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1.  
Introduction 

 
 
 
In 1990 the political and economic system in Mongolia made an abrupt, but peaceful 
change from a communist system to a democratic and capitalist system. Before 1990, 
Mongolia had been a close follower of the Soviet Union and had been the first country to 
adopt the Soviet communist system after centuries of Chinese domination. Even though 
officially Mongolia always remained an independent state, the country was for a long 
time regarded by many as the unofficial 16th republic of the Soviet Union. In those years, 
the Soviet leadership had a big say in Mongolian political matters and Mongolia was 
heavily subsidized by the Soviet Union. At the end of the 1980s, 30% of Mongolian GDP 
came directly from Moscow (World Bank, 1992; Spoor, 1996). With the collapse of the 
Soviet Union, Soviet subsidies ended abruptly in 1991. After nearly 70 years of Soviet 
guidance, Mongolia had to stand on its own feet and had to look elsewhere for guidance 
and money. 
 
The international financial institutions (IFI) and the Asian Development Bank (ADB) 
were very willing to help Mongolia in its transition to a market economy. Mongolia in its 
turn received these institutions and other helping organizations and countries with open 
arms, as the Mongolian government had a very acute budget problem, and the 
government did not know how to bring about the transition to a capitalist system. Outside 
expertise was highly valued by the Mongolians, especially in combination with funding. 
 
The policy of the international financial institutions was to combine loans – for instance 
balance of payment support – with (technical support) programmes to bring about a 
structural change of the system. These loans were generally accompanied by conditions. 
If the conditions were not met, the loans could be withheld. As the Mongolian 
government did not have the expertise to transform the system, the advisors of the 
international organizations were very welcome to assist Mongolia in this task, and 
Mongolia tried to implement the prescribed policies and programmes faithfully. As a 
result, Mongolia soon had the doubtful privilege of being one of the most well-supported 
countries relative to its GDP.  
Table 1-1. Mongolian GDP, revenues, total expenditures, net international borrowing and net 
international lending. 

 
 
 
 

GDP 
 
 
 

GDP Revenue Total 
expenditures 

Net 
international 
lending 
/borrowing 

Net 
international 
lending 
/borrowing 

Year 
Billions 
US$ 

Billions 
Tugrik 

Billions 
Tugrik 

Billions 
Tugrik 

Billions 
Tugrik 

Percent of 
GDP 

1990 2.576 12.031 5.295 6.711 -1.416 -11.770 
1991 2.713 21.739 8.965 10.797 -1.832 -8.427 
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1992 1.517 54.374 11.800 16.966 -5.166 -9.501 
1993 0.759 223.984 56.812 82.972 -26.160 -11.679 
1994 0.904 372.932 85.745 114.823 -29.078 -7.797 
1995 1.410 632.573 140.901 173.265 -32.364 -5.116 
1996 1.355 743.286 160.435 211.231 -50.796 -6.834 
1997 1.212 957.200 212.143 287.648 -75.505 -7.888 
1998 1.118 939.678 225.505 342.146 -116.641 -12.413 
1999 1.041 1063.780 251.700 364.556 -112.856 -10.609 
2000 1.089 1172.699 351.396 422.650 -71.254 -6.076 
2001 1.169 1283.146 429.499 489.730 -60.232 -4.694 
2002 1.273 1413.032 477.049 550.481 -73.432 -5.197 
2003 1.448 1660.365 553.888 615.753 -61.864 -3.726 
2004 1.814 2152.095 713.113 752.475 -39.361 -1.829 
2005 2.307 2779.578 837.858 764.597 73.261 2.636 
2006 3.421 4027.559 1360.410 1054.924 305.485 7.585 
2007 4.235 4956.647 1880.489 1749.701 130.788 2.639 
2008 5.607 6555.569 2170.375 2466.774 -296.400 -4.521 
2009 4.574 6590.637 1992.986 2321.600 -328.614 -4.986 
2010 6.244 8414.505 3073.309 2974.150 99.158 1.178 
2011* 8.755 10670.200 4114.716 4017.635 97.081 0.910 
2012* 11.156 12911.120 4636.438 4886.257 -249.819 -1.935 
Source: IMF World Economic Outlook Database, September 2011. 
* Estimates start after 2010. 
 
The road Mongolia embarked upon was one of rapid transition1. At that time it was 
thought by the international organizations that an attempt at a rapid transition would lead 
to the shortest period of transition (and hence, the shortest period of pain from the effects 
of the transition), and the gains of capitalism and a market economy would come fastest 
to a country. Programmes for stabilization, liberalization, and privatization were started 
simultaneously in Mongolia, while at the same time the political system was transformed 
to a – real – democracy. The country entered a very tumultuous decade2. Due to the 
abrupt end of the Soviet subsidies, the social, agricultural, educational and health systems 
more or less collapsed, especially in the outlying regions. Scarcity of food and 
merchandise was universal during the first years of the transition, and many Mongolians 
came to live below the poverty line. 
Table 1-2. Poverty data of Mongolia 

Indicator  1995 1998 2002 2008 
GINI Index3 33.2 30 32.84 36.52 

                                                   
1 This strategy is also referred to as ‘shock therapy’. See any standard account of Shock-therapy transition 
approaches – for example Stiglitz (1999). With regard to Mongolia’s version of shock therapy see Pomfret 
(1999) and Nixson and Walters (2000). 
2 The early transitional period is described by Marshall et.al. (2008) as ‘a cathartic, but crucially, also a 
chaotic time. Reform was unrelenting but also poorly executed and inappropriately phased. Over time, the 
policy approach has become more consistent and policy makers have remained loyal, regardless of 
changes of government, to an avowedly neo-liberal agenda’. 
3 The Gini index measures the extent to which the distribution of income among individuals or households 
within an economy deviates from a perfectly equal distribution (an index of 0 represents perfect equality).  
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Poverty headcount ratio at national poverty 
line*  

36.3 36 61.1 35.2 

Poverty headcount ratio at rural poverty line* 33.1 33 69.7 46.6 
Poverty headcount ratio at urban poverty line* 38.5 39 54.1 26.9 
Source: World Bank, Data by country (2012). 
* as % of population 
 
Map 1.1. Sum4-level Poverty Headcount Map  

 
Source: NSO & UNDP (2009). 
 
Unfortunately, the international financial institutions had underestimated the time and 
effort needed to bring about a system transformation. The fact that the ex-communist 
countries had no structures upon which to build capitalist institutions had been 
overlooked at the beginning of the 1990s. That was a very serious complicating factor in 
virtually all the programmes of the international organizations. Mass privatizations, 
without a good legal system on which to rely, are a perilous way to go and may lead to 
great inequality, as some will accrue all, and others will end up empty-handed. 
Liberalization also requires a good institutional structure, otherwise the liberalizations 
will end in a Wild West situation. The fact that these institutional arrangements were not 
yet in place when privatizations, liberalization, and stabilization commenced, led to 
unwanted consequences in Mongolia. Just to give an example: the goal of privatization is 
that firms operate more efficiently. Instead of gains in efficiency, however, factories were 
bought by Mongolians who closed down the factories and sold the whole inventory to 
China. This led to widespread unemployment – and thus poverty – in the areas 
concerned. Only those who sold the newly privatized assets profited. There were no gains 
in efficiency. Moreover, many other policies tended to have similar unforeseen outcomes.  
 
The conditions under which the IFI gave loans to Mongolia were such that the risk of 
failing programmes lay unilaterally with Mongolia. The IFI prescribed the policies, 
programmes, and conditions, and provided the technical advisors to help implement the 
policies. If, however, the policies failed, Mongolia was going to be left with large debts, 
debts that would still have to be repaid to the IFI. This was an unfavourable situation, but 
Mongolia had no choice but to accept – after negotiations – the terms of the various 
agreements, as it needed money and support very urgently. And there was not only the 

                                                   
4 The bag is the smallest administrative unit in Mongolia. Various bags form a sum. Various sums 
constitute an aimag.  



Chapter 1  
 

 16

financial side of the matter: there were urgent military-strategic reasons to foster a close 
relationship with the West and the IFI. China has always been regarded by the 
Mongolians as an oppressor that has an eye on their country and their raw materials. A 
counterweight against the Chinese interest in Mongolia and against the population 
pressure on the other side of the border was felt to be urgently needed by the Mongolians. 
That indebtedness accompanies the involvement of the IFI does not bother most 
Mongolians5.  
 
Realizing the ignorance of the Mongolian authorities, the lack of knowledge, capacity 
and expertise in Mongolia, its complete dependence on foreign expertise and funding, 
and the rapidly increasing indebtedness of Mongolia to the IFI and some countries, the 
international organizations bore a large responsibility with their programmes and 
conditions. Not only should they have had the responsibility to prescribe good and 
effective policies, but they should also have had the responsibility to improve upon their 
policies as soon as they could. The programmes of the international organizations ended 
up touching upon every aspect of the economic system and of Mongolian society. 
Learning as fast as possible from past mistakes should have been a central element of all 
programmes and policies prescribed.   
 
In this dissertation I have looked into programmes of the international financial 
institutions in Mongolia with the aim to give advice on how they might be improved. 
Many international programmes do not have the desired outcomes. My objective was to 
establish why the actual outcomes were different from the intended outcomes, and how it 
is possible to improve upon the programmes of international organizations. Another 
important feature of this dissertation is that it tries to reconstruct parts of what happened 
in Mongolia during the transition. Using that knowledge, the situation is analysed in order 
to identify shortcomings in policies and programmes, and in the indicators used to 
evaluate policies so as to be able to improve upon them. The goal of this dissertation is 
furthermore, to add to the body of knowledge of Mongolia, as relatively few scholars 
have taken an interest in this Central Asian transition country, and to gain a better insight 
into the process of transition in Mongolia. Finally, the goal is to develop instruments 
based on empirical data and observations. With these instruments, the countries 
concerned and the international organizations could improve upon their policies, so that 
they can reach the goals they have set themselves in their programmes and policies.  
 
In Chapter 2 a new explanatory model for policy analysis and evaluation is developed. 
The reason to look for a new model for policy analysis and evaluation is that, although 
many programmes of international organizations are well described in advance of their 
implementation, with clear goals and clear methods and well-identified activities and 
critical success factors, nevertheless, the outcomes of the programmes are often 
disappointing, and rarely meet their goals. Using conventional models of policy analysis 
and evaluation does not shed light on these failures, as conceptual and institutional 
factors are not sufficiently taken into account. Therefore, a new model is developed, in 
                                                   
5 The indifference of the Mongolians is fed by the fact that Mongolia managed to conclude a very 
favourable deal with Russia (in 2003) over all debts Mongolia had to the ex-Soviet Union. Many 
Mongolians basically expect the same will happen with the debts to the IFI. For information on the debt 
settlement see (IMF, 2005a; IMF,2005b; OECD, 2010, and http://www.state.gov/r/pa/ei/bgn/2779.htm). 
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order to be able to identify the factors that cause policy outcomes to diverge from the 
intended results.  
 
With this model, scholars can analyse and evaluate government policies or policies of 
international organizations, and policy makers could use it to improve upon their policies 
and programmes. 
 
In Chapter 3 problems in international aid programmes are identified. The programmes 
for the rehabilitation of wells in Mongolia are used as an example to illustrate the 
possible problems which may arise with international programmes. When international 
aid programmes are designed, policy makers have to foresee many potential problems in 
order to forestall them. Not only do policy makers have to take into account the usual 
steps and problems of designing programmes, but they also have to take into account that 
their programmes will be implemented in different countries, with different institutional 
settings, and from different conceptual frameworks. Using the explanatory framework of 
Chapter 2, categories of regularly encountered pitfalls in international aid programmes 
are identified in the hope that policy makers will take these pitfalls into account when 
designing new policies and programmes in order to forestall them. 
 
Chapter 4 analyses Total Factor Productivity (TFP), an indicator that is often used in 
macroeconomic analyses as an indicator of changes in the efficiency of a country. 
Usually, international organizations try to use general measures or indicators to compare 
countries and to evaluate the effectiveness of their policies. The question is whether such 
indicators really indicate what they should indicate, and whether they do so under all 
circumstances. In the transition period, many indicators could not actually give a correct 
indication of the situation of a country, not only owing to the lack of data but also 
because the indicator could not capture many of the actual developments in transition 
economies. In Chapter 4, we analyse TFP, because it is regularly used to describe the 
performance of a country in terms of changes in efficiency. The research question in this 
chapter is whether the changes in Mongolian TFP were really attributable to increases – 
or decreases – in efficiency, or whether they could be attributed to other real-world 
developments. Simulations were used to see what effect real world developments – other 
than increases or decreases in efficiency – may have had on Mongolian TFP.  
 
In appendix B4 a corollary of Chapter 4 is presented: a new method to calculate TFP is 
developed in order to forestall some of the problems that arise when TFP is calculated 
with the Cobb-Douglas function such as is done in Chapter 4. In appendix B4 a function 
for TFP is derived with an application to Mongolia.  
 
Chapter 5 is an empirical chapter. In a survey, more than 270 Mongolians were asked 
what their expectations of the transition were in 1990, and what, according to them in 
2005, were the outcomes, both for themselves and for society. In order not to lead the 
answers of the respondents, the researchers only asked open questions. As there was no 
methodology available to analyse the qualitative data quantitatively, the researchers 
developed a new methodology to analyse the enormous amount of qualitative data from 
the open questionnaire in a consistent and quantitatively meaningful manner. Therefore, 
this chapter both details the methodology to cope quantitatively with a large amount of 
qualitative data and provides an insight into what the Mongolians had expected at the 
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beginning of the transition and how they evaluated or perceived the outcome of the 
transition 15 years later. For policy makers and others this research offers an interesting 
change of perspective and an alternative indicator with which the outcome of the 
transition can – partly – be evaluated.  
 
In Chapter 6 the conclusions are presented. The focus in the conclusions will be on how 
policies, models and indicators could be improved, and what happened during the 
transition in Mongolia.  
 



 
 

2.  
A new explanatory model 

for policy analysis and 
evaluation 

 

2.1 Introduction 
Designing ‘correct’ policies has been a focus point of national governments and 
international organizations over the past decade. This focus has generated an extensive 
literature on, and a theorizing of, the policy process. At the governmental level it resulted 
in white papers, mission statements and strategic plans, and on the project level in 
literature on strategies, design and models (see also Mosse 2004, pp. 639-640). In line 
with the increasing interest in designing ‘correct’ policies, policy evaluation too has 
received more attention as well. This has resulted in the establishment and reorganization 
of evaluation units and departments at ministries and international organizations6. On the 
theoretical level, policy makers may acknowledge that evaluations should be an integral 
part of the policy-making process. In practice, however, using the outcome of evaluations 
in redefining policies or designing new policies is not yet common in many countries and 
organizations even though the foundations for doing so have been created. The focus of 
policy makers is still on the future and on new beginnings, and not so much on analysis 
and learning from the past (Mosse, 2004, pp. 640).  
 
Evaluation is not an integral part of the policy cycle in most countries and organizations. 
In part, this is because separate evaluation units and departments have been created, thus 
separating policy design and evaluation, with the unfortunate result that policy makers no 
longer deem it their task to evaluate. And, in part, this is also due to power politics. Some 
individuals in a position of power and responsibility prefer to play their cards close to 
their chest so as to protect their position and their funds. They prefer not to evaluate and 
not to be transparent. But that is a political problem which has to be solved on the 
political stage, and therefore this chapter will not be concerned with that phenomenon. 
There are, however, other reasons why more can be learned from evaluations than is the 
case at present.  
 

                                                   
6 The IMF established its Independent Evaluation Office (IEO) in July 2001 (see www.imf.org), the World 
Bank reorganized its Operations Evaluation Department in 1997 (E. McAllister, ‘OED Renewal: 
Participation. Partnership, and Results’, in P.G. Grasso, S.S. Wasty, R.V. Weaving, eds., World Bank 
Operations Evaluation Department, The First 30 Years, p.78), and the World Bank and the UNDP 
established the Institutional Development Evaluation Association (IDEAS) in 2003 (see 
www.worldbank.org and www.ideas-int.org).  
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First of all, the resources that are spent on evaluation are mainly devoted to monitoring 
project implementation and to producing immediate outputs, but very few resources are 
devoted to the systematic assessment of whether policies, programmes, and projects 
achieve their intended impacts and benefits for the target populations (Bamberger, 2000, 
p. 96). This being so, a shift of focus towards evaluating intended outcomes would be 
beneficial. A shift of focus is, however, only possible if good models for evaluation are at 
hand. 

Evaluating policies 
An evaluation is only as useful as the model that has been used for that evaluation. For 
example, when econometric techniques are used to evaluate policies, but the variables are 
not well specified or too many parameters have to be estimated, then the question arises 
whether the outcome of the model really represents and is connected to the real-world 
outcome of a policy. The same is valid for other models that can be used for policy 
evaluation. If a variable is not in a model, it will not be evaluated. If too many parameters 
have to be estimated, or there are too many assumptions underlying a model, the question 
again arises whether the outcomes of the model are representative of the real-world 
outcomes of a policy.  
 
Many models of policy evaluation that are being used have a too narrow scope. They only 
focus on accountability and the immediate goal or objective of the policy to be evaluated. 
For instance, if the objective of the macroeconomic policy of a Ministry of Finance is to 
reduce inflation and to stimulate economic growth, the evaluation will look primarily into 
the performance indicators ‘level of inflation’ and ‘economic growth’. Side effects such as 
the social or distributional effects of such policies are usually not evaluated or reported 
upon. If a government tries to reduce unemployment with certain measures, and the 
performance indicator is the ‘level of unemployment’ then it is easy to conclude that the 
measures were beneficial if, after a year, unemployment has decreased. If, however, the 
economy has been growing during that time, it is certain that will have had a beneficial 
influence on the unemployment rate as well, and it will be hard to establish what has 
actually caused the decline in unemployment. Of course, most models are somewhat 
better-specified and have overcome such inaccuracy, but this unemployment example 
captures two of the most fundamental problems of evaluating policies in the real world 
very well.  
 
First, policy evaluation models do not and often cannot make explicit whether it is really 
the policies being evaluated that have caused the observed effects. The models do not try 
to establish how and why a policy brings about the observed outcomes. They look at 
predetermined variables and – preferably quantified – performance indicators and have 
assumptions on how a policy brings about the observed results.  
 
Second, many models specify only a limited number of variables on which a policy or 
programme has influence. Only the predetermined performance indicators are covered and 
not other variables, performances, or consequences of a policy. Both shortcomings are very 
understandable and difficult to prevent completely, as it is very hard to establish in the real 
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world what is cause, what is effect, what causes which effect (the problem of spuriousness7 
is very real), and how does it cause that effect? And what exactly are all the variables and 
all the consequences of a policy? It would be a very extensive task to establish this. 
Furthermore, with regard to the power-political aspects of policy making, it may often not 
be desirable for political or policy-making purposes to look into all effects of a policy, 
even though it is known or likely that, for instance, side effects exist.  
 
In this chapter, a new explanatory model of policy evaluation will be presented with the 
aim of broadening the scope of policy evaluations in order to capture the most important 
factors that generally influence the outcome of a policy. It is a model that can be used by 
academics and evaluators to evaluate policies and which policy makers can use as an 
instrument to improve the effectiveness of their policies. It seeks to encompass all 
categories of factors which a policy maker can, and has to, take into account when 
making policies. It is a rational model of policy evaluation which incorporates – besides 
the usual elements of a policy-making cycle – institutional factors and conceptual or 
normative factors (i.e. incremental factors)8. The model furthermore stresses the 
importance of evaluation as an integral part of the continuous and dynamic cycle of 
policy making.  

2.2 The basic framework9 
The basis of the model is a simple but effective framework of policy analysis that has 
been developed as a corollary of the project VBTB10 of the Dutch Ministry of Finance 
(2002) – a project to improve the quality and speed of financial accounting11 – and can be 
used for analysing local and national policies and programmes. The basic framework is a 
schematic representation of the policy process as depicted in VBTB, and the framework 
can easily be combined with other methods and representations of policy and project 
planning and evaluation. In this framework the policy-making cycle consists of six 
fundamental elements or steps (A – F) (see Figure 2-1). 

A. Goal(s) 
The first step of defining programmes and making policies is to define the strategic or 
tactical goal12. This goal is always defined in rather general terms and the accompanying 

                                                   
7 Spuriousness is the phenomenon whereby two variables are observed and a person concludes there is a 
causal relation between the two, whereas actually an unseen third variable causes them both. See W. 
Lawrence Neumann, Basics of Social Research, Boston, 2004, pp. 98-99. In other literature it is also 
referred to as a hidden variable.  
8 For various approaches to decision-making and rational models versus incremental models, see Chapter 
11, ‘Decision-Making Processes’ of R.L. Daft, Organization Theory and Design, seventh edition, 
Cincinnati, Ohio, 2001, pp. 398-438. 
9 The basic framework is also called the Geelhoed-Schouwstra framework. 
10 VBTB stands for ‘Policy Budgets and Policy Accountability’ (in Dutch: ‘Van Beleidsbegroting Tot 
Beleidsverantwoording’). The aim of VBTB was to accelerate the process of financial accounting and to 
improve its quality at the request of the Lower House of the Dutch Parliament. A new style of budgeting 
was announced, in which policy and what it was intended to achieve was taken as its point of departure and 
not the funding. The central questions in the Dutch budgeting system now are: What do we want to 
achieve? What will we do to achieve it? What will we allow it to cost? See Interministerial Consultations 
for Financial and Economic Affairs (2004, paragraph 1.1), and Ministerie van Financiën (2002). 
11 See Interministerial Consultations for Financial and Economic Affairs (2004).  
12 Goals are often set down in the mission statement of an organization. 
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performance indicators are equally general. Thus, a Secretary of State who wants to 
combat unemployment in order to increase social stability defines the goal as: ‘increase 
social stability by a reduction of unemployment’, and the accompanying performance 
indicator on this level may be ‘the amount by which the level of unemployment has been 
reduced’, either as an absolute number or as a percentage. A quantitative performance 
indicator of increasing social stability depends very much on the country concerned and 
could be a decrease in the number of demonstrations or riots but could equally well be a 
decrease in inequality in income between various groups in society.   
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Figure 2-1. Basic framework – the six steps of the policy-making cycle 

B. Objective(s)  
The objective or objectives are the operationalized strategic or tactical goals. They are 
directly derived from the goal but are more specific. The accompanying performance 
indicators are more specific as well. The objectives provide the actual starting point for 
looking at methods or instruments that can be used to reach the goal.  

C. Methods / instruments 
The methods or instruments are the means by which the objectives should be realised, 
and hence the strategic or tactical goal(s). In general, many policy makers tend to be very 
focussed on instruments and methods or even on specific activities and do not really 
consider all alternative instruments or methods to reach an objective in a systematic and 
constructive way. Ideally, a policy maker should provide an overview of all alternative 
methods and/or instruments, together with the pros and cons of each alternative, and 
make a well-reasoned choice from among the listed alternatives13. Such an overview 
would not only make decision making more rational and transparent and would increase 
accountability, but it would also provide evaluators with the information they need to 
make a good evaluation. In particular, the way in which policy makers think the chosen 
instrument or method will bring about a certain effect should be included in an overview, 
so as to provide evaluators with the means to assess that method or instrument.  
 
Before choosing a method and/or instrument, it is important to identify the critical 
success factors. Critical success factors create limiting conditions for methods, 
instruments and activities and play a decisive role in achieving the defined goals 
(strategy) and related objectives (Oirsouw et.al., 1993, p. 164; Geelhoed, 2005, pp. 31, 
33). Critical success factors are scarce resources that are potential bottlenecks in policy 
implementation. Because of their scarcity, critical success factors may exert a great 
influence on a policy or programme and its outcome. It is important to list not only the 
limiting factors and potential bottlenecks that can be influenced by a policy maker and his 
or her superiors but also those that cannot be influenced. Think, for instance, of a policy 
to combat unemployment. However good such a policy is, if there is an economic 
recession, unemployment will rise. Such factors may be of overriding importance when 
making a choice from amongst the listed alternatives. For both transparency and 
evaluations, it is important that the motives for choosing a specific alternative are well 
recorded and that such a record includes all the factors that influenced the decision 
(though it is probably not realistic to expect that power political motives are included in 
such a record). 

                                                   
13 Unlike the decision-making process in business, in public administration there is generally speaking time 
to make a well-informed decision on the basis of a multi-focused and maximizing decision-making process. 
Daft (2001, p. 408) defines multi-focused decision makers as ‘wanting to develop a variety of options and 
related pros and cons before deciding’ (as contrasted to uni-focused decision makers who ‘look at the 
problem with the idea of coming up with a single solution’) and defines a manager who is a maximizer as a 
person who ‘wants as much relevant information as possible before making a decision’ (as contrasted with 
a satisficer;  a person ‘who wants just enough information to get on with the decision’).  
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D. Activities 
The level of activities is the most explicit level in the policy-making cycle. On this level, 
the specific activities that should lead to realizing the goals and objectives are defined 
and implemented. It is important that the activities are defined so explicitly that they 
really can be implemented. The performance indicators of activities are equally explicit. 
Performance indicators need not just be about the outcome or result of activities. For 
monitoring purposes, some may also refer to input, throughput and output of activities. 
However, it should not be exclusively input, throughput and output; ultimately, it is the 
results that count and should be evaluated.  
 
For all indicators a zero-measurement14 needs to be established, so that when activities 
are being evaluated after a certain period, the performances can be compared with 
situation at the beginning of the implementation of the policy or programme and the 
effectiveness and efficiency of the policy or programme can then be established. Target 
measures should be defined as well, with which the actual performances should be 
compared in order to determine whether the progress of a policy or programme is as was 
planned15.  

E. Performance  
The performance of a policy or programme is measured by predetermined performance 
indicators. Every step in the policy-making cycle has its own performance indicators, 
which range from very general for the goal(s) to very specific for the activities. 
Performance indicators are necessary not only to evaluate the outcome of a policy or 
programme but are needed for planning and control as well. Managers need performance 
indicators to be able to steer the process and to secure efficient processes and 
performances. Thus performance indicators can refer to input, process, throughput, and 
output16 as well.  
 
The definition of performance indicators may have far-reaching consequences for a 
policy or programme, as performance indicators have the capacity to shape a policy or 
programme and its outcome. If implementers know they will be held accountable for the 
success of the policy or programme and this success is measured only with reference to 
certain performance indicators, the implementers will tend to focus on performing well 
on those indicators only. The performance indicators start having a life of their own and 
the real goal and objectives of the programme or policy easily become lost. Examples of 
this phenomenon are plentiful and easily found. To give an example, in the Netherlands 
pupils have to do a series of tests at the end of primary school to determine their level of 
learning and subsequently to what secondary schools they can go. Nearly all schools 

                                                   
14 A zero-measurement is the initial measurement at the time of designing the policies. 
15 Note that for each separate activity this framework can be used again. What is the goal and objective of 
the activity? What instrument or method will be used? How is it supposed to work? What results should be 
brought about? Etcetera.  
16 Some authors make a distinction between monitoring and evaluation. Bamberger defines monitoring 
activities as “activities that are conducted during project or programme implementation to assess the 
efficiency and effectiveness with which inputs are used to achieve intended outputs”. He defines evaluation 
activities as “activities to assess the extent to which projects or programmes have achieved their intended 
objectives and have produced their intended changes and benefits in the target populations” (Bamberger, 
2000, p. 96).  
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participate in these tests. The scores of the pupils on these tests are now made public and 
are being used to compare the performances of the various schools. To be evaluated more 
positively, some schools start training their pupils only to the tests, instead of teaching 
them the regular curriculum17. Instead of an increased focus of schools on the 
development and performance of children and of improving school performances, in fact 
the opposite effect is achieved by the use of this performance indicator18. Thus the 
formulation – and correct use – of performance indicators is crucial to the successful 
implementation of a policy.  
 
Defining good performance indicators is one of the most complicated parts of policy 
making. A common mistake is to use activities as indicators of performance. Holding 
workshops or conferences is, for instance, commonly used as a performance indicator19 
but those are obviously activities and are only measures of output. Activities are not an 
end in themselves, but are done to bring about an effect. And the effect is what an 
evaluator wants to measure with a performance indicator. He or she wants to know 
whether the intended results have been brought about or not. The manager wants to know 
about output for planning and control, but a policy maker, a secretary of state, or the 
general public want to know whether the objectives and goals of a policy have been 
achieved, not merely whether activities have taken place. They want to be informed about 
the impact of the activity and it is that which should be captured in the performance 
indicator.  
 
To capture all the crucial elements of a policy in indicators without overburdening the 
implementers of a policy with meaningless or useless indicators is difficult. Too many 
indicators are an administrative burden for the implementers and cause the cost of a 
policy to rise, as gathering data has a price. Therefore, from a pragmatic point of view, 
the number of indicators has to be as limited as possible. Only those that are really 
necessary to establish the effectiveness and efficiency of a policy (‘Has the objective or 
goal been reached?’) should be defined. Those indicators should be supplemented by a 
minimum of indicators that are necessary for planning and control. Such a minimum of 
performance indicators can only be realized if policy makers really have a very good 
insight into the workings of a policy, and if they are very good at defining indicators. On 
the other hand, when too few indicators are formulated, it means that a manager does not 
have the instruments to control the processes, and that the authorities that commissioned 
the implementation of a policy do not have the means to check the efficiency and 
effectiveness of that policy or programme, and nor can they hold the implementers 
accountable for the results that have, or have not, been achieved when the desired results 
have not been defined clearly.  
 

                                                   
17 Other measures to increase scores are used by the schools as well: for instance preventing poorly 
performing children from participating in the tests, or having them do the tests but keeping their scores 
back so that it will not influence the total score of the school negatively. In some of the large cities, as 
many as 25% to 33% of the pupils do not participate in these tests.  
18 This is by no means a new phenomenon. As far back as the end of the 1950s, the problem was identified 
in the scientific literature. See, amongst others, Nove (1958) and Hitch & McKean (1960, pp. 158-181).  
19 See, amongst others, the analysis of the programme Andere overheid of the Dutch government in 
Geelhoed & Schouwstra (2005, p. 5). 
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Performance indicators can both be quantitative and qualitative. Nowadays, there is a 
strong preference for quantitative indicators as those are more easily measurable and thus 
easier to work with than qualitative indicators. Comparisons are much easier with 
quantitative data: the result of a policy or programme presented in a graph or as numbers 
in a table looks much more solid than just a description of various aspects of 
performance. With regard to accountability and finance, the advantages of quantitative 
indicators are also obvious. However, this stress on, and use of, quantitative performance 
indicators does have its downside.  
 
