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FOREWORD

Povertyreduction continues to bene ofthe most pressinglobal challengeand
the international community and organizatiains pulling their efforts together to alleviate
and move out of povertyAn example ofsucha concerted effort islirecting the first goal
of Millennium Development Goals (MDG4o eradicatingextreme poverty and hger.
The Government of Mongolia has joined this effort decisivieyy working towards
combating and reducing povertysdentialto the successful implementatiah poverty
interventonsis the provision otredibleandup-to-dateinformation onpoverty, estimated
and updatethrough rigorous applicatioof internationallyrecognized methodology

Household SociEconomic Survey 201(HSES)is a sequel to many of the
surveys previosly conducted by the National Statistical Office (NS&J)ch as
Assessments of the Living Standards of the Population of Mongolia, 1986¢
Standards Measurement Survey, 1998; Household Income, Expenditure and Living
Standards Survey, 202D03.

Consstent with theinternational practice of prioritizingoverage othemes in the
analysis according to thie need, importance and frequencyof study, it has now
established toconduct HSES in a comprehensive form every three years and in an
abbreviated fan annually. This enables us to estimate major poverty indices annual
basis andeed national accountsMDG monitoringand poverty mappingvith essentl
indicators and estimatest e same timgit allows usanalyze some importartiémesn
the conext of the concernegolicies pursued by the government anthe in the context
of theirchangingrends.There may be sonteemes thaarise out oheed andhat deserve
ananalysison their own rightand HSES idlexibly designed to accommodate thermitg
annexes.t is worth emphasizingthat these positivehangesin the organization and
conduct of surveys areesn as new to not only Mongatiebut also in international
statistical practiceEnumeratos hadbeengiven special trainingn data collectia and
wereregularly supervised in their process atal collection. This has largely contributed
to the reduction of nesampling errorén the present survey

Welfare isobviouslytoo broadand multidimensional notioto be measuresbolely
by povety indices ands closely linked to socieconomic factors.As such, it is worth
emphasizing thafurther analyses areeecdto gopraisethe welfare of the populatiom
detail building on the comprehensivieformation and datalready collected through
HSES.

We hope that present survey findings and data and informationnatilionly
provide credible andp-to-dateinformation on poverty to hpolicy and decision makers
but alsoserve asreference materidbr researchers and academicians workindpéarea
of poverty, economics and social studies.

S. Mendsaikhan
Chairman
National Statistical Office of Mongolia
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INTRODUCTION

The National Statistical Office of Mongalregularly conducts household seemnomic
surveys (HSES) nationwidewith the purpose of assessing the progress Mongolia is
making towards Millennium Development Goals and moinigprpoverty both at the
national regionals level3.he survey findings eble us tasee how the population welfare

is evolving and ascertain the currdini ng standards andform policy making decisian

This report presentbe analysis of poverty based on findings of HSES 2010.

Presented in this repdgthe poverty analgis offindings ofHSES2010which continued

for the entire duration dhe year The first chapter of the repassesseshe current extent

of poverty and changes made povery during the past one year period. The second
chapterconstructs a compositegiile of poverty byassessasg the consumption pattern

of the population and examining the relationship betwgewerty and different
charateristics of household heads, types ofhousingthathouseholds livén, assetshat
householdspossessand st&efy nets householdsely on. As in the previous reports,
additional tables of technical nature are provided in annexes together with detailed
explanations of methodology used in the current poverty analysis.
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1. POVERTY AND INEQUALITY

The purpose of this chapter is fourfofeirst, it assesses the current extent of poverty
andits sensitivityto changes irthe poverty line Next, it aims toexamine how poverty has
changed in the past ysandchecls the robustnes®f corresponding aoparisonsThen
the trend of inequality is define&inally, charges in poverty are examined in the context
of growth and inequality The presentanalysisusesmonetaryestimatesthat is the cost of
basic needs approath establisithe living standad and poverty levebf the population
asdid in previous surveys. The poverty line is a threstoldsumptionindex to determine
if an individual is poorandthose withper capitaconsumptiorthat fallsbelowthe poverty
line are defined aspoor. The current poverty line as determinedased onper capita
consumptiorusing the cost of basic needs approsteimds a88.2 thousand tugrug.

1.1 Poverty estimates

As of 2010, the incidence of poverty in Mongaddiands aB89.2% (Table 1.1), which
means about090.1 thousandhdividuals are living in poverty. In other words, 39 out of
every 100 Mongoliansannotafford to buy essentiafood and noffood items Although
this poverty level estimatés easy to grasp it does not provide comprehensive information
as tohow much in monedary terms, the podall short from fulfilling their basic needs and
how consumption is distributedmong the poor. This preserdsseriouslimitation to
evaluatealternativepolicy options.For example, the adoption of a particutericy may
improve wellbeingof the poor leaving the incidence of povertyunchanged To
complementhe secalled poverty incidenceneasureand to obtai more comprehensive
account of poverty, two other poverty measures are used: poverty gap and poverty
severity.

Table 1.1 National Poverty Rates

Headcount Poverty gap Severity
39.2 11.3 4.6
(0.9) (0.3) (0.2)

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010.

The poverty gajndex measures the extent to which individuals fall below the poverty
line as a proportion of the poverty limand thus, overcomes the first limitation of the
poverty headcouniThe currentpoverty gaps estimated at 11 percenthich means that
theaverageshortfallin consumptiorof each person i$1 percentfrom the poverty line if
it is assumed thahe nonpoor have a shortfatif zero.The poverty gap among the poor
populationis estimated at 29 percenthich means that the erage consumption of the
poor falls 29 percent or 25.6 thousand tugrug short from the poverty line. The poverty
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severity is estimated at.6 percerit Unlike the poverty headcount angdoverty gap

indices the poverty severity index sensitive tothe digribution of consumption among

the poor. For instance, if the consumptioragioor household decreases mash as the
consumption of motherbetteroff household increaset,is considered that poverty has
increasedEven thenif the betteroff househd d 6 s ¢ o n's u mmpelawpavertys t 1 | |
line, the povert headcount angoverty gapindicesremain unaffected; however, the
severityindexincreases. Thushe severityndexis used to compare the povertygrbups

of a populatiorwith identical headaant and gap indices

1.2 Sensitivity of poverty estimates® poverty lines

Essential tathe complete undertandingf povertyis to determine howsensiive the
poverty measuresre to changein the poverty line To see how much thiecidence of
poverty changesfor everyupwardor downward shift in the poverty lineve graphically
illustratethe cumulative distributiofunctionof per capita consumption

Figure 1.1 Cumulative distribution of per capita consunption
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For a given consumption level on a horizontal a®scorresponding cumulative
percentage of the population is indicatadthe vertical axis.For a given consumption
level which has beechosenas the poverty linghe curve indicates tHevel of incidence

1 This measure assigns \ght to the shortfall in consumption relative to the poverty line. The fabblew the poverty linghe
consumption is the higher the weight is.
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of povertyassociated with thdine and as such, it can begardeda s overty incidence
C u r Hence) at a poverty line of 8%6 tugrug per person per month, 39.2 percent of
the total population is pooGiven thatthe slope of the disbution curve issteep around
that level, a small shift in the current poverty line is likely to have a large impact on the
poverty incidenceThe concentration obf the p@r households near the poverty line is
explained using the swalled density funabn.? Figure 1.2 describes the density estimate
of per capita consumptiohlere, o important characteristia¥ the distribution around
the poverty line can be seen: First, significant clustering occurs close to that point
Secondly,t is highly likely that there is a greatemass below the poverty line than above

it, which suggests that changes in povengiceswill be less sensitive toncreasingthe

poverty linethandecreasing it

Figure 1.2 Density function of per capita consumption
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Table 1.2 confirms this by estimating all three povémtjicesin response toraupward
and downward shifts in the poverty line. For instartle,intervalof 10 percent increase

and 10 percent decreasaround the poverty line containsl3.5 percent of the total
populationwhile 27 percent of the populatiolies betweerthe intervalof 20 percent

increase and 20 percent decrease around the povert@hrtee other handhe change in
headcount index igreater fora downward shifin the poverty line than that fonaipward

shift.

2 The notion of the density function is very similar to that of histograms. Traditional histograms diaitgeaf the variable of interest
into certain number of intervals of equal width and draw a vertical bar for each interval with height proportional tatittee rel
Aismoot hedo

frequency of observations within each interval. A kernel density function can be thoagkt ofa
density, or relative frequency, atery point rather than at every interval. Hence, say in the case of consumption, the area between two
consumption levels is the proportion of the population with consumptitinvihat range (it follows that the total area under the curve

is 1 or 100 percent of the population).
14
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Table 1.2 Poverty Rates on Different Scales of Poverty Line

Poverty

Poverty Line (%) -
Headcount Gap Severity

150 66.0 25.5 12.6
140 61.4 22.7 10.8
130 56.8 19.9 9.2
120 51.5 171 7.5
110 45.7 14.2 6.0
100 39.2 11.3 4.6
90 32.2 8.6 3.3
80 24.7 6.2 2.2
70 17.6 4.0 1.3
60 11.2 2.3 0.7
50 5.9 1.0 0.3

Source: HSES 2010.

1.3 Geographical distribution of poverty

How does poverty vary across theuatry? For the purposes of this repdigngolia
is divided according tehree different classificationd®y region,by urban andural areas
and by settlement strafdne regionatlivision was identified by the government in order to
designappropriate policieso promote economic developméanteach regionTabke 1.3
presentgpoverty indices byive regions: Wst Highlands, Central, Eaand Ulaanbaatar
The capital ity and Gentral regiorhavethe lowest incidences @vertywith three out of
every tennhabitantseing poorThe West andhe Highland regions tops the list with the
highestpoverty headcourd with almostone half of ther populationbeing afflicted by
poverty The East regiorranks next with slightly laver incidences than thecedingwo
regionswith four out of every ten people being pobr terms of distribution of the poor,
the Hghland accounts forthree tenths of the poor whilst constitutitvgo tenthsof the
total population. MeanwhilelJlaanbaatgrwhere the four tenths of the total population
live, hasovertwo tenths of thgpoorThe Westaccounts for three tenths of the poor, while
the Centrafor one tenth and the Edsitr the remainindractions of the poomopulation

% The West is comprised of tdémags of BayarOlgii, Govi-Altai, Zavkhan, Uvs and Khovdhe Highlands Arkhangai, Bayankhongor,
Bulgan, Ovorkhangai, Kéwvsgol and Orkhon; the Central Dornogovi, Dundgovi, Omnogovi, Govisumber, Selenge, Tov and Darkhan
Uul; and the East Dornod, Sukhbaatar; and Khentii.
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Table 1.3 Poverty by Region

National West Highlands Central East Ulaanbaatar
Headcount 39.2 51.1 51.9 29.3 40.6 29.8
(0.9) (2.1) (1.8) (1.8) (2.6) (1.6)
Poverty Gap 11.3 16.0 16.0 7.7 12.3 7.7
(0.3) (0.9) (0.9 (0.5) (1.2) (0.5)
Severity 4.6 6.7 6.7 2.9 5.2 2.8
(0.2) (0.5) (0.5) (0.2) (0.6) (0.2)
Memorandum items:
Population ('000) 2780.8 402.7 567.1 459.1 200.4 1151.5
Population share (%) 100.0 145 20.4 16.5 7.2 41.4
Poor (‘000) 1090.1 253.7 308.3 143.1 98.7 286.3
Share in the poor (%) 100.0 23.3 28.3 131 9.1 26.3
Household size 3.8 4.2 3.6 3.7 3.7 3.9
Dependency ratio (%) 38.5 42.1 39.3 38.6 37.9 36.6
Children (% household
size) 25.5 29.8 25.4 25.1 25.3 23.7
Age of household head 45.0 44.5 447 44.8 44.4 45.7
Male-headed households 78.2 87.5 81.0 79.7 78.7 71.0
Urbanization (%) 55.3 27.1 31.2 38.4 29.0 100.0

Note: Population for 2010 is based on administrative data and refers to the estimated population at the end
2010.

Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

Table 1.4 shows the state of poverty by foomain settlementstrata Poverty in urban
areas isconsiderably lessvith a poverty incidence of 32.2 percent compared to 47.8
perent in rural areasAt the urban levelthe incidence of poverty is lower in Ulaanbaatar
than inaimagcentersln rural areassoumcenters are less poor than countrysidiéban
areasaccountfor 46 percent of the poand 63 percent of the total population whereas
soumcentersmake upl8 percent of th@oor and 18 percent of the total populatidhe
countryside constitute36 percat of the poorbut make up onlyl8 percat of the total
population
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Table 1.4 Poverty by settlement stratum

National Urban Rural
average  Total Ulaanbaatar Aimag Total Soum  Country-
centers centers side

Headcount 39.2 32.2 29.8 36.2 47.8 38.8 54.2

(0.9) 1.2) (1.6) @.7) (1.3) .7 .7
Poverty Gap 11.3 8.7 7.7 10.4 14.6 11.4 16.9

(0.3) (0.4) (0.5) (0.6) (0.6) (0.7) (0.8)
Severity 4.6 3.4 2.8 4.2 6.1 4.7 7.1

(0.2) (0.2) (0.2) (0.3) (0.3) (0.4) (0.5)
Memorandum items:
Population ('000) 2780.8 1760.4 11515 608.9 1020.4 513.3 507.1
Population share (%) 100.0 63.3 41.4 21.9 36.7 185 18.2
Population below the
poverty line ('000) 1090.1 495.6 286.3 209.3 594.5 199.1 3954
Share below the poverty
line (%) 100.0 45.5 26.3 19.2 54.5 18.3 36.3
Household size 3.8 3.8 3.9 3.8 3.8 3.7 3.8
Dependency ratio (%) 38.5 37.0 36.6 37.8 40.4 39.3 41.2
Children (% household
size) 255 24.2 23.7 24.9 27.1 25.4 28.3
Age of household head 45.0 45.7 45.7 45.7 44.1 45.7 43.0
Male-headed households 78.2 73.7 71.0 78.1 83.7 78.7 87.3

Note: Population for 2010 is based on administrative data and refers to the estimated population at the end 2010.
Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

How sensitiveare these findings to the poverty litevel? Stochastic dominance
analyss allows us to find a range of poverty lines over which poverty comparisons are
robust.It relies on graphical ws and focuses ondlentire distribution of consumptich.

At the regional level, poverty incidence is the highest in the Highlands, the West and the
East regions. The curves for the West and the Highlands overlap for the most part of the
distributions;hence they cannot be compared. In other words, they will display similar

incidence curves regardless of which poverty line is chosen. Unlike other regions, the

4 By plotting two or more cumulative density functions of per capita consumptions in the same gsapbséilble to infer firsbrder
stochastic dominance.
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headcount index for East turns out to be sensitive to the choice of poverty lines.
Ulaanbaatarfollowed by the Central, has the lowest incidence curves, which overlaps
with each other. This means they will display similar incidence curves even if the poverty
line changes. The comparisons vieeén urban and rural areas letd the following
conclusios: First, urban areas are always bettiéthan rural areas. Second, Ulaanbaatar

is less poor tharaimag centers. Third, the countryside has persistently lower welfare
levels than any other settlement types. Ovevadlfarelevel is thehighest inthe capital

city, then decreases widimagandsoumcenters with simar average levels anfrther
fallsin the countryside
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Figure 1.3 First-order stochastic ordinance:Cumulative distribution of per capita
per month consumption
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1.4 Poverty trends

How the state of poverty has changed in the past years is shown in Talli thiee
estimates indicage a modest increase in povertycidence & poverty rose by 0.5
percenage points from38.7 percentin 2009 to 39.2Zpercentin 2010. In urban areas,
poverty has increased im0 30.6 percent to 32.2 perdemhile rural areasawa decline
from 49.7 percent to 47.8 percerdven within these two broad locatignhe change
patten has not been the same. In Ulbaatar, the incidence of povettgsgrown by 3
percentage points compared to a slight declingowerty inaimagcenters.Soumcenters
experienced aclose to a foupercentage pointlecline in poverty in contrast to 1
percentage point increase in countrysi@danges in théncidence of poverty vary across
regions.In the Westtheincidence of poverty hassenfrom 48.6 to 51.1 percenthile it
has reverseth the Highlandfrom 55.2% to 51.%%) andthe Eastffom 43.9% to 40.6%).
Meanwthle, no change has been observed in the Central

How have the othgpovertyindices changed in the same periddi& ratioof poverty
betweenurban and rurabreas remains the same with urban areas being less poor than
rural areasUlaankaatar has the lowest level of povefoflowed by theaimag centers.
Soumcenters have lower levels of povedgmpared tadhe countrysideAcross regions,
the state of poverty remains relatively unchanged. Nonetheless, thén&gegperienced
a relativeincrease irpoverty These findings do not seriously alter the distribution of the
poor across urban and rural areasnajority of the population lives in urban areas ayet
greater share of the poor reside in rural arelasvever, urban areas now haaalightly
lower share of the poor while the percentage share of the poor in rural areas have slightly
increasedThis hasslightly changed across regions.2010 he percentage of the poor in
the West, the Central and the East og®.3 to 1.5 percentagmints from the preceding
year. In reverse, the share of the poor people in the Highfafidsy 3.8 percentage
points.
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Table 1.5 Poverty Estimates, 2009 and 2010

2009 2010
Poverty Poverty Share below
Population Share below Population the poverty
Headcount Gap Severity share (%) the poverty line Headcount Gap Severity share line (%)
(%) (%)

National
average 38.7 10.6 4.1 100.0 100.0 39.2 11.3 4.6 100.0 100.0
Urban 30.6 7.9 2.9 62.6 45.8 32.2 8.7 3.4 63.3 455
Rural 49.7 14.4 57 37.4 54.2 47.8 14.6 6.1 36.7 54.5
Ulaanbaatar 26.7 6.4 2.3 40.7 24.9 29.8 7.7 2.8 41.4 26.3
Aimag
centers 37.0 10.3 4.0 22.0 20.9 36.2 10.4 4.2 21.9 19.2
Soum
centers 42.6 12.9 5.3 14.2 15.6 38.8 11.4 4.7 18.5 18.3
Countryside 53.2 15.1 5.8 23.2 38.6 54.2 16.9 7.1 18.2 36.3
West 48.6 12.5 4.6 14.9 21.8 51.1 16.0 6.7 14.5 23.3
Highlands 55.2 17.4 7.2 20.6 32.1 51.9 16.0 6.7 20.4 28.3
Central a/ 29.3 7.7 2.8 16.5 12.5 29.3 7.7 2.9 16.5 13.1
East 43.9 12.4 4.9 7.3 8.8 40.6 12.3 5.2 7.2 9.1

a/ Excludes Ulaanbaatar
Source: HSES 2010



1.5 Sensivity of the temporal comparisons t@hanges inthe poverty line
Stochastic dominancanalysis once again can helpis to see how per capita

consumptiordistribution changes across different time periods in responsieainges in
the poverty line level.

