“The reform of livestock marketing in post-communist Mongolia: problems for a food
secure and equitable market development “

Jerker Edstrom

Nomadic Peoples, Number 33, 1993

The Commission on Nomadic Peoples of the International Union of Anthropological and
Ethnological Sciences (IUAES) is collaborating with the Ford Foundation to digitize,
preserve and extend access to the journal of Nomadic Peoples. For more information
regarding the journal Nomadic Peoples visit the Commission on Nomadic Peoples website
at www.nomadicpeoples.info and the Berghahn Books website at www.berghahbooks.com




adic Peoples 33:1993, Edstrdm, pp. 137-152

he reform of livestock marketing in

srker Edstrom
h research assistance from L. Ganzorigt & S. Badarch

cultural production (predominantly nomadic pastoralism) and the distribution of agricultural produce
1 producers to consumers have both begun to be privatised, as part of the current process of economic
rm in Mongolia. Levels of off-take and marketing of livestock, however, are declining and the govern-
t is actively seeking new ways of developing marketing, s0 as 10 increase off-take rates and—as a
sequence—herders’ incomes and national food security. This paper, however, argues that raising levels
f-take and marketing would not, by itself, necessarily increase incomes and food security of herders in
onger term, unless the general environment for livestock trade is improved and developed in a more
artial and non-interventionist mode than has been the cage todate. Continuationofa policy environment
hich discriminates against the interests of herders and private traders, is likely to keep levels of marketing

troduction

ispaper treats the general subject of live-
ck marketing in Mongolia from the
rspectives of the pastoral household
nomy, and of urban and rural food se-
ity, as well as its role in the transforma-
n of the former centrally planned
momy to a market economy. Current
ernment policy is broadly aimed atlib-
ising livestock marketing and although
rice liberalisation in the livestock sector
considerably delayed relative to other
ors, prices are now (since June 1993)
ficially free for private operators; subsi-
sed meat rations were finally abandoned
¥y recently (in August 1993), in time for
year’s slaughtering season. Neverthe-
/levels of marketing of livestock arestill
ining by all indications, and the gov-
ent is actively seeking new ways of

developing marketing so as to improve the
flow of goods, secure food supplies to con-
sumers and enhance the chances of a suc-
cessful transition to an efficient and grow-
ing market economy. Emphasis is placed
on the need to improve supply, by raising
levels of off-take for meat consumption.
Additionally, greater market participation
by herders is seen as the major avenue to
raising levels of rural incomes; since the
rural sector accommodates some 35-40
percentof the population, thisis of extreme
importance to incomes and welfare nation-
ally. This paper, however, argues that rais-

ing levels of off-take would not, by itself,

necessarily increase incomes and food se-
curity of herdersin the longerterm, because-
small herd sizes for the majority of herdets:
(less than 50 animals for some 59 percent of
herdinghouseholds) mean thatthebalance
between home consumption needs and
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herd growthrequirements,on theonehand,
and exchange requirements (for basic sta-
ple goods), on the other, means that mini-
mising off-take rates is often the most ra-
tional strategy for households to adopt at
present. Further, the general environment
for livestock trade (external to the house-
hold economy) is currently so unfavour-
able for herders thatlivestock is seen as the
bestavailable optionfor storing wealth;and
marketing is considered too costly, as live-
stock prices are seen to beunacceptably low.

After reviewing somerecent changes in
the production, distribution and exchange
of livestock in Mongolia, we will discuss
some field evidence of how basic produc-
tion rationales in herding have changed in
recent years, followed by a description of
current constraints in the general environ-
ment for livestock frade in the country and
some suggestions as to how the situation
might be improved. Whilst the prospect of
marketreformsinaformersocialisteconomy
presents new problems in terms of the pre-
dictive power of economic theory
(Braverman and Guash 1990), it also pre-
sents an unusual opportunity to propose
ways which will encourage the establish-
‘ment of an equitable base for economic
growth, given the fairly small inequalities
in the current levels of education, health
and wealth of the Mongols, as well as the
relatively mild urban biases and gender
biases in policy, socommon and damaging
to most developing countries.

Recent changes in livestock
production and trade

During the current process of economic
reform in Mongolia, agricultural produc-
tion (livestock and crop production) and
the distribution of agricultural produce
from producers to consumers have both
begun to be privatised, as part of a larger
effortto turn the former socialised and cen-
trally planned economy into one based on
the principles of market forces. The basic
means of production in the pastoral
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- treme West of the country, as these

- economy, namely livestock, have largey

been passed into private hands (WhEther
directly to individual herding househgg
or toagricultural share holders companig,
which are “private’ butsometimes stj]] state
controlled), although there remains 4 con-
siderable stock of capital assets to be priy,.
tised, such as vehicles, farm and process.
ingequipmentand buildings. Agricultyry
crop land and pasture lands remain in th,
ownership of the state, butanew draftlang
law is currently being discussed, which
anticipates the privatisation of crop Jang
and the leasing of some pasture land ¢,
herders.