A serious disadvantage of the preference for, and nearly exclusive use of, quantitative 
performance indicators is that quantitative indicators only capture a very specific part of a 
policy or programme when it is being implemented in the real world. Many, or even 
most, aspects of social processes may, for instance, be very hard to capture in quantitative 
indicators. Capturing increases in quality or monitoring the process need not always be, 
but often is, difficult to express in quantitative indicators. When using quantitative 
indicators only, it is quite possible that a large part of a policy does not get evaluated, and 
thus there is considerable risk that it will not be implemented as well.  

F. Evaluation 
Evaluations have a purpose. For those who commissioned a policy, evaluations generate 
the information to judge whether the goals and objectives that have been set have been 
reached, and whether this has been done effectively20 and efficiently21. For planning and 
control, evaluations generate the information to control and steer the processes, which 
may lead to a better achievement of the objectives and goals that have been set. In the 
policy-making process, evaluation is necessary to improve upon policies and programmes 
by giving feedback at every step and on every element in the policy process from the first 
beginnings of the policy design to policy implementation. Evaluation should be an 
integral part of the policy-making cycle, being repeated at regular intervals in time. That 
is a crucial feature necessary to make the policy process a learning process that leads to a 
structural improvement of policies and programmes.  
 
How an evaluation is done depends on the specific purpose of the evaluation, the 
audience for that evaluation22, and the evaluators themselves. Is the audience the 
authorities that commissioned the policy or programme, the manager who wants to 
increase the effectiveness of a policy measure, or the taxpayers? Are the evaluators 
academics trying to find out whether the assumptions and theories upon which the 
policies are based are correct? Or, is it the evaluation unit of a ministry or organization 
that establishes whether the gaols and objectives of a policy have been achieved? Is it an 
accountant who wants to establish whether the expenses of a policy were legitimate, or is 
it the policy makers themselves who want to improve upon their policy-making process? 

                                                   
20 Daft (2001, p.64) defines organizational effectiveness as ‘the degree to which an organization realizes its 
goals.’ ‘Effectiveness evaluates the extent to which multiple goals – whether official or operative – are 
attained.’ 
21 Daft (2001, p.64) defines efficiency as ‘a more limited concept that pertains to the internal workings of 
the organization. Organizational efficiency is the amount of resources used to produce a unit of output.’ ‘If 
one organization can achieve a given production level with fewer resources than another organization it 
would be described as more efficient.’ 
22 See P.G. Grasso (2003) on the importance of identifying the (multiple) audiences of an evaluation.  
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Before starting an evaluation it is necessary to establish what the purpose of the 
evaluation is, who the audience is, who should perform the evaluation and how it should 
be done. 
 
The fact that evaluations should be an integral part of the continuous policy-making cycle 
and should be done at regular intervals by the policy makers themselves does not 
diminish the importance of separate evaluation units within ministries and organizations 
or independent evaluations done by outsiders. All those evaluations have their own 
function and can reinforce the learning process within the policy-making cycle and within 
organizations. Furthermore, outside evaluations are necessary for accountability and for 
legitimizing policies to the general public. If policy makers were only to evaluate 
themselves and there were no ‘independent’23 evaluations, the learning effect of the 
evaluations would almost certainly be less than is the case with additional ‘independent’ 
evaluations. Independent evaluations not only capture other shortcomings than policy 
makers would do themselves, but they also provide an incentive to policy makers to make 
their own evaluations well and honestly and take their own outcome seriously. Having 
only ‘independent’ evaluations would also diminish the learning effect, as policy makers 
are in general not very concerned with learning from the past if it is not built into the 
policy-making process and the evaluators are situated at a different location. The time-lag 
also works against learning from independent evaluators: by the time the ‘independent’ 
evaluation comes, policy makers are already occupied with (designing) a new policy.   
 
In general the goal of an evaluation is to establish whether the policy-making process has 
been ‘correct’, whether a policy has been implemented as was planned, whether the goals 
and objectives of the policy or programme have been achieved or not, whether the 
budgets have not been exceeded, and whether – and, if so, how – the policy or 
programme can be improved. The most important features of the evaluation should be 
that feedback is given on every element of the policy-making process, and that with the 
help of this feedback policies can be redesigned and improved. 

2.3 The extended policy framework 
What this basic framework of policy evaluation does is to establish what the goals and 
objectives of a certain policy are, what the instruments and methods are that will be used, 
what activities will be undertaken, and how the intended results of that policy will be 
measured. Using this framework means that policies will be much more goal-oriented 
(and less instrument-, activity- and/or fund-oriented) 24. What this framework does not do, 
however, is to establish the way in which the policy is supposed to bring about the 
supposed effects. Nor does it establish the side effects of a policy. Medical practitioners 
use the proverb: ‘If medicines do not have side effects, neither do they have any effects’. 
With regard to policies, one can transform this saying into: ‘Policies that have effects will 
have unintended side effects as well’. But whatever is not in the model will not be 
evaluated. The framework as described above does in principle provide scope for 

                                                   
23In this paragraph I refer to the independent evaluation units of organizations as being independent as well, 
even though such units or departments are not truly independent. 
24 For the adaption and application of this framework of analysis to the cycle of planning and control in the 
health sector, see Geelhoed (2005).  
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defining performance indicators of side effects, but policy makers will not necessarily do 
this when using the framework.  

2.3.1 The conceptual framework 
Improving upon this framework means in the first place adding factors that indicate how 
policies will bring about the desired effects. One important factor concerns the conceptual 
or normative framework of policy makers. Underlying the goals, objectives, instruments, 
methods and activities chosen, policy makers have assumptions and theories on how the 
policy is supposed to bring about the intended effects, and hence achieve the objectives 
and goals. To clarify those, it is necessary to add an additional layer to the framework in 
which the definitions, assumptions and theories are specified25. For an evaluation such 
clarifications are important as otherwise it would be impossible to trace why the actual 
effects of a policy are different from the intended or assumed effects and thus – 
depending on the causes of the different outcome – it would not be possible to improve 
policies. The conceptual framework influences all elements or steps of the policy-making 
cycle (see Figure 2-2).  
 

 
Figure 2-2. An extension of the basic framework: the conceptual framework and its constituent 
elements  

2.3.2 The conceptual framework in international policies and programmes  
In international policies26, the conceptual framework on which a policy or programme is 
based is very important, as people with different backgrounds tend to have different 
views on a specific policy or programme. When a certain successful policy is being 
transferred to, and implemented in, a new country or organization, the intended effects of 
that policy may well be very different because of those differences. Even when the same 
words are being used, it is quite possible that people adhere to their own different 
definitions of central or main concepts of a policy. To give an example, the international 
financial institutions (IFI) advised the former communist countries to privatize all state-
owned companies in order to establish a market economy as fast as possible. But what is 
privatization? Is a privatized company a formerly state-owned entity that is entirely in 
private hands, or does an entity that is partly in private hands qualify as privatized as 
well? Does it depend on the number of shares that are owned by non-state entities? And 

                                                   
25 This chapter only identifies categories of factors that have to be taken into account in an evaluation of 
public policies and programmes. It is not concerned with how to reconstruct the conceptual framework. See 
Leeuw (2003, 1991) and Rogers et.al. (2000) for this. In Leeuw’s terminology the basic framework aims at 
reconstructing the programme logic and this part of the extended framework aims at reconstructing the 
programme theory.  
26 When the term ‘international policies’ is used in this text, it can also be interpreted as ‘international 
programmes’ or ‘international projects’.  
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what are non-state entities? If the management of an enterprise is privatized but not the 
enterprise itself,27 is that regarded as a privatized entity or not? In all these cases, people 
may use the same word, but the concept and definition of that word is different in all 
these cases, thus causing a Babel-like confusion. 
 
The framework should therefore be extended with what is called here the conceptual 
framework28. It refers to the ideology, the norms and values to which people adhere, to 
the theories and assumptions upon which they base their policies and programmes, the 
definitions they use, and their attitudes and behaviour. The conceptual or normative 
framework is influenced by culture, geographical characteristics and history. Both the 
individual history of a person and the history of the region or country where a person 
lives, or has lived, shape his or her conceptual framework. Thus, a person who has grown 
up under the Communist system will have a different view of the world as compared with 
one who has grown up in one of the capitalist countries. A person who has been trained 
and schooled in a Buddhist monastery will have a different perception of the world from 
a person who is the product of the Western school system (see, amongst others, 
Prayukvong (2005)). The type of study a person has followed also has a lot of influence 
on his or her perception of the world. An economist will have a different view of the 
rationality of human beings than a psychologist. Realizing those differences and the 
effect that those differences may have on programmes and policies means being able to 
anticipate them. And being able to anticipate them in policies and programmes, means 
realizing more successful policies and programmes.  
 
Thus, in order to find out why the outcomes of policies and programmes diverge from the 
intended or assumed outcomes means that one should extend the framework of policy 
analysis with the conceptual framework and with the elements history, culture and 
geography as these may greatly influence the conceptual framework. This extended 
framework can schematically be represented as follows (see Figure 2-3):  

 
Figure 2-3. An extension of the basic framework: the conceptual framework influenced by the 
elements history, culture and geography 

The importance of the conceptual framework was demonstrated in transition countries at 
the beginning of the 1990s, when advisors of the International Financial Institutions gave 
                                                   
27 This is the case with some hospitals in Mongolia.  
28 Economists often refer to it as the set of informal institutions.  
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their advice from a neo-liberal economic (or capitalist) background, whereas the policy 
makers in transition countries had a communist background. They had a completely 
different idea and understanding of how an economy works and what the role of the state 
should be in an economy. In such a situation, even if policies and programmes are 
faithfully implemented exactly according to the framework as described above, policies 
will not work as intended by the advisors. It is the implicit assumptions that are inherent 
to one’s conceptual framework (the ‘internal assumptions’) that can easily cause 
problems in international programmes, as they are usually not made explicit – and thus 
are not taken into account – in a policy or programme design. 

2.3.3 The institutional framework 
The extension of the framework of policy analysis with a conceptual framework is, 
however, not sufficient to establish all the differences between the expected and the real 
outcomes of policies and programmes. The institutional framework is at least as 
important in explaining such deviating outcomes as the conceptual framework.  
 
The institutional framework refers to the political, social and economic setting in which a 
policy has to be implemented. It refers to the institutions that exist in a country and the 
legal setting of that country. It refers to all stakeholders of a policy or programme. It 
comprises all structures that exist in a country which are important to, and exert an 
influence on, a policy. Economists would refer to it as all formal institutions, but the 
concept of institutional framework is broader as it also comprises the stakeholders – 
whether individuals or organizations and whether with overt or tacit interests29 – of a 
policy or project. It is not the intention to go into too much detail here on the institutional 
framework as, for each analysis or evaluation, the framework has to be adapted to the 
particular programme or policy that is being analysed and the categories need to be 
refined to capture the essentials of that programme or policy30. Those categories can be 
represented as follows (see Figure 2-4): 

 
Figure 2-4. An extension of the basic framework: the institutional framework and its constitutive 
elements 

The institutional framework in national policies and programmes  

                                                   
29 Power political motives  – or struggles – of key stakeholders may, for instance, greatly influence the 
choices being made in and the outcomes of policies and programmes. Power-political struggles may work 
against a rational decision-making process and may lead to suboptimal policy choices.  
30 For an example of the importance of the institutional framework for the outcome of policies and how an 
analysis can be adapted to a particular policy see Campos and Pradhan (1997). In their article, Campos and 
Pradhan attempt to develop a new approach whose emphasis is on examining how institutional 
arrangements governing the budget process affect incentives governing the allocation and use of resources. 
They define institutional arrangements, however, as rules, norms, and procedures both formal and informal.  
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When implementing a national policy or programme, first, it is worthwhile to analyse the 
institutional framework thoroughly, especially in connection with the theories, 
assumptions and definitions underlying a specific policy or programme. If the 
assumptions with regard to any of the elements of the institutional framework are wrong, 
one can expect a different policy outcome from that intended. Thus it is important to 
establish what requirements should be fulfilled with regard to the institutional framework 
in order to be able to implement a policy successfully, and, if requirements are not 
fulfilled, what influence that will have on the outcomes of the policy when it is being 
implemented. To give an example, privatization policies are usually based on the premise 
of fully competitive markets. When markets are not fully competitive this has a strong 
influence on the outcomes of the privatizations31, and many of the positive gains that 
should materialize after a privatization cannot be realised.  
 
The weights given to the individual elements of the institutional framework will vary 
from policy to policy and programme to programme. When, for instance, analysing a 
programme to increase trade with a certain country, the weight assigned to the legal 
setting and the institutions enforcing laws in the countries concerned will be much more 
than when analysing education policies. For a trade programme, the exact definition of 
property rights and the protection of property rights by the government and its agencies 
are essential and should therefore be the subject of a scrutinized investigation before 
starting a trade programme. For an education policy, the investigation of the legal setting 
and law enforcing institutions will be less important and may warrant maybe only one 
paragraph in the analysis. Elements such as the social setting will carry much more 
weight in that case. The goal of this section is to identify the broad categories that should 
be taken into account when analysing a programme or policy – whether ex ante or ex 
post.  
 
The element of the stakeholders of a policy also warrants the attention of evaluators and 
analysts. When designing, implementing and evaluating a policy, it is important to know 
who has what interest or stake in the implementation and/or outcome a policy (whether it 
be organizations or individuals or both)32. The connections that exist among all those who 
have an interest in a policy should also be established as it may also influence the 
outcome of that policy. In order to gain insight into such interests and connections, it may 
be helpful to make a network chart in which all organizations and individuals and their 
interests and connections are represented graphically. Conflicting interests of various 
organizations or individuals participating in a programme or policy do not necessarily 
mean those interests are incompatible or that they will have a negative influence on a 
policy or programme. Identifying all stakeholders and their interests means identifying a 

                                                   
31 One need only to look at the outcomes of the privatizations in the railway sector in Great Britain, let 
alone the results of the large-scale privatizations in the transition economies to see what may happen if 
certain premises are not fulfilled. 
32 The term ‘stakeholders’ is thus not limited to the target population of a policy measure. To give an 
example, Blanchard (1993, p. 5) indicated that privatization in transition countries is normally a result of a 
struggle between interested parties or stakeholders rather than an optimising exercise: … privatization is 
not about the distribution of assets belonging to ‘the state’ which can dispose of them as it wishes, but 
about the distribution of assets with many de facto claimants: workers, managers, local authorities, central 
ministries, and so on. Unless these claimants are appeased, bribed, or disenfranchised, privatization 
cannot proceed. The main challenge of privatization is thus how to deal with and reconcile those claims.  
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possible source of divergence from the expected outcomes of a policy and gives insight 
into the reasons why certain choices have been made. 

2.3.4 The institutional framework in international policies and programmes  
All elements of the institutional framework vary from one country to another. A policy or 
programme that was successful in one country may not be successful in another country 
on account of those variations. It is therefore important to establish, before implementing 
a policy or programme, what relevant differences exist in the institutional framework of 
two – or more – countries and how that will influence the outcome of that policy or 
programme. To be able to do that, it is necessary that the policy maker is well aware of 
the exact institutional requirements of a policy and knows the institutional framework of 
the countries concerned very well. Without such knowledge it is not possible to assess the 
influence of (differences in) the institutional framework on a policy or programme. 
 
Differences in the institutional framework between countries may be caused by the 
history of a country (think, for instance, of the communist legacy in transition countries 
as compared with the capitalist legacy in the USA and Western Europe), by the culture(s) 
of the people who inhabit a country, and by the geographical characteristics of a country: 
Is a country resource rich, and does it, for example, have access to the sea or not? 
Differences in the institutional framework can also be caused by stakeholders, who may 
have conflicting interests, and who may strive for power, influence, or other gains and 
may exert a decisive influence on the institutional framework of a country (stakeholders 
may, for instance, determine the political setting of a country, whether a country becomes 
a democracy or not, may determine which institutions get what power within the state, 
etcetera). The basic framework of analysis should be extended not only with the 
conceptual framework but also with the following elements (see Figure 2-5):  
 

 
Figure 2-5. An extension of the basic framework: the institutional framework influenced by the 
elements history, culture and geography. 

 
Herewith, the extended framework is a rational model in which irrational or incremental 
elements are incorporated, thus giving those elements a place in evaluations. The 
schematic representation of the complete framework of policy analysis now looks as 
follows (see Figure 2-6):  
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Outcomes: caused by policies or exogenous factors ? 
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Figure 2-6. The extended framework of policy analysis and evaluation  

2.4 Using the extended framework of policy analysis and evaluation 

2.4.1 Using the extended framework for policy making 
The extended framework can be used by policy makers as a method to make policies. If 
every step or element of the framework is conscientiously followed (i.e. from A to F), it 
will lead to a systematic process of policy making and a goal-oriented policy design. 
Making an overview of alternative methods or instruments in step C with all their pros 
and cons will furthermore guarantee a more rational and transparent decision-making 
process. With regard to the conceptual and institutional framework at every step in the 
policy-making process the policy maker has to establish: on which assumptions and 
theories his or her choices are based; what definitions he or she adheres to; and what the 
requirements of the policy or programme are with regard to the conceptual and 
institutional framework. If requirements are not compatible with the conceptual and/or 
institutional framework as it exists in a country, then the policy maker has to establish 
what influence this will have on the desired outcome of the policy, and how the 
undesirable effects of such incompatibility can be mitigated.  
 
If the framework has been used well, evaluators will have the means to evaluate a policy 
or programme properly. With clearly stated goals, objectives, methods, instruments, 
critical success factors and activities accompanied by performance indicators, zero-
measurements, and target figures, the performances or outcomes of a policy33 can be 
evaluated. If the institutional requirements and assumptions, theories, and definitions34 
have also been incorporated in a policy document, then it is possible to trace whether and 
why policies have or have not worked. Thus it is possible to make the policy process a 
learning process, in which improving the efficiency and effectiveness of policies and the 
improvement of accountability are central.   
 
By giving evaluation its proper place and importance in the policy-making cycle, the 
learning process will be continuous. Automatic feedback will be generated on every 
element of the policy design at regular intervals in time (preferably in accordance with 
the cycle of planning and control of the organization concerned). Hence both policies and 
the policy-making process can be improved.  

2.4.2 An example of the use of the extended framework for policy making 
With the advantage of hindsight I will give a brief example of how the extended 
framework of policy analysis can be used to design international policies while 
preventing undesired outcomes due to differences in conceptual and institutional 
frameworks of the country concerned and the international organization giving policy 
advice. In Mongolia in 1990 the process of transition from a communist to a market 
economy began. The international financial institutions (IFI)35 played an important role in 
                                                   
33 In Leeuw’s (2003) terminology, the programme logic can be evaluated. 
34 In other words, the following questions need to be answered in the policy document: ‘How is the 
policy/instrument/activity supposed to bring about the desired effect?’ And ‘What requirements need to be 
fulfilled with regard to the institutional framework for the policy to be effective and efficient?  
35 The international financial institutions are the International Monetary Fund (IMF) and the World Bank 
and all its branches.   
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this process and prescribed a speedy privatization and liberalization of the Mongolian 
economy. The goals of the IFI in Mongolia were to realize a market economy as fast as 
possible; to generate economic growth; and to establish macroeconomic stability. In 
agriculture all negdels (state farms and cooperatives) were to be privatized. For the 
privatization policy in agriculture, the basic framework of policy analysis could have 
been filled out at that time as follows36 (see Box I):  

  
Box I: Mongolian privatization policy in agriculture:      
an illustration of the use of the extended framework for policy making  
 

 

 Goal: 
1) Create a market economy;  
2) Generate economic growth (by increasing market-oriented production in agriculture). 

 

    
 Objective: 

1) Stimulate an increase in the production of animals and animal products in order to increase 
the food production and to increase the input in enterprises processing animal products 
quantitatively and qualitatively – so that they can in their turn increase the quantity and 
quality of their production. 

 

    
 Method (all alternatives):  

a) Privatize (the herds of all) negdels (collectives and cooperatives) as fast as possible; 
b) Privatize (the herds of all) negdels (collectives and cooperatives) gradually;  
c) Turn collectives into cooperatives and give all members shares; 
d) Try to increase production within the existing framework until the institutional and 

conceptual requirements for this policy are fulfilled, and then privatize the herds (either 
instantly or gradually); 

e) Do not change the system at all but increase production within the system. 

 

   
In this case none of the alternative methods were considered: the only method which was 
pursued was the immediate privatization of all herds: 

 

 Method:  
1) Privatize (the herds of) all negdels (collectives and cooperatives) as fast as possible; 
2) Allow the negdels great discretion to formulate their own rules for distributing the animals 

amongst their members and others who may hold claims on the animals; 
3) Set a time limit within which the herds have to be privatized. 
Critical success factor(s): 
This category did not receive much attention when the policy was formulated. 
Target figure(s):  
Privatization of all herds within 1 year. 

 

    
 Activities:  

                                                   
36 This example illustrates the bigger picture (with regard to the goals of the IMF and the national 
government of Mongolia) and the goals of this particular programme. By the way the framework of policy 
analysis is filled out, it is clear that it can be filled out in various ways. I have chosen the broadest view 
taking the goals according to the advice of the international organizations as a starting point. I could also 
have chosen the measure of privatization of the herds as the objective and fill out the framework from that 
starting point.  
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1) Create a distributive code to assign animals to individuals;  
2) Distribute animals to individuals; 
3) Distribute assets (capital goods) of the negdels to individuals.  
Zero-measurement(s): 
1) 86% of all animals were state-owned in 1990.  

    
 Performance indicator(s): 

1) Privatization of (all herds of) all negdels within 1 year. 
 

   
 
This description is in accordance with the real privatization policy with regard to the 
herds in the early 1990s, just after the beginning of the transition to a democratic system 
and a market economy. At that time, the government had neither experience with market 
economies nor with non-communist methods of policy making. Thus it is not surprising 
that many elements that are usual in Western policy making have not been given much 
thought during the design of this policy. No thought was given to critical success factors, 
bottlenecks, and the institutional or conceptual requirements of the policy. Little thought 
had been given to planning, sequencing, and possible complementary policies. The old 
pattern continued of giving commands and expecting them to be followed (which indeed 
happened in this case). With regard to the critical success factors, four factors could have 
been formulated during the design even without any knowledge of necessary 
requirements with regard to the institutional and conceptual framework (see Box II): 
 

  
Box II: Mongolian privatization policy in agriculture: Critical success factors 
 

 

 Critical success factors: 
1) Allocate to each individual a sufficient number of animals so that they can breed and increase 

the number of animals; 
2) Secure access to grazing grounds for all individuals who own animals (make a distributive code 

with regard to the grazing grounds. In Mongolia all grazing grounds are publicly owned); 
3) Secure access to the markets for all individuals so as to be able to buy and sell animals; 
4) Secure access to veterinary services for all individuals. 

 

   
 
Apart from those critical success factors, others will follow from the analysis of 
institutional and conceptual requirements. Starting with the institutional requirements and 
the institutional situation in Mongolia in the early 1990s (see Box III): What were the 
institutional requirements of the policy and how had the situation in Mongolia been at the 
time of the privatizations with regard to those requirements? 
 

  
Box III: Mongolian privatization policy in agriculture:  
institutional requirements and institutional characteristics of Mongolia in the period 1990-1994  
 

 

 Institutional requirements:  Institutional characteristics of Mongolia in 
1990-1994: 

 

 1) Political setting: The political system 
should be reliable and facilitating;  

 1) Political setting: The political system was in 
its infancy; facilitating but inexperienced,  
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unfamiliar with market economies, and not 
yet reliable; 

 2) Socio-economic setting / stakeholders: A 
good – honest and fair – distributive code 
is needed for allotting the animals to 
individuals; 

 2) Socio-economic setting / stakeholders: 
Managers of the cooperatives and 
collectives had great discretion in 
determining the distributive code for their 
enterprise. This meant that the former 
managers came to own all assets (in the 
sense of capital goods) of the enterprises 
and that the distribution of the herds over 
individuals was uneven. Certain groups, 
such as elderly people, the handicapped, 
widows, and unmarried mothers with 
children were at a big disadvantage;  

 

 3) Economic setting: A functioning market 
(both demand and supply are needed). 
There should be competition and thus 
choice; 

 3) Economic setting: There were no markets 
yet and no competition; in the beginning the 
command economy still functioned; 

 

 4) Economic setting: Prices should be 
liberalized; 

 4) Economic setting: In 1990 there were no 
liberalized prices yet, during the period 
1990-94 many but not all prices were 
liberalized;  

 

 5) Economic setting & geographic 
characteristics: A marketing system is 
needed as well as a good – and preferably 
low-cost – transportation system. When 
there are no persons who come to buy 
your animals (at the market price) and sell 
them at the market and you cannot reach 
the market yourself, then you have a 
problem; 

 5) Economic setting & geographic 
characteristics: In 1990 there still was the 
old communist marketing system, this was 
abolished by 1995 but not replaced by 
another functioning marketing system; costs 
of transportation were very high because of 
geographic characteristics; 

 

 6) Institutions: Institutions of mediation 
should exist in case of conflicts; 

 6) Institutions: There were no institutions of 
mediation;  

 

 7) Institutions: Veterinary services should 
function and should be available for all 
herders; 

 7) Institutions: The system of veterinary 
services provided by the state collapsed 
within a few years of the transition. It was 
not replaced by a new system because the 
herders lacked money (and possibly did not 
give it priority);  

 

 8) Institutions: Money should be available 
for market transactions; 

 8) Institutions: Due to stringent 
macroeconomic policies (to attain 
macroeconomic stability) there was a 
shortage of money, especially in rural areas. 
This led to an extensive barter trade; 

 

 9) Legal setting: A proper legal system is a 
prerequisite; 

 9) Legal setting: There was no proper legal 
system (there were neither functioning legal 
institutions nor the necessary rules for a 
market economy); 
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 10) Legal setting: A fair system of grazing 
rights should be established for all 
common ground.  

 10) Legal setting: No rules were formulated as 
to who would be allowed to use what 
ground when grazing their herds. 

 

     
 
The international financial institutions advised to the Mongolian government to privatize 
all state-owned assets (which included all animals) as soon as possible in order to create a 
market economy and to stimulate economic growth. What were the theories and 
assumptions underlying this advice? What were the ideas behind the formulated goals, 
objectives and methods? In Box IV below, the left column indicates the IFI’s 
assumptions upon which they based their advice, as at that time the Mongolian 
government was at a loss as how to progress towards a market economy and followed any 
advice they could get (especially if it was accompanied by money). Thus, the theories and 
assumptions of the international institutions were the theories and assumptions 
underlying Mongolian policies at that time. The right column in box IV shows the 
situation with regard to the conceptual framework as it was in Mongolia during the 
privatizations.  
 

  
Box IV: Mongolian privatization policy in agriculture:  
The conceptual requirements and conceptual characteristics of Mongolia in 1990-1994  
 

 

 Conceptual requirements:  Conceptual characteristics of Mongolia in 
1990-1994: 

 

 1) Theories & assumptions: People will 
maximize output (as they will want to 
maximize their income which they can do 
with maximizing their output);  

 1) Theories & assumptions: People did 
maximize output: the number of animals 
increased from 25.5 million in 1991 to 29 
million in 1996.  

 

 2) Theories & assumptions: People will sell 
the surplus animals; they will ask market 
prices for them; 

 2) Theories & assumptions: People did not 
sell their surplus animals. In the first years 
of the transition, the prices were still set by 
the Mongolian government and after that a 
marketing system no longer existed. 
Animals were still not sold at market 
prices. Herders only sold animals when 
they were in need of money or goods.  
Norms and values: You do not kill (and sell 
off) animals unless you really have to; 

 

 3) Theories & assumptions: Enterprises will 
enjoy an increased input (due to 
optimizing herders selling of their surplus 
animals) both quantitatively and 
qualitatively and will automatically 
change to a market oriented production 
process, as otherwise there will be no 
demand for their products. 

 3) Theories & assumptions: Many animal 
processing enterprises experienced serious 
shortages in inputs. Many of them 
collapsed in the period after the 
privatizations and many of those that did 
survive did not change to market-oriented 
production processes in the first decade 
after the transition. 
Foreign demand had collapsed anyway due 
to the collapse of Comecon; otherwise there 
was no foreign demand and there was no 
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experience with foreign demand. 
 4) Theories & assumptions: People want to 

acquire more wealth in terms of money 
(they are ‘money-motivated’).  

 4) Theories & assumptions: The Mongolians 
did want to acquire more wealth but not in 
terms of money. Instead they wanted it in 
terms of numbers of animals. 
Norms & values: A large herd was the sign 
of prosperity in Mongolia and not a lot of 
money.  

 

 5) Theories & assumptions: Institutions will 
spring into existence automatically with 
privatizations and liberalization.  

 5) Theories & assumptions: Institutions did 
not spring into existence automatically and 
were lacking37.  

 

 6) Attitudes and behaviour: With their own 
animals, herders will automatically 
display market economic thinking and 
behaviour;  

 

 6) Attitudes and behaviour: Herders were – 
and are still – very government focussed. 
When there are problems, they expect the 
government to solve them. They do not 
take precautions – such as making hay38 – 
to prevent calamities. They basically do not 
display real market economic behaviour39;  

 

 7) Attitudes and behaviour: All children are 
sent to school. 

 7) Attitudes and behaviour: If children are 
more useful or ‘cheap’ at home they are 
kept at home40.  

 

     
 
What were the results of the above-described privatization policy in Mongolia?  
With regard to the activities and method, those were extremely successful. The negdels 
established their own privatization codes – within the norms given by the Ministry – and 
all herds were privatized in a very short time and the assets of the negdels were in general 
also distributed to individuals. The objective of an increase in the number of animals was 
also reached.  
 

                                                   
37 Spoor (1996) remarked the following on the agrarian institutional context: ‘The institutional context that 
is crucial for the construction of markets is still weak, which means that a transfer of ownership rights does 
not automatically lead to the emergence of a dynamic entrepreneurial private sector nor to competitive or 
efficient markets’. The UNDP (1994) remarked that privatisation of the herds was quickly carried out while 
marketing reforms had still to come. Some forms of administrative and monopsony pricing remained, 
which, in combination with galloping consumer goods price inflation, caused a deterioration of the terms of 
trade for the traditional livestock sector.  
38 Before the transition there were about 20 state farms that were primarily dedicated to produce fodder, 
related to the State Emergency Fodder Fund, a sort of national bufferstock of animal feed. After the 
transition the preparation of hay and fodder declined drastically (Spoor, 1996). This decline together with 
the lack of transport possibilities is one of the most important reasons of the enormous number of animal 
casualties of extreme weather conditions (dzuds) in Mongolia after the transition.  
39 The herders accept the advantages of the market economy but do nothing to prevent the disadvantages, 
for which they look to the government for assistance. The poor herders – those who do not have enough 
animals to breed or who are, for instance, struck by illness and death in the family – are not in a position to 
breed and display market economic behaviour. They have to fight for survival and have to sell off all their 
animals. 
40 This was actually a feature and a social side-effect that no one had foreseen: the drop-out rate of boys has 
increased enormously as a result of the privatizations as it was much more beneficial for families to have 
the boys tend animals (from about 9 years old). Girls, however, are still sent to school.  
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The real objective, however, was to increase the input both quantitatively and 
qualitatively in animal processing enterprises. This objective was not reached. Neither 
was there an increase in, for instance, dairy production, which related to the first part of 
the objective (to increase food production). Animals were basically not sold by the 
herders. Why? What happened?  
 