Figure 1.4 Cumulative distribution of per capita consumption,2009and 2010
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Figure 1.4 shows thahe 2010 consumption distribution @nly slightly lowe than
the 2009 distribution, which means ththe povertylevel in 2010was no higher than that
in 2009.At the topof the distribution, the 2009 curnperforms bettethan the 2010 curve
whereas for théower partof the distribution, the two curves predominargiserlapand
at some pointghe 2010 curvestandshigher than the 2009 curvAt the very bottom of
the distribution clear signs of welfare improvemean be seein 2010 over 2009.
Althoughthe poverty levein urban areastays about the samegarles®f which poverty
line is chosenthe lower povdy lines show an increase in poverty over the pieqe
year. For uppr poverty linesthere isan improvement invelfarein 2010from the2009
period® A different pattern can be se@nrural areasFor both the lowest and highest
poverty lines,poverty remains unchangednd for poverty linesin the middle of the
consumptionthe welfareis seerdeterioratedn 2010 fromthe 2009level. These findings
will now be examinedacrosssettiementstrata The povery in Ulaanbaatar remains
unchangedt the topandin the middle of the distributiorregardless of the choice of the
poverty lines but increased the bottom In aimagcentersthe poverty level remains the

5 Please see Annex B for upper and lower poverty lines by urban and rural areas, by location strata and.by regions
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sameat the top and bottoraf the distributiongexceptin the middle wherethe welfare
level can be seemproved in 2010 from the 2009 lev8loumcenters havanimproved
welfare status compared to the previous year vathslight reduction in poverty.
Meanwhile, welfare level has declined in the coysitlein 2010 from the 2009 level
regardless of the choice of the poverty lilibis suggests that welfare improvedsmum
centers while declining in the countrysidéne findings can beummed by regions. As
consumption grew in the Central over the sgmeeod, regardless ofhe choice of the
poverty line poverty can be seen as declinadthe top andin the middle of the
distribution, but remains unchangeblottom at theof the consumption distributioror
the West, therds an improved welfareat the op of the distribution,overlapped
consumptions in the middle ambrsened welfareompared to 2008t the bottonof the
consumption distribution (for those living below the poverty linB)at is,the poverty
incidencehas notchangedat all from the 2009evel acrossdifferent poverty linesset
between 9d120 thousand tugrugThe living standardhas clearly declined irthe
Highlands and the East for the most part of the distribution, which suggests an increase in
the poverty incidence.

1.6 Inequality

Inequality has risen over the past yeaable 1.6 indicates changes in the Gini
coefficient and Generalized Entropy Inditeser the periodAll three indices indicates
a significant increase iper capita consumptianequality.

For instance, Gincoefficient has risen from 0.31 to 0.88the national level More
So in urban areas than rural ardagquality has grown across all regiofscreases in
the two other indices confirnmthis conclusion Across settlementstrata, soumcenters
display a Bghtly different trend Two of the three indices fmoumcenters indicatéttle
or noincreasen the level of inequality whilst the third ied suggests reduced inequality.
By examiningthe changesnadein the mean consumption during the period of ysial
might also help us to obtaeclearer picture. Per capita consumption betweertvtioe
yearsincreased by.4 percent in real terms. Threerease was more evidentrural areas
urban consumptiononly grew slightly.By settlementstrata,aimag and soum centers
reported a significanincrease in theiconsumptionwhilst consumptionin Ulaanbaatar
reduced. The man consumption increased acrasegionswith the highestincreasan
the East and lowest in the Highlands.

Welfare, in general has not proved and even declined for those employed in the
agriculture sector. This is consistent with the annual GDP growth estimates. Figure 1.5
shows per capita GDP by three broad economic sectors. In 2010, per capita GDP for the
agriculure sector has droppedile it slightly increased for the industry and services
sectors.

6 Generalized EntropinequalityMeasures denoted bys E  .THg higher (lower) th€value is the more sensitive it is to chas at
top (bottom)of the distribution. Gini coefficient is more sensitive to changes in the middle of the distribution. Values of all three
indices range between 0 to 1; the gretitervalue is the higher the inequality is.
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Table 1.6 Inequality and average consumption, 2009 and 2010

Per capita consumption per

Theil or GE (1) Gini coefficient GE(2) month (2010 tugrug)

2009 2010 2009 2010 2009 2010 2009 2010 Change
National average 0.17 0.19 0.31 0.33 0.25 0.28 123 238 126 185 2.4
Urban 0.17 0.19 0.31 0.33 0.25 0.29 137 336 139 440 1.5
Rural 0.15 0.17 0.29 0.32 0.20 0.23 103 947 109 780 5.6
Ulaanbaatar 0.17 0.19 0.31 0.33 0.26 0.31 146 865 145 955 -0.6
Aimag centers 0.16 0.18 0.30 0.32 0.20 0.24 121 618 128 604 5.7
Soum centers 0.18 0.18 0.32 0.33 0.24 0.22 116 726 126 367 8.3
Countryside 0.13 0.15 0.27 0.30 0.16 0.21 97 481 98 106 0.6
West 0.12 0.17 0.26 0.31 0.17 0.22 102 616 103 819 1.2
Highlands 0.15 0.17 0.29 0.31 0.20 0.26 96 276 102 018 6.0
Central a/ 0.15 0.17 0.30 0.31 0.19 0.21 136 717 142 788 4.4
East 0.14 0.17 0.29 0.32 0.18 0.21 109 124 119 482 9.5

a/ Excludes Ulaanbaatar

Note: 2009 prices are expressed in 2010 prices with the ratio between the poverty lines in both periods.
GE (a) indices refer to the Generalized Entropy class of inequality measures, the higher (lower) the value of a, the greater the sensitivity of the measure to consumption
differences at the top (bottom) of the distribution. The Gini index is more sensitive to consumption differences in the middle of the distribution.

Source: HSES 2010
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Figure 1.5 Gross Domestic Product per capita, 24-2010
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1.7 Decomposition of poverty changes into growth and inequality
components

How daes an increasein per capita consumptiomnd growth in inequality of
consumptionmpact poverty? Other things being constamt,increased consumption is
generdly associated with declined poverty while increased inequality tends to suggest the
opposite.This trend can clearly be seen when changes in poverty is decomposed into
growth and inequality componert§he gowth componenrefers to changes in poverty,
that would have resulted if onthereal mean casumption had changed but thereswe
change in relative inequalitieB contrast, lte inequality growth refers to the change in
poverty that would have occurred if only relative inequalities had changetdratwas
no change in the real mean consumption.

Poverty changes decomposed by these components are shown in Table 1.7.

7G. Datt and M. Ravallion (1992)
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Table 1.7 Decomposition of poverty changes into growth and inequality

components 2009 and 2010

Poverty
Headcount Gap Severity

National average

Change in poverty 0.5 0.7 0.5

Growth component -1.7 -0.7 -0.3

Inequality component 2.2 1.4 0.8
Urban

Change in poverty 1.6 0.8 0.4

Growth component -0.9 -0.4 -0.2

Inequality component 2.5 1.2 0.6
Countryside

Change in poverty -1.9 0.2 0.4

Growth component -4.2 -1.9 -0.9

Inequality component 24 21 1.4
Ulaanbaatar

Change in poverty 3.0 1.3 0.6

Growth component 0.3 0.1 0.1

Inequality component 2.7 1.1 0.5
Aimag centers

Change in poverty -0.8 0.1 0.2

Growth component -3.8 -15 -0.7

Inequality component 3.0 1.6 0.9
Soum centers

Change in poverty -3.9 -1.5 -0.6

Growth component -5.5 -2.3 -1.1

Inequality component 1.6 0.8 0.5
Countryside

Change in poverty 1.0 1.8 1.2

Growth component -0.6 -0.2 -0.1

Inequality component 1.5 2.0 1.3
West

Change in poverty 2.4 3.4 2.1

Growth component -1.0 -0.4 -0.2

Inequality component 3.4 3.9 2.3
Highlands

Change imoverty -3.3 -1.5 -0.5

Growth component -4.3 2.1 -1.1

Inequality component 1.0 0.7 0.7
Central a/

Change in poverty 0.1 0.0 0.1

Growth component -2.5 -1.0 -0.4

Inequality component 2.6 1.0 0.5
East

Change in poverty -3.3 0.0 0.3

Growth component -6.2 -2.7 -1.3

Inequality component 2.9 2.7 1.6
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a/ Excludes Ulaanbaatar
Source: HSES 2010

At the national levelwhile the growth componentontributed to a potential decline
in poverty, this was severely offset by the inequality growtr.instance, between 2009
201Q the incidence of poverty has increased by 0.5 percentage points. Had the relative
inequalities not changed during this peridde growth in consumption woud have
brought in a declinén povertyof 1.7 percentage point€n the other hand, if the real
mean cosumption had remained constawer the period, poverty wédihave increased
by 2.2 percentge pointsdue to deepened inequaliffhe combined effect of these two
opposite factors has resulted in a net decimg@overy incidenceof 0.5 percentage
points Similar findings are found for the other two poverty indid@esults for urban
areas mirror the national pattern although inequality component contributed more to the
poverty rise Both components contributed to thectine in poverty in rural aredmit the
growth component to a higher extent. Bgttlementstrata, in Ulaanbaatar and the
countrysidethe effect ofinequality component outweighbat of the growth component
on all three poverty indices. In contratste decline in poverty irmrimagandsoumcenters
was mainly driven byhe growth componentn the Highlands and the Eaan increase
in consumptionexceedgshe effect of the inequality; as a result, poverty incidence has
declined in these regions. The oppeds true forthe West and the Central, where the
inequality component dominated leading to an increased incidences of pavestyn,
these findings suggest that both the growth and inequality components played role in the
changes in poverty. Had theemuality not increasethat considerablyationwide, the
decline in poverty would have been more pronounced.
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2.  WELFARE PROFILE

A welfare profileshows ushow living standard vary across different population
groups This chaptehelpsto flesh out multidimensiaad portraitof poverty by examining
the characteristics gfoverty and their correlation with the specificities of house hahks
other aspects of welfarand constructs a composite poverty profil€his aids
differentiation of he poor from the nepooranddefinition of the poor. The chapter also
gives better understandingbaut thelevels of human capital andealth the poor have
and the quality ohousingthey live in safety netsthey receive and the types of activities
theyare engaged in. These findings are important to inegypropriatepoverty reduction
interventions.

2.1 Consumption pattern

The first step to constructing poverty profile is to chc@semparable set of welfare
indicators For the purposes of the repgoer capita consumption of the household was
chosen. Acording to the household survey, as of 2010 per capita mean consumption per
month stands at 126,185 tugfuBer capita consumptisiby main expendituregroupsin
urban and rural areas amdgions are shown in Table 2.1. Urban consumption is
significantly 30 percent higher than the rural consumption.sBflementstrata, the
capital city ranks fist, followed byaimag centers and thesoum centers while the
countryside bottoms the list. Across i@ts, the Central has the highest consumption
level, even higher than the national averagee East, the West and the Highlands rank
next. The differences among them is however, rather small.

The shares of consumption is presented below. Food hadartpest share
constituting 38 prcent of the total consumption with significant differences between
urban and rural areas. Owing to the difece in welfare levelghe share of foodn the
total consumptioris lower in urban areashan rural areas. Foatems account for 34
percent of the total consumption in urban areas while it is 44 percent in ruralBotas.
urban strata, namely, the capital city amehagcenters show similar food sharestlofee
tenth of the total consumptiorMore substantiatlifferences are aerved in rural areas.
The soumcenterfood shares close to the national avemagvhile in the countryside food
constitutes almost half of the consumption. Across regions, the Central haswlest
food share of 36 percent whereas the YWks highesshareof 46 percent.

The largest of all nofood expenditures is clothingith the national average db
percent of the total consumption. Thisslghtly lower in urban areas compared to close
to 17 percenin rural areas. The next imgant nonfood expendituras transportation
and communication accounting fé2 percent of the total consumption. It highest
in the capital city andimilarfor the other 3 strata.

8 All monetary values are in 2010 real prices.
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Education expenditures are similar across all locations with réepe of all
consumption. At the national levélpusing expenses only occupies 6 percent of the total
consumption with 9 percent in urban areas @ndgercent in rural areas. Health
expendituresstandat 5 percent. Heating expenditsrestandat 4 percent fothe total
consumption at the national level, 5 percent in urban and 3 percemtahareas,
respectively.Utilities such as electricity and wateccountfor 3 percent of the total
consumption.The remaining 11 percemf the total consumption ispenton leisure
activities cosmetics, durable goods, tobacco and alcohol prodivdse driking
differences are observed in poverty status between urban and rural(dedds2.2).

First, the average consumption of the pequals to three tenth of the aagenon-poor

consumption Second, e poor on average, consumes almost twicéeasfood as the

non-poor, yetthe share of food items in ihe&eonsumption is higher than that of the non

poor owing to the largalisparityin the total consumptiorrhird, there is a subtantial

variation in theaverage educatioexpenditureoy poverty status but in terms of the share

in the total consumption, the ngnoor 6 s share is only slightly
p o o rFowth, the nompoor not only have substantiallpigher average health
expenditures but alsaevotesproportionately higheresources to health séres. Fifth,

the nonpooi® smeanheatingex pendi ture i s higher than that
expenditure is proportionately highefThe opposite isfound for the poor in the

countryside somet hing driven by t Sixhthendnmmno rposor 0s
spending on clothing is much higher in real terms but proporgbnkgss than that of the

poor. Overall, the norpoor devotes higher regices to transportation and
communication than the poor both in absolute and relative terms.
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Table 2.1 Consumption per capita per month by main consumption categories (in tugrugs)

Settlement strata Region
National Urban Rural Ulaanbaatar Aimag Soum Country- West Highlands Central a/ East
average centers centers side

Consumption, tugrug
Food 47 759 46 930 48 786 49 320 42 953 48 256 49 159 47 512 42 501 51 780 46 880
Alcohol and
tobacco 2 066 1351 2952 1027 1890 3487 2576 2 857 2 060 2983 2739
Education 7510 8719 6014 8 600 8918 8 384 4346 7 655 5974 8 063 5553
Health 5844 5761 5947 5263 6 590 6 876 5293 7 140 5191 6 655 5 466
Durable goods 1/ 2091 2544 1531 2790 2135 1898 1272 1630 1550 2110 1555
Rent 2/ 7717 12 124 2262 15 208 6 996 3392 1466 2670 3221 5537 3772
Heating 3/ 4967 6 505 3063 6 858 5916 5034 1676 4130 3222 4580 4235
Utilities 4/ 3738 5539 1509 6 095 4614 2751 635 1420 1915 3850 3382
Clothing 18 859 19 383 18 211 17 814 21994 22713 15 042 13 537 17 037 26 746 22 501
Transportation &
communication 15 425 18 850 11 186 21 863 13 838 13014 9900 8 638 10 139 17 632 12 331
Others 5/ 10 208 11734 8 319 11 116 12 761 10 563 6 740 6 629 9208 12 851 11 067
Total 126 185 139 440 109 780 145 955 128 604 126 367 98 106 103 819 102 018 142 788 119 482

Shares
Food 37.8 33.7 44.4 33.8 334 38.2 50.1 45.8 41.7 36.3 39.2
Alcohol and
tobacco 1.6 1.0 2.7 0.7 15 2.8 2.6 2.8 2.0 2.1 2.3
Education 6.0 6.3 5.5 5.9 6.9 6.6 4.4 7.4 5.9 5.6 4.6
Health 4.6 4.1 5.4 3.6 5.1 5.4 5.4 6.9 5.1 4.7 4.6
Durable goods 1/ 17 1.8 14 1.9 1.7 15 1.3 1.6 15 15 1.3
Rent 2/ 6.1 8.7 2.1 10.4 5.4 2.7 15 2.6 3.2 3.9 3.2
Heating 3/ 3.9 4.7 2.8 4.7 4.6 4.0 17 4.0 3.2 3.2 35
Utilities 4/ 3.0 4.0 1.4 4.2 3.6 2.2 0.6 1.4 1.9 2.7 2.8
Clothing 14.9 13.9 16.6 12.2 17.1 18.0 15.3 13.0 16.7 18.7 18.8
Transportation &
communication 12.2 135 10.2 15.0 10.8 10.3 10.1 8.3 9.9 12.3 10.3
Others 5/ 8.1 8.4 7.6 7.6 9.9 8.4 6.9 6.4 9.0 9.0 9.3
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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a/ Excludes Ulaanbaatar

1/ Estimated monetary value of the consumption derived from the use of durable goods

2/ Estimated monetary value of the consumption derived from occupying the dwelling. If the household
leases its dwelling, the actual rental was used for estimation in lieu of imputed rentals.