Before decollectivisation, the distriby.
tion and pricing of agricultural and other
products was the responsibility of thestate,
via specific departments and supply boards,
Due to the stability of export and import
prices within the former East Bloc CMEA
trade arrangement, inflation was kept un.
der control through the fixing of prices,
Demand-—or rather, ‘requirements’—for
products were met by local, regional and
central planners estimating production
capacities and requirements and issuing
state procurementorders to producers,such
as negdels (collectives) or state farms. Pro-
ducers were required to sell their respec-
tive quotas to the state through the state
supply system under the former Depart-
ment for Trade and Procurement, which
would purchase animals and livestock
products and beresponsible for their trans-
port to various state slaughterhouses and
processing factories. In the case of livestock,
orders were specified in terms of tonnes of
live weight, and most animals would be.

bought in the early summer (when they:

weigh the least), trekked to urban cen

and fattened during the long trek (ta}ci'n'__ o

up to five months), then sold as mea
dead weight prices or exported to Ru
processed, by rail, from Ulaanbaa
Darkhan or Choibalsan, Additionally,
mals were exported live to Russia, dire
on foot from aimags (provinces) in

cated too far from the capital for tre

B O ey
0T Mo o—as




'g;k, andsince thisregion had nomajor
terhouse with meat-processing plant
y railway connection with the out-
orld. Map 1 below shows how ani-
~ore trekked for vast distances over-
n state designated trekking routes,
ain urban centres. Trekking along
outes is still going on, although cer-
5hges initsorganisationarecurrently
place.

e government has set out a general
work for proceeding with thereform
agricultural sector, in a policy docu-
tof March 1993 (Mongolia1993), which

ap 1. Traditional destinations of trekked livestock in Mongolia
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outlines the main objectives of reforms as
well as intended ways of implementing
them, though the latter remains somewhat
vague. In general, however, it involves a
commitment to encouraging competition
in production and marketing, as well as
scaling down the involvement of the state
in economic activities, with the exception
of certain areas where substantial state in-
vestments are deemed difficult to privatise
equitably, and where currently unprofit-
able state enterprises are regarded as too
important to discontinue (particularly in
the case of dairy farms and some crop
farms). |

Raiiway .
on  Official trek route 3
Secondary slaughterhouse

Russia

Major slaughterhouse with meat processing plan

t

%

./  China

Ulaanbaatar

Export of live animals to Russia
Darkhan and export of live animals
Choibalsan

Darkhan and Ulaanbaatar

Typical trekking destination of marketed surplus fivestock:
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Out of the old system of procurement
and distribution, a number of new market-
ing organisations have been created: some
through privatisation and some through
reorganisation. Branches of the old Depart-
ment for Trade and Procurement were pri-
vatised and set up as shareholders’ compa-
nies called Consumer Cooperatives (CC),
with considerable assistance from the state
in terms of assets and credit at subsidised
rates. Although legally private companies,
they are theoretically obliged (in some
vague sense of that word) to comply with
state orders at fixed prices, though there
are no explicit penalties for not meeting
these orders.

Another newinventioninmarketing was
the creation of the Agricultural Commodi-
ties Exchange (ACE), consisting of a na-
tional exchange, and a network of aimag
exchanges as well as local brokers and bro-
kers’ firms in various sums (districts). As
with the Consumer Cooperatives, the ACE
agencies are subject to state orders for cer-
tain goods at prices fixed by the adminis-
tration (whether set centrally or by city or
aimag administrations). The mode of op-
eration of the ACE organisations and bro-
kers differs somewhat between areas and
in many places they are state controlled or
even fully state owned, whereas in others
they operate as private companies (even if
linked to the administration through the
exchange network).

Aside from the CC and ACE agencies,
otherparastatal trading companiesinclude
Makhimpex (meat corporation), the Gobi
company {(cashmere), and a few skin and
leather processing companies. Some of
these are planned to be privatised in the
future, however, and many others with
severe financial problems may well end up
on the privatisation list in the future.

The two most significant steps towards
liberalisation in livestock marketing have

‘undoubtedly been the legalisation of pri-
vate enterprise in the livestock and live-
stock product trade, together with the offi-
cial freeing of meat and other livestock
product prices for the private sector. Itis
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important tostress that partially privatiseq
and parastatal enterprises, such as the
ACEs, CCs, or Makhimpex, do not enjoy 5
free price regime and are as a consequence
losing ground to the competition. On the
other hand these agencies enjoy certain
other forms of institutional support net
available to independent private enter.
prises.

Export policy has also changed some.
what, with the liberalisation of exports of
livestock products such as skins, hides,
wool and cashmere, where there are ng
export taxes, resulting in the majority of
these products being exported to China,
Exports of live animals and meathowever,
remains illegal for private operators, with
the exception of some companies withstate
connections who can manage to negotiate
anexportlicencefrom the Ministry of Trade
and Industry. Additionally, the export of
intestines remains reserved as a state mo-
nopoly, despite the stated intention of en-
couraging competition in marketing and
promoting the export of surplus animal
production (Mongolia 1993).

Inorder to better appreciate currentcon-
straintsin thelivestock marketing situation,
it is useful first to briefly describe the na-
ture of the household economy in Mongo-
lian pastoral production and how that in-
tersects with the broader economy.