As can be seen in the overview of institutional requirements and characteristics of 
Mongolia, the institutions that are necessary to create an agricultural market economy 
were not there, thus creating a void. The idea that market institutions will automatically 
come into existence when the economy is being liberalized and privatized has proved to 
be wrong, just like the idea that people automatically display market economic behaviour 
in liberalized and privatized circumstances. The geographic characteristics of Mongolia – 
the vastness of the country in combination with a sparse population – also made the 
development of a market-oriented marketing system with low transport costs impossible 
as well as the development of a commercial veterinary service affordable for the herders. 
The absence of a low-cost and efficient transport system made dairy and other types of 
agricultural production virtually impossible. No thought had been given to the questions 
who should assert what grazing rights and when. The distribution of animals was 
disadvantageous to certain groups, who received too few animals to breed (and often 
lacked the knowledge of how to tend their animals, as they had held, for instance, 
administrative positions or had had a state pension). Together with the absence of a good 
marketing system, this created pressures on the grazing land closest to the village and city 
centres, which by now has resulted in extensive environmental damage. The institutional 
characteristics of Mongolia at the beginning of the transition were such that the stated 
objective was not attainable. The institutional requirements were too far from being 
fulfilled, a fact which had been overlooked by the international organizations as no 
systematic analysis had been made of the institutional requirements of the policy. This 
was not all, however. The factor that was, and still is, overlooked by the international 
institutions is the conceptual framework.   
 
With regard to the conceptual framework, the assumptions underlying the policy advice 
of the IFI were different from the conceptual characteristics displayed in Mongolia at that 
time, as can be seen in the overview of the conceptual requirements and characteristics. 
Although crucial for the result of the policy, many assumptions of the advisors from the 
international organizations proved to be wrong. With their economic and often Western 
background, advisors assumed rationality of decisions in the sense of profit-maximizing 
behaviour. They also assumed that Mongolian herders would be money-motivated and 
would want to secure their lives in terms of having more money. Mongolian herders did 
indeed display rational behaviour, but of different kind than expected by the IFI advisors. 
The Mongolian herders tried to increase their herds as much as possible, as a big herd is 
the best insurance against calamities such as the dzud – a very harsh Mongolian winter 
which occurs at least once every decade. Even when half of the animals of the herd die 
during such a winter, a herder still has sufficient numbers to breed and increase the 
number of the herd again. Without a functioning insurance system – and without 
experience with such a system – herders will rely on the old and tested ways of securing 
their livelihood, which is very rational. Moreover, from a pragmatic view, the herd was 
the best way to save wealth as inflation of the tugrik reached extremely high levels in the 
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early 1990s (over 330% in 199341), whereas animals kept their value. It was thus a much 
more rational strategy to keep animals and to increase their numbers than to sell them. 
What the international advisors also did not know, and thus did not take into account in 
their advice, were the traditional Mongolian norms and values that recognize a large herd 
as the most important sign of wealth (and not money, thus reducing the incentive to sell 
animals for money), and nor were they aware that these norms and values go against the 
selling and killing of animals unless there is an urgent need to do so. Therefore, even if 
the institutional requirements had been fulfilled, it would have been doubtful whether the 
herders would have sold animals on a large scale just to make money. The Mongolian 
homo economicus obviously had a different rationality and other preferences than the 
foreign advisors had foreseen. The fact that there is more than one rationality was, and 
still is, not appreciated by international organizations who assume people to be a homo 
economicus in the sense of maximizing profit and wanting to earn as much money as 
possible.  
 
What has become obvious when using this framework of analysis to design policies is 
that many institutional and conceptual requirements are actually prerequisites of a policy, 
potential bottlenecks, or critical success factors of a policy. Therefore, when this 
framework is being used, especially step C, the method(s) chosen, and the bottlenecks 
and critical success factors may change. These factors only become evident when one 
really looks into these factors specifically. In this example, it is also obvious that at that 
time the Mongolians did not work with zero-measurements, target figures and 
performance indicators in the design of their policy. These deficiencies erode 
accountability and transparency of policies and diminish the orientation to the goals and 
objectives of a policy while increasing attention to the method. Finally, the most 
important point of this example is that it illustrates well how much is missed in searching 
for explanations for the success or failure of a policy if the conceptual and institutional 
frameworks are not taken into account. 

2.4.3 Using the extended framework for the evaluation of an international 
policy or programme 

When the framework is used for analysing and evaluating policies and programmes, the 
framework provides a useful instrument to evaluate policies and programmes by 
systematically following all the steps of the policy-making cycle. With performance 
indicators, zero-measurements, and target figures, the tools are provided to evaluate the 
performances of a policy or programme. The conceptual and the institutional framework 
provide good starting points for investigating how and why policies and programmes 
have brought about the ensuing results. Depending on the goal of the evaluation, the 
audience of the evaluation, and the background of the evaluator, different weights will be 
assigned to each individual element of the framework. Thus, accountants will only look at 
performance indicators in the basic framework. Institutional economists will attach more 
importance to elements of the institutional framework, whereas anthropologists will give 
more weight to the conceptual framework. The advantage of this framework is that it 

                                                   
41 It was much more moderate in the following years but was still over 50% in 1995 and 1996. In 1996 
almost one third of inflation was accounted for by energy price adjustments as power and heating tariffs 
were raised by 60%. See World Bank (1997, p. vii); World Bank (1994, p.i).; ADB (1997,  p. 7, footnote 
1); ADB (1996b, p.5).  
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systematizes the policy-making process and identifies and brings together in a pragmatic 
way factors that play a role in shaping the outcomes of policies and programmes. An 
improvement over other models of policy making is that institutional and conceptual 
factors are taken into consideration. 
 
To use the extended framework for analysing or evaluating international policies and 
programmes, it is not necessary that the policies concerned have actually been drawn up 
according to this framework. The importance of the framework lies is the fact that it 
systematizes policies and their analysis; it makes policies more transparent and increases 
attention for the conceptual and institutional frameworks of the policies, of both the 
country concerned and the international organizations and/or donor countries.  
 
Using this framework for an analysis, one should first take all the steps of the basic 
framework in order to establish what a policy or programme is exactly about: a) What is 
the goal of the policy or programme? b) What are the objectives? c) What methods or 
instruments have been used?, etcetera. Once all the steps of the basic framework have 
been clarified, one should look systematically into the conceptual and institutional 
framework. The following questions should be addressed (see Box V): 
 

  
Box V: Questions to analyse the institutional and conceptual framework systematically 
 

 

 1) What were the most fundamental requirements of the policy or programme with regard to the 
institutional framework?   

a. political setting 
b. social setting 
c. economic setting 
d. institutions 
e. legal setting 
f. stakeholders 
g. geographic characteristics  

 

   
 2) What were the most fundamental requirements of the policy or programme with regard to the 

conceptual framework? 
a. theories and assumptions 
b. definitions 
c. ideology: norms & values 
d. attitudes and behaviour 

 

   
 3) How did the institutional framework of the country concerned look with regard to each of the 

fundamental requirements? 
a. political setting 
b. social setting, etc. 

 

   
 4) How did the conceptual framework of the country look with regard to the fundamental 

requirements? 
a. theories and assumptions 
b. definitions, etc. 
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 5) Were all fundamental requirements with regard to the institutional and conceptual framework 

fulfilled in the country concerned? If not, how did this non-fulfilment influence the outcome 
of the policy or programme?  

 

   
 6) What measures have been taken or could have been taken to prevent undesired outcomes of 

the policy or programme?  
 

   
 
To give an indication how an analysis of a programme can be made a brief description of 
an international project of Tempus TACIS, in which a curriculum change in medicine42 
was planned at the National University of Mongolia (NUM), is provided. Obviously, the 
TACIS-model for the application of projects was used to design the project, and for the 
analysis the extended model of policy analysis and evaluation was used (see Box VI).   
 

   
Box VI: The example of a Tempus TACIS project: A curriculum change in medicine at the NUM 
 

 

 
A

 Goal(s): 
Train generalists who can provide basic healthcare in rural areas of Mongolia 
(in 1997 80% of the doctors were specialist and only 20% generalists, whereas generalists were 
urgently needed, especially in rural areas). 

 

     
 
B

 Objective(s): 
Modernization (restructuring) of the medical curriculum in Mongolia. 

 

     
 
C

 Methods / instruments: 
1) Renewal of  teaching practices; 
2) Introduction of problem-based and integrated new curriculum suitable for training generalists; 
3) Reintroduction of assistantships in rural areas (so that students get practical experience 

outside the academic or teaching hospital). 
Critical success factors: 
1) Sufficient English language skills of Mongolian teachers so that they can use English-

language textbooks & are able to follow the lectures of European teachers; 
2) Sufficient English language skills of students so that they can learn from English-language 

textbooks. 
Possible bottlenecks:  

1) Lack of money; 
2) No sum-hospitals equipped for assistantships;  
3) Two ministries (i.e. Healthcare and Education) involved in renewal of medical curriculum.  

 

     
 
D

 Activities:  
1) Train Mongolian teachers in modern pedagogic developments; 
2) Train Mongolian teachers in multidisciplinary consultation; 
3) Renew the library to equip it for self-study; 
4) Create rural opportunities for medical students to acquire practical experience; 

 

                                                   
42 Information on this project was gathered from interviews with the people involved in the project, and 
from the article from Meyboom-de Jong and Van Weert (2005).  
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5) Create a formalized meeting structure for teachers of the NUM; 
6) Create a department for curriculum (education) development at the medical faculty of the 

NUM. 
Zero-measurements: 

1) Neither clinical reasoning nor communications skills were taught at the university;   
2) The only teaching form is classes (lectures for all students together, with a teacher in front of 

the class and the students taking notes) 
3) No integration at all, neither between teachers nor between clinicians and pre-clinicians;  
4) Due to a lack of money, no possibilities for practical experience outside the university 

hospital; 
5) Only Russian textbooks; Marxist dialectics still part of the medical curriculum. 
Target figures: 
There was only one target figure which was not labelled as such: introduction of a new 
curriculum. 

     
 
E

 Performance (performance indicator = target figure):  
1) A balanced budget and corresponding payments and receipts; 
2) Introduction of a new medical curriculum at the NUM. 

 

     
 
F 

 Evaluation: results   
1) The project succeeded in introducing a new medical curriculum at the NUM; 
2) New teaching methods were introduced at the NUM and new exams (performance was tested)  
3) Local (rural) training possibilities for students were created, and the medical library was 

improved; 
4) Formalized meetings for teachers were created at the NUM, and cooperation and consultation 

was established among teachers (making an integrated approach of the new curriculum 
possible). 

5) Department for medical curriculum development and coordination was created at the NUM.  

 

    
 
In Box VI above the basic framework has been filled out concisely for the TACIS-
project. All fundamental information that is usually required for the application, approval 
and accountability of international projects and programmes – and their budgets – is 
mentioned. The fact that all information is given in a very limited space allows a good 
insight into a project at a glance. With regard to ‘C-method’ it should be remarked that in 
the course of an analysis the alternatives that have been considered – when known – 
should be mentioned and – again if known – what other alternatives could or should have 
been considered in the opinion of the evaluator. The latter information has not been 
included in the example.  
 
What this basic analysis does not provide are the reasons why a project has achieved its 
goals or why it failed and what difficulties – that possibly might have been prevented had 
attention systematically been paid to the conceptual and institutional framework 
beforehand – the project encountered. For that, the requirements of the project with 
regard to the institutional and conceptual framework of the country concerned should be 
analysed as well as (when it is an ex post analysis) the problems that occurred with regard 
to the institutional and conceptual framework. With regard to the institutional framework, 
it is necessary to look systematically at the categories: a) political setting, b) social 
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setting, c) economic setting, d) institutions, e) legal setting, f) stakeholders, and g) 
geographic characteristics; and with regard to the conceptual framework it is necessary to 
look at the categories: a) theories and assumptions, b) definitions, c) ideology: norms & 
values, and d) attitudes and behaviour. Some characteristics or requirements can be 
categorized under more than one category. For the analysis it is not important under what 
category a requirement, characteristic or problem is classified, as long as it is classified 
somewhere and receives due attention. This example will not go into all requirements for 
all categories of this project because of space limitations, but the problems that this 
specific project encountered will be listed in order to demonstrate the importance of the 
institutional and conceptual framework for international projects, and why attention 
should be paid to them at the time a policy or programme is designed.   
 
Before the project began the following institutional shortcomings had been noticed43 (see 
box VII):  

  
Box VII: Institutional problems noticed before the start of the project 
 

 

 Institutional problems:  
1) Institutions: Two Ministries needed to be involved in the curriculum development (which is 

likely to create problems of coordination, facilitation and approval by those Ministries): namely, 
the Ministry of Education and the Ministry of Health;  

2) Institutions: The development of a new medical curriculum depends on the organization of the 
health sector in general. If that is not well organised, then neither can the curriculum be well 
organised (for instance in this case sum-hospitals were not equipped for traineeships). 

3) Institutions/culture: The National University of Mongolia (NUM) needed to become more 
democratic; formalized meetings between teachers needed to be created; and a Department of 
Curriculum (educational) Development had to be created; a new organizational structure of the 
Faculty of Medicines of the NUM was a requirement for the success of the project44.  

4) Geographic characteristics: the vastness of the country in combination with – very – scarce 
resources for the health care system.  

 

   
 
During the project, the following institutional shortcomings were registered (see box 
VIII):  

  
Box VIII: Institutional shortcomings registered during the project: 
 

 

 Institutional problems and/or developments:  
1) Institution (organization)/stakeholders: Teachers were paid by the number of contact hours with 

the students. New teaching methods meant a reduction in the number of contact hours with 
students and thus less payment to the teachers. With no change in the reward structure, this 
would ultimately lead to the dismissal of teachers. Thus the introduction of the new curriculum 
induced resistance among the teachers.  

2) Stakeholders: students resisted changes in their curriculum, although it did not become obvious 

 

                                                   
43 This project was started at the request of the Medical Faculty of the National University of Mongolia. 
Before the project started, there had been a preparatory year in which these institutional problems came to 
the forefront.  
44 This problem can also be registered under conceptual problems as it is not only an organizational 
problem but also a problem of the internal culture of an organization.  
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why that was the case. 
3) Socio-economic setting: there were large-scale privatizations in the health sector, and a fee for 

services was introduced in the health sector in order to support a wider orientation and job 
description of doctors. 

   
 
After the project, the following institutional problems were encountered (see box IX):  

  
Box IX: Institutional problems encountered after the end of the project: 
 

 

 Institutional problems:  
1) Institutions/pragmatic: As is usual in international projects, the duration of the project was 3 

years. This time span is short for introducing a new curriculum for a study that takes at least 6 
years of study and is too short to ensure that new practices and the new curriculum are really 
consolidated.  

2) Social-economic setting/culture: The job-market in Mongolia is very fluid. Within a few years 
after the realization of the project, nearly all the people who had been involved in the project had 
moved to other jobs and other employers, taking with them all the knowledge that had been built 
up. Power political motives from higher-placed persons played a role in this. 

 

   
 
With regard to 1 in Box IX, the period in which international projects are evaluated is 
generally too soon after the project to notice such structural phenomena. Usually 
evaluations are done two or three years after a project has been terminated at most. Thus, 
important information on – factors influencing – the final results (success) of a project is 
not gathered. Furthermore, some characteristics in the conceptual and institutional 
framework of a country only become evident when a few projects have been evaluated, 
and when the results of those evaluations have been brought together in one analysis. In 
this case, the characteristic mentioned in Box IX number 2 is still not recognized as a 
general characteristic (and hence a problem) of the country. World Bank and ADB 
evaluations did notice this problem for capacity-building projects in Mongolian 
Ministries where the appointment of a new Secretary of State is usually accompanied by 
a change of personnel in at least all key positions. Because the IFI look only at their own 
programmes and projects, this particular feature is attributed to the political system. It is 
not yet recognized as a general problem for all international projects.  
 
The conceptual framework hardly receives any attention at all, in both national and 
international policies and programmes, even though it may be crucial for the success of a 
project. In our example, no requirements with regard to the conceptual framework were 
registered prior to the project, but during the project some important conceptual 
constraints came to the forefront (see box X).  
 

  
Box X: Conceptual problems encountered during the project:  
 

 

 Conceptual problems: 
1) Attitudes and behaviour: Mongolians do not voluntarily offer information. Unless asked, they 

will not share information with you. When asked, however, in general they answer all your 
questions frankly. This means that it is of crucial importance to ask the right questions. When 

 



A new explanatory model for policy analysis and evaluation  
 

 47

you do not know what to ask, you have a big problem in your project.  
2) Attitudes and behaviour: Mongolians also do not share information with each other. This means 

that, if you teach one person something, this knowledge remains with that person only and will 
not be shared with other people unless you tell or oblige them to do so.   

3) Attitudes and behaviour: A change in the mindset of the teachers was necessary so that they 
could begin to cooperate and share information with each other. 

4) Norm/theory: A change in the mindset of the teachers of the Medical Faculty was necessary so 
that they would take the clinical problems of the patient as the starting point of treatment. 

   
 
In many national and international projects the budget has a central place in the planning 
of a policy or programme. The elements mentioned in the basic framework also receive 
attention, but the conceptual and institutional framework as such are not analysed and 
incorporated in policy and programme plans. As is obvious from the international project 
described above, those elements may be crucial to the (long-term) success of a project or 
programme.  

Using the extended framework for a cross-country comparison 
When implementing the same policy or programme in various countries, it is usually not 
so much the differences in the elements of the basic framework which cause differences 
in outcomes but the differences in the conceptual and institutional frameworks that lead 
to differences in  implementation, and thus in outcomes. The extended framework can be 
used to identify in a systematic way which elements cause differences in the outcome of 
the same programmes or policies between countries or organizations. With this 
information it is possible to first of all, establish what exactly the essential requirements 
of a policy or programme are with regard to the institutional and conceptual framework 
of a country. Hence, it can be established how a policy or programme should be adapted 
to a new country when it is implemented there. And second, problems with the 
institutional and conceptual framework of a country tend to occur in virtually all 
international programmes. Once it is established what those problems are, it is possible to 
take them into account to prevent negative side effects when starting new programmes 
and when redesigning current policies and programmes. The case of the medical 
curriculum reforms actually provides a good example of such a characteristic: the 
extreme mobility of individuals on the Mongolian job-market which prevents the 
development of expertise and human resources within an organization. Before starting 
projects on human resources development and building know-how within organizations, 
this problem should be tackled.  
 
Using the extended framework of policy analysis for cross-country or cross-organization 
comparisons means systematically comparing each single element of the programme or 
policy of one country with the same element of that programme or policy of the other 
country with respect to all steps of the framework. First the elements of the basic 
framework should be compared to establish the exact goals, objectives, methods or 
instruments, critical success factors, activities – including zero-measurements and target 
figures – and performance indicators. This is important as differences in the basic 
framework will, of course, lead to differences in outcome. The comparison of the basic 
framework of two countries can be represented schematically by Figure 2-7.  
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When all elements of the basic framework have been established, it is then necessary to 
look into the extended part of the framework. First the fundamental requirements with 
regard to the conceptual and the institutional framework of the policy or programme 
should be determined. Then the characteristics of the institutional and conceptual 
frameworks of the countries concerned should be compared with respect to all 
fundamental requirements in order to determine whether they are fulfilled or not and 
whether they are the same or different in the two countries. If the institutional or 
conceptual characteristics of the two countries (or organizations) are not similar, it should 
be established what the influence is, or may be (if the evaluation is done ex-ante), of 
these dissimilarities on the policy or programme, and how undesired outcomes can be 
prevented. This part of the analysis is schematically represented by box XI.  
 
Using these templates for cross-country comparisons (both for ex ante and ex post 
analyses) would enhance the learning process in policy design and policy advice of 
international organizations, and might prevent costly mistakes due to differences in the 
conceptual and institutional frameworks of the countries concerned (or between 
international organizations and the countries concerned) or due to requirements in the 
institutional or conceptual framework that were not understood or diagnosed before a 
programme or policy started. When using Mongolia again as an example, it is obvious 
that geographic characteristics – the vastness of the country in combination with a sparse 
population – will influence all policies and programmes of the country, whether 
educational policies, health policies, financial policies or poverty alleviation programmes.  
 
Although the geographic facts are known by all, the consequences of these characteristics 
are often not well thought through. In public administration, the advice of international 
organizations was to decentralize many programmes and policies to a lower level of 
government – advice that makes sense given the vastness of the country. However, 
because of the sparse population and the fact that higher educational facilities and job 
possibilities are much better in Ulaanbaatar45 than in the Aimags46, local administrations 
in general do not have the human resources (neither the capacity nor the capabilities and 
expertise) to design and implement their own policies and programmes, which may leave 
the country worse off if policy design is really delegated to those lower levels of 
government.  
 
For international organizations that implement the same (kind of) programmes in various 
countries, a systematic comparison of the programmes according to the extended 
framework of policy analysis is particularly important. Seemingly minor differences 
between the institutional and conceptual frameworks of countries can cause large 
differences in the outcomes of policies and programmes. A common mistake that foreign 
advisors with experience in Asia make in Mongolia is to assume a ‘collective’ culture  

                                                   
45 Ulaanbaatar is the capital of Mongolia. 
46 Aimags are provinces or regions. 
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Country or organization 
A 

Country or organization 
B 

Goal A 

Objective A1 Objective A2 
 

Objective B1 
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B  
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Figure 2-7. A comparison of all elements of the basic framework for 2 countries or organizations.  
CSF = critical success factor; 0 measurement = zero-measurement; Perf. Indic. = performance indicator. 

The goal of country A is compared with the goal of that same policy or programme in country B. Objective A1 of country A is compared 
with objective B1 of country B, and objective A2 with objective B2, method A1 with method B1 , etcetera. Once all elements of the basic 
framework have been compared, the elements of the extended framework have to be compared. This is more complicated and more 
dependent upon the goal of the comparison or evaluation and on the evaluator. As written before, the weights assigned to the individual 
elements of the institutional framework – and hence the attention paid to each of the elements – are important for the comparison and 
may be important for the conclusions. 
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Figure 2-7. A comparison of all elements of the basic framework for 2 countries or organizations  

 
   

Box XI: Analysing the institutional and conceptual frameworks of countries to do a 
cross-country comparison with regard to a policy or programme 
 

 

  
1 

 
What are the most fundamental requirements of the policy or programme  
to the institutional and the conceptual framework? 

1. … 
2. … 
3. … 

 

 

        
  Country A:  Country B:  
        
  

2 
 
How does the institutional framework 
look with regard to each of the 
fundamental requirements in country A? 
 

a - political setting 
b - social setting 
c - economic setting 
d - institutions 
e - legal setting 
f - stakeholders 

 

  
How does the institutional framework 
look with regard to each of the 
fundamental requirements in country B? 
 

a - political setting 
b - social setting 
c - economic setting 
d - institutions 
e - legal setting 
f - stakeholders 

 

 

        
  

3 
 
What are the institutional differences between country A and B? 
 

 

        
  

4 
 
What are the most fundamental requirements of the policy or programme  
to the institutional and the conceptual framework?  

1. … 
2. … 
3. …  

 

 

        
  

5 
 
How does the conceptual framework 
look with regard to the fundamental 
requirements in country A? 
 

a - theories, assumptions  
b - definitions 
c - ideology: norms & values 
d - attitudes and behaviour 

  
How does the conceptual framework 
look with regard to the fundamental 
requirements in country B? 
 

a - theories, assumptions  
b - definitions 
c - ideology: norms & values 
d - attitudes and behaviour  
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6 
 
What are the conceptual differences between country A and B? 
 

 

        
  

7 
 
Do the differences (i.e. 3 & 5) influence the outcome of the policy or programme? 
 

 

        
  

8 
 
Yes 

  
No 

 

        
  

9 
 
How do those differences influence the outcome of the policy or programme  
for country A and for country B? 

 

        
  

10 
 
What measures have to be taken to prevent undesired outcomes?  
 

 

        
 
such as exists in for instance Korea and Japan. In Mongolia the culture is much more 
individualistic. Public goods are in general not cherished. The common good is not given 
first priority by Mongolians, which leads them to have a different attitude and behaviour 
as compared with Koreans and Japanese. Thus, the outcomes of programmes and policies 
which implicitly assume such a ‘collective’ culture (and corresponding behaviour of 
individuals) will have a completely different impact and outcome in Mongolia than in 
Korea or Japan. When such differences are not recognized by foreign advisors, costly 
mistakes can easily be made – mistakes that could have been prevented had the 
differences been recognized in the stage of policy design when adequate policy measures 
could have been taken to prevent undesired outcomes of programmes and policies. 

2.5 Conclusion  
The extended model of policy analysis and evaluation has been developed as a pragmatic 
instrument or tool to be used for designing and evaluating policies in order to improve 
upon the effectiveness and goal-orientedness of a policy. The extended framework of 
policy analysis is an improvement over existing models of policy analysis as it gives 
attention in a systematic way to both institutional and conceptual (i.e. incremental) 
factors which influence the outcome of policies. This is important as policies and 
programmes do not always yield the desired or expected outcomes. With this framework 
it is possible to determine what factors caused the real-world policy outcomes to differ 
from the intended outcomes of a policy. Explanatory factors in the outcome of policies 
may be ‘real world’ factors such as badly-defined performance indicators or cyclical 
economic problems, or they may be inherent to the conceptual and institutional 
framework to which policy makers adhere. 
 
The importance of this framework lies first of all in the fact that it identifies and 
systematically represents all elements that play a role in real-world policies without 
giving a weight – and thus value judgement – to the identified elements. Depending on 
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the evaluator, the audience of the evaluation and the goal for which this framework is 
used, all elements in the framework can be given an individual weight. These weights 
will vary for each use and each user. Whereas accountants and many neo-liberal 
economists will give most weight to the basic framework, institutional economists will 
attach more importance to the institutional framework, and anthropologists and 
sociologists will tend to give more attention to the conceptual framework. Second, a 
model has been created with which evaluators can establish why a policy has, or has not, 
yielded the results expected from it. Third, the model can be used to compare the same 
policies and programmes in different countries – both in ex ante and ex post analyses- in 
order to identify what factors and what characteristics make a policy or programme 
successful and why a certain policy works in one country but does not work in another. 
When such factors and requirements with regard to the institutional and conceptual 
framework are established beforehand, costly mistakes may be prevented and tailor-made 
international programmes and policies for each individual country can be designed, 
thereby increasing the chance of success of a policy or programme. Fourth, a tool has 
been created that can be used in practice by national and international policy makers to 
improve the effectiveness of their policies by taking into consideration all elements that 
may exert a (possibly decisive) influence on their policies. The framework structures and 
systematizes the policy-making process, making it more transparent and facilitating more 
rational decision making. It improves the effectiveness of policies and makes policies 
more goal-oriented.  
 
What is furthermore important is the place and importance of evaluations in the policy-
making process. When evaluations are given their proper place in the policy-making 
cycle, policy making will become a continuous learning process in which automatic 
feedback is generated at certain intervals in time. Thereby policies can continuously be 
improved. The extended framework can be combined very well with models of planning 
and control within organizations, which adds to its usefulness. Thus managers can use it 
to define target figures and performance indicators with which they can steer the process 
more easily, thereby also improving the effectiveness of policies and programmes.  
 



 

3.  
Identifying potential 

problems in international 
aid programmes: the 

example of well-
rehabilitation 

programmes in Mongolia 
 
 

3.1 Introduction47 
In socialist times, Mongolia devoted a considerable amount of resources and energy to 
upgrading its arable land and its grasslands. Wells were constructed all over the country 
increasing the area of land usable for agriculture and herding. In 1990 Mongolia had 
41,600 wells in total, which were being maintained by the Mongolian government. In 
2000 about 10,000 wells had fallen into disrepair. The Mongolian government estimated 
that only 40 percent of the previously operating wells remained functional (Waterpoint 
rehabilitation coordination Working Group, 2005, paragraph I)48. This has resulted in 
                                                   
47 The data for this research were gathered with the support of the Center for Development Research from 
the National University of Mongolia – I am grateful to Prof. Dr. Jörg Janzen in particular – and with 
financial support from RESAM (the Research Institute in Economics and Econometrics of the University of 
Amsterdam), the Department of Economics of the University of Amsterdam, and the Netherlands 
Organization for Scientific Research. I want to thank Prof. Dr. Michael Ellman for his comments. 
48 According to the 2003 Inventory data on wells provided by the Ministry of Food & Agriculture, the 
number of engineer-designed wells was 24,556 in 1990 (7,486 borehole wells, 7,624 short-piped wells, and 
9,446 concrete-walled wells), but only 8,183 engineer-designed wells in 2000 and 19,189 in 2003. In 1990 
there were 17,024 simple dug wells, in 2000 22,714, and in 2003 20,654. Especially in the Gobi and steppe 
areas some wells used for water supply do not meet the drinking water standard. Wells located on the 
territories of Dornod, Dornogovi, Omnogove, Sukhbataar, and Gobi-Altai aimags have highly mineralized 
and saline water. In a National survey of the Public Health Institute on ‘Arsenic Concentration in Drinking 
Water in the Gobi Region of Mongolia’, preliminary study findings show that arsenic was detected in 10 
percent of the water samples of all 1023 wells, and that 82.4 percent of the surveyed population in the 
Gobi-Sumber, Dornod, Gobi-Altai and Dornogobi aimags have initial symptoms of arsenic poisoning 
(UNDP, 2004a, p.33; Waterpoint rehabilitation coordination Working Group, 2005).  
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increased seasonal grazing pressure on the natural pastures where water is still available. 
In addition to this pressure, the established seasonal grazing patterns were – in general – 
no longer followed after the privatization of the herds in Mongolia in the early 1990s. 
Instead, herds are now often concentrated around aimag and sum centres which causes 
very serious environmental degradation (ADB, 2000, p.v). Pastures where water is no 
longer available are currently being wasted (Water Point Rehabilitation Coordination 
Working Group, 2005; Center for Policy Research, 2002).  
 