3/ Includes central and local heating, firewood, coal and animal dung.

4/ Includes water, electricity and lighting but not telephone usage

5/ Includes recreational and entertainment expenditures, beauty, toiletry items and household products
Source: HSES 2010
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Table 2.2 Consumption per capita per monthby main consumption categories and
by poverty statusin urban and rural areas

Total Urban Rural
Non-poor Poor Non-poor Poor Non-poor Poor
Consumption, tugrug
Food 58 308 31374 55 349 29195 63 064 33191
Alcohol and tobacco 2609 1223 1656 707 4141 1654
Education 10 270 3223 11186 3524 8798 2973
Health 8 753 1325 7 889 1278 10 143 1364
Durable goods 1/ 2989 697 3454 629 2242 753
Rent 2/ 11 386 2019 16 462 2987 3224 1211
Heating 3/ 6 109 3192 7 154 5136 4429 1572
Utilities 4/ 5074 1663 6 842 2793 2231 721
Clothing 25308 8843 24716 8 151 26 260 9419
Transportion and communication 22 364 4 647 25 349 5161 17 566 4219
Others 5/ 13937 4 415 15 048 4754 12 152 4133
Total 167 108 62 621 175 106 64 316 154 249 61 209
Shares

Food 34.9 50.1 31.6 45.4 40.9 54.2
Alcohol and tobacco 1.6 2.0 0.9 11 2.7 2.7
Education 6.1 5.1 6.4 55 5.7 4.9
Health 5.2 2.1 4.5 2.0 6.6 2.2
Durable goods 1/ 1.8 11 2.0 1.0 15 1.2
Rent 2/ 6.8 3.2 9.4 4.6 2.1 2.0
Heating 3/ 37 5.1 4.1 8.0 2.9 2.6
Utilities 4/ 3.0 2.7 3.9 4.3 14 1.2
Clothing 15.1 14.1 14.1 12.7 17.0 15.4
Transportion and communication 13.4 7.4 14.5 8.0 11.4 6.9
Others 5/ 8.3 7.1 8.6 7.4 7.9 6.8
Total 100.0 100.0 100.0 100.0 100.0 100.0

1/ Estimated monetary value of the consumption derived from the use of durable goods

2/ Estimated monetary value of the consumption derived from occupying the dwelling. If the household leases its dwelling,
the actual rental was used for estimation in lieu of imputed rentals.

3/ Includes central and local heating, firewood, coal and animal dung

4/ Includes water, electricity and lighting but not telephone usage

5/ Includes recreational and entertainment expenditures, beauty, toiletry items and household products.

Source: HSES 2010
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2.2 Seasonality of poverty

The poverty in Mongolia is distinct in that itaries according tothe season.
Livestock and crop production factors playarge role in this seasonahriation of
consumption. The composition of food consumption distinctly vateggending on the
season with more intake of diary products in the summer, more vegetatiiesautumn,
more meat products in the wint@nd somehow lean period in the sprififge autumn is
considered to be relatively abundant of all seasons tivhavalability of the remaining
diary products from the summer and early supply of meat products; the fooangoiosu
is at its highesat this time of the yeafTo ensure comparability to the previous report,
the analisyspresented here iBy quarters, which do not exactly match with the four
seasonsof Mongolia. It can be said thaturing the survey period of eryear welfarein
general remained stadywithout much variations across all quarters except for the third
guarter where a slight improvement can be seen from Tabl&l#3ncidence of poverty
rose from 39.5 percent in the first quarter to 41.3 péricethe last quartefThere were
slight increasgin the poverty gap and severity indices during the same p&mabrty
was at its lowest in the third quarter with 36.3 percent but increasédpeycentage
points in the fourth quarteA similar trendcan be seen across almost all locations.

The poor is morseverelyaffectedby food price surgethan the non poor because of
the relatively higher share of food in théstal consumption. During thenalysisperiod,
there was an increase in food prschigher increasewere reported for major Mongolian
food staplesuch as flour, ricdhread and vegetables

Table 2.3 Poverty by quarter

National | Quarter Il Quarter Il Quarter IV Quarter
average (Jan-Mar) (Apr-Jun)  (Jul-Sep) (Oct-Dec)
2010 2010 2010 2010
Headcount 39.2 39.5 39.7 36.3 41.3
(0.9) a.7) a.7) (1.8) 1.9
Poverty gap 11.3 11.4 114 10.0 12.7
(0.3) (0.6) (0.6) (0.6) (0.9
Severity 4.6 4.5 4.6 3.9 5.4
(0.2) (0.3) (0.3) (0.3) (0.5)
Memorandum items:
Population share (%) 100.0 25.8 25.6 25.8 22.9
Share below the poverty
line (%) 100.0 26.0 26.0 23.9 24.1
Household size 3.8 3.9 3.8 3.8 3.7
Dependency ratio (%) 38.5 38.1 39.1 38.4 38.6
Children (% household size) 25.5 26.2 25.3 25.5 24.7

9 In Mongolia, the months of June to August are regarded as summer, September to November as autumn, December to February as
winter and March to May spring.
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Age of household head 45.0 44.6 45.3 44.8 45.3
Male-headed households (%) 78.2 78.7 76.9 77.5 79.9
Urbanization (%) 55.3 57.1 58.0 57.3 48.1

Note:Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

2.3Householdcomposition

The structure ofthe households surveyed differs greatly in their demographic
composition. Some households were comprised of nuclear famiiese onlysingle
family membershusbandwife and their children liveothers of extended families where
other relativedive in the same household as theclear family members. Still others
have a higher number of children or arengoised of only elderly people. Aatural
guestion that arisas whether there are any correlations between poverty and household
composition.How poverty indices vary with the size of the household is shown in Table
2.4.Theincidence of poverty monotonically increases with household size. This is hardly
surprisingwhen per capita consumption is used as a welfare indjcatoch implicitly
assumesonsumption is shared equally among household members.

The probability of being poor is about 13 percent if one lives in a householgp of
two membersSuch households ake up 9 percent dghe total populatiorand 4 percent
of the poor. The poverty incidence in the aversige households ofhree to five
members is about 34 percefihese households account for seven tenth of the total
population and six tenth othe poa. In contrast, more than half of those households with
five or more memberare poor. ieyrepresent only two tenth of thetal population but
four tenth of the totgboor populationThe extremepoortend tolive in households with
an average size aight or morepersonswhere 73 percent agfuch household members
are living below the poverty lineSuch households make up 6 percent of the total
population and 10 percen of the poor.
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Table 2.4 Poverty by household size

National Household size
average 1 2 3 4 5 6 7 8 plus
Headcount 39.2 9.2 17.1 25.8 32.9 44.2 53.9 60.3 73.1
(0.9) (1.1) (1.2) (1.1) 1.2 1.4 (2.0) (2.8) (2.9)
Poverty gap 11.3 2.0 3.8 6.1 8.8 12.3 16.3 20.0 28.2
(0.3) (0.3) (0.4) (0.3) (0.5) (0.5) (0.8) (1.2) (1.6)
Severity 4.6 0.6 1.3 2.2 3.4 4.8 6.6 8.4 13.4
(0.2) (0.1) (0.2) (0.2) (0.3) (0.3) (0.4) (0.6) (1.0)
Memorandum items:
Population share (%) 100.0 2.2 7.0 16.6 27.8 21.5 13.2 6.0 5.6
Share below the poverty line (%) 100.0 0.5 3.1 10.9 23.3 24.3 18.1 9.3 104
Dependency ratio (%) 38.5 50.1 39.3 32.4 37.6 40.2 39.7 41.2 39.2
Children (% household size) 25.5 0.1 8.0 22.4 33.3 35.9 35.2 35.6 34.7
Age of household head 45.0 53.6 50.3 42.7 41.5 43.4 45.2 48.4 49.7
Male-headed households (%) 78.2 48.2 60.7 76.9 87.1 88.6 89.5 83.0 76.6

Note: Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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A secor tool of household demographic analysis involvesasuringthe burden
weighingon members within the householthe dependency ratiavhich istheratio of

the number ofnonworking agefamily members tdhe number ofall memters of the
householdis a common indicator thatnalyse demographic composition of a
household® In other words, it represents th@oportion o f t he nft csEh@e nd a
correlation between poverty incidence and dependency ratio is shown in Talllne.1.

can expect that a high dependency ratio will be associated with greater p@dvéigher
proportion of children and elderlin the householdelative to the total number of
working membersne ans di® amaee more persons to suppor
less per capitaincome and consumptioavailable within the househgldhence more
poverty The ratiousuallytakes a value of up t60 percent andbove this levelpoverty

appears to declindhis relatively highratiois likely to reflect the facthatin households
wherethe proportion of dependts is high these households are mainly comprised of
elderly whoare still working or receivingteady incomen pensionsor in remittances

that protect them against povetty

Figure 2.1. Poverty by dependency ratio
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10 Alternatively, it can also be defined as the ratio between themooking age population and working age population, typically

those aged less than 15 or more than 64 to those aged between 15 to 64. Thus, it regresemts tmb er o f fdependant so f
ffearnero in the househol d.-offikacused to éefing warking adepopylation: raen agedbetebrel6®nt cut

59 and women 16 to 54.

11 For instance, two thirds of the households with dependenc faitiber than 70% have household heads that are pensioners. This

barely compares to more than one tenth among households with lower dependency ratios.
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2.4Characteristics of the household head

It is a common practice tassify households by certain characteristics of their heads
in order to undertake some comparisons about poVerithough nd without
limitations'3, it is a simple and useful way of comparing households.

The demographic composition and the level of weihg of a household often has to
do with the charactestics of the head who is usually the main earner of income means.
To illustrate, those households with tertiary educagianlikely to live in urban areas and
have less number of children than the average. This chapter looks into poverty in relation
t o hous e lage)sdxedancaterdlévealemployment and migration.

2.4.1 Age

How does the age of household headelate to poverty? iFe age groupsof
household headse presented along witheir corresponding poverty rates.

Table 2.5 Poverty by age of household head

National <30 30-39 40-49 50-59 >=60

average
Headcount 39.2 39.2 43.5 38.6 37.3 33.8
(0.9 (1.6) 1.3) 1.2) (1.5) .7
Poverty gap 11.3 10.7 12.8 11.4 11.0 9.2
(0.3) (0.6) (0.5) (0.5) (0.6) (0.7)
Severity 4.6 4.2 5.2 4.6 45 3.6

02 (03 (03 (02 (03 (03

Memorandum items:

Population share (%) 100.0 11.3 27.6 29.8 18.5 12.8
Share below the poverty line (%) 100.0 11.3 30.6 29.3 17.6 11.1
Household size 3.8 3.1 4.1 4.3 4.0 3.0
Dependency ratio (%) 38.5 31.6 45.2 25.7 21.5 72.8
Children (% household size) 255 28.9 43.6 24.6 12.5 9.6
Age of household head 45.0 25.6 34.6 44.3 53.8 69.1
Male-headed households (%) 78.2 87.2 86.1 79.3 74.4 60.6

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

12The HSES applies a precise definition of a household head. It is the person who is acknowledgeshdsbhéhie other members,

who plays the main role in organizing theuseholdactivities, who bears main responsibility for problems and who usually makes
financial decisions pertaining to the household.

13 An examples of limitations is that the eldestgoer sometimes regarded as the head of the household out of respect although he or
she does not fulfill the given definition. Another example is when female widows, who may be in practice the head oéhioédhous
refer their eldest son as the head offémaily.
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A patternof povertywas observedby age groupsPoverty seems to be at its highest
in 30-39 age group and drops in-40 age group before even signifidgndroppingin
50-59 age grouptleventuallyplateaued in 69 age groups. Six of every ten households
are headed by middle aged persahee of ten households by older heads and one of ten
by yourger heads. The distribution of the poor more or less matches wittagbe
distribution d the populationConsumption differences by these age cohorts might help
to explain the observed poverty trefithe likely increase in a family size cnn ettortses
is associated with increased povettyis increasingly likely forhouseholds in oldemge
groupsbeheaded by female persons.

2.4.2Gender

According tothe household survey, the incidence of poverty is similar between
femaleheaded and maleeaded household&@ able2.6)

Table 2.6 Poverty by gender of household head

National Urban Rural
Female Male Female Male Female Male
Headcount 38.6 39.3 36.4 31.0 43.9 48.3
(12.5) (0.9 (2.9) 1.2) (2.4) 1.4
Poverty gap 11.7 113 10.6 8.1 14.3 14.6
(0.6) (0.4) (0.7) (0.4) (1.1) (0.6)
Severity 4.9 4.5 4.4 3.1 6.2 6.1
(0.3) (0.2) (0.4) (0.2) (0.6) (0.3)
Memorandum items:
Population share (%) 175 825 22.4 77.6 11.4 88.6
Share below the poverty line (%) 17.2 828 254 74.6 10.4 89.6
Household size 3.1 4.0 3.3 4.0 2.6 4.0
Dependency ratio (%) 449 36.8 41.3 35.5 52.1 38.1
Children (% household size) 20.7 26.8 214 25.1 19.4 28.6
Age of household head 51.1 433 49.7 44.3 53.9 42.2
Married, living together (%) 134 927 16.3 92.2 6.3 93.3
Widowed, divorced, separated (%) 75.1 4.1 74.0 51 77.9 2.9

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

Nonetheless, the incidence of poversylower anong maleheaded households in
urban areas butigher in rural areas. Two out of tenuseholds are headed by females.
In urban areaswo out of tenpeopleare living in femaleheadedhouseholds and this
estimatedecreases one out of ten in rural arsan terms of the distribution of the poor
by genderfemaleheadedhouseholdiend bepoorin urban areasvhile the opposite is
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happening in countryside with more mdéileaded households being pobnese findings
must be used with caution as the familibeing compared greatly diffed in
demographicstructure In this regard,Hree @&mographic features are worth mentioning.
First, almost eight out of tefemalehousehold heads were either widowed, divorced or
separatedvhile nine out of ten male housetidieads were married. Second, the average
size of the femaldeaded households is three whilesitat least four for malkeaded
households. Finally, a distinct gapagewas observetietween female and maheaded
households. The avage age of femaleobsehold head was eight years older than that of
the male heads.

2.4.3Education

Educationis an importantfactor that constributes tliving standard. Those with
little or no educatiomremorelikely to be engaged in loyaid labourintensivejobsthat
require little professional skills and thusore susceptible to hardshiga. addition to
better employment opportunitied)et bettereducated have better health awareness and
higher social apital, other dimensions of webeing.Table 2.7 shows pevty indices by
the highest level of education the household he#tdined Before drawing any
conclusion regaidg the relationship betweeneducationand poverty, it is worth
mentioning that the educational attainment of the households heads natiorasiEryv
high with nine out of every ten people living in households headed by individuals with at
leastlower secondaryr eightyear ofschoolingor education higher than tHatOnly one
out of ten people live irhouseholds headed by indvidualdo eitherhad primary
schoolingor no schooling at all. As predicted, higher educational attainment of the
household head was associated with less likelihood of poverty within the household.
With household heads witltertiary education, the likelihood olbeing poor fell
considerably The poverty incidence stands at 38 percent amiodiyiduals whose
household heads have upper secondary schodegnwhile, it is 54 percent among
those whose household heads had lower than upper seceddaationand 16 percent
amang tertiary-educated household3hese findings, however, fail to flesh out the
differences between these two broad grolaserty rates were the highest among those
households with heads either had no schooling or had only primary schétveyty
rates then fall with the attainnmé of lower secondary educatidPovertyincidencesvere
lower among thenouseholds whose heads radniversity diplomacomparé to that if
the household headadab a ¢ h e | o r Bust thodeewhose kousehold heads had a
techical or vocational educatiowere poorerthan those wittheads witha university
di pl oma or bachel less @sorthdne thosee withamy| sedormlaryg h
education. This association holds true for both urban and rural areas but the difference is
morestriking in urban areas.