Herders’ new production
rationales and current
marketing strategies

A range of different factors normally influ-
ence market participation among pas-
toralists, including both factors internal to
the household economy and external fac-
tors imposed on herders by the wider cor
text of their situation. Internal factors in-
clude (1) the inherently reproductive na-
tureof livestock asa storeof wealth—where
herd production dynamics influence the
level of off-take and, hence, also the likely
level of market participation—as well as
(2) the extent to which domestic subsist-




¢eds (and the relative benefits of
consumption versus marketing for
¢e) constrains the level of livestock
v herders. External factors include a
» of aspects affecting the pastoral en-
ment: from climatic disastersandlive-
disease toland policy, infrastructure,
ot development, urban demand,
s and taxation policies (Kerven 1992).
ongolia it appears that current levels
vestock sales by herders are kept to a
i for bothinternal reasons, includ-
at many herders are still purposely
ding up their herds, and external rea-
s, suchas that prices are still considered
low, as well as that the lack of liquid
h means that once basic requirements
-onsumer goods have been met, largely
yugh barter, herders havefewincentives
urther sales. This section will mainly
uss internal aspects of the Mongolian
oral household economy affecting the
spree of market participation of herders,
sreas certain external factors (most rel-
antto marketing policy) will bediscussed
‘more detail in the following section.

undamental to understanding the
nging situation with respect to market-
ng is an appreciation of how the produc-
nrationales, and the organisation of pro-
ction, in Mongolian pastoralism has
anged with decollectivisation and priva-
tisation. This subject is treated in more de-
il elsewhere in this volume, but with re-
spect to marketing it is important to stress
that the modes of ownership, decision
making, remuneration and reward forrisk-
aking hasshifted away froma salary-based
system, wherethe negdels and the state were
the owners, decision makers and risk-tak-
ersin production. Now thesefunctionshave
shifted back onto the herding households,
and remuneration for production and re-
ward for risk-taking' is to be realised
through the mechanisms of the market—
that is, through the sale of livestock and
livestock products. Althoughkhot ails (small
groups of households) often form the basic
organic unit of social organisation of pro-
duction, ownership and marketing deci-

-
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sions are fundamentally functions of the
household, as was the case before collec-
tivisation, as well as in the case of private
animals during the communist period
(Wadekin 1990). Production risks involve
real costs which should normally be shared
between producers and consumers, through
the market mechanism adjusting prices to
reflect the cost of those risks. As a result of
price controls and market distortions (dis-
cussed in more detail in the following sec-
tion) however, this has notbeen allowed to
happen in Mongolia until very recently. A
commonresponse to the combination of the
disappearance of the former system (includ-
ing the erosion of services and safety nets)
with the slow development of marketing
in rural areas, has been the partial with-
drawal from an economy based on ex-
change, towards a more diverse, less risky
mode of production, which is more reliant
on subsistence production and home con-
sumption.

Herding has in most respects become
more traditional, as herds are yet again
becoming more balanced and mixed in
terms of species and age composition (re-
ducing risks by diversification, but also
reducing breeding rates and potential off-
takerates). Also, mobility hasagainbecome
more important as a response to climatic
variability and risk than was the case un-
der the negdel system, where construction
of shelters and the supply of supplemen-
tary feed were facilitated by the economies
of scale inherent in the collective system
(the State Emergency Fodder Fund is cur-
rently in a state of disarray and virtual col-
lapse). The re-emergence of khot ails as a
socialinstitution for cooperation in produc-

tion has tosome extentmitigated theloss of

additional labour and economies of scale
since the negdel period, but overall the new
system of production is geared towards a
lower level of off-take as well as a lower
reliance on exchange and the cash economy
for food security as well as production in-
puts. At present, herding decisions appear
tobeaimed more atrisk minimisation than
at profitmaximisation (atleastfor the short

term).
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Differentlivestock provideherderswith
arange of benefits, ranging from transport,
wool and leather, to drink and food such as
airag (fermented mare’s milk), milk, blood,
offal and meat. Additionally, each animal
has an exchange value of benefit to the
herder, both in terms of being able to sell it
toacquireother goods,such as wheat, sugar,
tea, rice or cloth, and in terms of being a
reproductive store of wealth (a type of sav-
ings account). As a result of both weight
gain and changing productivity in terms of
other (non-meat) uses of animals, the per-
ceived benefits of marketing varies by age
and by sex. Figure 1, below, shows how the
benefits of keeping amare changes through-
ouf the life cycle of the animal (as viewed
by a Mongol horse-breeder), whereas Fig-
ure 2 displays how both ‘use value’ and
market prices are seen to vary for different,
age groups and sex for horses. Both graphs
were constructed on the basis of herders
classifying age and sex groups of animals,
scoring reported benefits derived by each
category, weighting the benefits (in terms
of their overall importance to the house-
hold) and estimating market prices for the
different groups of animals.