Both the Mongolian government and international donors recognized the need to 
rehabilitate the wells. In 2005 some seven water rehabilitation initiatives were being 
implemented – all using different approaches to the issues of capital cost contribution49 
and post-rehabilitation operation and maintenance. The activities are dominated by 
government programmes that either use concessional donor loan funds, which are to be 
repaid at some time in the future, or consolidated revenue, or that are rehabilitation 
activities under grant arrangements. The most important donors involved in well 
rehabilitation are the Asian Development Bank, the World Bank, the International 
Agency for Agricultural Development, the UNDP, the Government of the Netherlands, 
World Vision, and JICA. The well-rehabilitation programmes provide an interesting case 
to analyse with the extended framework of policy analsis and evaluation, as they are 
typical of international programmes in many respects: Many international organizations 
are involved; all make their own analyses, use their own procedures and impose their own 
conditions. The objective of this chapter is to give an example of how potential problems 
in international aid programmes can be identified in order to prevent them. 

3.2 Analysing well-rehabilitation programmes 
The basic as well as the extended framework of policy analysis and evaluation has been 
described in Chapter 2. In this section the well-rehabilitation programmes will be 
analysed according to the basic framework. Later, in Section 3.3, the analysis will be 
applied to the conceptual and institutional frameworks. The analysis according to the 
basic framework is quite straightforward, and already gives a good indication of why 
government or donor coordination of all programmes may be difficult. As this chapter is 
not meant as an evaluation of specific programmes but is meant to give an indication of 
how potential problems of international programmes can be identified and what problems 
may arise in general in international programmes, it will not go into the specifics of each 
programme, and neither will it go into technical details, such as what kind of well should 
be constructed and what kind of construction techniques can be used. 

3.2.1 Goal(s) 
The goal of the well-rehabilitation programmes is:  
a) to increase access to (drinking) water by people and animals in Mongolia; and  

                                                   
49 In practice, capital cost recovery is basically the amount of money (or the activities) local herders have to 
contribute to the costs of rehabilitating the well.  
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b) to increase the quality and quantity of the pastures in Mongolia (in order to prevent 
environmental degradation50, amongst other things). 

3.2.2 Operationalization of the goals 
In order to achieve the above-mentioned goals, the number of functioning wells should be 
increased either by rehabilitating old wells or by drilling new ones. The 
operationalization of the goal(s) and the choice of methods and instruments depend, inter 
alia, on the analysis that underlies the goal(s) of the programme(s), and on the general 
policy framework that is used by the donor organization. For instance, some donor 
organizations tend to give grants, whereas other organizations prefer cost recovery and 
revolving fund constructions in their programmes.  
 
The analysis that underlies the well-rehabilitation programmes is important, as in 1990 
there were over 40,000 wells, of which in 2000 approximately 40 percent were still 
functioning. The problem is not the simple dug wells (that are usually hand-operated)51, 
but the engineer-designed and deep-water wells that have been abandoned on a large 
scale52. According to the analysis used for the well-rehabilitation programmes, these 
wells have been abandoned because local Mongolians had not contributed to the building 
of the wells, and thus they did not care what happened to the wells with the 
privatizations, and because there have been changes in land use patterns53. Other reasons 
that contributed to the abandonment of wells were the costs of maintaining and operating 
the wells, the lack of spare parts, and their unclear ownership (Center for Policy 
Research, 2005b). Before 1990, the wells were public goods that were owned and 
maintained by the state. In the first few years after 1990, the state privatized all its assets 
in agriculture and aimed at ending its involvement in agriculture completely (not only 
because of a change in the philosophy of the state but in large part also because of an 
acute lack of resources after the termination of Soviet financial support to Mongolia in 
1990). Many wells fell into disrepair, as the state did not take care of them54 and neither 
                                                   
50 For information on environmental degradation and development activities that could be undertaken to 
improve living and production conditions in rural areas to reduce existing socioeconomic as well as 
ecological problems, see Janzen (2005).  
51 The number of simple dug wells increased during the 1990s (from 17,024 in 1990 to 22,714 in 2000 and 
decreased thereafter to 20,654 in 2003), which makes sense as water was short in many areas, and herders 
can dig and maintain those wells relatively easily themselves. A problem is, however, that in quite a few 
areas in Mongolia such wells are not possible. Depending on the area concerned, these wells may, 
furthermore, cause environmental degradation.  
52 Combined with the loss of surface water in many places, this is an enormous problem. The National 
Survey for Surface Water conducted in 2003 by the Ministry of Nature and the Environment found that 
since 1995, 683 rivers out of a previously registered 5,565 had disappeared, 1,484 springs out of 9,600, and 
760 lakes and ponds out of 4196 registered in 1995 (that is 12 percent, 15 percent and 18 percent 
respectively) (UNDP, 2004a, p. 25). The water problems are caused by amongst others a change in climate 
and also irrigation. 
53 Herds were concentrated around sum and aimag centres, as traditional marketing channels collapsed after 
the transition, so it was imperative that herders stayed close to these centres, and because many people 
received too few animals to be able to survive on herding alone and had to combine herding with other 
kinds of work.  
54 The wells had been drilled with Soviet technology and were equipped with Soviet machinery. Much of 
the machinery was already outdated in 1990; spare parts were scarce or not available after 1990; and nor 
was fuel available, which all increased the speed of the dilapidation.  
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did anyone else, as – according to the analysis – no one owned them or ownership was 
not clear. Some wells were appropriated by a private person (mainly herders) but many of 
the new owners did not have the resources to maintain the well in good repair or moved 
to other pastures, after which it became dilapidated. 
 
What is missing in this analysis is an explanation of why other wells with unclear 
ownership and with similar operating and maintenance costs are still in working order. As 
will become obvious below in subsection 3.3 ‘Methods/instruments’, the solution to the 
abandonment of engineer-designed wells can in the first place be sought in solving the 
problem of the unclear ownership of the wells. If unclear ownership really is the main 
reason for the abandonment of wells (together with the costs of maintaining the wells), 
then the programmes may be appropriate. If, however, there are other reasons for the 
abandonment of wells, then the programmes may have difficulty in achieving their goals 
in the longer run. 
 
It is quite usual in policy making that relatively little attention is paid to the definition and 
operationalization of goals when policies and programmes are designed. Most attention is 
paid to methods, activities and performance indicators. Despite this fact, significant 
differences between the programmes already start to surface when one analyses the 
operationalization of the goals of the well-rehabilitation programmes. The most important 
difference between the programmes is the target group. The grant programmes try to 
reach and uplift the poorest section of the herder population, whereas the other 
programmes have a wider audience. This difference in target groups combined with the 
policy framework of the donor organization leads, as we shall see, to a difference in the 
methodology chosen for the programmes.  

3.2.3 Method/instruments 
The main critical success factors identified in the programmes are that: 

a) someone keeps the well in good repair; and 
b) the wells are made self-supporting (financially and otherwise). 

 
From a technical point of view, point a) requires that the new machinery (pumps etc.) 
used for the wells is relatively simple, so that it is easy to maintain55 and that all parts of 
the machinery are readily available so that the former problem of scarcity of (Soviet) 
spare parts can be prevented. Point b) requires that both machinery and spare parts are 
affordable for herder groups.  

Several solutions possible to the problem of ownership  
From a non-technical point of view, several solutions to the problem of ownership and to 
the critical success factors are imaginable, but only one solution has really been 
considered and that is to make a group of local herders (the main users) responsible for a 
well. Other solutions would have been, amongst others, to make the state responsible for 
the wells again (while taking the critical success factors into consideration) or to establish 

                                                   
55 A local individual should be able to maintain the (machinery of the) wells after a short course on 
maintenance.  
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a system similar to the Dutch ‘water boards’56. The Dutch water boards are decentralized 
public authorities with legal tasks and a self-supporting financial system. They are the 
oldest democratic structures in the Netherlands57 and manage water quantity and quality58 
as well as the dykes and waterways (and in exceptional cases roads). Making the state 
responsible again for the wells would go against the present philosophy of the state in 
Mongolia and goes against the philosophy of most donor organizations (such as the Asian 
Development Bank and the World Bank). As far as could be established by the 
interviews, the water board system was not considered for Mongolia. When the idea of a 
water board was put forward in interviews, some of the Mongolians involved in the water 
rehabilitation programmes indicated that they thought a water board would be too 
expensive as the distances to be covered in Mongolia are immense, which means that 
maintaining different wells in various geographical locations would increase the costs and 
would prevent such boards from being cost-effective. No research has been done, 
however, to find out whether water boards would have been a possibility, and whether 
they would have been cost-effective. Nor have the costs of water boards been compared 
with the present system of local operators who have to call in a company when they 
cannot do repairs themselves. 

Basic method to make local herder group responsible  
The solution chosen in the various programmes is to make a local herder group 
responsible for a well for both its maintenance and its finances. With respect to the 
government programmes the basic method is as follows (Center for Policy Research, 
2005a):  

a) On the sum level, an organization or body is established that will assist and 
monitor the implementation of the well-rehabilitation or construction of a well. 
This body also participates in the commission to accept the rehabilitated or 
constructed well and collects information on where wells can be rehabilitated, or 
where new wells can be drilled. It communicates through bag hurals59 to herders 
where new wells can be drilled, or where existing wells can be rehabilitated.  

b) Bag governors have to organize a collection of proposals by herder groups with 
regard to rehabilitating an old well or drilling a new well.  

c) The bag hural establishes a list with a maximum of 10 proposals for wells to be 
constructed or rehabilitated. After this, the body mentioned above organizes a 
visit to each well on the list. The final selection of wells to be constructed or 
rehabilitated is based on the following criteria:  
o Feasibility of the well’s rehabilitation or construction; 
o Degree of establishment of the group (How long have they been cooperating? 

How intensive is their cooperation? Is there a strong leader?); 

                                                   
56 See E. Ostrom (2005) for other solutions to governing the commons.  
57 The oldest water boards date from the 13th century (see www.waterschappen.nl).  
58 They manage the water quantities and ensure a correct water level; they combat water pollution by 
purifying sewage water and improving surface water quality; and they protect the country against flooding 
by means of dunes, dykes, quays, and embankments and maintain these defences.  
59 All administrative units in Mongolia (bags, sums and aimags) are organized in a democratic manner with 
a chosen governor heading the administration, and a hural (a “parliament” or “council”) controlling the 
administration. The bag hural, thus, is a community council.  
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o What is the potential negative impact of the well to be constructed or 
rehabilitated on the migration pattern of herders (as that may cause an 
undesirable increase in the stocking density of the surrounding area and 
conflicts may erupt). 

d) The body established by the sum government informs it on the final selection of 
wells and agrees with it that the well will be possessed by the herder group that 
proposed the rehabilitation or construction. The sum council reviews the 
proposals.  

e) A special commission decides on the approval of the wells and establishes a 
tripartite agreement between a water company, the body mentioned above (that is 
in charge of digging or rehabilitating the well) and the sum council.  

f) The sum governor (as ‘representative’ of the central government) is the official 
owner of the well and has to establish a contract with a herder group for the 
possession of the well60.  

g) By this contract, a herder group (or water-user group) is made responsible for 
managing the well. The group has to develop a plan, takes responsibility for the 
well, and appoints a well operator who commits him or herself to manage and 
maintain the well on behalf and with the support of the group. The sum governor 
– as owner of the well – is made responsible for assisting the group in resolving 
problems where the capacity and authority of a group is not sufficient (such as 
contacting and bringing in providers of repair services and the resolution of 
serious conflicts).  

Differences between government programmes and donor programmes 
In general, the well-rehabilitation and construction programmes of donors have a similar 
set-up. The principle that herder groups have to make their own proposal and gain 
possession (but not ownership) of the well is adhered to by all programmes. The group 
owns the machinery and operates the well. The water is owned by the state. There are, 
however, some important differences between donor programmes and government 
programmes, and also between donor programmes:   

o The programme office of each respective programme in Ulaanbaatar decides 
which wells will be rehabilitated or constructed. 

o The criteria used for the selection of wells to be rehabilitated or constructed 
vary (they depend on the agreement of the donor organization with the 
Mongolian government);  

o (Often Western) Consultants are involved in the process, for instance in 
locating the wells that ought to be rehabilitated, reviewing the process of 
selection of wells, selecting the right firm(s) to dig or rehabilitate the well, 
etcetera.  

o The donor organizations usually make their own contracts and have their own 
procurement arrangements and their own resident procurement specialists to 
assist in procuring goods and awarding contracts. The various projects also 

                                                   
60 In general, possession is for a period of at least 15 years. In principle, herders do not need to pay for the 
water which is used for watering the animals, but they are charged for the operating costs of the well, such 
as fuel or electricity, amortization of equipment and building(s), a salary for the operator and possibly other 
costs (Center for Policy Research, 2005a). 
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have their own arrangements for confirmation of the completion of a 
construction (Water-point rehabilitation coordination working group, 2005, 
paragraphs 35 and 37) and have their own system of accountability. 

o The conditions imposed on the herder groups when rehabilitating or 
constructing a well vary significantly. Whereas the government programmes 
try to impose the same conditions on different herder groups with respect to 
cost recovery61, the involvement in the construction or rehabilitation and post-
rehabilitation operation and maintenance of a well, the donor organizations 
may have a different point of departure.  

Similar circumstances different conditions 
The last point is especially important as, despite present efforts of the Mongolian 
government to coordinate, it may make a huge difference for a herder group how the 
rehabilitation or construction of the well is funded. To herders the outcome of what 
programme funds the well may seem, and may well be, arbitrary. Herder groups in 
similar circumstances may get different conditions imposed on them, which may be hard 
to justify, as their plans and the process of rehabilitation are the same. For example, the 
contribution of herders’ groups has been set at 10 percent in the World Bank programme, 
at 30 percent in the UNDP programme, at 50 percent in the Asian Development Bank 
programme, and the Mongolian government does not impose any contribution62. 
Contributions from herders are usually required in cash and in kind. The percentages 
required in kind and in cash also vary among the programmes. The UNDP, furthermore, 
targets the poorest section of the population, whereas most other programmes target a 
wider social group. The Working Group on Well-rehabilitation Coordination has 
recommended a 50 percent capital contribution for wells with predominantly commercial 
beneficiaries. In return, the water users should own the moveable assets of the 
rehabilitated well and should be granted long-term user rights to secure their interest in 
maintaining the investment. Operational costs should be fully recovered from the water 
users (UNDP, 2004b), as they are the direct beneficiaries of the rehabilitations.  

3.2.4 Activities 
In this chapter the specific activities of the well-rehabilitation programmes will not be 
detailed as that would not shed any light on the general picture of potential problems of 
international programmes. Therefore, only problems concerning activities that are 
common to international programmes will be addressed.  

Corruption and clientelism 
First of all, when activities are defined one should take into account the possible 
problems of clientelism and corruption. In the method and in the definition of activities, 

                                                   
61 Cost recovery is also referred to as ‘capital cost contribution’. 
62 These percentages were given by Mr. N. Batjargal during the UNDP workshop ‘Pastureland legislation: 
challenges and opportunities’, (UNDP, 2004b). In the document ‘Group-based Well Reconstruction and 
Management’ similar figures are mentioned. USAID required herders to raise 50 percent of the total 
investment, UNDP 30 percent, the World Bank 20 percent (Center for Policy Research, 2005b).  
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safety valves should be built in to make the possibilities of clientelism and corruption as 
small as possible63.  

All organizations their own contracts 
Secondly, there is a specific activity that is necessary in all donor programmes: making 
contracts. All organizations make their own contracts with drilling companies and 
suppliers of materials and – if the sum governments do not do so – sometimes with the 
beneficiaries of the programmes. This may lead to differences in requirements and 
obligations to both suppliers and beneficiaries depending on the organization that has 
dealt with them. Of particular importance in contracts – whether the sum government or a 
donor organization has concluded them with beneficiaries – are the sanctions imposed 
when the counterparts do not keep their part of the agreement. For the effectiveness of the 
contracts, it is fundamental that sanctions are real to the counterparts and that they can be 
enforced. This requires that sanctions are appropriate and that the authorities have the 
knowledge, capacity and/or resources to enforce a contract. If this is not the case, 
sanctions are completely useless. In that case it should be considered either to leave 
sanctions out of the contract, as not being able to enforce sanctions seriously undermines 
authority, which may be much worse than not including sanctions in a contract, or to 
enable a government or governmental agency to enforce contracts as part of the 
programme. For international programmes, as sanctions in contracts are important for 
their effectiveness, the last option is advisable.  

Government coordination 
Thirdly, there is an activity that is a result of having various donor programmes in a 
country that have similar targets: government coordination. Coordination is hardly ever 
planned in donor programmes, but large initial differences between the programmes, even 
though they are working towards the same goals, make it necessary for the national 
government to coordinate all efforts in order to prevent arbitrariness towards the 
beneficiaries of programmes and to prevent duplication. With regard to the well-
rehabilitation programmes in Mongolia, the Mongolian government has already produced 
a standard regulation on rehabilitation, drilling, financing, possession and utilization of 
engineer-designed wells and water points (15 July 2005) and draft guidelines for 
community-based well-rehabilitation and management, and has installed a National 
Water Committee (NWC) directly under the Prime Minister. There is, furthermore, a 
Water Point Rehabilitation Working Group (WPWG) which is chaired by a Western 
project leader of one of the donor programmes. To facilitate coordination, general rules 
have been made by the Mongolian administration, but an exception to the rules has been 
created for agreements with donors. This makes sense, as otherwise donors will not make 
funds available for well-rehabilitation programmes in Mongolia. But, nevertheless, at the 
same time, the differences between programmes may (and do) remain. Therefore, there 
are still arbitrary differences for herders in the conditions imposed upon them that are 
caused solely by what fund happened to be used for the rehabilitation or construction of 
the well in their locality.  

                                                   
63 More attention will be paid to this issue in the section on the institutional and conceptual framework. 
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3.2.5 Performance indicators  
Performance indicators are important to programmes, not only because they measure the 
progress and success of a programme but also because they are a reference point for 
people involved in the programmes.  Those involved in the implementation of 
programmes will devote particular attention to scoring well on the performance 
indicators. Therefore, if the indicators are not clearly defined, it may cause problems in 
the implementation, and thus in the outcomes, of programmes.  
 
Most projects and policy tend to define many performance indicators on the activity 
level, and (very) few on the other levels. The real challenge with respect to performance 
indicators is to establish a clear connection between, on the one hand, the method and 
activity level and, on the other, the goals which have been defined. Preferably, it should 
be obvious how method and specific activities lead to reaching the goal. It is not unusual 
that performance indicators on the activity level do not directly indicate something about 
the attainment of the goals of a programme, nor about the connection between activities 
and goal. The question that should be asked with regard to the performance indicators is: 
Do the performances measured on the method and activities levels give an indication of 
the attainment of the overarching goal(s) or not? If not – or only partly – what other 
indicators are needed?  
 
There are two main dangers with respect to performance indicators: 

1) Too many indicators are defined (especially on the activity level, which causes a 
serious administrative burden to the implementers of a programme); and  

2) Only quantitative indicators are defined, and, as a result, important aspects of the 
process, effect and outcome of a programme are missed (in addition to 
quantitative indicators, qualitative indicators are necessary to capture all aspects 
of a programme or policy).   

 
The Mongolian well-rehabilitation programmes provide a good example of how difficult 
it is to clearly define a goal. In the donor programmes, the main goals are to increase 
access to water by people and animals and to increase the quality and quantity of pastures 
(in order to prevent environmental degradation). The accompanying performance 
indicator is the number of wells that are rehabilitated or newly drilled that are functioning 
at the end of each year and at the end of the programme.  
 
The problem with the wells is, however, not that wells function at the moment they are 
completed, but that they remain functioning for at least one or two decades after their 
completion. To demonstrate the point: in 1990, the majority of the wells were 
functioning. However, many have become dilapidated since that time. A better 
performance indicator would, therefore, be the number of rehabilitated wells that are still 
functioning after a period of 5 or 10 years (or even longer). To use any shorter period 
bears the risk that the real objective of those programmes: namely, to increase the number 
of functioning wells in the long term, is not measured. Both the goal and the 
accompanying performance indicator miss the most important aspect of the well-
rehabilitations: namely, that the wells should be functioning in the long term, not just in 
the short term. 
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It is understandable that the international programmes only use short-term indicators, as 
the time span of donor programmes is usually about 4 to 5 years. This means two things, 
however. 

1) After the end of a programme, one cannot really say whether the programme has 
been successful in reaching its real goals in the somewhat longer run; and  

2) Important aspects of the programmes are missed in the evaluation. The risk is that 
mistakes in the programme that only become obvious after a while are not 
acknowledged and are thus duplicated elsewhere.   

 
For the learning effect of international programmes, it would be a good thing if the 
outcome and impact of a programme would be evaluated again some 5 years (or more) 
after its completion. The use of short-term performance indicators to measure the success 
of a programme is understandable, but important information on the impact and outcome 
of the programme may be missed.  

3.2.6 Evaluation 
Regular evaluations of programmes and policies are necessary in order to learn from past 
mistakes and to improve upon policies and programmes. In an evaluation one uses the 
performance indicators to evaluate a programme or policy. Furthermore, the performance 
indicators themselves are being evaluated. As this chapter is meant to indicate general 
problems in international programmes, performance indicators have not been described in 
the previous section as that would have been too specific. Despite this omission, some 
problems that would have been encountered, had performance indicators been formulated 
for all elements of the basic framework, will be addressed in this paragraph as those 
problems are common to international programmes. 

Goal(s) 
As was already mentioned, policy makers often find it difficult to clearly define a goal 
and its accompanying performance indicator(s). The most important observation with 
regard to the well-rehabilitation programmes has already been described; namely, that 
both the goal and its accompanying performance indicator have been defined in the short 
run and not in the long run, whereas the real problem with the wells is their long-term 
sustainability. As was indicated, the duration of international programmes of 4 to 5 years 
might be one reason for this shortcoming. 

Operationalization 
With regard to the operationalization of the goals, the analysis that underlies the 
programmes has focussed on wells in Mongolia that have fallen into disrepair since the 
beginning of the transition. It attributed the collapse of wells to three main factors: 1) the 
costs of keeping them in working order; 2) unclear ownership; and 3) the lack of spare 
parts. However, the analysis has not answered the crucial question why some wells with 
unclear ownership are still in working order, whereas others have become dilapidated. 
For the long term sustainability of rehabilitated or newly drilled wells, the answer to this 
question could be important.  
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In the operationalization, the programmes of different organizations start to diverge from 
each other even if they have the same goal(s). The most important difference is the target 
population. Grant programmes target the poorest section of the Mongolian population, 
whereas other programmes are targeted at a wider social group. Differences in the target 
population combined with a different perception by the programme offices of what 
people can and want to contribute to a well has led to differences in the method with 
regard to cost recovery. 

Critical success factors 
The most important critical success factor is that the wells have to be self-supporting 
(financially, technically, and otherwise). This is stipulated both in programme documents 
and in the contracts of sum governors with user groups. An operator is appointed and paid 
by the user group. He or she is responsible for both the finances and the (good) state of 
repair of the machinery of the well. For the finances a record is required in which the 
users of the well are reported together with the quantities of water they have used. In 
interviews, some (Western) observers remarked that they had visited rehabilitated wells 
and had hardly seen any entries in user records. Nor had the observers been charged for 
the water they themselves used. On the other hand, there are also stories of (possibly 
unwelcome) Mongolian passers-by  – with their herds – that were squeezed for the water 
they used from the wells64. Both these phenomena may raise questions with regard to the 
long-term financial sustainability of the wells.  

Method 
An important observation with regard to the methods used in the well-rehabilitation 
programmes is that the diversity of the donor programmes leads to arbitrariness towards 
the beneficiaries of the programmes and huge differences in the requirements for, and 
obligations of, the beneficiaries of the programmes. To prevent differences in 
requirements for beneficiaries just because another organization has sponsored a well, 
donor coordination is necessary.  
 
Another important point is that the procedures followed by all organizations involve the 
initiative and cooperation of the local population. People who are already organized and 
are already cooperating, are more likely to get their plans approved and be awarded 
funding. For the longer-term success of the investments, it is important to have the 
continuing cooperation of local people. The fact that such people have already been 
working together increases the chance of success in the longer term. There is only one 
drawback to this system of rewarding groups that have cooperated for a longer time: 
namely, that it is not necessarily the most urgent wells (or other plans) that get funded by 
donors or the government. It is, furthermore, the more influential and the more wealthy 
people who have the knowledge, capacity and organizational skills to get their plans 
approved. For this reason, some grant programmes target the poor specifically, as they 
have more difficulty – even with technical assistance – to organize themselves and to 
write plans that might help to lift them out of poverty.  

                                                   
64 Prof. Jörg Janzen, amongst others, remarked on this in an interview. See also Center for Policy Research 
(2005b). 
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Activities 
As already mentioned, government coordination is necessary because of the number of 
donor organizations and countries involved in well-rehabilitations. Despite the fact that 
the Mongolian government tries to coordinate all efforts, significant differences remain 
between the various programmes aimed at the same goal. As it is, this problem cannot be 
solved by government coordination. The donor community itself should solve this 
problem. The differences are caused mainly by differences in the development of the 
methods, in target groups, and in the organizations’ philosophy (the theories and 
assumptions that underlie the methods are different and cause differences).  

Diversity in contracts and procurement of machinery 
One of the problems that arises as a result of these differences is the diversity in contracts 
and in procurement of machinery. Contracts are the responsibility of each separate 
programme and all programmes have their own procurement procedures. In effect, this 
means that, in the Mongolian case, machinery for the wells in the well-rehabilitation 
programmes varies considerably, and that this variation is not caused by differences in 
technical specifications but only because a different programme has procured it. The 
more variation in machinery there is, however, the larger the risk that in due course spare 
parts may again be difficult to obtain (especially if machinery has been bought from 
abroad). It also increases the risk that the technical knowledge of companies that have to 
repair the machinery is not sufficient, as the required technical knowledge increases with 
the number of variations. It also increases the risk that the sum governor does not have 
sufficient knowledge to call in the right company in order to repair the well. 

Tenders are not impartial 
Another important point is that companies have to be selected to do – in this case – the 
drilling and construction. Most donor programmes require tenders, as those are thought to 
be objective. There are two problems with tenders, however.  
 
First, large companies have the best chances of getting a commission as they have 
advantages over small and medium-sized enterprises. They can usually operate more cost 
effectively, and they have more capacity and knowledge with regard to the tendering 
process. In Mongolia, small and medium-sized enterprises complain that they have no 
access to the information that large companies have (as such companies have connections 
with the ministries and the smaller enterprises do not), and that they do not know when 
tenders will be invited, even though tenders for donor programmes are (or should be) 
officially published. Small and medium-sized enterprises are certainly not invited for 
tenders unlike some other companies.  
 
Second, a tender is not a sufficient measure to prevent corruption. In Mongolia, stories of 
corruption at the ministries are rampant. Furthermore, in this respect, small and medium-
sized enterprises have a disadvantage as compared with large companies, not only 
because they cannot afford large bribes but also because they do not have the personal 
connections at the ministries that are involved in the tendering processes of the 
programmes.  
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Incentives to select national and not regional or local companies  
A further problem with the selection of companies arises because Western technical 
advisors want their projects to succeed. In the case of the well-rehabilitation programmes, 
‘success’ means that there are a certain number of functioning wells at a specific date. 
The advisors do not see empowerment or creating opportunities for the local economy as 
an objective of a project, but usually have a narrower view. Only the goal of the project 
matters. In the well-rehabilitation projects in Mongolia, some technical advisors have a 
list of about three companies based in the capital that they regard as eligible for the well 
projects, as those companies have the (modern) equipment to drill the holes. Even though 
the Mongolian government has indicated in its ‘draft guidelines for community-based 
well-rehabilitation and management’ that companies that construct wells should 
preferably come from the aimag itself, the advisors recommend the programme offices in 
Ulaanbaatar to make a choice from among those three though: ‘they do not exclude the 
possibility that in an aimag there is a local company that might be able to do the drilling 
as well’, but they warn that most of these companies have outdated equipment. Western 
advisors have a strong incentive to focus only on the immediate goal of a programme, as 
it is the one for which they are held accountable and, because of that, a wider view of 
empowerment of the (local) people and companies and of investment in the local 
economy is often lost from sight.  

What are the goals of programmes of donor organizations 
The question that arises is whether donor organizations actually prefer this narrow view 
in their aid programmes (in which the implementers focus solely on the specific goal of 
that programme) or whether they would in fact prefer to invest in the empowerment of 
local people and in stimulating the local economy with their programmes65 as well. That 
would imply a different procurement strategy. It might lead to an increase of costs and 
would certainly imply more time for each project. If donor organizations do prefer the 
narrow view rather than including empowerment and local capacity development, then 
tenders are the best mechanism to ensure that the goal of the programme is reached in 
time. Large companies not only offer a better price in general, but usually the risk of non-
completion is smaller than with small companies as well. If, however, the goal includes 
empowerment and stimulating local economic development and capacity, then the 
procurement procedures should be reconsidered so as to reach local small and medium-
sized enterprises as well.  
 
In the case of Mongolia, there are arguments for a wider view. In some aimags, over 60 
percent of the people live below the poverty line66. Any stimulus for the local economy 
                                                   
65 Obviously this refers to those programmes that do not have empowerment or stimulation of, or 
investment in, the local economy as their explicit goal. 
66 UNDP (2004a, p. 37). According to the 2002 Living Standards Measurement Survey (LSMS), 36.5 
percent of the total population of Mongolia were living in poverty. In the Pilot Household Survey of the 
UNDP 54.3 percent of the total sample households are classified as poor according to the official poverty 
line. This difference may be caused by a difference in the sample population, but it need not necessarily be. 
Since the beginning of the transition, the official rate of unemployment in Mongolia has been around 5 
percent. However, the number used in the ministries where I worked in 1996 was well over 30 percent. 
When asked during interviews, some Mongolians indicated that the percentage of jobless people in some 
aimags was around 50 percent in 2005.  
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and any diversification away from agriculture (herding) would improve the local 
economy and would provide opportunities for people to improve their standard of living. 
Mongolia is a very resource-rich country. The drilling techniques used for the wells can 
also be used for other explorations. Developing local drilling capacity would therefore be 
a longer-term investment. Apart from this larger spin-off, if local companies were to be 
used for drilling and constructing the wells, the well programmes would generate jobs for 
local people for a certain period of time. That alone would already be an investment in 
the local economy and a direct improvement of living conditions. It is up to donors to 
decide whether they want their programmes – apart from reaching the main goal – to 
provide a stimulus for a local economy and for empowerment. If so, it would be 
worthwhile to reconsider the methods and strategies used.  