“The number of years of study to completion of |l ower gSecondary sc
secondary involved 7 years of schooling, between 1964 and 2004 8 years of schooling and from 2005 9 years of schooling
respectively.
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Table 2.7 Poverty by the highest educational level completed by household head

National None Primary Lower Upper Vocational University Bachelor Master Ph.D Other
average secondary secondary Diploma
Headcount 39.2 61.0 57.5 51.8 37.8 29.5 12.6 15.1 4.5 0.0 0.0
0.9 (2.7 (1.8) (1.4) 1.2) (1.8) (1.5) (1.6) (2.9)
Poverty gap 11.3 211 18.6 15.7 10.5 7.0 2.6 2.7 13 0.0 0.0
0.3) (149 (0.9) (0.6) (0.5) (0.5) (0.4) (0.4) (1.0)
Severity 4.6 9.9 8.0 6.4 4.1 2.4 0.8 0.8 0.7 0.0 0.0
(0.2) (1.0 (0.5) (0.3) (0.3) (0.2) (0.2) (0.2) (0.6)
Memorandum items:
Population share (%) 100.0 3.8 12.1 24.2 31.3 10.8 8.5 8.3 0.9 0.1 0.1
Share below the poverty
line (%) 100.0 5.9 17.7 32.0 30.2 8.2 2.7 3.2 0.1 0.0 0.0
Household size 3.8 3.4 3.4 4.0 4.0 3.9 3.6 3.5 3.5 3.3 4.1
Dependency ratio (%) 385 52.0 49.7 37.2 33.9 37.5 39.8 35.1 32.6 51.8 27.3
Children (% household
size) 255 236 214 28.2 27.9 22.8 175 28.5 23.6 24.8 16.9
Age of household head 450 511 51.5 43.3 41.5 49.0 52.0 37.2 41.7 49.7 479
Male-headed
households (%) 782 71.1 73.0 84.6 80.2 715 73.0 79.6 74.3 786 773

Note: Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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2.4.4Employment

One of the most important determinants of the househeltbeing is the labour
market participatiomnd employment opportunitie$ the head and other members of the
householdand types of employmetiteyare engaged irRovertyratesby labour market
participationand by industry affilliation are shown in Table 2.&he living standards
were considerablyhigher among those living ia householdvith employed heads than
unemployedheadsand slightly higher tharthose out of the labour forcdmong those
households witlcurrentlyworking heads,he poverty ratesvere lower among those in
the services sector than in the industry andswmterably lower tharthose in the
agriculture sector. Four out of ten of the poor has household hgraxsreengaged in
agriculture activities, twaut of ten in services sector and about two out of ten in the
industry sector, respectively. Three outeri of the poor population had household heads
who have not participated in a labour mar&kbgether during the last one year period.
The distribution of the population followss similar pattern except that the share of the
employes in the agricultureestorhasdropped and that in the serggsector increased.

The relationship between poverty and employneant be studied more closely by
looking intot he househol d h seatal Orable .thqalssdigsniken t
employmentaffiliation of currertly working household heads into herdimgjvate and
public sectorsand staterun enterprise® Those currently out of labour force are
classified as pensioners afidu n s p e. Aifdwi firdthgs from the table are worth
mentioning. First, the poverty ratesahe highest amongerdinghouseholdsompared
to any othersectorsof employment.Second, he living standardgose with those
households$n theprivate sectorioseeven farther with thoseorking in thepublic sector
and stateun organizationsThird, the likelihood of beingoor is more than 50 percent in
those living in households with unemployed heads. They constitute two tenth of the total
poor. Fourth, there are two groups of household which distinctly differech fiteese
households. They are m@oner and nofpensioner households that do not participate in
labour market.The likelihood of being poor is lower (31%) amohguseholds that
recave pensions and 3percent for thos that do not receive pensions. However, it is the
pensioner householdaups that make up the highest percent#ghe poorof 11 percent
compared to a barely 1 percent of the poor that the other group constitute. Fifth,
interesting findings are found when those householdshthatout-of-labour forceheads
are compared witall other groups. They are distinct in that they have a smaller size of
households and less number of children. @ierage age of the household head is the
highest in the pensiodrousehol ds and | owe st i n t he
compared to all dier groups.

15A person is deemed to participaite a labour force if he or she worked, or did not work but had a job, or did not work and did not
have a job but looked for woduring the last one year period. Otherwise, he or she is considereitioeiiabour force.

16staterun enterprises are mostly concentrated in a few sectors of the economy such as the transport, mining, energy and public
utilities sectors.
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Table 2.8 Poverty by the labour force participation of household heads

Employed Out of
National Unemployed labor force

average Total Agriculture Industries Services
Headcount 39.2 38.2 54.6 38.8 24.6 51.0 34.4
(0.9) (0.9) (1.6) a.7) (1.1) (1.8) a.7)
Poverty gap 11.3 10.9 16.8 10.9 6.1 16.8 9.2
(0.3) (0.4) (0.8) (0.6) (0.3) (0.8) (0.6)
Severity 4.6 4.3 6.9 4.3 2.2 7.4 3.5
(0.2) (0.2) (0.5) (0.3) (0.2) (0.5) (0.3)

Memorandum items:

Population share (%) 100.0 74.9 26.3 16.1 32.6 11.8 13.2
Share below the poverty line (%) 100.0 73.0 36.6 15.9 20.5 15.4 11.6
Household size 3.8 4.0 4.0 4.1 3.9 3.9 3.0
Dependency ratio (%) 38.5 33.9 37.7 324 31.6 29.5 64.6
Children (% household size) 255 29.1 30.8 29.9 27.3 24.9 10.6
Age of household head 45.0 40.8 40.5 40.0 41.4 42.6 64.6
Male-headed households (%) 78.2 84.9 91.1 89.1 78.2 71.2 54.4

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010
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Table 2.9 Poverty by the sector of employment of household heads

. Unemployed Out of labour force
National Unemployed
average Herder Private Public State-run  Unspecified Pensioner Unspecified
enterprises
Headcount 39.2 56.4 31.6 26.1 25.9 24.5 51.0 34.6 30.6
(0.9) 2.7) (1.2) (1.6) (4.5) (6.7) (1.8) (2.8) (5.4)
Poverty gap 11.3 17.2 8.6 6.6 6.9 4.6 16.8 9.2 8.9
(0.3) (0.9) (0.4) (0.6) (1.3) (1.4) (0.8) (0.7) (2.1)
Severity 4.6 7.1 3.3 2.4 2.6 11 7.4 3.5 3.9
(0.2) (0.5) (0.2) (0.3) (0.6) (0.4) (0.5) (0.3) (1.1)
Memorandum items:
Population share (%) 100.0 231 37.2 12.4 1.6 0.5 11.8 12.3 0.9
Share below the poverty
line (%) 100.0 33.3 30.1 8.3 1.1 0.3 154 10.9 0.7
Household size 3.8 4.0 4.0 3.9 3.8 4.1 3.9 3.0 3.0
Dependency ratio (%) 38.5 38.1 32.6 30.4 30.4 33.6 29.5 67.9 19.4
Children (% household
size) 255 30.9 28.9 26.4 28.7 27.5 24.9 10.6 11.1
Age of household head 45.0 40.4 40.7 41.8 40.4 42.9 42.6 66.8 33.6
Male-headed households
(%) 78.2 91.7 83.4 77.4 81.1 91.8 71.2 53.5 65.9

Note: A pensioner refers to a household head who receive any pension or benefit from the state.
Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010
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2.5 Asset

Ownership of asses another major determinant of thgeality of life. Having an asset at

its disposalbr have access t@n asseaffecstheh o u s e Iprospeatté ®coping with
econanic insecurity and seasonality of agricultural productionthe evenbf a sudden

loss of unemployment ahe breadwinneror natural calamitiesuch asdzud droughts

and floods, a household uses itseage smoothout its consumptionAssetsa househal
possesss is important to accessredit markets. Hence, this wealth indicator can be
understood as an insurance that hedges the household against various risks. Two types of
assets, namely livestock and land discussedbelow.

2.5.1Livestock

Livestack serves a double purpose of beinpausehol dés valued asse
subsector of the agriculture sector. At least four out of ten persons currently employed
are engaged in some sort of livestock activitiesestodk includes five specie®f
animds, each of which provides a different suppomvdaodsh o us eh ol dand wel f ar
opensdifferent business opportunitieor examplethe possession of goatweansa
comparative advantage @ngaging in a cashmere busindlsse with sheep and carsel
in wod trade, those with cattlesnd horses in aneat and dairy production. Livestock
holdingis shown by eacbpeciesf animak and by urban and rural areas in Table 2.10.
Almost four out of ten persons possess sopeeissof animals. Two to three out ofrte
persons in the total populatioaisecows, horses, goats and sheep while less thaouine
of ten personsoreed camels. This composition of livestock holdindiffers across
settlementstrata. Barely 10 percent of the urban population possesses livagide
eight of every ten persons in rural areas animalsUlaanbaatar has the least number
of herder households compared to almost 90 percent of the total rural popoveartiowg
some peciesof livestock. No such stricking differences were foumgnag herder
households across regions. The share of ladipn in possession of livestock is the
highest in the WestMore so for theshare ofpopulation with goats angheep. However,
compared to 2032008 period, the number of those ownbuagisincreasedrom 47 to 56
percentin the East,from 60 to 63 percent in the Highlands, respectively. All other
regions were found to be similar in the number of persons oviuds.

For the purposes otomparability across households with felient speciesof
animas, different valus of various livestockspecies werge-scaled intobod scale.
Among herders, the average livestock number per capita isbtels or ten
horsest/(Table2.10) The average livestock per capita increased considerably compared
to the 20022003 period where it stood at only seveods however, the share dhe
population that are in possession of animals during that period was the same as that
during the present survey period. The average numbperotapitalivestock in rural
areasdoublesthat in urban areas. By settlement strata, the average numper cdipita
livestock is increasing in the countryside. By regions, the average number of livestock

7 The socalled bod coefficient was used to transfer the value of various speciescotomon scale. Oridis assumed to be equal
to a horse or cow, or 0.67 camels, or 6 sheep or 8 goats.
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per capita is the highest in the Eamt estimate maly driven bya higher propoiibn of

the population with cattleand horses. This region is characterised/ést steppewith

an abundance of quality pastureland and hence, more suited for herding. In constrast, the
average number gfer capitdivestockfell to the lowestin the West desptthe highest
proportion of population owning livestock and thighest number of all species owned in

that region. Overall, many poor people raise livestock but theageenumber of
livestock they own is considerably lower than that owned by thepoon The same
pattern is observed for all species of livestock.

What is the relationship between livestoaldings and welfare levels? Table 2.11
shows poverty ratesy householdsyy urban and rural areas and Ipesies of livestock.
Livestock herdinggreatly differs across rural and urban arétésuseholdsn urban areas
thatare engaged in livestock activities tend to be more severely affected by poverty than
thosethat arenot. This suggests thable reliancen livestock is nosufficientto survive
in urban areas and brohdsed economic activities are needed if a household is to
improve its welfare.

The same pattern can be seen in rural areas where all three poverty indices, namely,
incidence, gap and severitycrease with populations raising ditock compared to those
that are not engaged in any livestock activities. The poverty incidence among herder
households has increased from 46.7 percent in-2008 period to the current 49.7
percent.Reversely, the incidence in the nrbarder householdsal fallen to 41.6 percent
from 46.2 percent in the same period.

However,with these findingoone should not constrdeestockas notbeing able to
hedgehouseholdsgainst poverty in rural areas many different factors conmgo play.
During 2007203 period in ruralareasthe poverty headcountsere similar between
herdersand non-herders.These findings have changed according to the 2010 survey
results. What is the relationship between poverty and the average number of livestock per
capita? Figure .2 depicts how poverty incidence changes with the number of livestock
per herderPoverty incidence fell in both urban and rural areas as the number of livestock
per herder increased. This corraborates the direct relationship between the living standard
and the number of livestock pg@ersonAlthough tie householdthat own livestock are
less betteoff bothin urban and rural areaban the householdghat do not; among the
households owning livestock the welfare level improves wvgteater number of
livestock. Outputs increase in asmuch as the number of livestock inceeabéy
diversifying itsactivitieshouseholds minimize its exposureadverse shocks that might
hit them had they only relied on single activitidis is derived from the fact thab
percent of all herders owns at least three different species of livé8tock

On the other hand, owning only one to two species ofndani mal s

benefit from econoies of scale at a certain points of production process.
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Table 2.10 Livestock holdings

Cattle Horse Camel Sheep Goat Bod
Holders Average Holders Average Holders Average Holders Average Holders Average Holders Average

herd herd herd herd herd herd
(%) size (%) size (%) size (%) size (%) size (%) size

National
average 28.7 3.1 26.3 3.1 55 2.2 33.3 22.2 34.9 19.6 38.7 10.3
Urban 55 2.6 3.1 3.1 0.4 2.5 54 16.3 6.1 13.3 8.5 5.9
Rural 57.5 3.1 55.1 3.1 11.8 2.2 67.9 22.8 70.5 20.2 76.1 10.9
Ulaanbaatar 15 2.7 0.6 1.2 0.0 0.2 0.6 18.8 0.8 11.3 1.8 4.5
Aimag centers 12.1 2.6 7.1 3.4 1.0 2.6 13.3 16.1 15.0 135 19.7 6.1
Soum centers 39.0 2.2 28.0 2.4 3.1 2.4 41.2 13.1 44.5 11.4 53.1 6.0
Countryside 70.4 3.4 74.2 3.3 18.0 2.2 86.7 26.1 88.8 23.3 92.3 12.8
West 54.6 1.6 49.4 1.7 12.0 1.2 61.5 17.4 65.4 16.9 69.6 7.3
Highlands 44.4 4.0 42.7 34 3.1 1.4 57.5 21.7 59.8 20.2 63.5 10.8
Central a/ 27.0 3.2 24.4 4.4 10.2 4.2 33.6 28.4 34.3 25.1 41.2 12.7
East 48.6 4.3 44.7 4.7 10.3 1.1 45.2 28.3 47.8 17.4 56.2 134
Poor 25.8 3.7 225 4.1 5.2 2.9 28.1 28.6 29.1 22.4 33.1 12.9
Non-Poor 33.3 2.2 324 2.1 6.0 1.3 41.5 15.6 43.9 16.6 47.4 7.4

a/ Excludes Ulaanbaatar

Note: Bod scale was used to estimate the size of the herd. It transforms cattle, camels, goats and sheep into horse equivalents.
One bod equals to a horse, a cattle, 0.67 camel, 6 sheep, and 8 goats

Source: HSES 2010
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Table 2.11 Poverty by ownership of livestock

National average Urban Rural
Herder Non-herder Herder  Non-herder Herder  Non-herder
Headcount 33.6 48.0 31.9 35.3 41.6 49.7
(2.0) (1.4) (1.2) (3.2) (2.1) (1.5)
Poverty gap 9.5 14.2 8.7 8.8 13.6 14.9
(0.4) (0.6) (0.4) (2.0) (0.9) (0.7)
Severity 3.8 5.8 3.4 3.1 5.9 6.1
(0.2) (0.4) (0.2) (0.4) (0.5) (0.4)
Memorandum items:
Population share (%) 61.3 38.7 91.5 8.5 23.9 76.1
Share below the poverty line (%) 52.6 47.4 90.7 9.3 20.8 79.2
Household size 3.7 4.0 3.8 4.2 3.3 4.0
Dependency ratio (%) 37.2 40.8 36.8 39.8 39.0 40.9
Children (% household size) 23.9 28.2 23.9 27.4 23.8 28.3
Age of household head 45.6 44.0 45.7 45.7 45.0 43.8
Male-headed households (%) 72.3 88.2 72.6 87.1 71.3 88.3

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010
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Figure 2.2. Poverty by livestock sizes
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2.5.2Land

Land istypically considered asne of the most valuabkssets a household can have
if it is engagd inanagricultural productionin Mongolia crop productiors limited and
cannot be compad tothe significance oflivestock subsector. A few factors might help
to explain this.First, the exposure t@n extremeclimate makes crop production more
difficult asweather hazardscan leado a sudden loss of harvest. Secorglatively low
guality of soil and a lower proportion of irrigatéandsadversely affect the productivity.
Third, crop farming seems to be more labour and caipitethsive than livetock herding.
Fourth, crop farming is not something householdse traditionally engaged in from
generations to generation; until recentsop production was entirely a staten activity.
Fifth, a traditionalway of livestock herding requires hous&sto lead nomadic way of
life, which makes it difitult to combine it with crop farming
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Table 2.12 Poverty by ownership of land

National
average Urban Rural
No land Land No land Land No land Land

Headcount 405 37.8 30.1 34.2 52.0 42.7

1.2) (1.1) (1.6) (1.3) a.7) a.7)
Poverty gap 12.3 104 8.4 9.0 16.6 12.2

(0.5) (0.49) (0.5) (0.5) (0.8) 0.7)
Severity 5.1 4.0 3.3 3.4 7.2 4.8

(0.3) (0.2 (0.2) (0.2) (0.5) (0.3)
Memorandum items:
Population share (%) 51.5 485 48.8 51.2 54.7 45.3
Share below the poverty line (%) 53.2 46.8 45.6 54.4 59.5 40.5
Household size 3.6 4.1 3.6 4.1 3.6 4.1
Dependency ratio (%) 395 374 37.9 36.1 41.1 39.3
Children (% household size) 257 25.2 24.3 24.0 27.2 26.9
Age of household head 440 46.2 44.9 46.7 43.0 457
Male-headed households (%) 75.6 81.3 70.0 77.7 81.7 86.4

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

According to the household survey, one of every two persons awlive in a
household that owns piece ofand for either crop or vegetable farmindi€Befindings
were similar across urban and rurareas. At the national level, the land @mmare
betteroff than those that do hown lands Nonetheless, the incidence of poverty grows
in urban areas with those hehbslds that possess ownland compared thoséhat do
not. In contrast, the incideamf poverty fell in rural areas withéthouseholds owning
land compared to those that do niight of every ten land owners are ableitidize their
lands either partially or fullyfor crop and vegetable product®ii majority of the
householdsnake afull use of their land$Vith the advent of Virgin Land Reclaimation
Campaign, howeholds are increasingly engaged in crop farming in the past a few years
This not only benefits the households themselves but thlsageneral population by
promoting the coun t r ge@sfficiency in homegrown vegetables andupplying
domestic industriewith raw materials.