Asaresultof therelative changesip Pro
ductivity of animals as compared to the,
market value over the life cycle, hergg,
usually prefer to sell adult males, or barre,
females. Additionally, the value of animg),
fluctuate over theseasons, being worth leag,
in the spring (when they weigh the leag)
and reaching their highest market valyejy,
the late autumn (when the slaughterjy
season begins). Consequently, herders pre.
fertoselllatein theyear, if possible, whereys
major meat traders prefer to buy early ip
the season, in order to fatten animals dy;.
ing trekking. Buyers who trek animals als,
prefer to buy females rather than males,
since the latter put on less weight by the
autumn, as a result of the extra energy ex.
pended throughout themating season. Due
to herders’ new powers of decision-mak.
ing in marketing resulting from the priva-
tisation of livestock, major established buy-
ers find itincreasingly difficult to purchase
sufficient—or planned-—quantities of ani-
mals on their own terms, which may partly
explain the decreasing levels of meat sold
through official channels (otherreasons for
this decline, relating to externalfactorssuch
as pricing, are discussed in the following
section,

Figure 1. Relative benefits from mares throughout the animal’s life cycle
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1Use value’ score and prices of horses, by age and sex group
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nfirst principles one would expect the
sinal utility of each additional animal
urposes of home consumption fo de-
with increasing numbers of animals,
the capacity to process and consume
ucts (and goods, like transport) is ulti-
ely limited. Therefore, one might ex-
levels of sales relative to herd size to
ease, with increasing numbers of ani-
als, A competing hypothesis, which
1d also point to the fact that there s a
t to home consumption, would argue
it the main purpose for marketing live-
ck amongst pastoral herders, is precisely
eet limited domestic requirements for
sic consumer goods, such as flour and
‘After these basicnecessities have been
ocured, thereislittle reason to sell poten-
| reproductive assets for cash, when a
obile lifestyle, an inefficient banking sys-
mand high rates of inflation all combine
oreduce the usefulness of money asastore
fwealth. Thatthereproductiveinvestment
ture of livestock reduces pastoralists’
~ incentives for marketing livestock has also
en argued for pastoral production sys-
ms in other parts of the world (Doran, et

al. 1979, Perevolotsky 1986, Kerven 1992).
This would be expected to be even more so
inanenvironmentwherebarter tradeforms
the basis of the majority of exchange, herd-
ers being paid mainly with goodslikeflour,
rice, tea, sugar and material for clothing.
The relationship between the size of
household herds and marketing revenues
isnotvery clearaccording to field research,
and it even appears to be negative in cer-
tain places, like Kharkhorin, where com-
pany-owned livestock form an important
proportion of household herds. Here most
surplus from these animals is marketed by
the former state farm companies them-
selves, remunerating herders throughsala-
riesand bonuses. Hence, thelarger thecom-
pany-owned proportion of the herds, the
larger the monetary income from those
salaries and bonuses, reducing herders’
need to market private animals. In other
sites like Altan Bulag, on the other hand,
where herders are remunerated for com-
pany animal production through actually
selling the products to the companies, mar-
ketingincomeismorecloselyrelatedto herd
size, as one would expect. The level of
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marketing incomes per animal however,
appears to decline with larger herds of
animals, suggesting thatsales aremadeout
of necessity rather than as ameans to make
larger monetary profits. That the majority
of off-take of livestock is used for home
consumption of meat, is supported by pre-
liminary results from an ongoing market-
ing survey, where only 36 live animals had
beensold amongst40householdsfrom two
areas (Kharkhorin and Altan Bulag),
whereas a total of 88 hides and skins were
sold. This suggests that in excess of 70 per-
cent of off-take is used for home consump-
tion. The real figure may well be higher as
a number of skins and hides are also used
in the ger and since some skins and hides
are destroyed by birds and wildlife. The
great majority of households in these sites
did not market any live animals at all dur-
ingtheyearandslaughtered animals purely
for home consumption.

In the case of dairy products, one might
expect the levels of sale to increase rapidly
after domestic consumption needs have
been met, since there are few alternative
and productive ways to use surpluses of
these products. However, the great major-
ity of households have seasonal surplus

production of milk,and marketingappears
to be constrained more by difficultieg of
finding sufficient market access, thay b

volume of production. As domestic require.
mentsfor productslike cashmereand wag]
are rather limited (given the difficulties j,
home processing) and since they can easly

-bestored, these tend tobesold orexcha nged

almost exclusively. This is shown by the
fact that there exist strong linear relatiop-
ships between the size of private sheep o
goat herds and quantities of wool or cagh.
mere sold by families (with R squared val.
ues of 67 percent in the former case and g9
percent in the latter),

It appears that herders will market cer-
tain products, like wool, cashmere, skins
and hides as well ag milk (when suitable
market channels are available) in order to
meet their requirements for basic consumer
product needs. Live animals, however, are
usually not sold unless the family has im-
mediate cash needs for a large sum of
money. Figure 3 displays the average com-
position of marketing incomes of 40 house-
holdsin twosites of the central forest-steppe
region, suggesting that livestock product
sales—rather than live animal (or meat)
sales—form themostsignificant proportion

Figure 3. Livestock marketing income, 40 households, Kharkhorin and Altan Bulag
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keting revenue. Hence, from the
,ointof the food security and incomes
ers, themarketing of livestock prod-
satleastasimportanta subjectmatter
the marketing of live animals. Some
onhas to be exercised in de-emphasis-
eimportanceof meatmarketing how-
ang poth because of issues of urban food

by irity as well as because the low levels of
la ting of animals relate partly to seri-
ee mperfections and distortions in the

re .t trade, which are less pronounced in
se of livestock products.