Practical problems 
Some practical problems in the well-rehabilitation programmes will be mentioned here 
briefly as they would normally show up in an evaluation. A practical and unforeseen 
problem that has surfaced in the early period of well-rehabilitations was that herders have 
traditional winter pastures where they will not accept the drilling of a well, as grazing on 
a pasture in summertime means that it cannot be used anymore as winter pasture. This 
was learned the hard way after a well was demolished within a few weeks after its 
completion. When the project team went to find out why it was demolished, it turned out 
that it had been drilled in someone’s winter pasture, and that this herder had demolished 
it to protect his winter pasture. As the project offices now investigate more thoroughly 
whether someone lays claims to an area as winter pasture (or otherwise), this mistake in 
all probability no longer occurs. 
 
Questions that are difficult to evaluate but that should nevertheless be addressed for the 
well-rehabilitation programmes are: Are the user groups functioning well? Are the 
leaders dominant in a negative way? Is access to water guaranteed for all (i.e. are the 
costs of water bearable for all, or are some people excluded because of the costs? Is 
everyone allowed to use the well?). Has the well really been drilled in the best (or most 
urgent) location, or would another (geographical) location have benefited the 
environment more or benefited more people?   

The outcome of a programme and performance indicators 
The evaluation of a programme on the basis of performance indicators usually gives a 
good idea of the outcome of a programme. But performance indicators do not necessarily 
provide an insight into why the outcome of a programme is as it is. This insight is, 
however, essential for policy makers if they want to improve upon their policies and 
programmes. To explain why a programme has a certain outcome, it is necessary to look 
into the conceptual framework underlying the programme and the institutional 
requirements of a programme for a country, and thus is the subject of the next section. 

3.3 Analysing well-rehabilitation programmes: the conceptual and 
institutional framework 

The institutional framework consists of the political, social and economic setting in which 
policy measures are situated, the institutions and the legal setting of the country 
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concerned, and the stakeholders. It consists of all formal and informal institutions of a 
country (or of an organization for that matter). All those elements may be influenced by, 
amongst other things, culture, history and geography.  

3.3.1 Analysing the institutional framework for well-rehabilitation 
The first question that arises when looking at the institutional framework is whether the 
institutional set-up of the country concerned and the institutions necessary for the 
implementation and success of a programme are in place and functioning. Often the 
institutional set-up and the institutions are not in place and functioning. A critical analysis 
of the institutional requirements of a programme in combination with the institutional set-
up of a country should be done prior to the initiation of a programme, and a solution for 
the negative consequences of institutional shortcomings should be an integral part of that 
programme.  
 
Looking at the Mongolian well-rehabilitation programmes, a potential problem in the set-
up of the programmes is the importance of the local (sum) administration. As 
representatives of the Mongolian state, the sum governors ‘own’ the wells and have to 
conclude contracts with user groups. The sum governor is assigned an active role and 
responsibility in the maintenance and operation of a well, as he or she is responsible for 
assisting a local user group in resolving problems for which the capacity and authority of 
the group is not sufficient (such as contacting and bringing in providers of repair services 
and the resolution of serious conflicts).  

Problems with the central role of the sum administration in well-rehabilitation 
programmes 
The weaknesses of this system are the following. The first of these concerns a problem 
that is commonly encountered in international programmes: on the lower levels of 
government (in Mongolia the sum and bag levels), there is a lack of understanding, and 
subsequently a low level of implementation of the policies set at the higher levels of the 
administration (Center for Policy Research (2005b), and from interviews).  
 
Second, the sum administrators have neither the resources nor the capacity to enforce the 
contracts67. If a user group fails to live up its contracts, there is not much a sum governor 
can do. As an ultimate measure, he or she can bring the user group to court, but apart 
from a sense of justice that is satisfied and the cost and effort required of the 
administration, it will not solve anything as there are no others who can take over the role 
of the local user group with regard to the maintenance and operation of the well.  
 

                                                   
67 The water-point rehabilitation coordination group indicated that the state is already responsible for 
managing pasture utilization – a task delegated to the sum administrations – but that the sum 
administrations do not have the resources to undertake any form of pasture management activities nor to 
police pasture management plans that are still the responsibility of sum administration offices. The group 
suggested that sums ought to be given the authority and resources to police the pasture management plans 
and recommended that this process is included as a necessary prerequisite by both donor and government 
rehabilitation activities. For donor-funded programmes it should be a part of the rehabilitation cost. See 
report of meeting 2 of the water-point rehabilitation coordination group. 
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Third, sum administrators do not have the practical knowledge to bring in the (right) 
providers of repair services68.  
 
The fourth weakness is that the sum governor does not have a real incentive to act when a 
user group does not adhere to its contract. Governors and hurals are chosen every four 
years, and as the communities are small, they have an incentive to appease rather than to 
police a contract, because otherwise they will not be chosen again after their term in 
office has ended. The first and third problem can be solved by training (capacity building 
at the sum and bag level) and by providing information. The international programmes 
have a role with regard to the first three problems as they can provide – as part of their 
programme – the local administrators with the capacity and resources to perform their 
tasks, and also with training. A solution to the fourth problem could be institutional: as 
well as giving information and training on the role and responsibilities of governors, the 
national government can do some random checks in sums to give sum administrators a 
signal and to convince them that those tasks are an integral part of their job, and that they 
have to perform them.  

Two common institutional problems when international programmes are implemented 
The following two institutional problems are frequently encountered when international 
programmes are being implemented:  

1) The responsibilities of ministries and other governmental organizations are not 
well defined, which means that is not obvious who is responsible for what; 

2) More than one ministry or governmental organization is involved, which 
complicates the implementation of a programme69.  

 
These issues are important for the implementation and success of programmes and can 
cause a lot of delays and frustration for the programme officers. In Mongolia, the 1993 
Law on the Government of Mongolia specifies the responsibilities of the Ministry of 
Nature and the Environment (MNE) and the Ministry of Food and Agriculture (MFA) in 
relation to land and water as follows: 
o The Ministry of Nature and the Environment is responsible for the protection, 

sustainable use and rehabilitation of natural resources, for formulating ecological 
policies, for the conservation of minerals, forests, water and biodiversity, for 
ecological exploration, meteorology, the prevention of natural disasters, and for the 
management of land use planning.  

o The Ministry of Food and Agriculture is responsible for, amongst other things, 
livestock and crop sector policies, food security, policies to protect livestock from 
natural disasters, veterinary and breeding services, the utilization of agricultural land, 
the utilization of pastures and the supply of water to pastures, agricultural extension, 
rodent control, state reserves, and the import and export of products of animal and 
plant origin (UNDP, 2004b, p.1).  

                                                   
68 Especially if one takes into account that the various well-rehabilitation programmes procure their own 
machinery and hence the machinery for similar wells varies.  
69 Both the World Bank (1992; p. 32), and Nixson and Walters (2000: p.48) describe the transition period as 
one of organizational chaos, where different ministries and agencies headed in different directions.  
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Clearly, such a definition and demarcation of responsibilities can lead to disputes over 
what is whose responsibility. This definition may also lead to competition between the 
two ministries concerned and creates a situation in which a close coordination of water- 
and land-related activities is necessary but, by definition, very difficult. As this problem 
has been recognized by the Mongolian government, a National Water Committee (NWC) 
was established in 2004 under the Prime Minister to assist the coordination of the 
activities of different agencies. As the government is short of funds, there is only one full-
time staff member on the committee, and hence, it is unlikely that NWC will solve the 
current problems.  

Problem of donor coordination 
The problem of donor coordination is clearly one that should be identified in the ex ante 
analysis of the institutional framework of the country concerned, in combination with the 
institutional requirements of the international programmes. As this has already been 
described in the previous section there is no need to go into it again. A problem that does 
need more attention, however, from the point of view of both the institutional framework 
and the conceptual framework is corruption.  

Corruption 
Corruption is a major problem for international programmes. The difficulty is how to 
implement programmes without fuelling corruption. Both in the institutional setting of a 
country and in the programme itself, safety valves should be built in in order to prevent 
corruption. As has already been indicated in this chapter, procedures such as tenders are 
not enough to prevent corruption. As corruption is very dependent upon the specific 
context, an ex ante analysis should be done for each programme in order to tackle the 
problem of corruption. If no solution is found to the problem of corruption, donors should 
seriously consider withdrawing from a country, as otherwise they only fuel corruption, 
which is harmful to a society, both in the short and in the long run.  
 

The more influential and wealthy people profit more from international programmes 
A problem connected to corruption is that usually the more influential and wealthy people 
tend to profit from international programmes rather than the less well off. Sometimes this 
can be attributed to corruption, as such people can give decision makers favours in return 
when their plans are approved. Often, however, it is the personal connections they have 
and their access to information that helps to get their proposals prioritized. They have the 
capacity and information to write a good proposal and – in the Mongolian case – to 
organize a user group. Those working in international programmes know this, but 
disregard it, as more influential and wealthy people can offer the project better prospects 
of succeeding. As international organizations are accountable for their projects, they 
prefer a safe choice rather than the more risky choice to support the poorest section of the 
population, which involves a much higher likelihood of non-completion70.  
                                                   
70 When people from the poverty alleviation programme were interviewed in 1996, they indicated that this 
was a major problem. Even when the poor are targeted, it is the group that is slightly better off that gets 
their plans approved. The poorest section of the poor basically does not have the capacity – even when they 
have technical support – to organize groups, to write project proposals, and to bring a project to a 
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Furthermore, in Mongolia, the wealthy and more influential are the strong leaders in a 
group that the government has mentioned in its criteria for the selection of proposals. 
Therefore their proposals have a much better chance of being selected for well-
rehabilitation programmes than the less well off. The Mongolian government has built in 
a safety valve with regard to the participation of the less well off: no one may be 
excluded from a water user group. The bag governor has been assigned the task of 
ensuring that everyone has the opportunity to participate in the water user group, as he or 
she knows virtually all people living in his or her bag. Nevertheless, there are still 
mechanisms to prevent people from joining the user group, even if people have officially 
had a chance of joining the group. Apart from social mechanisms for exclusion, there is a 
practical obstacle that prevents the poorer sections of the population from joining a water 
user group: namely, the costs involved in the rehabilitation work. However, solutions to 
this problem are possible: for instance, taxing people for water according to their income 
(or herd size). Apart from both the requirement of the Mongolian government mentioned 
above and the grant programmes that specifically target the poorest section of the 
population, the majority of the well-rehabilitation programmes do not have real safety 
valves to ensure that the poorer sections of the population are included in the programmes 
as well. 

Legal setting 
With regard to the legal setting of Mongolia there are a few relevant points. The 1993 
Law on the Government of Mongolia – and its implications – has already been 
mentioned, as well the exceptions that have been built into the draft guidelines of 
community-based well-rehabilitation and management. There are, however, some more 
potential problems or contradictions in the laws of Mongolia. For example, the Law on 
Water can be interpreted to mean that water for livestock purposes should not be 
contracted but used in common, which contradicts the need for wells i.e. equipment to be 
owned in order to ensure their sustainability (Center for Policy Research, 2005b, p.10).   

Political and economic setting 
With regard to the political and economic setting, both government and parliament are in 
favour of the interventions – and especially the funding – of international organizations, 
as too few resources are available to the government to realize their preferred policies. 
They are very eager to get as many donors as possible to help fund projects and are very 
cooperative. As a result of this eagerness, there are many different donors funding similar 
projects thus making donor coordination difficult. More difficulties are caused by the 
above-mentioned exceptions created in the law. The economic, political and social 
settings are not limiting factors in the case of the well-rehabilitation projects, but the lack 
of resources has in general made the Mongolians very dependent on international 
financial aid to realize projects. From a social perspective, the situation in many regions 
(aimags) is rather desperate, so any investment and any generation of jobs is welcome. 
From a geographical perspective, all projects in Mongolia have to cope with the distances 
and a relatively sparse population. This has consequences for virtually all projects, 
                                                                                                                                                        
satisfactory conclusion. Therefore they are excluded from many programmes which require initiative and 
self-sufficiency in many respects.  
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especially with regard to the methodology. Some methods that have been successful 
elsewhere are impossible or too costly to implement in Mongolia because of those 
geographical and demographic characteristics. 

3.3.2 Analyzing the conceptual framework for well-rehabilitation 
The conceptual framework consists of the theories and assumptions to which people 
adhere, the definitions they use, their ideology, norms and values, and their attitudes and 
behaviour. As is the case with the institutional framework, all those elements may be 
influenced by culture, (individual and collective) history, and geography.  

Compatibility of the conceptual framework of a country with the requirements of an 
international programme 
A first question that arises with regard to the conceptual framework is whether the 
conceptual framework of the people in the country concerned is compatible with the 
requirements and organization of the (international) programme. If there are doubts with 
regard to the compatibility of them: What problems are likely to arise as a result of 
differences between the conceptual framework of the donor organization and that of the 
people in the country concerned? This may seem a superfluous question, but the 
conceptual framework may be rather more important to the outcome of international 
programmes than is usually appreciated.  

What is legal and illegal with regard to water? 
To give an example, when looking at the issue of the use of water, people may have very 
different opinions on what is legal and what is illegal with regard to water. In many 
countries, water has been a public or common good for centuries, and it is a tradition that 
it may be used by all without costs. When this is a long-established tradition, people will 
not consider any use of water as illegal. International organizations are concerned with 
access to water and sanitation services for all. They are of the opinion that there are 
property rights with regard to water and that ‘excessive illegal use of water threatens to 
break down property rights and established institutions as well as depleting water 
resources. The effective governance of water requires that water rights and obligations 
are clearly defined’ (UN, 2003; UNDP, 2004a, p.54). Apart from the conceptual 
questions concerning what ‘excessive’ use is in the case of water, and whether local 
people consider the use of water as illegal, there also is the conceptual and practical 
problem that people are not prepared to pay for water when it is provided71. When people 
have had rights to water and no obligations for centuries, it may induce serious social 
unrest when people start to be charged for the use of water, especially if there is 
widespread poverty. In Mongolia this is an ongoing problem, as water is often regarded 
as a public good, especially in rural areas. Mongolian herders are used to moving around 

                                                   
71 A few reasons may underlie the illegal use of water. First of all, it may be caused by poverty. People 
need water, but do not have the resources to pay for it. Secondly, it may be a result of the scarcity of water: 
the amounts available to people are not sufficient for their bare necessities of life. Thirdly, it may be 
explained by a conceptual difference: people do not see it as illegal, as described in this paragraph. And, 
fourthly, it may be deliberate in order to evade costs and/or to use more than one’s share, and in that case it 
can without doubt be described as a criminal act.  
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and being able to use pastures and water wherever they find them72. Wherever the 
government provided wells in the socialist period, water could be used for free. Because 
of this tradition, people in rural areas are reluctant to pay for water and they are reluctant 
to take care of the water points themselves, as in their opinion that is a government task. 
In the light of this, the earlier mentioned lack of entries in user records of wells may 
easily be understood. It may well be that this is going to be the crucial problem with 
regard to the long-term sustainability of rehabilitated wells.  
 
Another conceptual reason for the lack of entries in the user records of wells is that it 
goes against the traditional rules of hospitality. In Mongolia people do not charge a 
passer-by for accommodation, food or water. It is freely provided as a person is invited in 
as a guest. Though the widespread poverty that has come into being since the transition 
has induced some people – especially near the main roads – to ask money for services 
provided, it still is very unusual.  

The conceptual framework is a decisive factor in the outcome of international 
programmes 
The mentality and behaviour of people is decisive in the outcome of international 
programmes. If people behave differently from what is expected, then a programme will 
have a different, and possibly undesired, outcome73. As behaviour is directed by 
mentality, norms and values, these can be the decisive factors in the outcome of a 
programme. In Mongolia, mentality is an important factor that may create major 
problems in international programmes in its rural areas. Basically what has been 
described above concerning water is that in the rural areas, Mongolians have a different 
perception of the role of the state to that of the current Mongolian state (and that of the 
international organizations). Seventy years of communism have left their traces on the 
Mongolians’ mentality. In communist or socialist times the state provided all the 
necessary goods and services. In the capital, the mentality of the Mongolian people 
changed very quickly after the transition, but in the rural areas people still expect the state 
to help them and provide them with essential services and necessities, especially in case 
of emergencies74. For the well-rehabilitation programmes this is a serious difficulty. 

                                                   
72 Officially the sum administrations do have tasks and responsibilities with regard to regulating the 
movements of herders, but they do not have the resources and capacity to fulfill those tasks.  
73 This is also nicely illustrated by a policy measure in Mongolia’s socialist time that was meant to increase 
the number of animals of the herds in Mongolia. After collectivizations, the number of animals in the herds 
did not increase. Policy makers in Ulaanbaatar therefore decided that all Mongolians were allowed to have 
10 animals again, on the assumption that all Mongolians would choose the healthiest animals. Those 
animals would be well tended and would easily breed. Therefore, the number of animals would increase, as 
all animals above the maximum of 10 had to be handed in to the collectives. However, their assumption 
proved wrong. In general, the Mongolians chose the ten oldest animals, as they reasoned that the state 
would take the animals away again if they had chosen the 10 healthiest animals. They reasoned that they 
might not have the best animals, but at least they would have those 10 animals, as the state would not want 
to take them away from them again as they were old and useless ones. Both ways of reasoning are 
absolutely rational, but the outcome of the policy measure was completely different from the intended 
outcome, as people behaved differently from what was expected (Bawden, 1989). 
74 This view that the state has to provide goods and services is shared by the local administrators. For this 
reason policies designed at the central level of government are often not well implemented at the local 
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Water is expected to be free of charge, and the maintenance of, or in the case of 
calamities help with, the wells is expected from the state. A training course, mainly aimed 
at changing the mentality of the herders75 is part of most programmes, as well as cost 
recovery and contracts with sum governors to make the herders conscious of their own 
responsibilities with regard to the wells. The question is whether these measures are in 
fact sufficient to bring about a mentality change. This change is important and necessary, 
as it is exactly this mentality that may account for the negligence and subsequent collapse 
of public goods (i.e. of former state-owned property) in general, and wells in particular.  

Conceptual and institutional problems may be closely connected 
Conceptual problems may be closely connected to institutional problems, a good example 
of which is corruption. The institutional framework is important in the existence and 
prevention of corruption. However, the mentality of (some) people is decisive with regard 
to its severity and whether and what solutions can be found for it. As already mentioned 
in this chapter, corruption is a problem in present-day Mongolia. As in other transition 
countries, in the institutional and conceptual vacuum that arose after the transition, 
corruption prospered. There has always been some petty corruption in Mongolia76, but 
the present-day corruption is becoming an exclusive system, from which the smaller 
companies and the poorer sections of the population are excluded. Because of that, social 
discontent is growing and the call to put an end to corruption is becoming louder and 
louder77.  
 
Another conceptual issue related to the institutional set-up comes to the forefront 
immediately in Mongolia as it has, or had, an impact on almost all international 
programmes: the concept of property rights. The concept – and protection – of property 
rights is central to a market economy but it is a concept that is alien both to a nomadic 
culture and to communist ideology. In Mongolia, property rights are still a controversial 
issue. Its nomadic system thrives on commonly-owned pastures. Defining and granting 
property rights – of land in particular, but also of water – to individuals78 is incompatible 
with the nomadic system of herding. It is fundamental to the nomadic system that nobody 
owns land, and that in times of difficulties, such as adverse weather conditions, nomads 
can move to pastures in other areas. It is therefore not surprising that, when the 
Mongolian parliament discusses a new constitution, most time of the debate is spent on 
property rights. The definition of property rights has remained a problematic issue in 
Mongolia up to the present time, and the Mongolian government has been working on it 
                                                                                                                                                        
level, as the local administrators have a different view on what should happen and what is whose 
responsibility.  
75 The mentality of Mongolians in rural areas is – in general – still a problem for most international 
programmes. Thus, one of the activities of the ADB-funded Agriculture Sector Development Project was 
‘changing the mindset of rural producers from centralist approaches to increased business awareness’ 
(ADB, 2006). As greater market orientation is still necessary, one may conclude that those efforts have not 
yet generated the intended results.  
76 USAID (2005) and interviews with Leon Waskin (USAID), various Mongolians, consultants and people 
of international organizations. 
77 Interviews with Mongolian business people, international organizations, such as USAID – that 
investigated corruption in Mongolia – and (Western) scholars at the National University of Mongolia 
(NUM). 
78 The property rights of land are particularly problematic in this respect. 



Chapter 3  
 

 74

more or less continuously since the beginning of the transition. The international 
organizations have never tired of pointing out to the Mongolian government that a market 
economy cannot function without a good definition and protection of property rights. 
However, it is against the prevailing norms and values to define property rights, 
especially of land but also of water, and it raises the question: Who is entitled to what 
property? The issue of granting property rights to people has induced social discontent, as 
people have not had equal opportunities to own (former state) property.  

Programme designers ought to take the conceptual and institutional framework into 
consideration 
When international organizations design programmes for countries – together with the 
countries concerned – it is advisable to take the conceptual and institutional framework of 
both the country and the organization into consideration. Country-specific characteristics 
and peculiarities, such as mentality or geographical characteristics, may be decisive in the 
outcome of a programme. When programmes are designed from theoretical knowledge in 
combination with experience in ‘third’ countries but without real country-specific 
knowledge, there is a considerable risk that such programmes will not yield the results 
expected due to unperceived differences in the institutional and conceptual framework of 
the country concerned. It is not obvious that country-specific features, such as the 
immense distances in Mongolia or its sparse population, cause problems, as those are 
normally taken into account. The problems that cause the outcome to be really different 
from the intended outcome usually do not lie in the ordinary project planning and policy 
cycle, but in the assumptions and requirements of the programme concerning the 
institutional and conceptual framework. To prevent those problems, real local knowledge 
is necessary in combination with specialized knowledge on both the organization – or 
country – that supports and controls the programme and the programme concerned. That 
requires very knowledgeable technical advisors. Simply adding a local person to a team 
will not prevent those problems, as local advisors are, first of all, stakeholders of a project 
– because they earn their income by giving advice on programmes79 – and secondly, they 
often cannot provide the information necessary to prevent those problems. The very fact 
that people are not trained in recognizing these problems makes it difficult to assess what 
problems can occur in a project or policy as a result of one’s own or someone else’s 
conceptual framework. It requires awareness, training and (local) knowledge to make a 
good estimation of what can go wrong in a programme as a result of the conceptual 
framework.  
 
In the case of Mongolia, local advisors know very well that there is a mentality problem 
with the well-rehabilitation programmes in rural areas, but they hope that training and 
cost recovery schemes will be sufficient measures to prevent the negative consequences 
of these mentality problems. They do admit, however, that the present training does not 
succeed in changing mentality. When asked for their view with respect to the long-run 
sustainability of the wells, they say they do not yet know, as the programmes have run for 
too short a time to say anything conclusive. The well-rehabilitation programmes are 
                                                   
79 Whatever the comments and ideas of a local advisor, it is beneficial for him or her that a programme 
continues as he or she earn his/her income by giving advice on that programme. A local advisor will 
therefore very seldom give negative overall advice on a programme. 
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considered very important for the rural development of Mongolia. Therefore, no 
Mongolian will say anything that might jeopardize the continuation of the well-
rehabilitation programmes. The most important consideration is that the wells are 
rehabilitated. Action will only be undertaken when problems occur, not before80.  

3.4 Conclusions 
When analysing the well-rehabilitation programmes in Mongolia in terms of the basic 
framework, some shortcomings in the designs of (inter)national programmes surface. 
What the basic framework usually cannot do, however, is explain why the outcome of a 
programme is different from the intended outcome. To examine this question, the 
conceptual and institutional frameworks of the programme, of both the donor country or 
organization and the country concerned have to be analysed.  
 
Using the example of the well-rehabilitation programmes, the following issues should be 
considered before policies or programmes are implemented in a country. When 
programmes are designed for and with a country from theory in combination with the 
experiences of ‘third’ countries, two questions should be addressed explicitly:  
 

1) Is the conceptual framework of the population of the country concerned 
compatible with the requirements and organization of the (international) 
programme? If there are doubts with regard to the compatibility, the question 
‘What problems are likely to occur as a result of differences in the conceptual 
framework between, on the one hand, the donor programme and organization and, 
on the other, the country concerned?’ should be answered, and remedies should be 
developed.  

 
2) Does the institutional framework of the country concerned meet the institutional 

requirements of the programme? If it does not, what measures can prevent the 
negative consequences of a country’s institutional shortcomings for the outcome 
of a programme? 

 
Measures to prevent the negative consequences of institutional shortcomings and of 
conceptual differences should be an integral part of all international programmes. Thus, if 
the administration of a country does not have the capacity or resources to implement a 
programme – or to coordinate donors for that matter – the international programmes 
should provide the training and funds to enable the administration to fulfil the role 
assigned to it in the programme.  

Identification of conceptual problems requires expert knowledge 
In order to identify conceptual problems in particular, expert knowledge is required. 
Good knowledge of both the country and the organization concerned, as well as detailed 
knowledge of the programme are necessary. The fact that many programmes are designed 
by non-native people – often with a Western and, in the case of the International 

                                                   
80 This ‘action is only undertaken when problems occur and not before’ is a typical example of Mongolian 
mentality that influences many international programmes implemented in Mongolia.  
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Financial Institutions, with an economic background – means that fundamental notions 
such as the definitions and basic assumptions of the programme ‘s designer are different 
from those of the policy makers and implementers of the country concerned. In order to 
be able to identify what conceptual and institutional pitfalls are lurking when a 
programme is implemented in a country, ‘programme’ knowledge has to be combined 
with excellent country knowledge. One has to know exactly what assumptions underlie a 
programme, why policy makers think that the programme will work, and how it will 
work. This especially concerns implicit assumptions: for instance, on the behaviour of 
people or on the functioning of institutions, which are both likely candidates to frustrate 
the outcome of a programme.  

Donor organizations and donor coordination  
Donor organizations and countries, furthermore, have a responsibility with regard to 
donor coordination and to the requirements of programmes in a country. All 
organizations have their own requirements and obligations that need to be fulfilled. These 
requirements and obligations may diverge enormously – even for similar programmes 
and programmes targeting the same goals. That causes, amongst other things, a 
considerable administrative burden for the country concerned. As receiving countries, by 
definition, have problems, – in their institutional framework and otherwise – one cannot 
expect the receiving country to coordinate the donors and to negotiate on the 
requirements and obligations of the various programmes. Receiving countries have 
neither the capacity nor the resources for such activities. It is up to the donors, first, to 
gear the activities and requirements to each other, and, second, to provide the training – 
to build the capacity – and resources for the country concerned so that it can fulfil the 
tasks required of it by the programmes.  

Adequate analysis of central importance to programme design and outcome 
In the Mongolian well-rehabilitation programmes, the reasons to rehabilitate wells or to 
drill new wells have been clearly specified. In the analysis underlying the well-
rehabilitation programmes, an essential question has been inadequately dealt with, 
however. The question: “Why have some wells remained functioning since the end of the 
socialist era, whereas others have collapsed?”, has hardly been addressed. This analysis 
has looked into possible reasons why engineer-designed wells have collapsed, but it did 
not look into the reasons why some wells remained functioning. For the long-term 
sustainability of the wells, it is very important that this specific question is considered. If 
one does not know what factors determine why some wells still function, it is uncertain 
that the measures or precautions taken in the programmes to prevent the collapse of a 
well are sufficient to guarantee the long-term survival of rehabilitated or newly drilled 
wells.  

Donor coordination urgently needed  
As the Mongolian government does not have the resources to execute its desired policies, 
it receives donors with open arms. Many donors are involved in the Mongolian well-
rehabilitation programmes. All donors have their own project offices and their own 
requirements for the Mongolian government and for the beneficiaries of the programmes. 
There is an urgent need for donor coordination. The Mongolian government has 
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recognized this need, but basically does not have the resources to do it effectively. The 
consequence of this lack of coordination is that it may make a huge difference to the 
beneficiaries of the programmes, who sponsors the drilling or rehabilitation of a well. The 
contribution required from the beneficiaries – both in money and in kind – can vary 
enormously.  

Incompatibilities between institutional framework and requirements of programmes 
With regard to the institutional framework, there are some incompatibilities between the 
institutional framework in Mongolia and the requirements of the programmes. In 
particular, the central role of the sum administration may pose a risk to the long-term 
sustainability of the rehabilitated wells. The following institutional and conceptual 
problems on the sum level may play a role with respect to the long-term sustainability of 
wells: the sum administration has neither the resources nor the capacity to enforce 
contracts; and, sum administrators have a different perception of the role of the state as 
compared with the policy makers at the central level of government. This may be 
combined with a lack of understanding of the policies formulated at the higher levels of 
the administration. This may subsequently lead to a low level of implementation of 
policies and programmes. Sum governors have an incentive to appease rather than to 
police contracts as they have to be democratically chosen every four years. Thus, the 
obligations for the water user groups as stipulated in the contracts may in effect be 
completely ignored. 

Incompatibilities between conceptual framework and requirements of the programmes 
With regard to the conceptual framework, the mentality in Mongolia that ‘action will 
only be undertaken when problems occur’, in combination with the perception of the role 
of the state in rural areas that the state is responsible for the provision of certain goods 
and services, does not bode well for the long term sustainability of the wells. The lack of 
entries in user records are an indication to that effect. At the moment, the prevailing 
mentality in rural areas is not in keeping with the mentality required for the programmes. 
So far, however, the training provided by the programmes has not been able to change 
that mentality. There are strong arguments for increasing the number of wells in rural 
areas of Mongolia, and, in this respect, the present well-rehabilitation programmes are 
very effective in increasing the number of functioning wells. The question is, however, 
whether the measures taken in the programmes are sufficient to guarantee the long-term 
sustainability of the wells. 
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4.1 Introduction 
The objective of growth accounting is to break down the growth rate of aggregate output 
into contributions from the growth of inputs, usually capital and labour, and the growth of 
technology (Barro and Sala-i-Martin, 1995). The analysis starts from the Cobb-Douglas 
function. Total Factor Productivity is the residual of the Cobb-Douglas function or the 
unexplained portion of GDP growth  (Fajnzylber and Lederman, 1999; Hulten, 2000). It 
is often used on the macroeconomic level as an indicator of efficiency of a country81. 
IMF, World Bank and many other economists use the concept to compare various 
countries with each other or to compare the performance of a country over different 
years. In this chapter, several mathematical properties of the concept of TFP are 
examined, which will be used for explaining the development of the yearly changes in 
TFP for Mongolia in particular.  
 