2.6 Housing
Another important determinarof the quality of life is the type of housing a
household and an individual live andtheir access to basinfrastructure services. With

improved housing conditions arichproved access t@ublic utilities a household s
prospecs for moving out of vulneability to poverty increases and expand tlasiailable
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options and opportunitie®etter infrastructure pwides for a more convenient way of
life and help improvehouseholdne mb er s 6 pThasehausehaldwonhegted to
central water supply and having accessafedrinking water obviouslyavebetter level
of well-being than those that fetch theosnsumption water frora half-an-hour walking
distance. Discussed here will be types of living quarters hadic irfrastructure services
that households hawaecess to.

2.6.1Dwelling

The most common type of dwelling in Mongoliager where 46 percerdf the total
population livein. Three out of ten persons live in detached houses and less than two out
of ten persons reside in apartments.sBjtlemenstrata,in urban areaslose to four out
of ten persons live in dethed houses, three out of tenapartments and another three
tenth ingers. In comparison, in ral areas seven out of ten livegers, almost three out
of ten in detached houses and the remaining fractions in apartments. The relationship of
dwelling and poverty is shown in Table 2.IThe poverty rates relatively increase with
the households living imgers. They thenslightly fell with the households that live in
detached houses afell farther with those living in apartments. A similar trend is seen in
both urban and rural areasorFinstance, almasone half ofger dwellers are poor
regardless of their geographical locatidimis is in contrast with only 10 percent of all
apartment dwellers in urban areas and 16 percent of all rural apartment dwellers being
poor.Gerdwellers tendo be poorer with six of out of ten being p@ampared with only
three out of ten living in detached houses and barely one out of ten living in apartments
are poorln Ulaanbaatar andimagcentersone half of the podive in gers making up28
percent ofthe total population whereas only 9 percent of the poor dwell in apartments
making up another 28 percent of the total populafidve. distrubution of the poor in rural
areas by each type of dwelling is similarthe general population diditition with ®ven
out of ten living ingers and the remainingoorliving in houses.
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Table 2.13 Poverty by type of dwelling

National average Urban Rural
Ger Apartment House Others Ger Apartment House Others Ger Apartment House Others
Headcount 55.2 10.7 33.4 22.6 55.8 10.1 31.8 22.7 54.9 15.9 36.5 22.4
(1.2) (1.3) (1.2) (4.2) a.7) (1.4) (1.4) (5.2) (1.5 (3.1) (2.3) (7.2)
Poverty gap 17.0 2.3 8.8 5.6 16.4 2.1 8.2 5.4 17.3 4.2 10.0 6.0
(0.6) (0.3) (0.4) (1.2) (0.7) (0.3) (0.5) (1.4) (0.8) (1.2) (0.8) (2.2)
Severity 7.1 0.8 3.3 1.7 6.7 0.7 3.0 1.6 7.4 1.8 3.7 1.9
(0.3) (0.1) (0.2) (0.4) (0.4) (0.2) (0.2) (0.5) (0.4) (0.6) (0.4) (0.8)
Memorandum items:
Population share (%) 45.8 17.8 34.6 1.8 28.3 28.5 41.2 2.0 67.5 4.5 26.4 1.6
Share below the poverty
line (%) 64.6 4.9 29.5 1.0 49.1 8.9 40.6 14 77.6 15 20.2 0.7
Household size 3.8 3.5 4.0 3.6 3.9 35 4.1 35 3.7 3.6 4.0 3.6
Dependency ratio (%) 41.2 36.0 36.7 32.8 39.9 36.4 35.8 335 41.9 32.7 38.4 31.6
Children (% household size) 27.4 22.3 24.8 24.1 27.0 21.8 24.2 215 27.5 25.9 26.0 28.2
Age of household head 44.2 45.4 46.0 43.1 45.1 45.8 46.2 44.9 43.8 41.9 45.7 40.1
Male-headed households
(%) 80.7 71.8 78.8 70.2 74.1 71.0 76.1 65.8 84.1 78.6 84.0 77.1

Note: Others include student dormitories, company workers' living quarters and non-living quarters of all types.
Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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2.6.2Infrastructure services

Quiality of life improves with the provision of basicinfrastructure services such as
improved water source, improved sanitation and electricyy Unimproved water
saurces and sanitation facilitiesan havea direct impact onpopulation wellbeng and
healththrough an increaseusk of disease outbreakandresultantfinancial risks due to
ill health. Likewise, insufficient access to electricity clmit education and investment
opportunties. How do Mongolians fare in these indicatdre® association between
poverty rates and access tsiganfrastrcuture services is shown in Table 2.14 and Table
2.15.

According to the household survey, 55.2 percent of all Mongolians &esess to
improved water sources, 54.7 percent to improved sanitation and 76.8 percent to
electricity, respectivelyAccessing all three services are thtesth of the population.
Compared to 2002008 perpd, there is an increased access to improved sanitation and
electricitynationwide Thenumber of people accessitiggse servicess, however, higher
in urban areashan in rural areas. 70.3 percent of the total urban population and 35.3
percent of all rural residentsave access to improved sanitation facilities. Almost all
urban dwellers have access to electricity compared to only 50 percent of all rural
dwellers.

Findings in these two tables do not reflect the rapidly increasing consumption of
solar energy in rural areasn the past a few yearshé governmentsuccessfully
implemented apolicy to provide herders with solar panela a cmcessional basis.
Although thiscannot fully meet thenergyneeds of the rural population almost eight out
of ten pesons in the countryside now have access to either-golaered orelectricity
powered energy. ignificant differences emergigom comparisondetween urban and
rural areas; oe half of all urban dwellers avail of all three basic services, namely,
improved water sources, improved sanitation and electiititpntrast to barely two out
of ten people in rural areas having acces$ésd serviceDifference inthe quality of
servies households have accessstavorth mentioning although this waoutside the
scope of the present survdg. general, urban dwellers enjoy higher quality of services.
For example, tapwatanay be regarded amafer than wateobtained froma well since
even a protected well can run the risk being contaminated.

19 An improved water source refers to piped water into dwelling or water from a protected well. Unimproved water sources are
unprotected wells, rivers, springs and surface water. An improved samitatility means sewerage connection, or private and shared
(but not public) pit latrines.
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Table 2.14 Poverty by access to infrastructure services

a/ Improved water sources b/ Improved sanitation Electricity All three
No Yes No Yes No Yes No Yes
Headcount 50.3 30.1 51.2 29.2 57.5 33.7 48.9 24.1
(1.2) (1.1) 1.2) (1.2) (1.8) (0.9 (1.2) 1.2)
Poverty gap 15.1 8.3 154 7.9 17.9 9.4 14.6 6.3
(0.5) (0.4) (0.6) (0.4) (0.9 (0.3) (0.5) (0.4)
Severity 6.1 3.3 6.4 3.1 7.5 3.7 6.0 2.4
(0.3) (0.2) (0.3) (0.2) (0.5) (0.2) (0.3) (0.2)
Memorandum items:
Population share (%) 44.8 55.2 45.3 54.7 23.2 76.8 60.9 39.1
Share below the poverty line (%) 57.5 42.5 59.1 40.9 34.0 66.0 75.9 24.1
Household size 3.9 3.8 3.9 3.8 3.8 3.8 3.9 3.7
Dependency ratio (%) 394 37.9 39.4 37.9 40.8 37.9 39.4 37.3
Children (% household size) 26.7 245 26.8 24.4 27.9 24.7 26.7 23.6
Age of household head 44.7 45.3 44.3 45.6 43.1 45.6 44.6 45.6
Male-headed households (%) 81.2 75.8 82.0 75.2 87.8 75.3 80.6 74.6

a/ Refers to the percentage of population with access to improved water sources such as household connection and protected wells and springs. Unimproved water sources include
water from tanker trucks and unprotected well and springs.

b/ Refers to the percentage of population with access to improved sanitation facilities such as sewerage connection or private or shared but not public pit latrines. These may range
from protected pit latrines to flush toilets with sewerage connection.

Note: Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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Overall, households that do not have accessdter, sanitation and electricity were
poorer than those that dbwo out of ten persons having accessltdhreeservices were
poor while this increases to five out of ten persons in households that do not have access
to the services. This pattern wsesen in both urban and rural ard&as the contrast was
less evident in rural areas.

The availibility of infrastructure services by poverty status is shown in Figure 3.2.
The nonpoor havean increased access to improved water sources and sanisaitbn
electricitythan thepoorand thedivergence increaseghenaccess to all three servicae
compared. This was observed in both urban and rural areas although the difference in the
latter is less pronounced.

Figure 2.3 Access to infrastructure services by poverty status
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Table 2.15 Poverty by access to infrastructure services in urban and rural areas

Urban Rural Urban Rural Urban Rural Urban Rural
Yes No Yes No Yes No Yes No Yes No  Yes No Yes No  Yes No
Headcount 45.1 26.3 53.6 385 46.3 26.2 539 36.7 754 318 57.0 383 450 212 517 332
(1.9) (1.3) (2.6) (1.8) 1.8 (1.3) (1.6) (1.8) (86) (1.1) (1.8 (1.5 a6 (@13 (14 (2.3
Poverty gap 13.0 6.7 16.4 11.7 12.5 71 17.2 10.0 21.9 86 17.8 113 125 54 16.1 9.1
(0.8) (0.4) (0.7) (0.8) (0.6) (0.4) (0.8 (0.7) (3.4) (0.4) (0.9 (0.6) (0.6) (0.4) (0.7) (0.9
Severity 5.2 25 6.7 5.1 4.8 2.7 7.3 3.9 8.1 3.3 7.5 4.6 4.9 2.0 6.7 3.7
(0.4) (0.2) (0.4) (0.4) (0.3) (0.2) (0.5) (0.3) 290 (0.2) (0.5 (0.3) (0.3) (0.2) (0.4) (0.5
Memorandum items:
Population share (%) 31.4 68.6 61.4 386 29.7 703 645 35.5 1.0 990 506 494 46.2 53.8 79.0 21.0
Share below the poverty
line (%) 44.0 56.0 68.8 31.2 427 573 728 27.2 23 977 604 39.6 645 355 854 146
Household size 4.0 3.8 3.8 3.7 4.0 3.8 3.8 3.7 3.9 3.8 3.8 3.7 4.0 3.7 3.8 3.7
Dependency ratio (%) 36.8 37.1 41.0 395 36.6 37.2 409 39.4 46.0 37.0 40.7 40.1 37.0 371 410 381
Children (% household
size) 25.3 23.7 275 264 255 236 27.6 26.2 23.7 242 28.0 26.2 256 230 275 255
Age of household head 459 45.6 43.9 445 453 459 437 44.8 51.2 457 429 453 455 459 440 446
Male-headed
households (%) 74.4 73.4 854 81.1 75.1 731 857 80.1 86.4 736 879 795 747 729 847 799

a/ Refers to the percentage of population with access to improved water sources such as household connection and protected wells and springs. Unimproved water sources include
water from tanker trucks and unprotected well and springs.

b/ Refers to the percentage of population with access to improved sanitation facilities such as sewerage connection or private or shared but not public pit latrines. These may range

from protected pit latrines to flush toilets with sewerage connection.

Note: Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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2.7 Safetynets

Social safety netsxan play thekey role in reducing economic insecurity and
alleviatingpovertyby mi ti gati ng adverse shocks on a ho
can bepermanent (e.g., disability) or temporary (e.g., unemployment), and can occur at
the macro (e.g., naral disasters) or micro (e.g., death of the household heady.level
Each shock may require a different response.

There are two broadypes of social safety netsinformal safety net that are
traditional coping stragegiebased oncommunity, social netwok and kinship and
include assistance, supmand gifs receivedthrough thesénformal networks. Formal
safety nets ar@ublic assistancen the form ofcashtransfersprovidedto support and
protect the poor and vulnerabigoups of the populationnformal safety nets such as
private assistance and transfers are quite common. For instance, hetdeange
animals, as itheform of private transfer

Mongolia maintains an extensive network of social safety nets which mainly consist
of social insurane andsocialassistancé’. The state social safety nehich waspassed
down from acommand economyo a market economy still plays the key role. This
section explaingn detailformal and informal safety nets and private and state transfers
such as pensns, welfare allowances and cash transfers that households receive

2.7.1The extentand importance of @ash transfersand remittances

Table2.16 summarizes cash remittances, assistance and gifts that households receive
by theirsourcesSeveral finding are worth highlighting:

First, the extent of the cash remittances, assistancgitisds qute remarkable with
nine out of ten households having received one or another forms of cash remittance,
assistance and gifts.

Second, the extent of coveragg $tate and private transfers greatly vary among
households. Nine out of ten households have received state social assibitnsix out
of ten householdsiave benefitted from one or another form of private transfers and
remittance.

Third, the statéransfers make up eigkenth of the totahmounttransfeed

Fourth, thepublic transfers are mainly comprised tfo types social assistance:
retirementpensions andHuman Development Uhd allowance Retirement pensiots
received by three out of tdmuseholds and cotitsite more than one half of the total
amountof state cash transfers. Tiiuman Development Funblenefits six out of ten

20 Social insurance consists of retirement pensions, and unemployment and sickness benefits to cover specific risks.
Social assistance is intended for disadvantaged or vulnerable groups that are in need of social protection and includes
benefits such as disability or special pensions and compensations.
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household representing one tenth of the total amounpudilic transfersThe surgein
state transfers mainly diven by theuniversal coverage of Human Development Fund
allowances.

Fifth, threetenth of the total value girivate transferare between family members
and friends. Sixth, foreign remittancae received bparely onetenth of all households
thatbenefitone or another form gdrivate transfersOverall, public transfers constitute a
bit more than two tenth of the total consumption o tecepienthouseholds while
private transfersmake up almost two tenth olie total consumptiof the recepieh
household.

57



Table 2.16 Transfers and remittances received by households

Among those

Households Population received
received received Average transfer Share in Share in
transfers transfers per household consumption total transfers

per month (in

(%) (%) tugrugs) (%) (%)
Total 97.0 98.0 95 809 26.7 100.0
Social assistance and pensions 87.7 90.9 70794 21.1 66.8
Retirement pensions 26.9 24.4 131 660 40.6 38.1
Maternity benefits 6.5 8.1 14 519 3.4 1.0
Disability benefits 8.4 9.2 63 656 19.5 5.7
Survivor child benefits 3.1 35 55621 17.2 1.9
Infant care benefits 2.9 3.6 13 366 35 0.4
Human Development Fund allowance 59.5 69.8 12 855 3.3 8.2
Others a/ 41.8 43.1 25401 7.5 11.4
Remittances and assistance 64.1 65.2 48 114 11.6 33.2
Family and friends 17.5 15.7 93921 22.7 17.6
Others b/ 55.0 57.4 26 310 6.3 15.6
From abroad 3.3 3.0 169 921 29.8 6.0
From within the country 62.9 64.2 40 213 10.2 27.2

a/ Includes special pensions, unemployment benefits, illness payments, funeral payments and other benefits.
b/ Includes state, public and private enterprises, NGOs, international organizations, individuals and other source.
Source: HSES 2010
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2.7.2Transfers received by households

The main purpose of the socighfety netss to provide assiance to the vulnerables
andto mitigateadverse economic and social shooks a househol dibes abi |l it
relationship betweempoverty rates and whether houshold receivesany transfers is
shown in Table2.17. Poverty incidences are higher in households that are in receipt of
some formof private transfershan in those that do not receive any private transfers.
degree of caution needs to be exercised when makomgparisons between the
households that —recei ve pUhefactthat poveatyratdser s an
are highamong the households that receive some form of publistasse may suggest
that social assistance is wadrgetted However, universal nature of public assistance
defeats th@urpose ofnformationthese aggregate indicators may provide
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Table 2.17 Poverty by receipt of private and public transfers

Private Public
Urban Rural Urban Rural

Yes No Yes No Yes No Yes No
Headcount 31.8 323 475 48.1 14.3 34.3 34.8 48.9

(2.1) (1.3) (1.8) (1.8) (2.1) 1.2 (3.4) (1.4)
Poverty gap 83 8.8 13.9 15.2 3.6 9.3 11.3 14.9

(0.6) (0.5) (0.9) (0.8) (0.7) (0.4) @.7) (0.6)
Severity 3.2 34 56 6.5 1.2 3.6 4.9 6.2

(0.3) (0.2 (0.5) (0.4) (0.3) (0.2) (2.0 (0.4)
Memorandum items:
Population share (%) 246 754 474 52.6 10.3 89.7 7.7 92.3
Share below the poverty line (%) 242 75.8 471 529 4.6 95.4 5.6 94.4
Household size 3.7 3.9 3.7 39 2.9 4.0 2.8 3.9
Dependency ratio (%) 33.8 38.1 394 414 10.1 41.4 13.7 435
Children (% household size) 23.1 245 265 27.6 7.6 26.8 12.3 28.8
Age of household head 454 45.8 440 443 41.7 46.4 39.1 447
Male-headed households (%) 782 722 85.1 824 70.7 74.2 89.3 83.0

Note: Standard errors taking into account the survey design are shown in parentheses.