Al brief, the changing internal logic of
golian pastoral production, in thisnew
eriod of private ownership and manage-
8K t, means that the majority of herding
lita siiseholds need to minimise levels of off-
(and, hence, the marketing of animals)
der to enlarge private herds, so as to

er imise production risks and enhance
1as 1) eir long term household food security.
u ll-scale credit schemes, such as lend-
ec animals for breeding to enhance herd
no wth (van Dooren 1983), or accepting
step tock as collateral for cash loans to buy
rod luction inputs, would help poor herd-

vercome these internal constraints with

ternal constraints to production affect
marketing strategies of poor and
althy herders differently. Poor herders
ar to suffer from a low-level barrier to
growth: their need to séll a minimum
limals to acquire necessary consumer
ods limits herd growth and prevents
romrising outoflow-leveland highly
ky production systems (possibly result-
in increased poverty and probably in
asing wealth differentiation between
ups of herders). Averageherdersappear
imit markeﬁng to a minimum in order
maximise their herd sizes and improve
ir long term security and self-reliance
subsistenceneeds. Wealthy herdérs with
Ige herds, on the other hand, though be-
g able to market more, can also afford to
et less, as home production is more
bundant. The latter appear to be waiting
the external environment to change in

Edstrom: The reform of livestock marketing

their favour, since livestock is a more tan-
gible and reliable store of wealth than bank
accounts or material goods (which often
also restrict mobility).

In the short term an improved external
environmentforlivestock trade would most
likely make poor herders market less (as
they could reach their target incomes by
selling less) and wealthy herders market
more (as they would have more produc-
tive uses for additional incomes—such as
production inputs and alternative uses of
cash). In all cases it would improve the real
wealth and food security of all herders. In
the longer term, as poorer herders could
build up their herds, theirlevels of market-
ing would also increase, raising not only
their own welfare, but also raising overall
levels of marketing and improving welfare
and food security on a national level. The
external environment is undoubtedly the
main constraint to raising overall levels of
marketing and increasing herd off-take
ratesinMongolia today. Thefollowing sec-
tion will deal with some factors external to
the household economy, which are most
directly relevant to marketing policy and
reform. ' '

Problems in the general environ-
ment for livestock marketing

Important factors external to the sphere of
production, which affect the level of live-
stock marketing in Mongolia, include (i)
pricing policies and terms of trade in meat
forother consumer goods, (ii) market struc-
ture and competition, (iii) liquidity and
barter trade constraints, (iv) international
trade policy, (v) business developmentand
local processing industry, (vi) {ransport
problems, as well as a range of (vii) infra-
structural shortcomings for livestock mar-
keting. Each ofthese vnllbeouﬂmedbneﬂy
below.

Virtually all herders interviewed com=.
plained aboutthe worsening termsof trade
for livestock and livestock products, as’
compared to other consumer goods (such
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Figure 4. Price indices for Altan for livestock and consumer products
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as sugar, flour, rice tea and textiles), since
the economic reform programme began in
the late 1980s. As the liberalisation of farm
gatepricesforlivestockandlivestock prod-
ucts were delayed until 1993, whereasother
prices were liberalised in 1991 and earlier,
livestock producers (both individual herd-
ers and livestock companies and state
farms) have faced a continuously worsen-
ing economic climate in the early 1990s.
Figure 4 displays relative movements in
livestock product and other consumer
goods prices since 1989.

- The delays in agricultural price reforms
(aswellas a continuing practice of attempt-
ing to control prices through local price
regulation and parastatal wholesale buy-
ing agencies) have proved a critically im-
portant constraint to encouraging market-
ing development, and indeed, to the sur-
vival of current parastatal marketing or-
ganisations, as well as state farms (Milne et
al. 1991). The price of meat was freed in
June 1993 for private sector operators, and
meat rations were given up-in August, but
local town governments, for example, usu-
ally have a controlled price policy for ‘offi-
cial’ marketing channels. According tosev-
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eraldirectors and officials of local parastatal
agencies, this system is currently collaps-
ing as these marketing channels find it in-
creasingly difficult to buy animals at low
prices, '

Apartfrom official pricing policies, pro-
ducer prices are also influenced by the in-
stitutional structure of marketing and the
extent of price competition between differ-
ent marketing channels. The marketing of
surplus production in many sums (districts)
is very markedly dominated by the former
negdel (collective) and state farm compa-
nies, particularly in the case of company-
owned livestock. Herders can alsosell their
private produce through the companies, but
most herders refrain from this, since prices
are considered too exploitative, except for
certain products, like milk or wool, which
are regularly collected by the companies.
In some areas—particularly near urban
centres—livestock companies face consid-
erable competition from alternative mar-
keting operators, in terms of buying pro-
duce from herders’ private animals. Alter-
nativemarketing channels, whichareavail
able to herders, include the CCs, private
trader companies, unregistered ‘free trad-




1il-
ate
d-

prokersand, insomecases,small-
keting khorshoos (cooperatives).
. many of these options are not

Ky . \
, or accessible to herders in most

shown in Tables 1, 2 and 3 below,
end to sell their pro ducts through
Kketing channel which offers the
¢ prices, except in cases where the
s are highly perishable—such as
r where the unit price of products
uch as milk or sheepwool. Inboth
ases it is often easier for herders to
n the most accessible market outlet
,mpany milk collection points, and
ollection). Private live animals are
sold to private traders, when pos-
nd when these offer good prices. It
estressed, however, thatthe volume
ve animal sales tends to be very Lim-
s the frequency of visits by private
ers (also called “occasional traders’) is
emely low in many areas and as com-
y and CC prices are considered toolow
ierders. Nevertheless, despite being
sured to keep buying prices low, live-
ook companiesand CCs canstill buy some
ate animals, though they are finding it
easingly difficult to buy up planned
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quantities. On the other hand, the market-
ing of products such as skins, hides, cash-
mere and, to some extent, wool seems to be
more broadly spread over different types
of marketing channels, as price differen-
tials are not vast, and where competition
on price appears to be stronger than for
other products.