In most transition economies, Total Factor Productivity was negative in the last decade 
before the transition and started to increase after (quite a few) years of transition (Kaser, 
2004). All transition economies (except China and Vietnam) went through a phase of 
severe recession just after the transition –the length of which varied considerably 
amongst the various countries. In Mongolia enterprises tried to survive this period by 
cutting investment, by temporarily interrupting operations (ADB, 1996), shortening 
working hours or by not paying their employees. Thus, in the first instance they retained 
their labour. Despite these measures, many enterprises did have to lay-off workers and 
had to close down partially or completely after a few years after all. At the same time the 
informal economy had been growing considerably and absorbed many of those who lost 
their jobs in the formal sector. The international organisations had advised the Mongolian 
government on a rigorous privatization and liberalization of their economy. When 
enterprises did close down and TFP did indeed start to increase after the first few years of 

                                                   
81 In the 1970s this factor was called the contribution of technical progress to the growth of a country.  
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the transition, they – and many other authors – attributed these gains in TFP to gains in 
efficiency due to the structural reform measures carried out in order to establish a market 
economy (see, amongst others, Cheng, 2003; IMF, 2003).  The remarkable thing was 
however that the enterprises that closed down in Mongolia were often not the least 
promising. Many enterprises that could possibly be viable and had potential closed down 
whereas some of the (often large) non-viable enterprises remained open, often with the 
help of the government. In 2002 the World Bank was considering whether to support the 
reopening of production facilities in Mongolia that had closed in the wake of the 
transition, in order to combat unemployment in various regions, which they would 
certainly not have considered if those facilities had not been potentially viable. This 
raised the question of the meaning of the development of TFP and whether the changes in 
TFP were really attributable to increases in efficiency or whether other factors – not only 
temporary phenomena such as the retention of labour during a recession period but 
phenomena such as the closure of a large number of enterprises in an economy – were 
significant in explaining, at least part of, the development of TFP since the transition.  
 
In order to investigate this proposition, this chapter looks into the mathematical properties 
of the Cobb-Douglas function to see whether these have any explanatory value with 
regard to the development of Total Factor Productivity for Mongolia in the first decade of 
its transition. In Section 4.2 the definitions and properties of TFP will be outlined and in 
Section 4.3 Total Factor Productivity will be analysed for Mongolia. In Section 4.3.1 the 
Cobb-Douglas function is described for Mongolia. In the next section the development of 
TFP for Mongolia is looked into and in Section 4.3.3 the question of data quality is 
addressed. In Section 4.3.4 a sensitivity analysis is carried out, both for the parameters of 
the Cobb-Douglas function and for possible errors in the data. To test the hypothesis that 
randomly closing enterprises – instead of closing only the least efficient enterprises – has 
an influence on the development of TFP comparable to the development of TFP such as 
is witnessed in Mongolia, we have simulated a closed economy with 1000 enterprises in 
Section 4.4. In the simulations a certain number of enterprises is closed under such 
restrictions as are observed in Mongolia. The advantage of simulations is that the usual 
assumptions with regard to TFP, such as marginal pricing or the closure of only the least 
efficient enterprises (phenomena that are not always observed in the real world) need not 
be imposed. Finally, in Section 5 the conclusions are presented. 

4.2 Definitions and properties of TFP 
In this section, we will define TFP and derive some of its properties that may be helpful 
in gaining more insight into the possible reasons behind the increase of TFP in Mongolia 
after several years of transition. We will apply the formal results of our derivations in 
Section 4.3 for the specific case of Mongolia’s economy. 
 
The starting point of our analysis is the representation of a closed macroeconomic system 
as a triplet (Y, K, L), the components of which respectively denote Gross Domestic 
Product (GDP), capital stock and labour. As in other, previous studies we also assume 
that GDP satisfies the Cobb-Douglas production function 
 

 1 ,Y AK L   (1) 
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where 0    1 and A is a nonnegative constant, so that gross domestic product Y is 
increasing in both capital K and labour L. The parameter  is referred to as ‘the income 
share of capital’. 
 
The choice of the Cobb-Douglas relation between GDP, capital and labour can be 
justified from a measurement theoretic point of view (Roberts, 1979). This function 
satisfies the property that comparisons of GDP among different companies, or over 
different years, are invariant under scale transformations of the inputs capital and labour. 
Capital stock is expressed in monetary units and labour in terms of the number of persons 
employed82. The two inputs in (1) are valued on ratio scales i = 1, 2, with values on scale 
i denoted by xi. These scales are completely described by the class of similarity 
transformations : R Ri  , which are given by i(xi) = aixi, ai > 0, i = 1, 2, where the 
scale constants a1 and a2 may differ. Similarity transformations define the class of 
admissible transformations for ratio scales. 
 
The rationale behind Theorem 1 below is that statements about GDP and TFP must be 
invariant under all ratio scale transformations of the input variables, for instance, when 
converting capital from US Dollars into Euros. To illustrate matters we consider the 
following situation, which may serve to set ideas for the proof of the theorem. Suppose 
that GDP has a maximum on some set G of capital-labour pairs (x1, x2), say G = 

2
1 2 1 1 2 2{( , ) R : }x x c x c x c   , where c1, c2 and c are nonnegative constants. Since GDP is 

increasing in both variables, it has a maximum, (m1, m2) say, on the set G’ = 
2

1 2 1 1 2 2{( , ) R : }x x c x c x c   . This optimality must be preserved under all ratio scale 
transformations of the inputs (see Figure 4-1).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4-1. Relation between the gradients of g in optima m = (m1, m2) and (a1m1, a2m2) and their 
invariance under similarity transformations of two ratio scales. 

 

                                                   
82 Often some arithmetic calculation is done with the number of persons employed to obtain a measure of 
“human capital”, e.g. in Cheng (2003) this number is multiplied by the number of years of schooling. 
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Here we only state Theorem 1; the proof is given in Appendix A4. 
THEOREM 1. A function g on 2R , with partial derivatives existing in all x1, x2 > 0, where, 
in all applications, g(x1, x2) denotes GDP, and x1 and x2 denote capital and labour inputs 
measured on ratio scales, is uniquely described by 
 

   1 2 1 2( , ) ln ,a bg x x x x   (2) 

 
where a, b are real-valued constants and  is an exponential function. 
 
Function (2) is a generalised version of the Cobb-Douglas production function 
 

 1
1 2 1 2( , ) ,g x x Ax x   (3) 

 
where 0    1 and A is a nonnegative constant, which is the function used by Cheng 
(2003). One of the assumptions in (3) is that of constant returns to scale, which holds 
when a + b = 1 in (2) (Chiang, 1984). In the rest of this chapter, we will work with (3). 
This function has a number of implications, which are not restricted to the applications 
described in this chapter, but are interesting in their own right as well: 
 
Decision analysis. The result of Theorem 1 is important for decision-making problems 
where alternatives are evaluated and ranked according to two criteria. If value judgments 
of the alternatives are expressed on ratio scales for both criteria, then Theorem 1 says that 
the ranking of alternatives is determined by combining the values judgments for the two 
criteria by a function g, for every alternative. The parameter  is in fact the relative 
weight of criterion 1. 
 
Production functions. The Cobb-Douglas function is well known in growth accounting, 
and other meanings of g and of the parameter  derive from this field. Function (3) may 
represent a production function with two inputs, in which  is equal to the output 
elasticity with respect to input x1, that is: 
 

 1

1

/ ,
/

g x
g x


 

  (4) 

 
which represents a relative marginal change in the output g due to a relative marginal 
change in the input x1. Within the context of this chapter, the parameter  can thus be 
interpreted as the elasticity of GDP with respect to capital. A small value of  means that 
GDP is mainly determined by labour. Another appealing notion that involves  is the 
technical elasticity of substitution, which can be written as (1 – )/ (or by its inverse). 
This ratio denotes the relative amount of labour that can be substituted by capital in order 
to yield the same GDP. 
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Total Factor Productivity. The factor A is a scaling term that relates GDP to capital and 
labour. This is the term that is known as Total Factor Productivity or the unexplained 
portion of GDP (Fajnzylber and Lederman, 1999). It is being interpreted as an indicator 
of the efficiency of a country’s economy: By rewriting GDP as YY1- and by dividing it 
by the right-hand side of (1), without involving A, we obtain the expression 
 

 
1

,Y YA
K L

 
       
   

 (5) 

 
where Y/K and Y/L denote GDP per unit of capital and labour (capital-productivity and 
labour-productivity respectively). By the uniqueness of the result of Theorem 1, TFP 
receives a strict meaning according to (5). 
 
We will now derive some properties of TFP that may give some insight into the possible 
causes of the TFP decrease before and directly after the transition to a market economy of 
Mongolia and its increase after the first few years of transition. For this purpose, we take 
a closed economy with two enterprises as our starting point. We subdivide this economy, 
which we represent by the triplet (Y, K, L) (production, capital and labour respectively), 
into two subsystems (Y1, K1, L1) and (Y2, K2, L2), such that Y = Y1 + Y2, K = K1 + K2 and L 
= L1 + L2. Furthermore, the two subsystems also satisfy the Cobb-Douglas function in the 
sense that 

 1 ,i i i iY A K L   (6) 
 
where Ai denotes the TFP of enterprise i = 1, 2. With regard to (6), we make the 
following two assumptions: (1) 0    1, and (2)  is the same for all subsystems I, and 
for all sets of subsystems. The following theorem lists a number of properties of TFP, 
some of which are generalised to economies with n subsystems (Theorem 3). 
 
THEOREM 2. Let  = K1/(K1 + K2),  = L1/(L1 + L2) and y = Y1/(Y1 + Y2). The above 
macroeconomic model, which is described by functions (1) and (6), has the following 
properties: 
 
(i) If Y1/L1 > Y2/L2 and Y1/K1 > Y2/K2, then A1 > A > A2 always holds, for every   [0, 

1]; 
 

(ii) If Y1/L1 > Y2/L2 or Y1/K1 > Y2/K2, but not both, then an economy exists, such that A1 
< A < A2; 

 
(iii) Both A1 > A and A2 > A hold if, and only if 
 

 1 11 (1 ) (1 ) ,    ,  0 1.y                   (7) 
 
(iv) There is no economy such that both A1 < A and A2 < A. 
 



Total factor productivity and the Mongolian transition 
 

 83

PROOF. 
Proof of property (i). The inequality Y1/L1 > Y2/L2, which we rewrite as Y1/Y2 > L1/L2, for 
nonzero Y2, implies that Y1/(Y1 + Y2) > L1/(L1 + L2), and therefore also Y1/L1 > Y/L, which 
also holds for zero Y2. Along similar lines it can be shown that Y/L > Y2/L2, so that Y1/L1 > 
Y/L > Y2/L2. The same inequality can be proved for capital, that is, Y1/K1 > Y/K > Y2/K2. 
The inequality A1 > A > A2 now directly follows from expression (5) for TFP, which 
holds for all   [0, 1]. 
 
Proof of property (ii). Consider the inequality Y1/L1 > Y2/L2. On the basis of the stated 
condition on capital we can choose K1 and K2 such that Y/K > Y1/K1. By choosing  ‘large 
enough’ (i.e., close to, or equal to 1), we obtain A > A1 by using expression (5). The 
existence of situations where A < A2 can be proved in the same way. The proof follows a 
similar reasoning for situations where Y1/K1 > Y2/K2 and will therefore be omitted. 
 
Proof of property (iii). By definition of TFP, A1 > A and A2 > A both hold if, and only if 
(iff) 

 1 2
1 1

1 2 1 2

,
( ) ( )

i

i i

Y Y Y
K K L LK L    




 
 

 
for i = 1, 2, which we rewrite as 
 

 
1

1 2 1 2 1 2

,i i iY K L
Y Y K K L L

 
   

         
 (8) 

 
i = 1, 2. For i = 2, it follows from (8) that 
 

 
1

2 1 2 2

1 2 1 2 1 2 1 2

1 ,Y Y K L
Y Y Y Y K K L L

 
   

            
 (9) 

so that 

 
1

1 2 2

1 2 1 2 1 2

1 ,Y K L
Y Y K K L L

 
   

          
 (10) 

 
or, in the shorthand notation introduced in the theorem, 
 

 11 (1 ) (1 ) .y         (11) 
 
From (8) we have y > 1- for i = 1, which gives, together with (11): 
 

 1 11 (1 ) (1 ) .y             (12) 
 
Both A1 > A and A2 > A hold iff values of ,  and  exist, such that the difference 
between the right-hand and left-hand side of (12) is greater than zero, that is, iff 
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 1 11 (1 ) (1 ) 0.             (13) 

 
We denote the left-hand side of (13) as the function f(, ). By setting the partial 
derivatives of f with respect to  and  equal to zero, we obtain the relation  = , which 
is a minimum of f. Since f(, ) = 0 for every ,  cannot be equal to  in order for (13) to 
hold. The same holds for  = 0 and  = 1. Inequality (13) holds for all other values of , 
 and . 
 
Proof of property (iv). By following the same lines of the proof of property (iii), it 
follows that 1 – (1 – )(1 – )1- < y < 1- when both A1 < A and A2 < A. From (13) 
and the analysis immediately following that expression, it follows that the 
aforementioned inequality never holds, which proves (iv). 
 
 
Notice that properties (i) and (iv) do not depend on the value of . This is a very 
important result for property (i) in particular, because it enables us to draw conclusions 
about TFP-growth without knowing the value of , by simply checking whether the 
conditions stated in property (i) hold for time series of GDP, capital and labour. We will 
illustrate the use of these conditions in Section 4.3 where we analyse time series for 
Mongolia. 
 
The above properties can be translated into implications for an economy and its TFP 
when enterprises are closed, without reallocating its capital and labour elsewhere, or 
when new capital and labour are invested. From property (i) it follows that TFP always 
increases from A to A1 when an enterprise with the lowest capital and labour 
productivities is closed (i.e., subsystem 2), if such an enterprise exists. Property (i) also 
tells us that TFP always increases from A2 to A when new amounts of capital K1 and 
labour L1 are invested that give rise to a contribution Y1 to the existing production Y2 that 
is more capital- and labour-productive (i.e., Y1/L1 > Y2/L2 and Y1/K1 > Y2/K2). It is 
important to note that these behaviours of TFP hold irrespective of the value of . 
 
Property (ii) says that these two situations do not necessarily arise when there are no 
enterprises, of which the productivities satisfy the conditions stated in property (i). Two 
situations occur under property (ii): (1) closing an enterprise (i.e., subsystem 2) with the 
smallest labour productivity (capital productivity), but which has not the smallest capital 
productivity (labour productivity), (2) new capital and labour resources are invested with 
one of the two resources having a larger productivity and the other resource a lower 
productivity than that of the existing enterprises. In case (1), TFP may decrease from A to 
A1, while TFP may decrease from A2 to A in case (2). 
 
Property (iii) shows that the TFP of single enterprises may be greater than the TFP of the 
aggregate economy. This arises when production, capital and labour in the two 
subsystems satisfy condition (7). If this condition is satisfied, then the closing of an 
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arbitrary enterprise will lead to an increase of TFP. Similarly, if new capital and labour 
are invested such that condition (7) holds, then TFP will decrease. 
 
A more detailed investigation of property (iii) also shows that the distribution of capital 
and labour over enterprises affects TFP under reforms. Let capital and labour share be 
related according to a ratio c as  = c. Then inequality (7) becomes 
 

 11 (1 ) (1 ) .c y c           (14) 
 
An interesting aspect of this inequality is its behaviour when varying c. For example, 
when c goes to zero we obtain 0 < y < 1 – (1 – )1-. Letting c go to zero implies that 
capital in subsystem 2 is much greater than in subsystem 1. If we have the reverse 
situation for labour share, so that  goes to 1, then we obtain, in the limit, 0 < y < 1. This 
illustrates that conclusions about TFP will depend less on Yi and  when capital and 
labour are distributed in a less balanced and less uniform way over enterprises. The result 
stated in property (iii) implies for instance that TFP is likely to increase when closing an 
arbitrary enterprise, or ensemble of enterprises, which have a very large capital share and 
a very small labour share, or vice versa. A similar reasoning applies when making new 
investments of this kind, in which case TFP is likely to decrease.  
 
Property (iii) is interesting from a ‘managerial’ point of view, in the sense that the three 
terms of inequality (7) either depend only on the input variables or only on Y. By making 
decisions regarding the inputs, the implications for TFP can be controlled to a certain 
extent, even without knowledge of Y and . 
 
Property (iv) says that it is impossible to have an economy with a TFP that is greater than 
the TFP of two single enterprises or subsystems. In other words, an economy as a whole 
cannot be more efficient than all its subsystems. Property (iv) also implies that 
investments of arbitrary amounts of capital and labour will not necessarily lead to a 
higher TFP. 
 
Theorem 2 can be generalised to situations with n subsystems or enterprises. Below we 
will give two generalisations of property (i). We also formulate an additional property of 
TFP for n enterprises, which is a fundamental result in itself, and which will be useful in 
the interpretation of certain results in Section 4. 
 
THEOREM 3. 
(i) Let I and J denote disjoint nonempty sets of enterprises and let AI, AJ and AIJ 

denote the TFP of the ensembles of enterprises in I, in J and in the union of I and J 
respectively. The inequality AI > AIJ > AJ holds, for every   [0, 1], in the 
following situations: 
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 (b) if Yi/Ki > Yj/Kj and Yi/Li > Yj/Lj, for all i  I and all j  J. 
 
(ii) Let Y, K and L denote the sums of production Yi, of capital stock Ki and of labour Li 

over enterprises i = 1, 2, …, n, and let i = Ki/K and i = Li/L for all i. The TFP A1, 
…, An of the individual enterprises and the TFP A of the aggregate economy satisfy 
the following relation: 

 

 1

1
.

n

i i i
i

A A   



  (15) 

 
PROOF. 
Proof of property (i). The first result of (i) follows directly from Theorem 2.(i). In order 
to prove the second result, let n  J denote an enterprise with the largest capital-
productivity among the enterprises in J. Then it follows that 
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so that the capital-productivity of enterprise n is also at least as great as the capital-
productivity of ensemble J. Since Yi/Ki > Yn/Kn, for all i  I, it follows that 
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where the second inequality arises from (16). Inequality (17) shows that the capital-
productivity of ensemble I is greater than that of ensemble J. The same can be proved for 
the labour-productivities of I and J by following the same reasoning. The first result of (i) 
thus implies that AI > AIJ > AJ, irrespective of the value of . 
 
Proof of property (ii). This result follows by rewriting expression (5) for TFP, which we 
first write as 
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We finalise the proof by multiplying the ratio under the summation by ratios equal to 1 in 
the following way: 
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This holds when Ki and Li are positive for all i. If Ki = Li = 0 for some i, then TFP Ai is 
not defined. If Ki = 0 and Li > 0 for some i, then Ai is only defined when  = 0, and 
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expression (19) can then be proved in the same way as above by taking  = 0. The same 
holds when Li = 0 and Ki > 0 for some i, in which case  = 1 in order for Ai to be defined. 
This completes the proof. 
 
Property (i) of this theorem says that TFP will increase when additional capital and 
labour are invested in new or existing enterprises, which, in aggregate terms, have overall 
capital- and labour-productivity that exceed the respective productivities of the existing 
enterprises taken together. A similar implication follows when enterprises with the 
smallest overall capital- and labour-productivity are closed. Property (i)-(b) is a special 
case, as it gives information about the capital- and labour productivities of every single 
investment in capital and labour. 
 
Property (ii) of Theorem 3 gives the exact aggregation rule for combining the TFP of the 
individual enterprises in order to derive the TFP for the overall economy. It shows that 
overall TFP is an arithmetic average, which is weighted however by a product involving 
the capital and labour shares of each enterprise. The shares themselves are weighted by  
and 1 –  respectively. So, overall TFP is not simply the average of the individual TFP-
values. Enterprises with a small capital or labour share are likely to give a small 
contribution to overall TFP (i.e., if their production is not exceedingly high). 

4.3 Analysis of TFP for Mongolia 

4.3.1 The Cobb-Douglas function 
We rewrite the Cobb-Douglas function (1) for Gross Domestic Product in year t (Yt) as 

 1( ) ,t t t t tY A K q L   (20) 
 
where Kt is the capital stock, qt is a human capital index, Lt is labour input and At is TFP 
in year t. Capital stock is calculated with the conventional perpetual inventory method: 

 1 1 (1 ) ,t t tK I K     (21) 
 
where It is the level of real investment in year t and  is the rate of depreciation of the 
capital stock. Usually, capital stock in each successive year is calculated recursively 
according to (21) by making use of time series data for investment {It}. As a starting 
point for calculations, capital stock is assumed to be zero in a certain year (if data are not 
available such as is the case for Mongolia). The level of the depreciation rate is most 
often assumed to have a value between the extreme values of 0.04 and 0.10. In his 
Mongolia-study, Cheng (2003) assumed that  = 0.06.83 If we denote initial capital stock 
by I0 for notational convenience, then equality (21) leads to the following expression: 
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83 Cheng assumed  = 0.06 but did not give any arguments why he chose 6% and not any other percentage 
as depreciation rate. In his calculations of capital stock he used the time series data for investment {It} since 
1980 and furthermore assumed capital stock to be zero in 1959. He performed a sensitivity analysis to test 
the robustness of his “1959”-assumption.  
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Due to a lack of official data, especially the lack of data on earnings by educational status 
for Mongolia, we cannot use the conventional measure of human capital, which is 
calculated by summing over the number of workers with different educational levels, 
weighted by their earnings. Instead we use – following Cheng (2003) – total employment 
as a proxy for labour input, and express the human capital index in terms of the average 
number of years of schooling of the Mongolian population aged 15 or above. Data are 
available for two years only: the average number of years of schooling in Mongolia is 
equal to 7.5 in 1989 and is equal to 8.5 in 1998. Human capital index values are derived – 
again following Cheng (2003) – by assuming education to be a linear function of time. If 
we fix t = 0 at the year 1980, that is, at the first year in the time series, we can express 
human capital in year t in terms of the two data points as follows: 

 18 9 9 18( ) / 9 2 ,tq q q t q q     (23) 
 
where q9 and q18 are the human capital values for 1989 and 1998, respectively. 
 
Together with the expression for TFP at time or year t, which is equal to 
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 (24) 

 
the model that we will analyze in subsequent sections is given by the expressions (22)-
(24). Notice that we have formulated these expressions of the model such that this system 
is completely described by the parameters  and , the time variable t and the data 
variables: GDP Yt, total employment Lt, the average years of schooling in 1989 and 1998 
(q9 and q18), real investment It and the capital stock I0 in 1980. 

4.3.2 Development of TFP 
We will start this section by analyzing the growth accounting data with regard to 
Mongolia as given by Cheng (2003, Appendix Table 2) according to the models 
described in Sections 2 and 3.1. To this end, we calculated the values of capital- and 
labour-productivity for the period 1980-2001, which we also did for the ‘incremental 
values’84 of GDP, capital and labour (the last of which was multiplied by the years of 
schooling to create a measure for “human capital”) between successive years. These 
values are given in Table 4-1. For instance, labour productivity for the incremental values 
( Lab. Prod., see Table 4-1) in 1986 is the ratio of GDP in 1986 minus GDP in 1985 and 
the difference between the values for labour-times-years of schooling in these two years. 
The productivities for the incremental values may be negative. This occurs, for instance, 
when GDP increases while capital stock decreases. 
 

                                                   
84 The term ‘incremental value’ is introduced here to denote the difference between the values of a variable 
in two successive years. More precisely, the incremental value of e.g. GDP in the year 1985 is equal to 
GDP in 1985 minus GDP in 1984. 
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Table 4-1. GDP, capital- and labour-productivity, and TFP for Mongolia from 1980 until 2001. GDP 
and capital are expressed in billions of tugriks (constant 1995 prices) and labour in thousands of 
persons times schooling years. 

Year GDP Cap. Prod. Lab. Prod.  
Cap Prod 

 
Lab Prod 

TFP (x 10) 
 = ⅓      = ½    = 0.69 

1980 376.1 0.318 0.109   1.555 1.859 2.279 
1981 407.4 0.302 0.117 0.191 2.336 1.609 1.883 2.254 
1982 441.1 0.291 0.122 0.199 0.227 1.629 1.882 2.221 
1983 466.9 0.286 0.125 0.219 0.202 1.643 1.887 2.208 
1984 494.9 0.279 0.128 0.202 0.266 1.664 1.893 2.194 
1985 525.7 0.273 0.126 0.201 0.092 1.627 1.851 2.145 
1986 575.0 0.273 0.124 0.276 0.111 1.615 1.842 2.139 
1987 594.8 0.263 0.122 0.130 0.087 1.581 1.796 2.077 
1988 625.2 0.261 0.114 0.217 0.047 1.499 1.721 2.016 
1989 651.5 0.256 0.114 0.178 0.114 1.490 1.706 1.990 
1990 635.1 0.244 0.107 -0.311 -0.073 1.406 1.614 1.890 
1991 576.4 0.227 0.094 0.996 -0.342 1.262 1.461 1.727 
1992 521.6 0.214 0.082 0.562 -0.228 1.127 1.323 1.587 
1993 505.9 0.209 0.083 0.648 0.064 1.126 1.315 1.569 
1994 517.6 0.219 0.084 -0.223 0.375 1.157 1.357 1.627 
1995 550.3 0.238 0.087 -0.648 0.234 1.220 1.442 1.743 
1996 563.2 0.248 0.088 -0.271 0.138 1.245 1.480 1.802 
1997 585.7 0.261 0.091 -0.913 0.575 1.294 1.543 1.884 
1998 606.4 0.271 0.090 -4.086 0.067 1.300 1.562 1.926 
1999 625.9 0.278 0.088 1.580 0.057 1.296 1.568 1.950 
2000 632.5 0.279 0.089 0.351 0.161 1.301 1.574 1.956 
2001 639.7 0.277 0.086 0.181 0.025 1.274 1.547 1.930 
Source: GDP and labour are taken from Cheng (2003, Appendix Table 2, p.18); Capital has been calculated by 
the authors. 
Cap. Prod. = GDP/Capital 
Lab. Prod. = GDP/(Labour x Years of schooling) 
 Cap Prod in year t = (GDP in year t – GDP in year t – 1)/(capital in year t – capital in year t – 1) 
 Lab Prod = (GDP in yr t – GDP in yr t – 1)/(lab. x schooling yrs in yr t – lab. x schooling yrs in yr t – 1) 
 
By associating one of the triplets (Y1, K1, L1) and (Y2, K2, L2) with GDP, capital and 
labour in a year and the other triplet with the incremental values with respect to the next 
year, we can derive implications for TFP by applying Theorem 2. We illustrate this by the 
following two examples. 
 
 TFP in 2000. We compare labour-productivity for the incremental values of GDP and 

labour in 2000 ( Lab. Prod. = 0.161, see Table 4-1.) with labour-productivity for the 
absolute values of GDP and labour in 1999 (Lab. Prod. = 0.088). We do the same for 
capital ( Cap. Prod. in 2000 = 0.351; Cap. Prod. in 1999 = 0.278). Let us denote 
capital- and labour-productivity in 1999 by Y2/K2 and Y2/L2, and the productivities for 
the above incremental values in 2000 by Y1/K1 and Y1/L1, by making use of the 
notation in Theorem 2. Then we have that Y1/L1 > Y2/L2 and Y1/K1 > Y2/K2, so that 
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property (i) of Theorem 2 applies. This property tells us that TFP increases from A2 to 
A, which corresponds with TFP in 1999 and 2000 respectively, and that the increase, 
on an ordinal scale, does not depend on the value of . The term ‘ordinal’ refers to a 
statement that is merely based on the ranking of TFP-values in different years. The 
numerical values of TFP themselves do change under different -values, as can be 
seen in Table 4-1.85 

 TFP in 2001. In this case, the values of capital- and labour-productivity for the 
incremental values of GDP, capital and labour in 2001 are both smaller than capital- 
and labour-productivity in 2000. From property (i) of Theorem 2 it follows that TFP 
in 2001 is smaller than TFP in 2000. 

 
These examples show that Theorem 2 tells us that new investments in capital and labour 
positively affected TFP in 2000, while the contrary applies to 2001. Theorem 3 can be 
used to give more specific, possible explanations of these developments by considering 
an economy with n enterprises. For example, the investments made for capital and labour 
in new or existing enterprises in 2000 may each have greater capital- and labour-
productivity than the capital- and labour-productivities of the existing enterprises 
(Theorem 3, property (i)-(b)), or the capital- and labour-productivities of the ensemble of 
new investments exceed the productivities of capital and labour in 1999 (Theorem 3, 
property (i)-(a)). 
 
When we apply such analyses to the period 1980-2001, we come to the following 
characterisation of Mongolia’s macroeconomic situation: 
 
 1980 – 1984: Labour-productivity increases, while capital-productivity decreases. 

This is a situation that falls under property (ii) of Theorem 2, so that TFP may either 
increase or decrease, depending on the value of . A value of  close to 0 attaches 
most weight to labour, so that TFP would increase. A value of  close to 1 implies a 
decrease of TFP; 

 1985 – 1989: Both productivities decrease, despite new investments in capital and 
labour. Property (i) of Theorem 2 implies that TFP decreases, irrespective of the value 
of ; 

 1990 – 1993: Less capital and more labour are used, while GDP decreases. Both 
productivities decrease, with the exception of labour productivity in 1993. In the 
preceding years of this period TFP thus decreases, irrespective of the value of , 
which follows directly from expression (24) for TFP; 

 1994 – 1997: Also in this case we find that less capital and more labour are used, but 
now GDP increases. Both productivities increase, so that TFP increases as well, 
irrespective of the value of ; 

 1998 – 2001: TFP stabilises more or less. The two examples analysed above already 
showed that TFP increases in 2000, while it decreases in 2001. The development of 
TFP in 1998 and 1999 depends on . 

 

                                                   
85 Statements with regard to an increase or decrease of TFP in time refer to an ordinal scale in this chapter, 
unless stated otherwise. This also holds for the independence of this behaviour with respect to . 
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On the basis of the above analysis, we can distinguish two main phases in the 
development of TFP in Mongolia. Before 1990, new amounts of capital and labour are 
used in a less productive way in each year, while the reverse occurs after 1993, that is, 
after the first years of transition from a planned to a market economy. 
 