Source: HSES 2010
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2.7.3Retirement pensiors

Given the importance of publiaansfers on household welfare, the relationship
between poverty and retirement pension, the largmsstituent of public transfer, was
studied. (Table 2.18)

At the national level households that receive pensions are moredfétiiean those
that do noreceive such benefits No striking differences weréoundbetween urban and
rural areas although considerably losv poverty incidencewas observed in rural
households that receive pensiolmsurban areadjowever, similar incidences of poverty
were bund between pension recepieand norrecepienthouseholds.This may be
explained by the fact that haviagpensionein the householthat receivesteady income
regardless of seasons could be an impoffaator towelfare of thehousehold in rural
area The distribution of the gor wasclosely aligned with that of the populati@armenit
was examined by whether an individual lives in a recepient household

At the national level, three out of ten poor individuals belonghtohouseholds that
receive pesionswhile three out of terurban poor andwo out of tenrural poor live in
recepient household®emographic indicators corraborates these findings. Households
that receive pensions have less number of children than the national aBratese
houséolds have higher dependgmatios, reflecting higher proportions of elderly in the
household. Such households tend to be headedrsiderably oldefemales.

Table 2.18 Poverty by receipt of retirement pensions

National
average Urban Rural
Yes No Yes No Yes No
Headcount 40.5 34.9 32.3 320 49.8 39.9
(0.9) (1.4) 1.2) (1.8) 1.4 (2.0)
Poverty gap 12.0 9.3 8.8 8.4 155 10.9
(0.4) (0.5) (0.4) (0.6) (0.6) (0.9)
Severity 4.9 3.6 34 32 6.5 4.2
(0.2) (0.3) (0.2) (0.3) (0.4) (0.5)
Memorandum items:
Population share (%) 75.6 24.4 72.0 28.0 80.0 20.0
Share below the poverty line (%) 78.2 21.8 721 27.9 83.3 16.7
Household size 3.9 35 3.9 3.8 4.0 3.0
Dependency ratio (%) 31.3 58.2 295 5538 33.4 61.6
Children (% household size) 30.4 12.0 28,5 133 32.7 10.2
Age of household head 39.3 60.4 39.9 60.2 38.6 60.8
Male-headed households (%) 83.3 64.3 78.2 625 89.3 66.7

Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010

211t should be kept in mind that retirement pensions are not a form of social assistance. Rather, irgamant whereby one is to
be paid when he or she is retired, from the contributions he or she made to the pension fund.
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A NN E X THE HOUSEHOLD SOCIO -ECONOMIC SURVEY 2010

This appendix provides some details on the general characteristicSaufic
Economic Survey (HSES) 201is sample design and overall assessmehthe qiality
of the data.

A.1 An overview of HSES

The HSES2010is a nationally represeriae survey,which aimsto evalate and
monitor the income and expenditure of housesolghdate the basket and weights for
comrsumer price index, andffer inputs b the rational accounts. The HSES issarvey
regularly conductethy the NSOandcovers a 1Znonthperiod for analysisThe present
report period coversthe month of December 201The HSESmay beregardedas an
improved version of the Household Income dfxpenditure Survey (HIES) because
severaltypical modules fromLiving Standards Measurement Survey were merged to
HSES, the then HIESNVhat differs from the HSES 2007/08 is that firesentsurvey
was conducted in abbreviatedorm; hence consists dfl major modiles: basic socio
economic infomation about the members lodusehold, education, healtlemployment
livestock crop production, household business and othesme housing and energy,
durable goods, nefood expenditures and food consumption

A.2. The sampling design

The 2010 HSES used the sampling frame whinek devedped by the NSO based on
2005 population figures obtaindbm local registration office This updated sampling
frame wa of great importancdecause the spatial tisution of the population had
changed dramatally over the last years and any framedaasn the Census 2000 would
not berelevant anymoré?

The design of the survey recognizes threglieit strata: Ulaanbaataaimagcenters,
andsoumcentersand the contryside In addition, the sample was implicitly allocated by
districts andkhoroosin Ulaanbaatar, and aimags in rural areas. Eadimagcenter was
an explicit substratum.The selection strategy was different in each stratum: sstage
process in Uran areas and a thrstage process in ral areas. In Ulaanbaafa360
khesegsvereinitially selected, from each of whid® households/erechosenIn aimag
centers, 12 or 24 bags wengially seleted, and then 10 housads fromeachbag?® In
rural areas, first 5Zouns, then 12bags in eaclsoumand finally 8 households in each

22 Mongolia is divided into2imags. Ulaanbaatar is the capital city and is divided into 9dsstinicts, 121 khoroo and 10¥hesegs
Eachkheseghas approximately 200 households.The rest of the country is divideddnts and bags. One of tlemuns in each
aimagis normally considered asmagcenters while the others are regarded as rural areas.

2 DarkhanUul and Orkhon were the tntwo aimags where 24 bags were selected.
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bag were selectedAll 1,248 primary sampling units or clustemsn(ts, bags oisouns)
were selected witl probability proportional tdheir sizes and were randomly allodad
into twelvemonths of surveyieldwork.

The use of this samiply procedure means that households living in different areas of
the courry have been selected with differgarbbabilities Therefore, in order to obtain
representative dtiatics for eah stratum and for the coump as a whole, it wanecessary
to use sampling weight3he weight which wasassigned t@ach houdeold correspond
to the invese of theselection probabilityand take the sampling strategpto account

The sample of 11,2Z3househals was allocated as follows: 3,600 in Ulaanbaatar,
2,640 inaimagcenters and 4,992 in rural areas aodimcenters.However, the actual
samplesize used for thisanalysisis slightly smaller: 3,572 households in Ulaanbaatar;
2,639 inaimag centes; and 4,987n rural areas and small townghe difference is
explained by60 househdals, for whichcomplete informatiorwas unavailable and were
thus excluded

Table A.1 HSES 2010 sample by stratum and month of interview

Ulaanbaatar Aimag Rural National
centers
2010
Jan 299 219 416 934
Feb 298 220 416 934
Mar 299 220 416 935
Apr 299 220 416 935
May 299 220 416 935
Jun 296 220 416 932
Jul 299 220 416 935
Aug 295 220 416 931
Sep 298 220 416 934
Oct 295 220 416 931
Nov 295 220 411 926
Dec 300 220 416 936
Total 3,572 2,639 4,987 11,198

63



A.3 Data quality

The overall data quality is to be considered of good standard. On the one hand, the
greater amount of information that the HSES collects ffmuseholds imposed new
demands orthe operational strategies and data managementpeoad to the previous
HIES. All procedures werestreamlinedand centralized, which is likely to have had a
positive impact on the quality of the infoation On the othe hand, three different
rounds of consistency checks were applied to the data: first during the data entry process,
then during the compilation of the raw data files and finally during the preparation of this
report In all casesit was possible to compaithelistings used for consistency checks
againstactual aestionnaires filled out bliouseholdsig fact, during the first round of
checks, some households were visited again) and the dataewseiwhenever a error
was found.
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ANNEX B: THE METHODOLOGY FOR POVERTY ANALYSIS

First and foremost, qverty analysis requires three madtements First, welfare
indicatois, both measurable andaaptable, to rank all population accordingly. Second,
an appropriate poverty linghich isto be used as a coff to define individualsas poor
and which is comparablagainst a givenndicator. Lastly, a set of measures that
consolidates individualelfare indicatorsnto an aggregated poverty profila order to
ensure comparalty over time, he samemetlodology thatwas usedin the poverty
analyse¥ of HSES 200718 andHSES 2009 was adopted for the present analysis.

B.1. The choice ofwelfare indicators

Poverty involves multiple dimensions of defation, such as poor health, lowrhan
capital, limited access to infrastructure, malnutrition, lack of goods and services, inability
to express political views or profess religious beliefs, etc. Each of them deserves separate
attention as they refer to different components of welfare,iraheed may help policy
makers to focus attention on the was facets of poverty. Nonethelessyre often than
not, there is a high degree of overlapping: a malnourishesbpes also poorly educated
and without access to health care.

Research on poviy over the last years has reached some consensus on using
economic mesures of living standards drnthese are routinely employed poverty
analysis. Moreovelincomebased poverty indicators sepfest and foremost, basis to
monitor the MillenniumDevelopment GoalsAlthough they do not coverlahspects of
human welfare, they do capture a central comepbrof any assessment of living
standard. The important de@mn to make is to choose between income and consumption
as the welfare indicator. Camsption is the prefeed measure because it is more
accurateand usefulmeasure of living standards than inconiehis preference of
consumption over income is based on both theoretical and practicafissues

The first theoretical consideration is that lbbatonsumption and income can be
approximations to utility, even though they are different conce@mnsumption
measures what individuals havetwadly acquired, while income, together with assets,
measures the potential claims of a persdemnd, the iime period over which living
standards are to be measured is imporiatie interest is the long run, as in a lifetime
period, both should be the same and the choice does not.rmattex shorrun though,
say a year, consumption is likely to be metable than income. Households are often
able to smooth out their consumption, which may reflect access to credit or savings as
well as information on future streams of incof@®nsumption is ats less affected by
seasonal p&rns than income, for example agricultural economies, income is more

24 For complete description of methodology, pleaseR®eerty Profile in Mongolia: Main Report of Household SeEmnomic
Survey 2007/08NSO, 2009

2 See Deaton and Zai(2002)
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volatile and affected by growing and harvest seasons, hencagralyi that indicator
might significantly overestimater underestimatthe trueliving standards

On the other hand, there are practical argds to take into account. First,
consumption is generally an easier concept than income for the respondents to grasp,
especially if the latter is from self employment or own business activiti@sinstance
workers in formal sectors oh¢ economy will hae no problem iraccuratelyreporting
their main source of incomee. their wage or salaryBut selfemployedpeople working
in informal sectors or ithe agriculturesectorwill have a harder time coming up with a
precise measure of their incom®ften is the case that household and business
transactions are intertwined. Beéss, as mentioned abqgveeasonality needs to be
considered in estimating annual income if income is to be. iSedlly, we also need to
consider the degree of ratiility of the nformation. Households are lesduatant to
share information on consumption than on income. They feay thatincome in
formationis being collectedor different purposes such texes, or they may jusegard
income quesons as too intrusive. It iglso likely that houd®ld membersimply know
more about the household consumption than the level and sources dfdiduseome.

B.2. The construction of the consumption aggregate

Creating consumption aggregate is also gwd by theoretical and ractical
considerations. First, it must be as comprehensive as possible given the available
information. Omitting some components assumes that they do not contribute to people's
welfare or that they do not affect the rankings of individuals. Second, nerllenon
market transactions are to be umbdd, which means that purchasenist the sole
component of the mlicator. Third, expenditure is not consumption. For perishable goods,
mostly food, it is usual to assume that all purchases are consumed. Bthidogoods
and services, such as housing oratile goods, corrections have to be made. Lastly, the
consumption aggregate comprised ofive main components: food, ndood, housing,
durable goods and energy. The specific items included in each cenipand the
methodology used to sign a consumption value to each of these items is outlined below.

Food component

The food component can be readily conseddby simply adding up all consumption
per food item, previously normalized to a uniform refece period, and then aggregating
all food items per household. The HSES 20&6ords informaon on food consumption
at the household level for 122 items, organized in 13 categories: flour and flour products;
meat and meat products; fish and seafatatty products;eggs; oils and fat; fruitand
berries sugar and jam; other food; tea and coffee; mineral water and soft drinks; alco
holic beverages; and tobacco and cigarettes.

The method to collect these data and therszfce period vary across urlkamd rural
areas. In the capital and amagcenters, information is captured through a diary, which
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is compiled by an enumerator every ten days, three times during a. imootiher words,

the reference perioidr household food informatiols one monthln soumcenters and in

the countrgide, a recall perioaf last one week is employed. The reasons for this
different approach are at least threefold. First, enumerators lizienag centers, which

are frequently at considerable distance from rural arttags impractical to visit
households every ten days. Second, herder households move often, so sometimes it is
difficult to find the dwelling in a second or third visit. Lastly, people in rural anesse

bulk purchases and thubave more problems fillingput the diary on a daily basis
compared to those living in urban areas.

A few general principles are applied in the construction of this component. First, all
possible sources of consumption are included. Theans that the food component
consists ohot only expenditures omarketpurchases or on meals eatar butalso food
that washomeproduced or receivednh gifts. Second, only food that was actually
consumed, as opposéal total food purchases or total hoqmeducedfood was entered
in the consumiion aggregate. Thirdthe value ofnon purchased food itemwas
estimatedand included in the welfare measuBoth pieces of informatiombout the
average price and quantiyere collected for purchased food omlyd for food from all
other sources, onlyhe quantities werereported. The HSESused average prices to
estimatethe monetary value ohonpurchased foadMost food items are disaggregated
enough to be regarded as relatively homogeneous within each gategeever these
average prices also refit diferences in the quality of the good. To minimize this effect,
and to consider spatial and seasonal differences too, median prices were computed at
several levels by household, clustaimag stratum and month. Hence if a household
purchased a foodem, the same price would be used to value its self produced and in
kind consumption. If the household did not make any purchase but consumed a food
item, the average price from the immediate upper level was used to estimate the value of
that consumption

2010 food consumption aggregates the quantity of purchaskishdrand homenade
food items.

Non-food component

As in the case of food, neiood consumption is a simple and straightforward
calculation. Again, all possible sources of consumption fpeistcluded and normalized
to a common reference period. Data on an extensive range efoodntems are
available, 371 items arranged in 38felieént groups such as clothing and footwear for
men, women and children, jewelry and souvenirs, textilascagmn, health, recreation,
beauty and toiletryproducts andservices, cultural gpenses, household goods, durable
goods, housing expenditures, transportation, communication, insurance andTtexes
HSESdoes not gather farmation on quantities consuchéecause most ngood items
are too heterogeneous to try to calculate unit valh the exception of dable goods,
housing and ergy, which will be dealiater, this subsection covers the consumption of
all the other non food items.
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Practical dificulties arise often for two reasons: the choice of items to include and the
selection of the recall periodRegarding the first issue, the rule of thumb is that only
items that contribute to the consumption are to be includfed instance, clothing,
footwear, beauty articles and recreation are inclu@ders such as taxes are commonly
excluded because they are not linked to higher levatsrmumptionhouseholds paying
more taxes are not likely to receiveore public servies Capital transactionsikie
purchases of financial assets, debt and interest payments should also be eXtladed
cae for oneoff lump expenditures like marriages, births and funerals is more difficult
Given their sporadic nature, the ideal approach would be to spread tipesses<over
the years and thus smooth thent; othewise the true level of welfare of the household
will probably be overestimatetiack of information prevents dsom doing that, so they
areomittedfrom the estimation. Finally, remittances given tbasthouseholds are better
excluded The rationale for this is to avoid double counting because thassfers are
almost certainlyalready reflected in the consumption of the recipiedence including
them wouldartificially increase living standards.

Two non food ategories namely, education and heaserve special attentiom
the case of education there are three issues to consider. First, some argue that if education
is an investment, it should be treated as savings and not as consurRetians on
educationare distributed not simply during the school period but during all years
therafter Second, there are IHeycle considerations;educational expenses are
concentrated in a paular time period of a onés life. Say that we compare two
individuals that will pay the same for their education but one is still studying while the
other finished several years adgde curr@t student might seem as bettdéf but that
result is just related to age and not to true differences in welfare .I&ueds most
appropriateway out would be to smooth these expenses over the life paiid, we
must consider the coverage in the supply of public educdtiath population can benefit
from free orheavily sulsidized education as it happens in Mongalid the decision of
studying in private schools is driven by quality factors, differences in expenditures can be
associated with differences in welfare levels dhnds, the case for their inclusion is
strorger. Standard practice was followed and educati@xglenses were included in the
consumption aggregateExcluding them would make no distinction between two
households with childreim school age, but only one beiagle to send them to school.

Health expenses share some of the features of edudatipenditures on preventive
health care could be considered as investmebiferences in access to publicly
provided services may distort comparisons across households. If somo@ssetthe
population have access to free or significantly subsidized heaitices, whereas others
have to rely on private services, differences in expenditures do not correspond to
differences in welfare. But there are other factors to take into accbust, health
expenditures are habitually infrequent and lumpy over #ference period. Second,
health may be seen as a "regrettableessity”,i.e. by countingthe expenditures incurred
by a household member that was sick, the welfare of that househsdénsicreased
when in fact the opposite has happenedhird, healthinsurance can sb distort
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comparisons. lsured households mayp@t small expenditures when some member has
fallen sick, while uninsured ondarger amounts It was decided to include health
expenses because, as in the case of education, their exokmitd imply making no
distinction between two households, both facing the same health problems, but only one
is capable of paying.