Although the reform process is broadly
aimed af introducing competition in mar-
keting, the current reality appears tobe that
in the process of privatising the organisa-
tions of the old system, oligopolies (with
‘monopolisticcompetition’) amongasmall
number of permanent operators, dominat-
ing marketing in many areas of the coun-
try, have been created. The result is often

that those buyers can both pay less and

purchase less than they would have to do
in a fully competitive environment, in or-
der tostayinbusiness. Althoughmonopoly

. prices are less of a problem now than was

the case in the recent past, serious distor-
tions and downward pressure on prices
remain, since pricing mechanisms depend
on the actual extent of competition as well
as on official pricing policies.

Since differenttypes of marketingstruc-
tures in Mongolia have different benefits

e 1. Relative volumes of products sold by 20 herding families, in Altan Bulzzg, Tov aimag,
1 marketing channel, and average prices offered by buyers, 1992/1993

Sum broker | Marketing

Teotal | Livestock Consumet Private
companies | co-0p traders khorshoos
Total Price Vol, | Price Vol.| Price Vol.| Price Vol. | Price Vol.
vol.(%) { (Tg) (%) | (Tg) %) | (Tg) (%) (Tg) (%) (Tg) (%)
100 - - 15,000 100 - -
100 713,000 20} 13,000 10 15000 10| 15000 20 15,000 - 40
100 1800 20 1,900 10 2500 10 2,000 10, 2,000 50
Live Goat 100 1400 30 1,500 20 1800 20 1,600 20 1,600 10
Sheep wool kg 100 60 20 62 30 65 10 65 10 65 30
Cashmere, kg 100 1500 10 1,400 30 1500 20 1,400 20| 1500 20
Milk, 1 100 .20 80 - 30 20 - -
|'Airag, 1 100 20 70 - 25 20 -1 . 25 10
| Skin, pc 100 500 20 500 20 &0 20 500 20 600 207
Hides, p< 100 900 50| 900 30 S 1,000 10 - 950 10

Source: Marketing survey of the Livestock Marketing Project carried out with PALD (PALD, 1993).
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‘Table 2, Relative volumes of products sold by 20 herding families, in Kharkhorin, Ovﬁr'khangai,
by marketing channel, and prices offered/quoted by buyers, 1992/1993

‘| Consumer co-0p Private traders )

TOTAL | Livestock company

: Market [ Price Share of | Price ' Share of | Price Share of |
Productssold | vol.(%) | (1g) vol. (%) | (Tg) vol. (%) | (0g) vol. (%)
Live Horses 100 [ 5800 . 10,000 - 17500 100% )
Live Cattle 100 | 8750 N T 14,000 20% 22,700 0%
Live Sheep 100 {2,000 . 1600 - 3000 100%
Sheep wool, kg 100 &5 0% & 0% 70 30%
Cashmere, kg . 100 1300 . 20% 1,500 40% 1,500 0%
Milk, 1 - 1000 | 20 %% - - 30 10%
Airag, 1 100 20 &% - - 25 0%
Skins, pc 100 | 00 0% 600 . A% - 650 0%
Hides, pc .. 100 900 0% 1,000 . 0% 1000 30% |

Source: Same as Table 1.

Table 3.-R‘elative volumes of products sold by 10 herding families, in Mandal-Ovoo, émﬂﬁgﬁv',
by marketing channel, and Aaverage prices offered by buyers, 1992{1993

TOTAL } Livestock company | Consumer co-op ‘Private traders
o Market | Price . Share of ! Price Share of | Price Share of

Products sold vol%) | (Tg)  vol.(%) | (Tg) vol. (%) | (Tg) vol. (%)
Live Camels 100 8,000 20% - - 10,000 80%
Live Sheep 100 - - - - 3,000 . 100%
Live Goats 100 - N - - - 2,500 100%
Sheep wool, kg 100 &0 0% 65 0% 70 10%
Camel wool, kg 100 200 % 200 0% 200 10%
Cashmere, kg 100 | 1300 0% 1400 40% 1,500 20%
Hides, pc 100 700 20% 800 .3 80 10%
Skins, pc 100 700 20% 500 0% 400 10%

Source: Same as Table 1.

and drawbacks, it seems clear that the main
thrust has to be on how to encourage the
development of a greater number of mar-
keting operatorsinany given area. Whereas
parastatals, for example, have a cerfain
advantage in terms of economies of scale
and already existing networks of contacts,
private enterprises and traders—particu-
larly new ones—tend to be more cost effi-
cient, flexible and offer producers higher
prices. Producer khorshogs can often relieve
the constraints of poor marketing outlets
for SPeCifiC_gl‘Oups of herders, in ways
which safeguard their own members’ in-
terests, and processing and marketing
khorshoos (often run by sum centreresidents)
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can provide herders with additional reli-
able market channels.