An important finding of our analysis is that we do not need to know the exact value of  
for most inferences (concerning statements on an ordinal scale) about TFP. We therefore 
obtain stronger conclusions about TFP than, for instance, with Cheng’s (2003) regression 
approach. In addition, the theoretical results about TFP in Section 2 give more insight 
into the possible causes of its development over the years. On the other hand, the time 
series contain periods, especially the first half of the 1980s, for which an estimate of  is 
required in order to draw conclusions about TFP. 
 
A regression approach, such as Cheng has used, makes use of the restrictive assumption 
that the ratio between the TFP-values in two successive years is constant. This implies 
that TFP behaves according to an exponential function in time, which is not in 
accordance with the above analysis of the Mongolian data (notice, for instance, that TFP 
does not satisfy the property of monotonicity). 
 
Unfortunately, we do not have data about the total amount of wage payments in relation 
to total GDP in order to estimate 1 – . We therefore calculated TFP for different values 
of , namely 0, ⅓, ½, 0.69 and 1. The value ⅓ is often used for calculating TFP – Aiyar 
and Dalgaard (2005) concluded that one third is a very good approximation for all 
countries –, while 0.69 is the value used by Cheng (2003). The development of TFP for 
the five values of  is shown in  
 
Figure 4-2. Conform Theorem 2 and our conclusions on the period 1980-2001 for 
Mongolia, the dependence of TFP on  is notable in the period 1980-1984. TFP increases 
for -values up to ½, while it decreases for the two higher values selected. There is 
hardly any difference in the behaviour of TFP in the subsequent years as  varies, so that 
statements about the ordinal behaviour of TFP over these years are robust. 
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Figure 4-2. Development of TFP in Mongolia since 1980, based on expression (5), for different values 
of , and the data in Cheng (2003, Appendix Table 2) 

4.3.3 Data quality 

Unreliable data in communist period 
The usefulness of an indicator such as Total Factor Productivity is highly dependent upon 
the quality and reliability of the data of an economy. With regard to (time series) data, all 
transition economies face a common problem which is very fundamental: In the 
communist period, statistics often reflected planned targets rather than the real situation 
and tended to overstate economic growth as well as the capital stock – both the initial 
capital stock as well as the ratio of capital stock to GDP – (see, amongst others, Ofer, 
1987; Kaser, 2004; Kontorovich, 2001). The underestimation of depreciation inflated the 
data on capital stock in the former communist countries. Kontorovich demonstrated that 
for the Soviet Union an adjustment for inflation of the capital stock data leads to an 
estimated TFP that would have been increasing rather than decreasing in the period from 
the 1960s to the 1980s.  

Capital stock in Mongolia over-estimated 
If one looks into the situation of Mongolia with the advantage of hindsight, the capital 
stock (in US$) has indeed been over-estimated due to the fact that until 1990 virtually all 
investments were done with money borrowed from the USSR. For this and other 
purposes the government of Mongolia borrowed an amount of 10 billion transferable 
rubbles. They paid back an amount of 250 million US$ in 2003, which in retrospect 
suggests that in US$ investments in the years prior to 1990 have been grossly over-
estimated. Mongolia – as well as most transition economies – has the additional statistical 
problem that the methods of gathering data have changed considerably during the 
transition. Under guidance of international organisations new statistical methods have 
been introduced to conform to international standards. That means that somewhere in the 
1990s there is another break in the time series data.  

Data smoothed and manipulated 
Apart from the usual problems with the aggregation of data, data in Communist countries 
were smoothed and manipulated while being aggregated regionally or nationally. When 
using the original data on the firm level, the value of TFP may differ significantly from 
the manipulated aggregated data. For Mongolia, Total Factor Productivity – both for the 
overall economy and for the agricultural sector – declines in the decade before the 
transition. Bayarsaihan and Coelli looked into the original grain and potato production 
data of 48 state farms in Mongolia in the 14 years prior to the transition and came to the 
surprising conclusion that, even though the performance of the Mongolian state farms 
was poor and TFP declined over the whole period, after an initial decline in the 1970s, 
the farms achieved an impressive TFP growth of 7% per year in the latter half of the 
period! (See Bayarsaihan and Coelli, 2003). On basis of the official, aggregated data 
these conclusions could never have been drawn. 

Informal sector excluded from calculation of TFP 
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A factor significantly influencing Total Factor Productivity – which is important not only 
for transition economies but for developing countries as well – is the exclusion of the 
shadow economy or the informal sector from the data used to calculate TFP. The reason 
for this is obvious as data from the informal sector are at best unreliable and incomplete, 
but most of the time they are not available. Thus, the size and productivity of the informal 
sector have to be estimated. The outcome of these estimations varies considerably with 
the method used for the estimations. Thus this may lead to serious (measurement) errors 
in TFP. However, in case of transition economies such as Mongolia, a deindustrialisation 
and a large-scale redistribution of labour has taken place from the formal sector to the 
informal sector since the beginning of the transition to a market economy. In Mongolia 
the informal sector was virtually non-existent in 1990 as the country – unlike most other 
Communist countries – had not known a “second” economy (Morris, 2001). According to 
the World Bank, in only 8 years time an estimated 30-35% of Ulaanbaatar’s work force 
was occupied in the informal sector and informal activity was estimated to be in the 
neighbourhood of 35% of officially recorded GDP (Anderson, 1998)86. When the 
informal economy accounts for roughly one-third of the GDP of a country, it may 
seriously bias TFP if it is excluded.  

Redistribution of labour from formal to informal sector 
With regard to the measurement of TFP there is on the one hand the question whether 
capital, entrepreneurial, and technological activities have moved from the formal (state) 
sector to the informal sector. On the other hand, there is the question of the large-scale 
redistribution of labour from the formal towards the informal sector which may have 
various effects upon TFP. When looking into the case of Mongolia, the informal sector 
tends to be more labour intensive and capital extensive than the formal sector. The 
informal sector consists of small production units (micro enterprises) in which the 
advantages of economies of scale cannot be realised. If a Mongolian micro enterprise 
does grow into a small enterprise – a rare occurrence – and has to take on additional 
labourers (outside family members), it changes to the formal sector. Thus the movement 
from the formal to the informal sector is one from large(r) enterprises towards micro 
enterprises with a very small output. If this trend would be taken into account in the 
calculations of TFP one would intuitively say that the effect on TFP would show a 
declining value of TFP as micro-enterprises can never be as efficient as large(r) 
enterprises as they cannot realise economies of scale – when they can they change to the 
formal sector in Mongolia – and there is less scope for productivity gains as the activities 
of micro-enterprises are more labour intensive and have higher labour-to-capital ratios87. 

                                                   
86 The enormity of this redistribution is well illustrated by the income data of Mongolian households. 
Whereas wages and salaries had roughly comprised 85% of average household income in the late 1980s, in 
1996 the average household received only 43% of income from wages and salaries (Anderson, 1998, p.13). 
In the mid-nineties, households in which the head was ‘unemployed’ received 55% of their monetary 
income from informal sources, whereas households in which the head was employed received an average of 
30% of income from informal sources (Anderson, 1998). 
87 The international standards to define the informal sector exclude households that engage in agricultural 
activities from the informal sector (Morris, 2001, p.6).  This is relevant, as in the agricultural sector of 
transition countries it is a well-known phenomenon that small plots of land cultivated by families have 
higher yields per unit of land than the much larger (former) state farms. This is attributable in part to so-
called self-exploitation. In the industrial sector, larger enterprises are in general more productive than 
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Thus a large-scale movement from the formal to the informal sector as has happened in 
Mongolia should be reflected in a downward trend of TFP as it is a movement away from 
efficiency.  
 
Mongolia also provides evidence for another effect the shift from the formal to the 
informal sector may have on TFP. The movement of labourers towards the informal 
sector in Mongolia is caused on the one hand by reorganisation and closures of 
enterprises, which leaves people without employment and without significant sources of 
income as the social safety net in Mongolia is not well developed and Mongolia does not 
have the resources to support all the unemployed out of the public purse. On the other 
hand, however, due to the incentive structures in the formal and informal sector, there is 
also a large voluntary movement to the informal sector as it pays much better than many 
jobs in the formal sector (especially as compared to government-paid jobs such as in the 
health, education and judicial sector). Moonlighting – having a job in the formal sector, 
but working in the informal sector as well – is a common phenomenon in Mongolia, but 
there are also many highly skilled people who give up their jobs as doctors, nurses and 
teachers in the formal sector to earn a much better wage as taxi-driver, trader or cleaner in 
the informal sector. The Mongolian informal sector is characterised by the fact that 
people tend to be highly educated (Morris, 2001); people are much more skilled than the 
level of their micro-enterprise requires.  

Influence of movement to informal sector on TFP 
Theoretically seen this voluntary movement of workers towards the informal sector could 
potentially influence TFP negatively in three ways and positively in one way, that is, if 
the informal sector would not be excluded from the calculation of TFP. In the first place, 
it would influence TFP negatively because people change jobs from more efficient 
enterprises to less efficient enterprises (because of the change from large(r) enterprises to 
micro-enterprises). In the second place, the voluntary movement towards the informal 
sector concerns in general only the most productive workers, those with initiative and 
with enough skills. Others will not voluntarily leave the formal sector for a better paid, 
but insecure job in the informal sector. This implies a loss of know-how, skills and 
efficiency in the formal sector. This phenomenon should also influence TFP in the long 
run as for instance doctors who have left the health sector for ten or fifteen years cannot 
return to the health sector anymore as in that time they may have lost their skills and their 
knowledge will be outdated. Thus this trend is irreversible unless people are re-educated. 
In the third place, some sectors in Mongolia, such as the health sector, have difficulty to 
maintain their productivity and suffer a loss of efficiency as too many (skilled) workers 
have left the sector, which ought to have a negative effect on TFP. In the long run the loss 
of efficiency in the health and education sector may actually show up in the data as 
labour productivity and TFP will go down88 (unless, statistically seen, all those who 
suffer from the decline of efficiency in those sectors are active only in the informal 

                                                                                                                                                        
smaller enterprises due to economies of scale. Micro-enterprises tend to invest less in capital (goods) and 
more in labour.  
88 Whereas once education and health services were universal, at this moment it is predominantly the non-
poor part of the Mongolian population that continues to be served by these sectors despite government 
interventions to keep the services accessible for the poor as well. 
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sector. It would still imply a loss to the economy as a whole, but it would not be 
measured in the official TFP). Due to the peculiarities of income accounting, the last two 
effects will not be reflected in TFP. Many structural system changes such as an increase 
or decrease in barter trade are not measured in national income data. The output of public 
services is measured on the basis of the wages of public servants, and education and 
health are measured on the basis of inputs. Formally, the higher wages paid in the 
informal sector imply a higher efficiency, and thus a higher value of TFP. Thus, in the 
formal sense, as the taxi-driver is rewarded with a higher wage, it is more efficient to 
have a doctor working as a taxi-driver or cleaner in the informal sector than as a doctor in 
the formal sector. However, output in the market is measured in (free) market prices, 
whereas government wages were and are still strictly controlled, which leads to an 
imbalance in the measurement of (the efficiency of) the governmental sectors as 
compared to the other (market) sectors. The conclusions drawn on the basis of this 
measurement imbalance are therefore not necessarily valid. And as we have seen, the 
efficiency of the overall economy does suffer from the shift of highly skilled educational, 
health and other workers to the informal sector but this is not measured in TFP.  

Reductions in TFP could be a longer-term phenomenon if measured accurately 
The fall in output in many transition countries in the initial years of their transition to a 
market economy in combination with the phenomena with regard to the informal sector 
described above provide evidence that a structural loss of knowledge, skills and 
efficiency can occur in a country. As the described phenomena largely take place outside 
the formal sector, they are usually not reflected in the value of Total Factor Productivity. 
The described phenomena also shed another light on the assumption of Griliches and 
Lichtenberg (1984) – introduced to deal with some data problems – that “true” 
productivity can only improve, so that measured reductions in TFP only reflect short-
term fluctuations. Unless a time-span of fifteen years, and more, is regarded as a short 
term, productivity can decline structurally and the phenomena accompanying the 
redistribution of labour from the formal economy towards the informal economy provide 
evidence that reductions in TFP could in fact be a longer-term phenomenon if it were 
measured accurately.  

Barter trade and the value of TFP 
A specific factor that influences the value of TFP for Mongolia is the (large-scale) 
existence of barter trade, especially in the rural areas. When calculating TFP, illegal and 
criminal activities are usually excluded from the calculation. As barter trade is assumed 
to be undertaken as a strategy of tax evasion, it falls under this category. In Mongolia 
barter trade in general is not undertaken as a means to evade taxes, however, but it is 
rather a direct consequence of macroeconomic austerity measures, that restricted the 
money supply and thus caused severe cash-flow problems. This gave rise to 
demonetisation of exchange and caused a significant increase in barter trade. The 
outcome was serious efficiency losses, in terms of flexibility and price competition 
(Odgaard, 1996). As barter trade in rural areas is standard in Mongolia, it is a serious 
omission that it cannot be taken into account in the calculation of TFP. It means that a 
significant part of the economy remains outside the calculations of TFP. This problem 
cannot be solved as there are no reliable estimations of the amount of barter trade in 
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Mongolia. It is furthermore difficult to predict whether this omission would have 
influenced TFP positively or negatively, though one would tend to expect that it would 
lead to an over-estimation of TFP as all larger enterprises – which can profit from 
economies of scale and are thus more efficient – are situated in urban areas89.  

Problems with the concept of TFP for communist economies  
When calculating Total Factor Productivity for the formerly communist countries, there 
is furthermore a problem of a theoretical nature. The concept of TFP is based on the 
assumptions of perfect competition and marginal productivity pricing. The communist 
economies were greatly distorted with regard to these assumptions. Prices of both capital 
and consumer goods and wages did not – and sometimes still do not – reflect “market or 
marginal prices”. The values for TFP have always been corrected on the basis of various 
assumptions with regard to the available data and there has always been discussion on the 
exact methods to be used to correct the data. Generally, one can say that the values of 
TFP can be compared among the communist countries of Central Asia for example, as it 
can reasonably be assumed that these countries roughly had the same economic structure 
and used the same accounting techniques and thus that the distortions will work in the 
same direction. It is, however, more difficult to compare the TFP-values “over the 
various systems” before and after the transition in 1990. It also means that there are 
difficulties in comparing the TFP values for the ex-communist countries before, during 
and after the transition. In most transition countries prices have been liberalised in the 
first decade of transition90. During the period of the liberalizations one can say that the 
prices have moved in the direction of marginal productivity pricing. However, in 
Mongolia it took more or less from 1990 until 1996 before all prices were liberalised and 
still some prices are being perceived as being subsidised by the international 
organisations as they are still much lower than in neighbouring countries. This movement 
of prices definitely has an influence on TFP and it moreover has a different effect in each 
subsequent year in Mongolia as every year more and more prices were moving towards 
market prices. It is however difficult to say how it ought to have influenced TFP.  

4.3.4 Sensitivity analysis 
The conclusions about TFP that were drawn in Section 4.3 are based on the Cobb-
Douglas function for GDP. These conclusions were found to be robust with regard to the 
parameter : the ordinal behaviour of TFP in time shows a small dependence on  for the 
economic situation in Mongolia. This finding strengthens the conclusions about TFP 
considerably in comparison with Cheng’s study (2003). However, the conclusions about 
TFP are based on the available data and on the value of 0.06 for the depreciation rate . 
As Cheng (2003) did not give precise arguments about his choice for the depreciation rate 
and since the data may be distorted, as we saw in Section 4.3.3, we will perform a 
sensitivity analysis in order to quantify the effect of different sources of measurement 
error in the data and of uncertainty in the value of the depreciation rate. 
 
                                                   
89 A fact that also underlies this expectation is that in rural areas the herders with large herds do tend to get 
paid in cash by traders when they sell animals, whereas the herders with smaller herds are paid in kind. 
Thus the larger, more productive “agricultural units” are accounted for in TFP.  
90 Uzbekistan is a notable exception.  
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The most important aspect of this analysis is that we extend the scope of the sensitivity 
analysis to cover all parameters and variables of the Cobb-Douglas function. Most studies 
focus only on variations in the estimated parameter values and do not involve possible 
measurement errors in the data (GDP, capital and labour). We carry out a sensitivity 
analysis91 by setting parameters and data variables at certain values, for which we 
quantify their individual and combined effect on TFP. 
 
We first formalise the sensitivity analysis by transforming the components of the Cobb-
Douglas function in order to account for the possible sources of error and uncertainty, and 
their size. Next, we give the results of the sensitivity analysis for specific combinations of 
variations around the original values on GDP, capital and the depreciation rate. 
 
As sources of variation we introduce the nonnegative parameters cY, cK, c, cL and cq, 
which we use to vary GDP, capital, the depreciation rate, labour and the human capital 
index, respectively. The sensitivity analysis for the Cobb-Douglas function thus will have 
the following components: 
 

 The depreciation rate becomes c, where  is fixed at the original value 0.06; 
 We transform GDP Yt into cY

-t+1Yt, where  denotes the most recent year of the data 
record (i.e.,  = 2001 in this study); 

 We apply the same transformation to investments It in year t, yielding cK
-t+1It; 

 For labour we assume the same error for each year, so that labour in year t becomes 
cLLt; 

 For education we assume the same error for both values on years of schooling in 
1989 and 1998; we apply an error of the size cq to both data values. 

 
Substitution of the above transformations for the depreciation rate and investments in 
(22) yields the following expression for capital Kt

* in year t: 
 

 1*

0
(1 ) ,

t
it i

t K i
i

K c c I
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which can be written in the more convenient form 
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   (26) 

 
The transformations of the parameters and data variables are formalised in such a way 
that we obtain the original values when the sensitivity analysis parameters are set equal to 
1. The original data and parameter values underestimate the true values if the sensitivity 
analysis parameters are greater than 1, whereas the true values are overestimated when 

                                                   
91 We perform a sensitivity analysis instead of an uncertainty analysis, because the latter requires 
probability distributions of parameter and data values. As we do not have accurate information about the 
shape of such distributions, we carry out a sensitivity analysis in the conventional sense. 
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these parameters are smaller than 1. For instance, cK < 1 applies to situations where the 
official data overestimate capital stock, which is an interesting case in the light of the 
situation in Mongolia (Section 3.3). 
 
The effect of variations of the original data and parameter values on TFP in year t can be 
quantified by substituting the transformed quantities in the expression 
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Although variations in labour and human capital affect TFP, they do not affect 
conclusions about comparisons between TFP-values in successive years, because we 
assumed constant relative error sizes over time for both variables92. We will therefore 
ignore variations in labour and human capital, and we set cL = cq = 1. Variations in the 
other three sources of (27) have the following effects on TFP in any year t: 
 
 If cY increases (decreases), then TFP increases (decreases) as well; 
 If cK increases (decreases), then TFP decreases (increases); 
 If c increases (decreases), then TFP also increases (decreases). 
 
 
The goal of this sensitivity analysis is to investigate to which extent the conclusions about 
TFP, as presented in Section 4.3 for the original data, change under individual and 
simultaneous variations around the original data and parameter values. For instance, if 
TFP was shown to grow in year t + 1 with respect to year t, so that At+1/At > 1, does this 
still hold under data and parameter variations? Before proceeding with the 
implementation of the sensitivity analysis and the results, we make some analytical 
considerations that will be helpful in interpreting the final results. 
 
In formal terms, the TFP-ratio will be transformed in the sensitivity analysis into the ratio 
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 (28) 

 
which follows from (27). The coefficient of At+1/At in (28) determines the size of the 
change in relative growth or decline of TFP. 
                                                   
92 We have assumed constant relative error sizes over time for labour and human capital as labour and 
education are relatively easy to measure and thus are – at least in case of Mongolia – less likely to have 
measurement errors that vary significantly from year to year.  
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In order to interpret the results presented later in this section, let us consider (28) for the 
situations t = 0 and for increasing t. As t  , the ratios within brackets in (28) go to 1, 
since the sums are convergent93. This implies that (28) behaves as (cK

/cY)(At+1/At) as t 
increases. This limit behaviour is independent of c and , as the effects of capital 
depreciation decrease with time. This analysis implies that GDP becomes the dominant 
factor as t increases. Variations in GDP have a linear effect on the relative growth or 
decline of TFP. 
 For t = 0, expression (28) is equal to 
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Also in this case we observe that GDP-variations can have a major impact on the 
conclusions about TFP. The parameter cK will have small effects for small t (Capital 
stock I0 in 1980 is much greater than investment I1 in 1981, and will thus largely 
determine (29).) Variations in investments will have a larger effect when t increases, as 
we saw in the preceding analysis. Variations in the depreciation rate will have a larger 
effect than variations in investments for small t. If we set cY = cK = 1, then (29) becomes 
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 (30) 

 
which is equal to about 1.058A1/A0 for c = 2. Note that the effect of variations in the 
depreciation rate on the TFP-ratio A1/A0 becomes larger when  increases, as it is the 
income share of capital. 
 
Finally, we note that the sensitivity analysis formalised in this section includes a special 
case that is worth emphasising. A sensitivity analysis could also be performed by 
applying equal yearly variations for every variable and parameter, that is, cYYt and cKIt 
instead of cY

-t+1Yt and cK
-t+1It, for every year t. The effects of such variations on 

comparisons of TFP between successive years can be quantified by setting cY = cK = 1 in 
(28), since variations in both GDP and investments cancel out when making comparisons 
between different years. The results of such an analysis will therefore only depend on 
variations in the depreciation rate. From the previous analysis, it thus follows that 
conclusions on TFP-growth will remain unchanged as t increases, while for t = 0 we 
obtain (30).  
 
We used the following variations around the original parameter and data values: c = ½ 
and 2, cK, cY = 0.975 and 1.025. The lowest and highest values of the depreciation rate are 
therefore 0.03 and 0.12, which cover the range 0.04-0.1 used in other studies. The 

                                                   
93 Investments have an upper bound and cK(1 – c) and 1 –  are smaller than 1 and nonnegative. Each of 
the four series for capital stock therefore has an upper bound that converges, so that the original series are 
also convergent. 
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variations in GDP and investments become larger when going back in time. In this way 
we can account for larger errors in data acquisition for remote years, due to less 
sophisticated statistical methods and other sources mentioned in Section 4.3.3. A value of 
cY = 1.025 implies that the variation around GDP in the reference year  = 2001 is 2.5%, 
while for 1980 the variation is about 72%. We believe that this range is sufficiently large 
for investigating the sensitivity of the conclusions about TFP. 
 
We will first quantify the effect of each individual parameter variation by fixing the other 
sensitivity parameters at the value 1 (i.e., no change in the original values of the other 
parameters and data variables of the Cobb-Douglas function). Next, we will quantify the 
largest variations in TFP by combining the largest individual variations in all parameter 
and data values. At the end of this section, we will also say something about possible 
effects on TFP when (a part of) the informal sector is included. 
 
The results for the individual variations in GDP, investments and depreciation rate are 
shown in Figure 4-3. One parameter or variable at a time is varied, while the other factors 
are fixed at their original values. The analytical properties of the behaviour of the TFP-
ratio (28) can be easily recognised in Figure 4-3: variations in the depreciation rate 
become less important as time passes, the effects of variations in investments and capital 
stock are negligible for the most remote years and are very small in general, while 
variations in GDP have the same effect on the TFP-ratio for every year. This shows that 
the underestimation of the depreciation rate and the overestimation of the capital stock-
to-GDP ratio, as described in Section 4.3.3, hardly have any effect on the original 
conclusions about TFP. 
 
The results also confirm that variations in GDP have the largest effect on the original 
conclusions regarding TFP-behaviour. The line At+1/At = 1 in Figure 4-3 (a)-(c) denotes 
the situation where TFP does not change in time. A value greater than 1 means that TFP 
increases, while a value smaller than 1 means that TFP decreases in the next year. The 
variations in the two directions around the original (‘baseline’) values for GDP show that 
the original conclusions about the TFP-ratio At+1/At change six times (i.e., in six years) in 
sign for both variations. This happens only twice for the two depreciation rate variations, 
while variations in the original investment values hardly have any effect. 
 
The years in which conclusions are changed coincide for the three factors: when an 
arbitrary parameter is set at its largest variation, conclusions about the sign of TFP will 
change in 6 out of 21 years at most. For the years 1990 -1992 and 1994 -1997, the 
original conclusions do not change at all.  
 
This picture does not change much for other values of . The results become more robust 
when  decreases, as the effects of GDP variations on the TFP-ratio are independent of  
(see (28)), while the influence of depreciation rate and capital stock become smaller. 
When  increases, variations in investments still show negligible effects. The same holds 
for variations in the depreciation rate with regard to the TFP-ratios in recent years, which 
is in agreement with the above theoretical analysis. There is a larger effect, however, for 
the period 1980-1985 when the depreciation rate is changed from 0.06 to 0.12. TFP 
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decreases in each of these years for the baseline value of 0.06 when  = 0.69 (and of 
course also for greater values of ), but increases in each year when the depreciation rate 
is set at 0.12. Of course, the conclusions are unchanged when setting the depreciation rate 
at 0.03, since capital stock increases, while GDP remains the same. 
 
The results of the last paragraph invite us to consider the effects of combined variations 
in the three factors. Figure 4-4 shows the largest combined effects in both directions 
around the original values for three values of . The results are comparable to the results 
for the individual variations Figure 4-3); the conclusions about TFP-change in successive 
years change between five and eight times with respect to the baseline values. A notable 
exception is the situation where combined variations in GDP, investments and the 
depreciation rate give rise to the largest increase of the TFP-ratios in successive years 
when  = 0.69 (Figure 4-4). The original conclusions about TFP-change then switch in 
sign in 12 out of 21 years of the time series. 
 
Overall, the conclusions about TFP-development as stated in Section 4.3.2 are robust 
under individual variations in depreciation rate and  in particular but are less so for 
GDP. When individual variations are combined unfavourably, the sign of TFP-change 
changes quite often and the magnitude of the change may be considerable. Even in this 
case, however, the original results are very robust for the years 1990-1992 and 1994-
1997, for which we can reliably stick to the conclusions of Section 4.3.2 (i.e., TFP 
decreases during 1990-1992, while TFP increases during 1994-1997). The results of the 
sensitivity analysis furthermore show that GDP has the largest effect upon the original 
conclusions. This analysis thus shows that an accurate assessment of especially GDP will 
considerably reduce the uncertainty in TFP-development, while accurate estimates of the 
depreciation rate, along with , are important for remote years. 
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Figure 4-3. Effects of individual variations in GDP, investments and depreciation rate on the ratio of 
the TFP-values for successive years, with  = ⅓. ‘Base rate’ and ‘baseline’ refer to the original 
values. 
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Figure 4-4. Effects of combined variations in GDP, investments and depreciation rate on the ratio of 
the TFP-values for successive years, for = ⅓, ½ and 0.69. The largest deviations in both directions 
from the original (baseline) values are shown: cY = 0.975, cK = 1.025, cδ = 2 (+), and cY = 1.025, cK= 
0.975, cδ = ½ (-). 
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Finally, we also showed that in periods of structural changes, such as the growth of the 
informal sector and the increase in barter trade in the period 1990-1995 in Mongolia, TFP 
may significantly deviate from the measured values. Once the economic situation has 
stabilised and phenomena as barter trade and the informal sector do not significantly 
change in magnitude anymore from one year to the other, their influence in TFP-change 
cancels out. 

4.4 TFP in a simulated economy 
One of the goals of this chapter is to find a satisfying explanation for the increase of TFP 
in Mongolia after the transition to a market economy. The analyses in the previous 
section showed that the increase of TFP during the years 1994 –1997 is very robust in the 
sense that it is independent of  (Section 4.3.2) and that this finding is hardly affected by 
the largest combined variations in GDP, depreciation rate and investments (Section 
4.3.4). To which factors can this behaviour be attributed? Are the changes in TFP 
attributable to increases in efficiency due to for example privatization and liberalization, 
or are they caused by other factors such as the closing down of enterprises or the excess 
of labour due to retention of labour during the previous period of recession, thus enabling 
enterprises to increase production without the necessity of investing in capital and labour.  
 
In the wake of the Mongolian privatizations in the early nineties, many enterprises closed 
down. These were not necessarily the least efficient enterprises nor the least promising. 
The largest enterprises have basically not been closed down. An important reason for that 
was that the largest enterprises were the main generators of foreign exchange and thus 
added to the much-needed foreign reserves of Mongolia. Moreover, the large enterprises 
had the important social task of employing many Mongolians. Closure of (some of) the 
largest enterprises in the nineties would have amounted to a social catastrophe.  
 
In order to investigate what factors may have contributed to the behaviour of Mongolian 
TFP in the nineties, we have set up a number of simulations to see what happens with 
TFP when, in a closed economy, a certain percentage of enterprises closes down. The 
analysis of the mathematical model in Section 4.2 describes some consequences for TFP 
in specific situations (Theorems 2 and 3). The simulations in this section permit us to 
investigate this hypothesis more thoroughly and allow us to look at an imperfect, but 
more realistic situation in which not all of the usual assumptions with regard to the model 
underlying TFP need to be fulfilled. Thus marginal pricing is not a necessity in a 
simulation, neither is it a necessity that only the least efficient enterprises close down. 
Especially the latter characteristic is important as the closure of enterprises in Mongolia 
appears to be compatible with a random way of closing enterprises –with the exception of 
the largest enterprises that did not close down- rather than with closing enterprises based 
on the efficiency of those enterprises.  
 
In our simulation we considered a closed economy with n = 1000 enterprises. They are 
represented by triplets (Y1, K1, L1), …, (Yn, Kn, Ln), each with production Yi, capital stock 
Ki and labour Li, which satisfy the Cobb-Douglas production function. The enterprises 
were subdivided into three classes: ‘large’, ‘medium’ and ‘small’.  
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Production, capital and labour of each enterprise were simulated independently of each 
other from uniform distributions, with values within the ranges [0, 10 000], [0, 2000] and 
[0, 500], respectively. Those values can be rescaled according to certain scaling constants 
in order to represent realistic values. This will, however, not affect any of the conclusions 
that will be drawn about comparisons between old and new TFP-values, as such 
comparisons are invariant under all ratio-scale transformations of production, capital and 
labour in the Cobb-Douglas production function (Theorem 1). The TFP of the economy, 
that is, for the ensemble of n enterprises, follows from the Cobb-Douglas function as the 
quantity 
 

 1 ,YA
K L   (31) 

 
where Y, K and L are the sums of production, capital and labour, respectively, over the n 
enterprises. 
 