The second difficulty @garding noffood corsumption ¢ related with thehoice of
the recall periodThe key aspct toconsider is the relatiahip between retlgperiods and
the frequency of pehasesMany nonfood items are not purchased frequently enough to
justify a weekly or monthly recall period, exceptions being for instaiodetry, beauty
articles and paymenf aitilities, hence generally recall periods are the last quarter or the
last year

The HSES collects information with two reference periods: last month and last year
The decision on which to choose can have significant implications for the consumption
aggregate.The useof last month datanly was discarded lsause households do not
usually buy noffood items every month and it is likely that many families will not report
any expenditure at all. Whereas this could provide an appropriate estimatiorrageave
comnsumption in the last month, for the purposes of poverty analysis those households that
did not buy anything will have their consumption significantly biased downwards and
will be more likely to be considered podising the last year as the refece period will
certainly overcome the previous limitation because the last 12 months is a more
reasonable recall period for némod expensedHowever, a tradeff appears when the
reference period is extended

More households are likely to report expimes but theresultant average
expenditurewill be lower than that for expenditures wihorter reference perioA third
option that can be seen as a compromise between these two choices is to combine the
information from both recall periods. In thiase information was taken from the last
month if available, and if the household did not purchase anything in the last 30 days,
informationon the last year will be considered

Finally, the HSES offers a second source of expenditure data for educatibaadthn
because it includes specific modules on these two topiesse d& differ from the
standard notiood module in two wayOn the one hand, inforrtian is collected at the
individual level as opposedhousehold level as in the standard sectidrhen the
reference is the household, questions are normally mggeegatedhan if the same
guestions were given teach household mdrar. Generallyhouseholds are known to
provide a more accurate account of expenses when asked in more detail, which would
favor the use of specializadodules On the other hand, both specialized modelager
only one reference p®d, last twelve months irhé case of education atast month in
the case of healttt was decided to use the specialized modules becausarééhought
to bettercapturethe longterm welfare ohousehold.
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Durable goods

Ownership of durable goods could be aparantdeterminanf the welfare of the
households. Given that these goods last typically for many years, the expenditure on
purchases is not the proper indicator to consider. The righsuneao estimate, for
consumption purposes, is the stream of services that households derive from all durable
goods in their possession ovthe relevant reference periodhis flow of utiity is
unobserable but it can be assumed to be proportional to the value of theagabd
determined by depreciation rates.usual procedure involves calculating depreciation
rates for each type of good based on their current value and age, which in ths case
provided by the HSES along with the number of durables owned by the hougehold.

The estimation of this component involved three stépst, selection of durable goods
for consumptioraggregate igperformed. The HSES supgd data on 42 durable gisy
ranging from home appliances to furnitutédowever, onehird of them were excluded
due to their beingused for household businesses or fell under jewelry, dwelling or
residual categorie$Second, to calculate implicit depreciation ratdsi@arregression for
each of theselectedgyoods was run with the current unit value as the dependeiable

and the age of the durableThis technique provides more robust estimates for the
depreciation rates-or example, th@ewer tle good isthe higher itautility is, hence less
depreciation rateFinally, the stream of consumption @®@mputedby multiplying the
estimated value of the good a year dxyoits depreciation rate, and aggregating these
amounts by househad

Housing

Housing conditions are considerad essential part of determining living standards.
Nonetheless, in most developing countries limited or nonexistent housing rental markets
pose a difficult challenge for the estimation and inclusion of this component in the
consumption aggregate. As irethase of durable goods, the objective is to try to measure
utilities derived by the household froits living quarter.For household that rentthe
utility of the rented accommodation can be expressed as the actaldtrenhouseholds

pay.

In Mongola, thevalue ofhousing for households who own their dwelling cannot be
determined based upon tme above informatiobecause very fewouseholdseported
renting their dwellingslthoughit is increasingly common these days and rentals are too
high. Havever, HSESaskedhouseholddor estimates of how much they would rémeir
living quarter for anchow much their dwelling could be soleinplicit rental values can
in principle be used in the consumption aggregate whemeteal rents are not reported.
But they are hypotheticalnd the estimates may not always be credihle additional
complication is that almost half of the poptibn lives ingers, for which etablishing a

26 Further refinements can beade using the inflation rate and nominal interest rate.
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rental value appears to be even more difficult

Hedonic housing regressioneme run with the imputed value of the dwelling as the
dependent variableThe set of independent variables in@ddcharacteristics of ¢h
dwelling such as the main materfal floor, walls and roof, number of rooms, access to
water, electricity, heatindocation, etc. This excise was conducted separatelyders,
houses and apartments. Results show that¢stimated sale pricef the dwelling has a
strong correlation with itsondition chamcteristics and this may be intuitively explained
by the fct that evie though households do not leabgellings,sincethey either bought
or built them, they tend report moreaccuratevalue of the dwelling rather than a
hypothetical rent. However, the use of property values requires an additional assumption
to arive to an estimation of theutilities derived from housing That is either the
depreciation rate or the remaining lifespan of the dwelling. It was assumieHatises
and aparnhents havwe a lifespan of 33 years argers 17 years. Therefore for the
consumption aggregate, thamputed rentsvhich werederived usingproperty values were
used as estimates for the flow of services from housing, except when actual rents were
available.

Energy

The final norfood component thatleservesspecial attention was ergy, that is
expenditures on heating and electricity. Mongolia is a country that enduresnextr
weather condions with winter temperaturesip to -40 degrees Celsius ansummer
temperatures up to +30 degrees CelsiMbile summer may pose fewer inconiences,
winter is indeed a seriousatter. Winters are long and last on averagepsixths and
usuallywith below zero temperatures. For instance, ayertemperatures in January and
February in the capital arainus25C. This means that heating and i regarded one
of the vital househol@ssentials all over the country, and in some cases it constitutes a
large and important component of their consumption.

The HSES collects information only on purchssand seifeported valuations of
fuelsand sevices obtained for free. In principlthis should be enough to capture energy
consumption. However, that may not be the cegieen there is nainformation available
regarding theguantity offuel items that households collected and prepared themselves
ard that are obtained free of charge, it is impossiblassign monetary values the
consumption But if the household uses fuglichwood, coal and/or dunfgr heating and
lighting, households tend to overwhelmingly repprrchases only and not tHael
fetched for free. Given that no data on quantities of collected fuel are available, it is not
possible to impute a value to that consumptidiis is likely to lead to an
underestimation fahe energy consumption dbusehold and thisdistortion is expeted
to behigherin rural areas, where householdsyelyrely on collecteduels.
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B.3 Price adjustments

Mongolia shows remarkable seasodé#ferencesfor food prices. For instince,
food prices are usuallyigher duringthe spring conpared to althe other seasons. At the
same time, there are also regional price differerégses in Ulaanbaatar aparticularly
higher than in the rest of the country. Therefore, in ordexcturatelymeasure living
standards, expenditure values need to be cedefur such differences using price
indices Since it varies with price levels and consumption aggregate price index
consists of two componentgrices ancconsumptiorsharesthe share of the goad the
total expenditure that corresponds to a giveoepperiod The household survegollects
information on the share of a given good in the total expendifareall consumption
items except for food. For food items, the survey only collectsrmationon awerage
prices paid by dousehold A Paasche jixe index at the cluster level was constructed
combining information from the HSES and the national consumer price.iAdelxger
is comprised of10 households in urban eas and 8 households in rural areas
Households within the samduster are likly to face similar prices and have similar
consumption patterns

The Paasche price index for the primaayngling unit isgiven by

P = A w P8
i ék:l |ké£p0k+ EI (1)

wherew is the proportiorof goodk in the budget/consumption pfimary sampling
uniti;

pi is the median price of goddn the primary sampling unit and

Pok, IS the national median price of gokd

In the case of food, average budget shares for each food item were matched with the
average prices paid. The HSES provided both piecedamfnation. In the case of nen
food, the average budggtare was provided by the HSES, whereas the average @asce w
provided by the national nefiood consumer pricéendex This means that all nefood
items were bundled together and it was assumedhégtexperienced the same inflation
rates.Overall, the final price index considemmporal adjustment fdroth food and non
food items, but spatia@djustment was mader food only. It is not clear whatmpactthe
assumptiorthat there are no spatial tifences in noe-food priceswill have on poverty
estimatesFor instancejn rural areas prices afonfood items, with the exception of
housing,are generallyhigher thanthosein urban areas. If the price index assumes no
differences, rural areas will ppar to be relatively bett@ff compared to urban areas.
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The average values and total price indicedood items are showloy stratum andby
the month of interviewn Table B1. Two findings are worth emphasizingirst, both
indices confirm thathe st of living in Ulaarbaatar ishigher thanin any partof the
country. Second, seasonal pattern of prices can be seen. limdiegssewith quarter 1
and quarter 2 and reduces with other quarters.

Table B.1 Cluster Paasche indg by stratum and month of interview

Food Paasche Index Total Paasche Index
Ulaanbaatar Aimag Rural National Ulaanbaatar ~Aimag Rural National
centers average centers average
2010

Jan 0.97 0.87 0.84 0.89 0.97 0.92 0.88 0.92
Feb 1.03 0.95 0.94 0.97 1.00 0.97 0.95 0.97
Mar 1.06 0.97 0.94 0.99 1.03 0.99 0.96 0.99
Apr 1.11 1.05 1.00 1.05 1.06 1.03 1.00 1.03
May 1.18 1.10 1.05 1.11 1.10 1.07 1.04 1.07
Jun 1.14 1.04 0.97 1.04 1.08 1.04 0.98 1.03
Jul 1.08 1.01 0.98 1.02 1.04 1.01 0.97 1.00
Aug 1.03 0.94 0.91 0.95 1.03 0.98 0.93 0.97
Sep 1.02 0.95 0.92 0.96 1.02 0.98 0.95 0.98
Oct 1.02 0.94 0.99 0.99 1.02 0.99 0.99 1.00
Nov 1.04 0.99 0.96 0.99 1.04 1.02 0.98 1.01
Dec 1.10 1.02 0.99 1.04 1.07 1.04 1.01 1.04
Average 1.07 0.99 0.96 1.00 1.04 1.00 0.97 1.00

Source: HSES 2010

B.4 Household composition adjustment

The final step in constructing a Wate indicator involvestransformingmeasurs of
living standard that are measuredt the household level tper capitalevel. Ultimate
concern is to make comparisons across individuals and not across households
Consumption data are colled typically at the household level (usual exceptions are
health and education expenses), so putation of an individual welfare measure is
generally performedby dividing the total household consumption by the number of
people in the household, and assigning that value to each household nmfedreamon
practice when doinghis is to assume that consumptisnequally shared by household
members.

Two types of adjustmente typically made in consumption aggregate and $ize.
first relates to demographic composititiousehold members have different needs based
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mainly ontheir age and gender, although other characteristics can also be considered
Equivalence scales are the factors that reflect those differences and are used to convert all
household members into "equivalent adUlEor instance, children are thought teedea

fraction of what adults require, thus if a compan is made between two hohséls

with the same total consumption and equal number of members, but one of them has
children while the other is comprised entirely by adults, it would be expectedchéhat t
former will have a higér individual welfare than the latter

Unfortunately there is ngingle methodobgy to calculate theseonversionscales
Someconversiongre based on nutritional needs assunarghild may need only 50% of
the food requiremets of an adult. Bt is not clear why the sameade as adultds used
for nonfood items. It may very well be the case that the same child requires more in
educationand clothing expensesOthers are based on empirical studies of household
consumption bedwior, although with more analytical grounds, they do ecamnmand
complete support eithéf.

The second adjustment focuses in the economies of scale in consumption within
the householdThe motivation for tis is the fact that some of theals and serves

consumed by the household have characteristics of "pobiommongoods’ A good is

said to be public when its consumption by a rbemof the household does not
necessarily prevent another memiim consumingit too. Examples of these goods
could be housing and durable good=or exanp | e , 0 N e watcking betevisins
does not preclude another fromatchingit too. Larger househals may spend less to be

as welloff as smaller onesHence, the biger the share of public goods in total
consumptiornis, the lagerthe scope for economies of scaleliscontrast private goods
cannot be shared amomngembers, once they have been consumed by one member, no
othes can Food is the classic example of a private gdbds often pointed out that in
poor e&onomies, food represents a sizeable share of the household budget and therefore in
those cases there is little room for economies of scale.

Both adjustments can be implemented usigfollowing approach
AE = (A +aK)d

WhereAE is the number of adukquivalents of the household,is the number of
adults, K is the number of childrea is the parameter that measures the relative cost of a
child compared to an adult agdepresents the extent of the economies of 2€ale.

Both parameters can take wat between zero and one. It is been reported that in
developing countries, children are telaly cheaper than adults, perhaps with values of

a as bw as 03, while in developedountriesvalues are closer to ofie

27 See Deaton and Muellbaug@986)or Deaton(1997)

%®Since the elasticity of adul t(AHf)isi,tha neasute of economibs ofseake jsd-q.t t o fAeffec

These paramete range between 0 and 1.
2% Deaton and Zaidi2002)
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At the same time, in poorer econ@wifood is often the most important good in
the household consumption, and given that is a private good, the budget share of public
goods is limited and so is the scope for economies of scale, perhaghsitigclose to
1, whereas in richer cotmres aound Q75.

It was mentionedabovethat standard practice is to use a perteapdjustment for
household commosition and that is also folved hereThis is a speai case of the above
formula, it assumes andq are set equal to one, so children consasmenuch as adults
and there is no room for economies of scieother words, all mebers within the
householchaveequal sharem thetotal consmption and costs increase in pastion to
the number of people in the househadfdgeneral, per capita@asures will underestimate
the welfare of households with childramd larger householdsompared tdhouseholds
with no kids orsmall householdst is thereforejmportant to conduct sensitively analysis
to see how robust the poverty measures and rankieg® different assumptions regard
ing child costs and economies of scale

B.5 The poverty line

The poverty line can beefined as the matary cost to a given persangiven place
and time, of a reference level of welfaf@avallion, 1998)f a person does not attain that
minimum level of standard of livindje or she will be considered as poBut setting
poverty lines could be a very controversial issue because people disagree on what
"minimum” is. Poverty line is crucial tomonitoring povery and policy making
decisions

The poverty line will be absolute because it fixes a given welfare level, or standard of
living, over the survey location strataThis guarantees that comparisons across
individuals will be consistent, e.g. two persons it same welfare level will be treated
the same way regardless of the location where they 8eeond, the reference utility
level is anchored to certain attainments, generallytranél ones, for instance, obtaining
the necessary calories to havdealthy and active life. Finall the poverty line will be
set as the minimum cost of achieving that requirement

The Cost of Basic Needspproahcwas employed to estimate the nutrition based
poverty line. This approach calculates the cost of obtaining nsuoaption bundle
believed to be adequate for basic consumption needs. If a person cannot afford the cost of
the basket, this person will be coresied to be poor. First, it shall be kept in mind that
the poverty status focuses on whether the person hasmiéens to acquire the
consumption bundle and not on whethas or heractual consumption met those
requirements. Second, nutritional referenare used to set the utility level but nutritional
status is noa welfare indicator. Otherwise, it will suffe to calculate caloric intakes and
conmpare them against the nutritional threshold. Third, the consumption basket can be set
normatively or to reflect prevailing consumption patterns. The latter is undoubtedly a
better alternative. Lastly, the poverty dicomprises two main components: food and
nonfood.
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Food component

The first step in setting this component is to determine the nutritional requirements
deemed to be appropriate for being healthy and algarteipate in society. Clearly, it is
ratherdifficult to arrive to a consensus on what could be cameil as a healthy and
active life, and hence to sign caloric requirements. Common practice is to establish
2,100 calories per person per day as the reference for energy intaked,Sedond
bundle must be chosern theory, infinite food bundles can provide that amount of
calories. One way out of this is to take into consideration the existing food consumption
patterns of a reference group in the country. It was decided to use the bottom #h@% of
population, ranked in terms of real per capita consumption, and obtain its average con
sumed food bundle. It is better to try to capture the consumption pattern of the population
located in the low end of the welfare distribution because it will grigheeflect better
the preferences of the poor. Hence the reference group can be seen as a first guess for the
poverty incidence. Third, caloric conversion factors were used to transform the food
bundle into calories. The maiowce for these factors w&blic Health Institutef the
Ministry of Health of Mongéa. Tobaccojiguorsand meals eaten outside the household
were excluded from this calculation: Tobacco and liquors are not necesditiss/dry
difficult to approximate caloric intakereals aitside the householéourth, median unit
values were derivefibr each unit of calorien order to price the food bundle. Unit uabk
were computed using only transactions from the reference group. Again, this will capture
more accurately the prices fadey the poorFifth, the average caloric intake of the food
bundle was d@anated, so the value of the food bundle could be scaled proportionately to
achieve 2,100 calories per person per. day instance, the average daily caloric intake
of the bottom 4% of the populabn in Mongolia was around 1,38®&lories per person
and the daily valuefahe food bundle was 1,043 tugrug gesrson. Hence the value of
the daily poverty line i4,581tugrug(= 1,043tugrug x 2,100 caloriel/386 calori¢ per
person. &ble B.2 shows the caloric contribution of the main food categories as well as
their respective share in the cost of the food povertyline

Table B.2. Food bundle per person per day by main food groups

Caloric intake Price
Calories (%) Tugrug %
Total 2100 100 1581 100
Flour and flour products 1283 61 391 25
Meat and meat products 254 12 653 41
Fish and seafood 0 0 1 0

30 A more detailed takl by food itenris provided at the end of this annex
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Dairy products and egg 147 7 226 14
Oils and fats 230 11 78 5
Fruits and berries 3 0 13 1
Vegetables 70 3 86 5
Sugar and jam 90 4 58 4
Other food items 3 0 13 1
Tea and coffee 9 0 27 2
Bottled water, soft drinks and juice 4 0 12 1
Alcoholic beverages 7 0 23 1

Source: HSES 2010

Non-food component

There is considerable disagreement on what sort of items should be included in the
nonfood share of the poverty linélowever, it is possible to link this component with
the normative judgentusedwhen choosing the food componentirBehealthy and able
to participate in society qeiires spending on shelter, clothing, health care, recreation, etc.
In most cases, the poverty line is raised to include essentidbodntems.-- Poverty
line can be obtained by dividing the food pdydine by some estimates of food share.
Theadvantage of using this approaslhthat the nofiood allowance can also be based on
prevailing consumption patterraf a reference group and no ftetermined ndiood
bundle is required.