Thedevelopment of alternativemarket-
ing businesses as.well as businesses for
processing livestock products, WOL.lld botlh
improve herders’ ability to diversify their
incomes from livestock marketing. All
market operators, however, are having sé-
rious problems with raising cash to pur
chase animals or livestock products for at
leasttworeasons: (i local banksrarely have
sufficient liquidity for large withdrawals
of cash (even where customers have large
deposits on paper) and (ii) interest rates for
borrowing cash are currently extremely
high at 20-25 percent per month. The first




problems is partly related to the
inefficiency of theMongolian bank-
em, with banks not being familiar
sic concepts of financial discipline
ounting practicesre quired for prof-
perations within a market environ-
rural areas the predominantbank,
icultural Bank, is state owned, with
‘links to the administration, which
< that the interests and demands of
dministrators often prevail over com-
al considerations. Even where the
state owned meat processing com-
Makhimpex, transfers funds to local
hes to purchase animals, these funds
often used by the bank for other pur-
s (such as paying administrators’ sala-
Jeaving the client (also a state owned
mpany) unable to withdraw its money;
ead it has to send people carrying cash
id goods) to various rural sites. The sec-
problem, of very high interest rates,
ns that any marketing activity where
ime elapsed in completing transaction
s more than a few weeks—such as the
kking of livestock (which takes several
onths), or where profit margins aremod-
can not afford official credit. Large
statals enjoy subsidised creditinmany
ses, but private operators have little ac-
s to this, except if they form small-scale
luntary khorshoos.
To the extent that subsidised credit
ould be used atall as a tool to encourage
rketdevelopment, acaseshould bemade
establishing small scale credit schemes
individual traders and small enterprises
well as khorshoos, possibly through local
ders” associations, where these appear
0 be reasonably cohesive and impartial,
articularly in regions where the existing
umbers of competingmarket channelsare
ery low. If specific efforts to extend assist-
\ce with credit to market entrepreneurs
nd local small-scale enterprises are not
made, astrong caseshould bemade against
the continuation of subsidised lending to
ny particular groups, so that all can com-
ete under fair conditions.

Edstrom: The reform of livestock itarketing

Business development_,however,sh(')uld :
not focus on marketing enterprises exclu-
sively, since local processing enterprises
would also benefit herders, through pro-
viding additional fixed marketing outlets
(and possibly better prices) as well as pro-
viding -additional employment and in-
comes in rural sum centres and provincial
towns. The developmentoflivestock prod-
uct processing in the country generally
needs considerable attention for a range of
reasons, including urban employment; in-
ternational terms of trade, national income
and government revenue. Much of the
processing industry has already been pri-
vatised in the case of livestock products,
but outdated technologies, working prac-
tices and marketing approaches are posing
serious problems for domestic processing
industry. Furthermore, liberalisation in
export policy for livestock products, with-
out comparable liberalisation of import
policy, has resultéd in industry finding it
increasingly difficult to compete in buying
up skins, hides, wool and cashmere, as
Chinese importers can afford to pay higher
prices, whereas imports of production-in-
puts, such as chemical and spare parts are
increasingly costly in relative terms.

Without denying that therange of prob-
lems for local processing industry is vastly
more complex thanamatter of international
trade policy, the latter is certainly seenas a
major constraint by industrialists in the
country (judging from personalinterviews
with officials from two skin factories, a
leather primary processing and trading
firm, and a wool trading and processing
concern of 14 companies, amongst others).
A common suggestion to encourage local
processing is to impose export taxes on
primary livestock products, or limit their
export through quotas, as is the case for
meat exports. Low and balanced levels of
export and import taxes are clearly more
efficient and equitable than quotas, as well
as being more lucrative for government
revenues (though quotas allow for greater
opportunities for personal bribes, making
them politically difficult to remove). The
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government’s intention to reserve the ex-
port market for intestines as a state mo-
nopoly and its continued limiting of export
of liveanimals and meat through quotas, is
not easy to understand, given its stated
commitment to moving away from state
participation inmarketingand towards the
dismantling of former monopolies. It would
beadvisable to reverse this policy decision
together with liberalising export of live
animals, through replacing existing export
quotas with limited export taxes.
Protectionist trade policies are generally
not in the interest of the Mongolian
economy (asinternational trading between
Moscow and Beijing, via Ulaanbaatar, may
currently be one of the most dynamic sec-
tors of the economy), but it is important to
ensure that local industry does not suffer
discrimination from de facto higher export
taxes on processed goods (resulting from
tariffescalationinimporting countries) and
higher import taxes for production inputs.
In the final analysis, however, the country
can only realise and develop its compara-
tiveadvantages (amajorone beinglivestock
production) under the pressure of compe-
tition on the world market and, although
efforts have to be made to ensure thattrade
policy is balanced, equitable and efficient
to implement, these policies should not be
used to favour the interests of industrial-
ists over herders, who benefit from free
trade and higher livestock product prices.
A further problem for livestock market-
ing is the cost of and access to petrol, for
transport. Unlike most other sectors of the
Mongolian economy, in the transport and
energy sectors the state continues to exer-
cise substantial control and involvement.
As fuel supplies are very short in some ar-
eas, parastatal companiesand the consumer
cooperatives have privileged access to fuel,
whereas private entrepreneurs often have
to turn to the black market where they pay
as much as 400 percent higher prices (in
- extreme cases); this strongly suggests that
fuel is not being allocated efficiently and
this poses great obstacles to market entry
in thelivestock trade. As the supply of pet-
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rol to all remote areas of the country m,
not be a commercially viable Proposition
for private investment, it may well be that
the state needs to continue some involye.
mentin ensuring the supply of fuel to these
areas. However, short of fully privatisj,
the supply of petrol, the government coyg
separate the allocation of petrol—and/,
petrol coupons—from local public admjp,.
istrations and make the relevant state ¢,
poration, Neftconcern,amore autonomoyg
parastatal with powers to apply a flexibje
pricing policy.

