indicators 2007 (Special chapter): Inequality in Asia. Available from: 
http://www.adb.org/Documents/Books/Key_Indicators/2007/pdf/Special-Chapter-2007.pdf 

Akita, Takahiro and Enkhbayar Shagdar. 2002. Regional Income Inequality in Mongolia: 1989-
1999. The Journal of Econometric Studies of Northeast Asia. 3. p.51-73. 

Bach, Kathryn. 2010. Social transfers: stimulating household-level growth. Policy brief. No.14. 
Chronic poverty research centre. Available from: www.chronic poverty.org. 
 
Ferreira, Francisco H.G. and Martin Ravallion. 2008. Global poverty and inequality: A review of 
the evidence. Policy research working paper. The World Bank. 
 
Gochoosuren, Bolormaa. 2013. Transformation of social welfare policy in Mongolia: 1990-2010. 
A thesis submitted to Auckland University of Technology in partial fulfillment of the 
requirements for the degree of Master of Arts (Policy Studies). Auckland: Auckland University 
of Technology. School of Social Sciences and Public Policy. 
 
Griffin, Keith. 1995. Poverty and the Transition to a Market Economy in Mongolia. London: 
Palgrave Macmillan. 
 
Korzeniewicz, Roberto Patricio and Timothy Patrick Moran. 2006. World inequality in the 
twenty-first century: Patterns and tendencies. Chapter forthcoming in The Blackwell Companion 
to Globalization. Oxford: Blackwell Publishers.  
 
Lambert, Peter J. and J. Richard Aronson. 1993. Inequality decomposition analysis and the Gini 
coefficient revisited, Economic Journal, September 1993. 103(420): 1221-27.  
 
Lin, Tun, Zhuang, Juzhong and Damaris Yascia. 2011. China’s income inequality at the 
provincial level: Trends, drivers, and impacts. Reform and development in China: What can 
China offer the developing world?. p. 243-266.  
 
Mongolia. Government of Mongolia and UNDP. 2003. Human development report Mongolia 
2003: Urban-rural disparities in Mongolia. Munkhiin Useg Co., Ltd. Ulaanbaatar. 
 
Mongolia. Government of Mongolia, UNDP, ILO and Sida. 2007. Human development report 
Mongolia 2007: Employment and poverty. Munkhiin Useg Co., Ltd. Ulaanbaatar. 
 
Mongolia. NSO. 2004. Main report of Household income and expenditure survey/Living 
standards measurement survey, 2002-2003. National Statistical Office. Ulaanbaatar.   
 

http://www.adb.org/Documents/Books/Key_Indicators/2007/pdf/Special-Chapter-2007.pdf


Short running title: INCOME INEQUALITY IN MONGOLIA 

15 
 

Mongolia. NSO. 2004a. Mongolian statistical yearbook 2003. National Statistical Office. 
Ulaanbaatar.   
 
Mongolia. NSO. 2008. Mongolian statistical yearbook 2007. National Statistical Office. 
Ulaanbaatar.   
 
Mongolia. NSO. 2009. Household socio, economic survey, 2008-2009: Poverty profile in 
Mongolia. National Statistical Office. Ulaanbaatar.   
 
Mount, Ferdinand. 2008. Five types of inequality. Contemporary social evil series. Joseph 
Rowntree Foundation. Available from: www.jrt.org.uk. 
 
OECD. 2012. Economic policy reforms 2012: Going for growth. OECD publishing. 
http://dx.doi.org/10.1787/growth-2012-en. 
 
UNCTAD. 2012. Trade and Development Report, 2012. Policies for Inclusive and Balanced 
Growth. United Nations publication, Sales No. E.12.II.D.6, New York and Geneva. 
 
Sayed, Arshad. 2007. The Next Stage for Mongolia’s Transition: Building a Competitive 
Economy. Draft report for presentation at the International conference of the National University 
of Mongolia. Ulaanbaatar. Mongolia.  
 
Sen, Amartya. 1999. The ends and the means of development. In Development as freedom. 
Anchor books. A Division of Random House, Inc. New York. Available from: 
http://www.faculty.umb.edu/lisa_rivera/courses/honors290/Sen%20intro%201%202%209.pdf. 
 
Solimano, Andres. (2001). The Evolution of World Income Inequality: Assessing the Impact of 
Globalization, CEPAL-SERIE Macroeconomna del desarrolo, United Nations. Sales No. E 
01.II.G.124. Santiago, Chile.  
 
Shorrocks, Anthony and Guanghua Wan. (2004). Spatial Decomposition of Inequality, World 
Institute for Development Economics Research, United Nations University (UNU-WIDER).   
 
Wold Bank. (2011). Poverty. Available from: http://data.worldbank.org/topic/poverty. 
  

http://www.jrt.org.uk/
http://dx.doi.org/10.1787/growth-2012-en
http://www.faculty.umb.edu/lisa_rivera/courses/honors290/Sen%20intro%201%202%209.pdf
http://data.worldbank.org/topic/poverty


Short running title: INCOME INEQUALITY IN MONGOLIA 

16 
 

APPENDIX 1. Variables chosen for consumption functions for 2002/3 and 2007/8 

 

 

  

                                                            
7 Ger- Mongolian traditional dwelling   
8 Bod- The unit measures livestock in Mongolia, where 1 bod=1 horse=1 cow=2/3 camel=7 sheep=10 goats (Source: 
NSO) 

Variables Min Max Mean S.D. Descriptions 
Dependent variable:      