The initial step is to choose a reference group that will represent the poor and
calculate how much they spend on ffond goods and services. Two possible -famod
poverty lines can be cstructed according to the World Bank metbtogy. On the one
hand, the upper néood poverty line is the average rfowd consumption of the
population whose food consumption is similar to the food poverty line. The rationale
behind this uper reference groupsithat if an individual spendsnofood what was
considered appropriate foribg healthy and maintaining certain activity levels, it will be
assumed that this person has alsguaed the minimum nofood goods and services to
support this lifestyle. On the other hand, the lower-fomd poverty line is the average
nonfood consumption of the population whose total consumption is similar to the food
poverty line The justification for the lower reference group is tifian individual spends
on food what was considered appropriate fangpdealthy, it will be assumed that this
person has also quired the minimum ncefood goods and services to support this
lifestyle. If these people have substituted basic fooddsieéa order to satisfy some
norfood needs, that amount can be interpretethasninimum necessary allowance for
nonfood spending.

An equivalent way of estimating the néwyod poverty lines is using the food shares
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of the upper and lower reference groups rather than theimge@orood consumption.

Two different procdures ¢ calculate the food share can be proposed. One relies on
econometric techniques to estimate the Engel curve, i.e. the relationship between food
spending and total expenditures. Another is to use a simple non parametric calculation as
suggested in Ravallio (1998). The advantages of the latter is that no assumptions are
made on the functional form of the Engel curve and that weights decline linearly around
the food poverty line, i.e. the clasthe household to the food poverty line is, the higher

its weidht is. This procedure was used to determine thefood components of the
upper and lower poverty lines.

In the case of the upper poverty line, thegaedure starts by estimating the average
food share of those households whose food expenditures thenwilus and minus
1percentof the food poverty line. The same exercise is then repeated feehalds
lying plus and minus 2 percent, percent, and up to 10 perSenbnd, these ten mean
food shares are averaged and that will be the final food shatee afper reference
group.Finally, the upper poverty line can be easily estimated by dividing the food-pover
ty line by this food share€! In the case of the lower poverty line, the methodology is
similar but there are two differences. First, the refeeegroup is now those households
whose total consumption is around the food poverty line. Second, the lower poverty line
will be the result of multiplying the food poverty line by the difference between 2 and the
food share.

The poverty line employed ithis report can be seen as a combination of the lower
and upper poverty lines. On the one hand, the lower poverty line may be considered as an
extremely low threshld because the nefiood component comes from the population
whose total consumption is breenough to cover the required food consumption. On
the other hand, the upper poverty line may unnecessarily overstate tkheodon
component because once basic food needs have been satisfied; food consumption may
not increase proptionally with total @nsumption. In other words, the nfood
component may be taking into cderation consumption patterns of people that are
relatively high in the ensumption distribution and caot be regarded as poor. The
poverty line used in this report has a foodreftaat is the average between the food share
of the lower and upper poverty lines and can be seen as a cois@roetween the two.

Table B.3 displays the food and nfsod components of these three poverty lines. Even
though this moderate poverty line applied throughout the report, estimates with the
lower and upper poverty lines are presented ipefalix C.

Table B.3 Poverty lines per person per month

Lower poverty Moderate poverty Upper poverty
line line line

31 Say FZ is the food poverty line. FSu is the food share from the upper reference group and FSI is the fdminstterdower
reference group. Ehupper poverty line will be estimated as FZ/FSu, while the lower poverty line asFZf)2
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Tugrug % Tugrug % Tugrug %

Food 48093 69 48 093 55 48 093 42
Non-food 21856 31 40 063 45 66 466 58
Total 69949 100 88 156 100 114 559 100

Source: HSES 2010
B.6. Poverty measure

The literature on poverty measurement iteagive, but attention will be given to the
class of poverty measures proposed by Foster, Greer and Thorbecke (1984). This family
of measures can be summarized by the following equation:

—mma° M
—1(; Z -

wher e U i snegativenparameter,nz is the povertyeliny denotes
consumption, i regesents individuals, n is the total number of individuals in the
population, and q is the number of individuals with consumption below the pdinerty

The headcout i ndex (U=0) gives the share of the
measures the percentage of population whose cortigumig below the poverty line
This is the most widely used poverty measure mainly because it is very simple to
understand andasy to interpret. However, it hasns® limitations It takes into acount
neither how close dar the consumption levels of the poor are with respect to the poverty
line nor the distribution among the poof h e poverty gap (U=1) [
consumptio shortfall of the population relative to the poverty line. Since the greater the
shortfall, the higher the gap, this measure overcomes the first limitation of the headcount.
Finally, the severity of poverty (tidh=2) i s
among the por, a transfer from a poor pen to somebody less poor may leave
unaffected the headcount or the poverty gap but will increase this measure géntnéar
poverty gap is, the higher the weight it carries

These measures satisfy sonmeenient proprties First, they are able to conme
individual indicators of wehre into aggregated measures of povestgcond, they are
additive in the sense that the aggregate poverty level is equal to the population weighted
sum of the poverty leve of all subgroups of the populatiofihird, the poverty gap and
the severity of poverty satisfy the monotonicity axiom, which states that even if the
number of the poor is the same, but there is a welfare reduction in a poor household, the
measure of paerty should increase. And fourth, the séyeof poverty will also comply
with the transfer axiom: it is not only the averagasumptiorof the poor that influences
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the level of poverty, but also its distribution. In particular, if there is a transiier éne
poor household to a richer household, the degree of poverty should intease.

Finally, along the report all poverty measures are shown with their respective
standard errorsSince these estimations are based on surveys and not on census data,
stendard errors must reflect the elements of the sample design, i.e. stratification,
clustering and sampling weightslgnoring them will risk, when carrying out poverty
comparsons, mixing up true population differences with differences in sampling
procedues Appendix E shows confidence intervals for the poverty measandsthe
effects ofsampling methodn them

Table B.4 Food bundle per person per day

Calories Quantity Calories Unit Total

pg(rcléglt required provided Price(kg) (tﬁgrcfg)
Total 2100 1581
FLOUR AND FLOUR PRODUCTS
Bread, piece (piece=670 g) 1589 0.106 168 629 67
Rice, kg 3447 0.054 187 1608 87
Flour highest grade, kg 3617 0.007 25 777 5
Flour grade 1, kg 3250 0.216 701 685 148
Flour grade 2, kg 3474 0.008 27 582 5
Other types of flour (barley flout etc), kg 3742 0.000 2 1623 1
Noodles domestic, kg 3505 0.006 20 1485 8
Noodles imported, kg 3623 0.003 10 1552 4
Bakery and pastries 4 050 0.032 129 1782 57
Biscuits and wafers, kg 2508 0.001 3 2761 3
Cakes, kg 3 096 0.000 1 6 025 2
Millet, kg 3513 0.002 6 1162 2
Other rice 3455 0.001 3 1223 1
MEAT AND MEAT PRODUCTS
Lamb, kg 1083 0.087 94 3166 274
Beef, kg 1531 0.030 46 3616 109
Goat meat, kg 1057 0.048 50 2372 113
Horse meat, kg 911 0.016 14 2 650 42
Camel meat, kg 1025 0.002 2 2813 5
Dried meat, kg 4 292 0.005 23 13991 75
Chicken, kg 1908 0.000 1 3752 1
Pork, kg 3554 0.000 0 5227 0

32 Both the monotonocity and transfer axioms were formulated by Sen (1976).
3% See Howes and Lanjouw (1997) for detailed explanation.
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Calorlgs Quantity Calories Unit thal
per unit required provided Price(kg) price

(kcal) (tugrug)
Bacon, kg 4 580 0.000 0 4817 0
Game meat, kg 1788 0.000 1 2029 1
Other poultry, kg 1908 0.000 0 1011 0
Animal guts, kg 1057 0.015 16 1491 23
Sausage (big salami), kg 2 666 0.002 6 3918 8
Sausage (small), kg 1680 0.000 0 3787 0
Canned meat, kg 2250 0.000 1 3248 1
FISH AND SEAFOOD
Fish, kg 821 0.000 0 3312 1
Dried, smoked, salted fish, kg 2 600 0.000 0 7 202 0
Canned fish, kg 1965 0.000 0 3992 0
MILK, DAIRY PRODUCTS AND EGGS
Milk, L 671 0.134 90 1142 154
Yoghurt, L 564 0.021 12 1203 25
Eggs, piece 78 0.025 2 211 5
Dried curds, kg 4908 0.004 21 4 345 18
Horse milk, kg 487 0.003 2 1971 6
Curds, kg 2 566 0.003 8 1760 6
Cheese (traditional), kg 4733 0.000 2 4211 2
Cheese (imported), kg 3040 0.000 0 9634 0
Eezgii (a kind of traditional dairy
products), kg 4010 0.000 2 2825 1
Milk powder and nondairy coffee milk,
kg 3293 0.001 3 4781 5
Condensed milk, L 4 850 0.001 5 2519 3
Sour cream, kg 2 495 0.000 1 4243 2
OILS AND FATS
Butter, kg 5323 0.005 27 3148 16
Margarine, kg 7 448 0.000 0 2 283 0
Vegetable oil, L 8991 0.012 104 2 509 29
Edible animal fats, kg 8991 0.008 75 1630 14
Skimmed cream, melted white butter, kg 3835 0.003 11 3809 11
Melted yellow butter, kg 8415 0.002 13 5651 9
Olive oil, L 8991 0.000 0 11711 0
FRUITS AND BERRIES
Apple, kg 468 0.004 2 1682 7
Mandarin, kg 376 0.001 0 1977 1
Raisin, kg 716 0.000 0 2 876 0
Wild berries, kg 398 0.001 0 3058 4
Dried fruits, kg 2721 0.000 1 2732 1
Wild nuts, kg 5980 0.000 0 1926 0
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Calorlgs Quantity Calories Unit thal
per unit required provided Price(kg) price

(kcal) (tugrug)
VEGETABLES
Potato, kg 877 0.066 58 727 48
Cabbage, kg 140 0.010 1 868 8
Carrots, kg 224 0.009 2 793 7
Turnip, kg 208 0.003 1 799 2
Onion, kg 336 0.013 4 996 13
Garlic, g 1 0.352 0 4 1
Tomato, kg 260 0.000 0 2 506 1
Cucumber, kg 142 0.001 0 2378 2
Clear noodles, kg 3272 0.001 2 1647 1
Canned cucumber, kg 164 0.000 0 2 652 1
Canned vegetable salad, kg 1120 0.000 0 2873 1
Capsicum, kg 220 0.000 0 2417 1
SUGAR AND JAM
Sugar, kg 3992 0.015 60 1733 26
Lump sugar, kg 3996 0.000 2 2119 1
Sugar substitutes, g 4 0.000 0 11 0
Candies. Kg 3697 0.004 15 3 466 14
Sweets, kg 5200 0.002 8 4 488 7
Chocolate, g 5 0.405 2 10 4
Honey, g 3 0.021 0 7 0
Compotes, g 1 0.102 0 5 0
Jam and fruit puree, kg 3 0.482 1 4 2
Ice-cream, g 2 0.704 1 3 2
Chewing gum, piece 4 0.009 0 50 0
OTHER FOOD
Salt, g 0 9.047 0 0 4
Seasoning, g 1 0.036 0 5 0
Ketchup, g 1 0.450 0 2 1
Mayonnaise 6 258 0.000 1 4049 1
Yeast, g 2 0.205 0 11 2
Spices, g 1 0.498 0 9 5
Baby food, g 2 940 0.000 0 1887 0
TEA AND COFFEE
Green tea, g 1 7.552 8 3 20
Black tea, g 1 0.532 1 13 7
Coffee, g 1 0.062 0 10 1
Cocoa, g 3 0.003 0 18 0
MINERAL WATER AND SOFT DRINKS
Beverage, L 342 0.007 2 989 7
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Calorlgs Quantity Calories Unit thal
per unit required provided Price(kg) price
(kcal) (tugrug)
Juice, L 488 0.003 1 1517 5
Pure and bottled water, L 0 0.000 0 496 0
ALCOHOLIC BEVERAGES
Vodka domestic, L 2750 0.002 6 9049 21
Beer domestic, L 240 0.000 0 2250 1
Vodka imported, L 2750 0.000 0 9 055 0
Beer imported, L 240 0.000 0 2517 0
Wine, L 700 0.000 0 7 290 1
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APPENDIX C. LOWER AND UPPER POVERTY ESTIMATES
Table C.1 Poverty lines per person per month, 2009 and 2010

2009 2010
Tugrug (%) Tugrug (%)
Lower
Food 38317 71 48 093 69
Nonfood 15817 29 21 856 31
Total 54 134 100 69 949 100
Moderate
Food 38 317 59 48 093 55
Nonfood 26 936 41 40 063 45
Total 65 253 100 88 156 100
Upper
Food 38317 48 48 093 42
Nonfood 41 538 52 66 466 58
Total 79 855 100 114 559 100
Note: Standard errors taking into account the survey design are shown in parentheses.
Source: HSES 2010
Table C.2 Lower poverty estimates, 2009 and 2010
2009 2010
Poverty Population  Poor Poverty Population  Poor
Headcount Gap Severity (%) (%) Headcount Gap Severity (%) (%)
National average 26.0 6.2 2.1 100.0 100.0 24.3 6.0 2.1 100.0 100.0
Urban 19.0 4.4 15 62.6 42.3 18.6 4.4 15 63.3 42.2
Rural 35.5 8.6 3.0 37.4 57.7 315 8.0 3.0 36.7 57.8
Ulaanbaatar 15.5 3.4 1.1 40.7 215 16.6 3.7 1.2 41.4 23.5
Aimag centers 24.9 6.0 2.1 22.0 20.9 21.8 55 2.0 21.9 18.7
Soum centers 31.0 8.0 29 14.2 17.0 24.1 6.1 2.3 18.5 18.3
Countryside 37.7 8.9 3.0 23.2 40.7 36.6 9.4 34 18.2 39.5
West 31.4 6.9 2.4 14.9 20.9 34.2 8.9 3.3 14.5 25.1
Highlands 42.2 11.0 4.0 20.6 36.5 33.9 9.0 3.3 20.4 29.8
Central a/ 19.0 4.3 14 16.5 121 16.9 3.7 1.2 16.5 12.2
East 30.3 7.3 2.6 7.3 9.0 26.1 6.6 2.6 7.2 9.4

Excludes Ulaanbaatar
Source: HSES 2010
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Table C.3 Upper poverty estimates, 2009 and 2010

2009 2010

Poverty Population  Poor Poverty Population  Poor

Headcount Gap Severity (%) (%) Headcount Gap Severity (%) (%)
National average 53.7 171 7.4 100.0 100.0 56.8 19.9 9.2 100.0 100.0
Urban 45.0 13.3 55 62.6 48.4 49.8 16.2 7.1 63.3 48.5
Rural 65.6 22.4 9.9 37.4 51.6 65.4 24.5 11.7 36.7 51.5
Ulaanbaatar 40.1 11.4 4.5 40.7 26.9 46.5 14.8 6.3 41.4 28.3
Aimag centers 53.0 16.6 7.2 22.0 21.6 55.2 18.6 8.4 21.9 20.2
Soum centers 57.3 19.7 9.0 14.2 15.2 55.8 19.8 9.2 18.5 18.2
Countryside 69.8 23.7 104 23.2 36.4 72.2 27.8 13.4 18.2 33.4
West 66.4 20.8 8.7 14.9 21.4 69.0 26.2 12.7 14.5 21.7
Highlands 70.6 25.7 12.0 20.6 29.6 71.0 26.7 12.8 20.4 26.7
Central a/ 43.3 12.9 5.3 16.5 13.3 46.2 14.8 6.3 16.5 14.2

East 61.3 19.8 8.6 7.3 8.8 58.9 211 9.9 7.2 9.1

Excludes Ulaanbaatar
Source: HSES 2010
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