Liberalisation in the trade of livestock
has generally made some progress, but j
has been slower than in other sectors, ang
continued government participationin the
sector has by and large slowed down the
development of competitive marketing,
Furthermore, continued excessive govern-
ment involvement in the banking and fue|
sectors has meant thatindependent opera-
tors suffer discrimination in terms of ac-
cess to essential marketing and production
inputs. Though continued government
support of certain parastatal agencies may
be justified under some circumstances,
these should be made more autonomous
both in both operational and pricing policy
terms. Instead, the government needs to
adopt a more supportive stance in relation
to all types of economic entities, which
would be both more equitable and effec-
tive for a long term sustainable market
development. ‘

Specific actions recommended to pro-
vide direct support for marketing develop-
ment (apart from the broader policy issues
outlined above) include: (1) improving
infrastructural support in the areas of (i)
transport, (ii) market places and auctions,
(iii) trek routes, (iv) slaughter houses and
(v) storage facilities; (2) providing market
information on prices, markets, including
innovations, developments, animal health
and cures, extension etc.; (3) supporting
marketing and other economicresearch; (4)
developing regional strategies for market-
ing development, including infrastructure
support,small business development, mar-




rmationetc.; (5) providing manage-
ining and guidance for all types of
ors and redesigning higher educa-
fricula to include business manage-
nd economics; and (6) using institu-
redit only to encourage the growth
local small-scale operators in mar-
and processing in under served ar-
~ order to (i) increase competition, (ii)
lue locally and (i) improve local
oyment generation prospects. |
de from government investment in
hysical as well as “soft’ aspects of
ot infrastructure, the investment in
infrastructure provides a final, and
amentally important, area of govern-
entresponsibility withrespecttomarket-
\g The elaboration of a legal framework
tichis both clear and enforceable, so that
-eased knowledge of,and confidencein,
nerciallaw willreduce uncertaintyand
action costs. Furthermore, specific
dies of government may need to be es-
lished, or strengthened, so as to be able
ionitor and regulate trading standards
erally, including preventing the crea-
on of monopolies, oligopolies and other
ms of collusion amongst producers and

ummary, levels of live animal sales by
ders are currently kept to a minimum
) a variety of reasons: (i) many herders
re still purposely building up their herds
nd have not yet achieved what they con-
der to be optimal herd sizes, (ii) pricesare
il considered too low, in relation to con-
umer goods received in exchange, (iii) a
redominance of barter trade (as opposed

monetised exchange) means that once
asic requirements for consumer goods
ave been met herdershavefew incentives
r further sales, and {(iv) herders are usu-
ly limited to a narrow choice of market
utlets in any one local area (even if there
area fair number represented at sum level)
or any one season. A critical constraint to
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the development of a larger number of ef-
fectively competing marketing channelsfor
herders is a severe shortage of liquid cash
in the economy, resulting in an effective
de-monetisation of exchange (a significant
increase in barter trade), with serious effi-
ciencylossesin terms of flexibility and price
competition, Interest rates for ordinary
entrepreneursand producers arecurrently
so high that access to credit has become
practically impossible for most. Further-
more, the rising cost of fuel and transport
as well as the increasing difficulty which
non-connected newcomers have in getting
access to government controlled fuel in
some areas, constrains marketing and the
development of competition. Infrastruc-
tural support for marketing by different
typesof operators is currently ratherunde-
veloped (both for physical and ‘soft’ infra-
structure) and is likely to remain highly
inequitable as long as the government in-
sists on participatinginmarketing through
price regulation and manipulation of its
parastatal agencies.

The single most important aspect in the
development of livestock marketing in
Mongolia today is the realisation that this
should not be about the government set-
ting up new marketing organisations, but
ratheraboutcreatingan appropria{e climate
in which existing and new marketing or-
ganisations and operators can be allowed
to develop and compete. Inevitably, in this
process, a number of marketing agencies
and operators will face bankruptcy, but as
long as this is merely the result of fierce,
fair and open competition, then.consum-
ers, producers and the economy in general
can only stand to gain in the long term. It
becomes the responsibility of the govern-
ment, however, to ensure that marketing
agents are not driven out of business by
illegitimate means, or unfair competition,
and that all have equitable access to re-
sources and inputs, such as information,
finance; fuel and legal protection.
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