Consumption       Per capita consumption per month 
                                                   2002/2003 2036 402978 42546.8 30265.8  
                                                   2007/2008 9057 2939768 111354.6 99261.6  

Explanatory variables:      
Household (HH) size  1/1 17/14 3.9/4.3 1.7/1.8 Number of household members 
Household head age      

Child in the age of 0-6 years 0/0 4/5 0.4/0.4 0.7/0.7 Number of child in the age of 0-6 years 
Child in the age of 7-15 years 0/0 6/6 1.1/0.7 1.1/0.9 Number of child in the age of 7-15 years 

Dummy for marriage  0/0 1/1 0.75/0.7 0.4/0.45 1 if HH head is married and living 
together 

Dummy for migration 0/0 1/1 0.05/0.75 0.2/0.4 1 if a HH is migrated 
Dummy for primary education 0/0 1/1 0.1/0.06 0.3/0.2 1 if a mother has primary education 
Dummy for secondary education 0/0 1/1 0.2/0.1 0.4/0.3 1 if a mother has secondary education 
Dummy for complete secondary education 0/0 1/1 0.2/0.2 0.4/0.4 1 if a mother has complete secondary 

education 
Dummy for vocational education 0/0 1/1 0.1/0.1 0.3/0.3 1 if a mother has vocational education 
Dummy for high education 0/0 1/1 0.3/0.1 0.5/0.3 1 if a mother has high education 

Dummy for a ger7 0/0 1/1 0.4/0.5 0.5/0.5 1 if a HH lives in a ger 
Dummy for telephone 0/0 1/1 0.36/0.6 0.5/0.5 1 if a HH has a phone 

Asset (in log) 0/0 18.3/20.8 3.9/15.1 6.7/1.5 Log of HH assets in MNT 
Number of bod8 0 641.8 40.2 48.2 HH’s bod number 

Unemployment rate      
Dummy for public sector 0/0 1/1 0.2/0.1 0.4/0.3 1 if HH head is employed in public sector 
Dummy for agricultural sector 0/0 1/1 0.02/0.01 0.16/0.1 1 if HH  head works in agricultural sector 
Dummy for  mining sector 0/0 1/1 0.02/0.02 0.1/0.1 1 if HH head works in mining sector 
Dummy for manufacturing sector 0/0 1/1 0.06/0.08 0.2/0.3 1 if HH head works in manufacturing 

Dummy for a pension 0/0 1/1 0.4/0.4 0.5/0.5 1 if HH receives pension 
Dummy for a social welfare benefit  0/0 1/1 0.08/0.7 0.3/0.4 1 if HH receives social benefit 

Dummy for remittance from UB (capital 
city)  

0/0 1/1 0.2/0.08 0.4/0.3 1 if HH receives remittance from UB   

Dummy for remittance from abroad 0/0 1/1 0.004/0.04 0.06/0.2 1 if HH receives remittance from abroad 
 
Regional variables 

     

Dummy for Western region 0/0 1/1 0.2/0.2 0.4/0.4 1 if HH lives in Western region 
Dummy for Central region 0/0 1/1 0.2/0.2 0.4/0.4 1 if HH lives in Central  region 
Dummy for Khangai region 0/0 1/1 0.2/0.2 0.4/0.4 1 if HH lives in Khangai  region 
Dummy for Eastern region 0/0 1/1 0.1/0.09 0.3/0.3 1 if HH lives in Eastern  region 
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Appendix 2. Results of Consumption Function Estimations for 2002/3 and 2007/8 

 

Variable 2002/3 2007/8 
Rural Urban Rural Urban 

Constant variable +** +* +* +* 

Household (HH) size -* -** -* -* 

HH size2 +* +** +* +* 

HH head age +*** +*   
HH head age2 -***    

Child in the age of 0-6 years  -** -* -* 

Child in the age of 7-15 years  -* -* -* 

HH head is married and living together +**  +* +* 

HH head is divorced   +*  

HH head is female   +****  

HH is migrated   +*  
Mother is not educated -**   -* 

Mother has primary education   -* -* 

Mother has incomplete secondary education   -* -* 

Mother has complete secondary education   -** -* 

Mother has primary or complete secondary education  

 -*   

Mother has primary of vocational education -***    
HH lives in a ger -**  -** -* 

HH lives in a house in ger district   -***  

HH has a mobile phone -**  +* +* 

HH has a telephone or a mobile phone  +**   
School drop-out rate +***  -***  

Jewelry (in log)     
Vehicle (in log) +*    
Durable asset (in log)  +*   

HH head is unemployed during last 3 months  -****    
Number of unemployed people during last 12 
months    -* -* 

Number of unemployed people during last week  -***   

HH head is employed in public sector    +** 

HH head is employed in agriculture +*  -*  

HH head is employed in health sector +***** -*****   
HH head is employed in industry +*** -**   
HH head is employed in public administration 
or defense  -****   

HH head is employed in service sector    +**** 

Income share from farming or social welfare or wage   -* -****   
Wage (in log) +* +***** +**  

Pension (in log)  -*   

Income from social welfare programs (in log) +* +*****  -**** 

Other income,  (in log) -****  +* +** 

Entrepreneurial income (in log) -****  +* +* 

Income from livestock (in log) -*  +*  

Income from farming (in log) +* +*****   

     
Adjusted R2 47.3 57.6 34 42.2 
Total number of observations 323 204 1240 596 
 
Significance level:  * - 99 percent, ** - 95 percent, *** - 90 percent, **** - 85 percent, ***** - 80 percent 
 
 