To investigate the effect of closures of enterprises on TFP we have simulated different 
scenarios. In scenarios (i) to (iii) we randomly closed a certain percentage of enterprises 
in order to simulate an economy that resembled the Mongolian economy in the first 
decade of the transition. In scenarios (i) and (ii) we included the observation of the 
Mongolian situation that the largest enterprises were kept open. To this end, we simulated 
scenarios (i) to (iii) in a probabilistic model, in which enterprises have a probability p of 
closing down. This probability was varied between 0.1 and 0.9, with intermediate values 
chosen with increments of 0.1. Enterprises stayed open or were closed independently of 
other enterprises. Scenario (iv) investigates the effect on TFP when a certain percentage 
of the least efficient enterprises is closed, that is, the enterprises with the smallest TFP-
value. The scenarios are as follows: 
 
(i) The 20 enterprises with the largest production were not closed. Enterprises 

belonging to the other 98% were closed with probability p, which was the same for 
all these enterprises; 

(ii) The 10 enterprises with the largest production were not closed. Enterprises 
belonging to the other 99% were closed with probability p, which was the same for 
all these enterprises; 

(iii) Each of the 1000 enterprises had the same probability p of being closed; 
(iv) Of the 1000 enterprises, the least efficient enterprises were closed first. 
 
Scenarios (iii) and (iv) served as benchmarks for scenarios (i) and (ii). Scenario (iii) 
enabled us to answer the question whether an increase in TFP is more likely to occur 
when only small and medium enterprises are considered for closure and the largest 
enterprises remain open, rather than considering all enterprises. Scenario (iv) gave us the 
opportunity to compare the results of our simulations with the ideal type outcome of TFP-
theory.  
 
For each of the nine closing probabilities p = 0.1, 0.2, …, 0.9, we generated 1000 
samples. An individual sample was generated by simulating, for every enterprise,  
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Figure 4-5. Simulation results for scenarios (i)-(iii). The leftmost figures contain the TFP-values of 
each individual sample. The nine clusters each contain 1000 samples that correspond with the nine 
closing probabilities, ranging from p = 0.1 (leftmost cluster) to p = 0.9 (rightmost cluster). The 
rightmost figures contain the average TFP-values over 1000 samples for each of the nine closing 
probabilities. The horizontal lines denote the old TFP-value of the economy before the simulated 
reforms. 
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whether it was closed or not according to p. Of course, in scenarios (i) and (ii), the 2- and 
1-percent largest enterprises were not closed. For each of the 1000 samples, the TFP-
value of the simulated, transformed economy was calculated according to (31) for the 
enterprises that remained open. 
 
The results of the simulations of the three scenarios are shown in Figure 4-5, for which 
we set  = ⅓.94 The results can be compared with the old TFP-value, which is indicated 
by the horizontal line in each plot. The results show that: (1) scenario (iii) does not lead 
to an increase of TFP on average as the number of closed enterprises increases, (2) TFP 
increases on average as the number of closed enterprises increases, when a certain 
percentage of the largest enterprises, that is, enterprises with the largest production, are 
not closed (scenarios (i) and (ii)), (3) the probability that the new TFP-value will be 
greater than the old value increases and goes to 1 as the closing probability increases 
towards 1 under scenarios (i) and (ii). 
 
Results (2) and (3) remind of property (i)-(a) of Theorem 3 in Section 2, which implies 
that for a subset of enterprises that is more capital-productive and labour-productive than 
the remaining set of enterprises, the TFP of the first subset exceeds the TFP of the overall 
economy that includes all enterprises. In other words, when a certain amount of 
enterprises are closed such that the remaining enterprises have a greater capital- and 
labour-productivity on aggregate than was the case with the former economic situation, 
then TFP will increase. This situation is comparable to the simulations under scenarios (i) 
and (ii). 
 
The yearly increase of TFP in Mongolia in the years 1994-1997 ranges from 2% to 5.5%, 
for  = ⅓. The situation in Mongolia in this period shows that GDP increases, while 
capital decreases slightly and labour stays more or less at the same level. When this 
would not be a business cycle fluctuation (i.e. retention of labour during a period of 
recession), this might point at a small number of middle-sized enterprises being closed, 
possibly in combination with a fairly large number of very small enterprises. The part of 
the simulations that we will therefore use for making comparisons with the data of 
Mongolia is the subset of samples generated for the smaller values of the probability p of 
enterprises closed. 
 
The simulation results show that a fully randomised closing policy as described by 
scenario (iii) does not coincide with the actual economic development in Mongolia 
described above. Neither does scenario (iv), however, in which only the least efficient 
enterprises are closed. In scenario (iv) TFP rises quite impressively with the closure of 
more and more enterprises, but at the same time GDP decreases in concordance as is 
illustrated in Figure 4-6. Scenario (i) gives a better match with the data, although it still 
underestimates the actual four-year increase of 11.9% considerably. The simulation 
results show that TFP increases on average with about 1.6% in this scenario when 40% of 
the enterprises are closed, with TFP-increases of up to 8% emerging from individual 
samples. In Figure 4-6 the behaviour of TFP as a function of the percentage of open 
                                                   
94 For the results and conclusions of our simulations, the exact value of  does not make a difference. We 
set  = ⅓ for our simulations based on literature such as that of S. Aiyar and C. Dalgaard (2005). 
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enterprises, with increments of 10%, is presented. When comparing scenario (iv) with 
scenarios (i) and (ii) it is evident that TFP increases considerably and in a very rapid 
fashion under scenario (iv). When 10% of the enterprises are closed, TFP has already 
increased with 12.2%. When 20% is closed, TFP shows an increase of 24.7%, which 
becomes 54.1% when 40% of the enterprises are closed. Such drastic changes are not 
observed in the data. The results in this section suggest a scenario for Mongolia in which 
a small percentage of the enterprises with the largest production were not closed, which is 
possibly greater than the 2% in scenario (i), while among the remaining enterprises both 
non-viable and viable enterprises were closed down in a random fashion.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4-6. (a) TFP as a function of the percentage of closed enterprises in scenario (iv), in which 
enterprises are closed on the basis of smallest TFP. The horizontal line denotes aggregate TFP for the 
1000 enterprises; (b) Corresponding behaviour of GDP. 

4.4.1 Sensitivity analysis 
As in this simulation production, capital and labour of each enterprise were simulated 
independently of each other from a uniform distribution, a sensitivity analysis was 
performed to see whether the results were robust when a different distribution (β-
distribution) was used or when the sums of production, capital and labour over all 
enterprises in each size class (i.e. large, medium and small) were restricted. Different 
scenarios were used with regard to the size classes. Some scenario’s that reflect the 
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communist situation at the beginning of the nineties (many large and middle sized 
enterprises) were used as well as the Western European scenario95. Though the Western 
European scenario was not realistic for the communist countries at the beginning of the 
transition in 1990, it was used as it is certainly possible that the situation of Mongolia and 
other transition economies will resemble that scenario in the near future. With the 
exception of the Western European scenario, the results of the simulations proved to be 
robust.  

4.5 Conclusions  
This chapter was inspired by the analysis of the Mongolian economy by Cheng (2003) 
using the Cobb-Douglas production function. It looked into several mathematical 
properties of the Cobb-Douglas function and into the consequences of these properties for 
Total Factor Productivity. The outcomes were used to gain a better insight into the 
development of efficiency and TFP for the transition economy of Mongolia. The most 
interesting (and obvious) conclusion with regard to the properties of the Cobb-Douglas 
function and TFP is that in the commonly occurring cases where both capital- and labour-
productivity increase or decrease, the movement of TFP is independent of the value of . 
Not only for the transition economy of Mongolia but for most economies this is an 
important finding as often capital productivity and labour productivity move in tandem. It 
means that in all those cases, in which TFP-growth in time is considered on an ordinal 
scale, we do not need to bother about estimating alpha and can thus avoid a time 
consuming calculation. Hence, in these cases the estimation of by Cheng (2003) was 
unnecessary.  
 
Another interesting conclusion is the corollary of Theorem 2, property (iii), that an 
unbalanced and less uniform distribution of capital and labour over the enterprises in an 
economy affects TFP negatively. From a managerial point of view this is an interesting 
conclusion as it makes decisions with regard to the inputs easier as even without 
knowledge of GDP and  one can increase efficiency in an enterprise by balancing the 
inputs of capital and labour.   
 
The quality of the data may have a significant impact on the sign and value of TFP-
change, as well as structural changes in an economy, such as the growth of an informal 
sector or a change in the amount of barter trade. Once the economic situation has 
stabilised and the magnitude of the informal sector and barter trade do not change 
significantly anymore, the exclusion of those phenomena from the calculation of TFP 
does not really influence the relative change in the value of TFP anymore. In transition 
economies and developing countries both phenomena mentioned above play an important 
role in the economy and due to the dynamics of these economies, where these phenomena 
may change considerably from one year to the other, this may lead to quite a large 
understatement or overstatement of TFP. Structural measurement errors of more or less 
                                                   
95 The communist scenario, that in our opinion approached the real situation in Mongolia, was 5% large 
enterprises, 15% medium enterprises and 80% small enterprises. Because of the lack of precise data, other 
“communist” scenario’s with many large and medium sized enterprises were used as well, which basically 
yielded the same results. The Western European scenario was 1% large enterprises, 9% medium enterprises 
and 90% small enterprises. 
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the same sign and magnitude every year cancel out in the calculation and comparison of 
TFP-values for different years and are thus unimportant. The value of  was not 
important for statements about TFP development in most years and deviations in the 
depreciation rate and in investments were also found to be less important for the value 
and direction of TFP-change. Thus, in a period when the economy – and especially the 
informal sector – changes structurally or when the quality of data is doubtful or changes 
considerably, Total Factor Productivity should not be used as an indicator of efficiency as 
basically in such a period its value is meaningless. 
 
An accurate measurement of GDP is of crucial importance to the use of TFP as a measure 
of efficiency as it is the most influential single factor. Therefore, in economies that are in 
the process of structural change, be it the growth or decline of an informal sector, of 
barter trade, or of any other structural change, TFP as a measure of efficiency should be 
used with caution. Furthermore, for economies with unreliable statistics in combination 
with the peculiarities of income accounting, the present use of TFP may lead to a 
distorted picture of efficiency on the macroeconomic level as well. An extensive 
sensitivity analysis in which especially the errors in the data are analysed is therefore 
important.  
 
Finally, the simulations provided the insight that for the transition economy of Mongolia 
– and in all probability also for most other transition economies – the data provide 
evidence that the closure of enterprises resembles a random way of closure rather than a 
closure of the least efficient enterprises. This finding sheds a positive light on ideas of 
some international organisations in Mongolia to reopen closed enterprises in some 
regions of Mongolia in order to generate employment. This finding contradicts the theory 
international financial institutions adhere to, that the least efficient enterprises close 
during a process of transition, and therefore that TFP rises.  
 
The use of TFP for a transition economy in a period of structural economic change, such 
as Cheng has done in his paper, is not recommended as basically in those situations TFP 
is an unreliable indicator. With regard to Mongolia, both the analysis of TFP and the use 
of simulations shed a serious doubt on the conclusion of Cheng that efficiency in 
Mongolia increased during the first decade of transition. With regard to the method of 
calculating TFP, this chapter provides evidence that on an ordinal scale in many 
commonly occurring cases there is no need to estimate or use regression analysis in 
order to calculate TFP and to know whether TFP increases or decreases. The authors, 
furthermore, recommend doing a sensitivity analysis when doing a regression analysis 
and using the Cobb-Douglas function to calculate TFP, and have therefore extended the 
method with a sensitivity analysis. This chapter finally stresses the importance of high 
quality data for the use of an indicator such as TFP. When data are of a lesser quality, 
there may be a serious flaw in the calculation, and thus the value, of TFP. 
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Appendix A4: Proof of Theorem 1 
 
THEOREM 1. A function g on 2R  , with existing partial derivatives in x1, x2 > 0, where, in 
all applications, g(x1, x2) denotes GDP, and x1 and x2 denote capital and labour inputs 
measured on ratio scales, is uniquely described by 
 

   1 2 1 2( , ) ln ,a bg x x x x   (32) 

 
where a, b are real-valued constants and  is an exponential function. 
 
PROOF. Consider a point (m1, m2), such that m1, m2 > 0. The vector g(m1, m2), given by 

 1 2 1 2

1 2
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x x

  
   

 (33) 

 
is both a gradient of g in (m1, m2) and of the line with equation 
 

 1 2 1 2
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x x

 
   

 
 (34) 

 
Expression (34) is a tangent line of the set {(x1, x2): g(x1, x2) = g(m1, m2)} (i.e., the set of 
indifference points of g, which all have the value g(m1, m2)). This property of g must be 
invariant under all similarity transformations i, which transform (m1, m2) into (a1m1, 
a2m2). Following the above arguments, the vector g(a1m1, a2m2) is both a gradient of g 
in (a1m1, a2m2) and of the line 
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 (35) 

 
which is a tangent line of the indifference set {(x1, x2): g(x1, x2) = g(a1m1, a2m2)}. The 
ratio scale transformations and the aforementioned invariance condition imply the 
following relations between the coefficients of equations (34) and (35): 
 

 1 1 2 2 1 2

1 1 1
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 (36) 
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Let us introduce the shorthand notation 
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 (38) 

 
By dividing both sides of expressions (36) and (37) we obtain the following functional 
equation for s: 

 2
1 1 2 2 1 2

1

( , ) ( , ).as a m a m s m m
a

  (39) 

 
This equation can be solved by putting m1 = m2 = 1, which gives: 
 

 2
1 2

1

( , ) (1,1).as a a s
a

  (40) 

Since s(1, 1) is a constant and a1, a2 > 0 are arbitrary, expression (40) is the general form 
of s. Let us write s(1, 1) as a/b, where a and b are real-valued constants. Since (38) holds 
for all m1, m2 > 0, expressions (38) and (40) give rise to the first-order partial differential 
equation 
 

 1 2
1 2

0,g gbx ax
x x
 

 
 

 (41) 

which has the general solution 
 

   1 2 1 2( , ) ln ,a bg x x x x   (42) 

 
where  is an arbitrary function (Polyanin et al., 2002). In order to define g for zero 
inputs x1 and x2 (i.e., capital and labour), we have to choose  to be an exponential 
function. 
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5.1 Introduction 
The transition from a communist system to a democracy and a market economy in 
Mongolia started in 1990. This transition was widely supported as, on the one hand, 
people were tired of standing in line for scarce basic necessities and were tired of the lack 
of freedom to make their own choices. On the other hand, on the economic and political 
level, problems were increasing vastly and the communist leadership did not know how 
to tackle those problems. In 1990 Mongolians, in general, were completely ignorant of 
the capitalist system and of democracy, as Mongolia had been one of the most isolated 
countries during communism. Only a handful of Mongolian diplomats had ever had the 
possibility to see in reality the functioning of both a market economy and a democracy. 
Even though no one had any idea of what a democracy or market economy looked like, or 
how it could be realized in Mongolia, the Mongolians embarked upon the road of rapid 
privatization, liberalization and stabilization with the help of the International Financial 
Organizations and individual Western countries and organizations96. Within just a few 
years, the whole political and economic system had changed fundamentally. In the wake 
of these changes, society also changed fundamentally.  
 
After 15 years of transition, it was a good moment to investigate: what Mongolians 
themselves had expected at the time of transition; how they perceive the changes in their 
system and their life; and how they value those changes. A time span of 15 years is long 
enough for people to evaluate the transition, and to be able to have a meaningful opinion 
on the changes due to the transition, but at the same time the beginning of the transition is 
still close enough for them to remember clearly what the expectations were when the 
transition started.  

                                                   
96 This strategy is also referred to as ‘shock therapy’.  
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What do Mongolians think of the transition? 
In this research we wanted to find out what Mongolian people themselves think of the 
transition; what is important to them; and how they evaluate it without leading the 
answers in any way. Therefore, we carried out an explorative research study. Neither the 
topic of this research – expectations of transition, the fulfilment of the expectations, and 
the outcome of the transition according to ordinary people – has been addressed, and nor 
has this research method been used before in Mongolia.  
 
The outcome of the transition has been the subject of numerous research studies. Those 
studies usually focus on a particular aspect of the outcome of transition – such as the 
development of the political system, the privatizations, economic development, or 
poverty – and questions are asked from a specific – theoretical – background (for 
instance, an economic, sociological or political science background). To give an example, 
De la Sablonnière et al. (2009) looked into the consequences of social change in Russia 
and Mongolia after the disintegration of the Soviet Union. Many of the subjects they 
touched upon in their studies are quite similar to the issues that the Mongolian 
respondents of our survey mentioned in their answers. However, the focus of De la 
Sablonnière and co-authors is on the impact of social changes, and they looked into this 
from the theoretical background of relative deprivation and social identity theories (De la 
Sablonnière et al. 2009: pp. 327-348). Their conclusions are not focused on how the 
Mongolians experienced the transition or the accompanying changes, but they wanted to 
find out how, amongst other things, collective relative deprivation is linked to collective 
esteem, and how Relative Deprivation Theory and Social Identity Theory can be 
integrated.  

Research questions 
The research questions addressed in this research are: 

1. What did the respondent expect of the transition in 1990? 
2. To what extent were his/her expectations fulfilled in 2005? 
3. What are the most important outcomes of the transition in 2005?  
4. What influence has the transition had upon the respondents’ life?  

 
Sub-questions with regard to the educational level, age, gender, and occupation were 
asked as well.  
 
The expectation was that the Mongolians who profited from the transition would be more 
positive about the outcome of the transition than the people who lost as a result of the 
transition. We expected, furthermore, that occupational background and educational level 
would be of influence on the perception of the outcomes, and possibly on the 
expectations of transition. 

5.2 Method 

5.2.1 Procedure 
To find out what Mongolians had expected of the transition, and what they see as the 
outcome of the transition, a questionnaire was administered in November and December 
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2005 to three groups of Mongolians, who were approached in three different ways. The 
largest group (N = 159; 61.6%) who filled out the questionnaire was a group of 
entrepreneurs who were approached at a conference of the Mongolian Chamber of 
Commerce in Ulaanbaatar. They were approached directly by the researcher with the aid 
of translators. The second largest group (N = 57; 22.1%) consisted of employees of two 
universities and two schools in Ulaanbaatar. Those respondents were approached directly 
by a senior staff member of the university and by three translators. The third group (N 
=42: 16.3%) was approached by students and consisted of their acquaintances (i.e. the 
snowball method).  
 
The reason those particular groups were approached was that they represent both ends of 
the continuum of people who are supposed to have “won” as a result of the transition and 
those who are supposed to have “lost” as a result of the transition. The group of 
entrepreneurs is the group that, in general, may be considered to have gained from the 
transition97. People from the educational institutions and the acquaintances of students are 
people who have lost as a result of the transition both in money and in prestige. Before 
1990, people working in the education and health sectors in Mongolia were considered to 
be well off. In 2005, they had the smallest income of all people working in the formal 
sector. It should be noted that, though we reached people who lost during the transition, 
nearly all the people we interviewed still had jobs in the formal sector. That means they 
are much better-off than the unemployed, and they are generally regarded in Mongolia as 
being better-off than the Mongolians who have a job in the informal sector98. 

5.3 Materials 
As little was known about the Mongolians’ expectations and perceptions of the transition, 
the objective of this research was exploratory. To prevent a cultural bias, and in order not 
to lead the answers of the respondents when trying to find out what their expectations of 
the transition were, and what the actual outcome was, the questionnaire administered to 
the respondents consisted mainly of open questions. The questionnaires were translated 
into Mongolian, and were distributed to the respondents, and collected shortly afterwards.  
 
In the questionnaire the basic particulars of each respondent were first established. Thus, 
the respondents were asked for their age (and year of their birth), their gender, and their 
level of education. Furthermore we inquired about their occupational status. The 
respondents were asked about their job and sector of work – both in 1990 and 2005. 
Furthermore, we inquired about the occupation of their parents in 1990, and asked 
whether their parents worked in the same company as they were working. 
 

                                                   
97 This is especially so, as this group of entrepreneurs attended a conference for which they had to pay. In 
Mongolia this means that they are the more successful amongst the entrepreneurs. Those who are not 
successful would not be able to attend such a conference. 
98 According to the data of the World Bank in 2004 60.4% of all employed people were self-employed, and 
only 39.3% of all employed people were wage and salaried workers. See World Bank data by country: 
http://data.worldbank.org/country/mongolia 
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The respondents who were approached through the Chamber of Commerce were asked an 
additional series of questions regarding the company they worked for (such as the 
location, size, sector and profits of the company). 
 
The respondents were then asked to write down their three main expectations for their 
personal life and their three main expectations for society at the time the transition started 
in 1990. The respondents were then asked to evaluate each expectation they mentioned.  
 
For each expectation, they had to indicate on a 3-point scale whether that expectation had 
been fulfilled (the expectation was: (0) not realized, (1) partly realized, or (2) realized). 
They were, furthermore, asked to write down the five most important outcomes of the 
transition in 2005 (that is 15 years after the transition began). Finally, the respondents 
were asked to evaluate the influence of the transition. They had to write down how the 
transition had influenced their personal life. After the questionnaires were returned, the 
answers of the respondents were translated into German for coding.  

5.3.1 Respondents 

Demographic characteristics of the respondents (age, gender, education) 
The survey was filled out by 258 persons. Men (N = 119) and women (N = 118) were 
equally represented in the sample with N = 21 missing responses (21 respondents did not 
inform us about their gender). The age of the respondents varied between 18 and 69 years 
(M = 42.54, SD = 11.08). The number of people who filled out the questionnaire was 
quite equally spread over the various age groups with a slight over-representation of the 
age group 40-49, as 35.8% of the respondents belonged to this group (see Figure 5-1).  
 
The vast majority of respondents who indicated their educational level (N = 200) had 
completed tertiary education (N = 169; 84.5%). Only 8 respondents (4%) had received 
less than secondary education, and 23 respondents (11.5%) had finished secondary school 
or vocational training. Compared with the adult population of Mongolia, highly-educated 
people are over-represented in the sample, as in the population 31.4% had received a 
higher diploma than just that of secondary school, 51.6% secondary education99 and 
17.1% less than secondary education (NSO, 2004)100. 
 

                                                   
99 Secondary education in Mongolia consists of 2 parts: 24.7% of the population had reached the 8th grade 
of secondary school, 26.9% had finished secondary school completely (National Statistical Office of 
Mongolia, World Bank, and UNDP, 2004: p.38).  
100 ‘Adult population’ refers to the population of 18 years and more. Less than 10% of them were still 
attending educational institutions. In Ulaanbaatar the number of people with tertiary education was 43.1% 
(National Statistical Office of Mongolia, World Bank, and UNDP: 2004). 
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Figure 5-1. Age of respondents 

Occupational background of respondents 
Over half of the respondents (52.8%) had a high occupational level in 2005: 40.8% held a 
management position (director, manager, or chief), almost 11% (10.7%) were 
entrepreneurs and 1.3% were investors. Another 40% of the respondents were employees 
(39.9%). Only 5.1 % had a low occupational level. These respondents were manual 
labourers (3.4%) or were unemployed (1.7%). Another 2.1% of the respondents were 
students (see Figure 5-2). Their parents had a less high occupational level (see Figure 
5-3).  
 
Of the respondents who held a job (N = 174), most were working in business (50.6%). 
The second largest group of respondents were working in education (17.2%). The other 
respondents were working in industry or agriculture (10.9%), in science, or the health 
sector (12.7%), and almost 9% of the respondents (8.6%) were working for the state (see 
Figure 5-4). Only 11 respondents (9.4%) worked in the same company as one or both of 
their parents. 

Differences between subsamples 
Because of the way respondents were approached, those with a high educational level and 
those working in business are overrepresented. A chi-square test showed that the 
subsamples differed significantly in occupational level, sector of work, and in age (see 
Table 5-1). The respondents approached through the Chamber of Commerce were older, 
worked in business more often, and had a higher occupational level compared with the 
other two samples (see Table 5-1).  
 
The subsample of the Chamber of Commerce contained few young respondents (8%), 
and the subsample approached through students contained a few older respondents 
(10%). Over 80% of the respondents approached through the Chamber of Commerce 
currently had a high occupational level, whereas over 80% of the other respondents had a 
medium occupational level. Also the occupational level in 1990 differed. The “student”  
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Figure 5-2. Occupational level of the respondents in 1990 and 2005 

 

 
Figure 5-3. Occupational level of the parents  

 

  
Figure 5-4. Respondents’ sector of work in 1990 and 2005 
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Table 5-1. Differences in demographic and socio-economic background between subsamples 

 

c 2 df p
3.03 2 0.219 Men 23 55% 22 40% 74 53% 119 50.2%

Women 19 45% 33 60% 66 47% 118 49.8%
Total 42 100% 55 100% 140 100% 237 100.0%

19.94 6 0.003 ** Younger than 30 years 13 32% 9 16% 10 8% 32 14.2%
30-39 years 10 24% 14 25% 28 22% 52 23.0%
40-49 years 14 34% 20 36% 48 37% 82 36.3%
50 years and older 4 10% 13 23% 43 33% 60 26.5%
Total 41 100% 56 100% 129 100% 226 100.0%

1.52 2 0.467 No 4 13% 11 21% 16 14% 31 15.5%
Yes 26 87% 42 79% 101 86% 169 84.5%
Total 30 100% 53 100% 117 100% 200 100.0%

134.37 4 0.000 *** Student
Low 3 8% 5 9% 4 3% 12 5.3%
Medium 33 83% 45 83% 15 11% 93 40.8%
High 4 10% 4 7% 115 86% 123 53.9%
Stopped working
Total 40 100% 54 100% 134 100% 228 100.0%

35.78 6 0.000 *** Student 21 51% 16 29% 26 21% 63 28.5%
Low 1 2% 4 7% 24 19% 29 13.1%
Medium 18 44% 34 62% 51 41% 103 46.6%
High 1 2% 1 2% 24 19% 26 11.8%
Stopped working
Total 41 100% 55 100% 125 100% 221 100.0%

8.58 6 0.199 Student
Low 8 23% 13 25% 30 30% 51 27.4%
Medium 15 43% 12 24% 30 30% 57 30.6%
High 4 11% 2 4% 6 6% 12 6.5%
Stopped working 8 23% 24 47% 34 34% 66 35.5%
Total 35 100% 51 100% 100 100% 186 100.0%

6.00 4 0.199 Student
Low 9 25% 9 18% 34 35% 52 28.7%
Medium 14 39% 16 33% 26 27% 56 30.9%
High
Stopped working 13 36% 24 49% 36 38% 73 40.3%
Total 36 100% 49 100% 96 100% 181 100.0%

117.75 8 0.000 *** Agriculture, industry 2 13% 1 2% 16 14% 19 10.9%
Education 8 50% 21 46% 1 1% 30 17.2%
Science or health 3 19% 16 35% 3 3% 22 12.6%
State 0 0% 6 13% 9 8% 15 8.6%
Business 3 19% 2 4% 83 74% 88 50.6%
Total 16 100% 46 100% 112 100% 174 100.0%

43.63 8 0.000 *** Agriculture, industry 1 6% 0 0% 18 22% 19 14.0%
Education 5 31% 2 5% 8 10% 15 11.0%
Science or health 3 19% 21 57% 10 12% 34 25.0%
State 6 38% 11 30% 25 30% 42 30.9%
Business 1 6% 3 8% 22 27% 26 19.1%
Total 16 100% 37 100% 83 100% 136 100.0%

Occupational level 
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Age group
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Chamber of 
commerce Total
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Notes: * p < .05, ** p < .01, *** p < .001. 
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sample had a higher percentage of respondents who were still children or students in 
1990, and the “university” sample had comparatively a higher percentage of respondents 
with a medium occupational level.  
 
As expected, in 2005 the vast majority of respondents of the “Chamber of Commerce” 
sample worked in business (74%), whereas the majority of the respondents of the other 
two samples worked in education (46-50%) or in the science and the health sector (19-
35%). In 1990 more than 30% of all respondents worked for the state. However, in the 
“university” sample 57% of the respondents worked in science or health, in the “student” 
sample over 30% worked in education, and in the Chamber of Commerce sample over 
40% worked in agriculture or industry (22%) or in business (27%).  

5.4 Analyses 

5.4.1 Coding of expectations and outcomes 
As the questions on expectations were open, a system had to be devised to code the 
answers. Because each of the 258 respondents could fill out three personal expectations, 
three societal expectations and five outcomes of transition, a maximum number of 2838 
answers were possible. In total, 1743 answers were given.  

Development of the coding system 

Establishing the unit of coding 
Many respondents mentioned several expectations or outcomes in a single answer (see 
examples a and b). To give an example of some answers:  
 

a. ‘Rise of alcoholism and corruption has reached a historical high point’;  
b. ‘Freedom and democracy’; 
c. ‘A significant difference immediately arose between the rich and the poor’. 

 
All answers were split into statements (the maximum number of statements within a 
single answer was four). The total number of statements that had to be coded was 2019: 
615 with regard to personal expectations; 605 with regard to societal expectations; and 
800 with regard to the outcomes of the transition.  

Establishing the coding categories 
First, all statements were listed and keywords from each statement were written down. 
For the examples mentioned above the keywords were: 
 

a. ‘Alcoholism’ and ‘corruption’; 
b. ‘Freedom’ and ‘democracy’; 
c. ‘Difference between rich and poor’. 
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Next, similar keywords and synonyms were replaced with one keyword. The procedure 
resulted in 114 different keywords101. With the keywords, the statements of each 
respondent were categorized. Whenever in a statement a new combination of keywords 
appeared, a new category was created. This procedure resulted in 195 mutually exclusive 
categories. 

Coding of answers 
The resulting 195 categories were used to code the expectations for personal life, for 
society, and for the perceived outcomes. If an answer did not fall into the category, it was 
attributed the value 0, if it did fall into the category it was attributed the value 1.  

Classification of the coded answers 
Finally, each category was denoted as negative or not, and the categories were classified 
in 25 classes. Some of the categories fell into two or even three classes. For example, the 
category ‘private family business’ fell into the class ‘family’ and into the class ‘business’. 
With regard to the examples mentioned above, they fell in the following classes: 
 

a. ‘Health’ and ‘state and politics’;  
b. ‘Freedom’ and ‘state and politics’; 
c. ‘General financial situation’.  

 
Two coders developed the coding system and did the coding. The system and the coding 
were checked and discussed by both of them until full agreement was achieved.  

5.4.2 Analyses of differences 
With repeated measure analyses, we tested the overall difference between the 
expectations for the respondents’ personal life, the expectations for society, fulfilment of 
the expectations and the perceived outcomes within subjects. The differences between 
specific expectations for the respondents’ personal life, specific expectations for society 
and specific outcomes within subjects were tested using t-tests. 
 
Using multivariate general linear models (MANOVA), we tested the effect of each 
background variable on the respondents’ personal expectations, societal expectations, the 
positive outcomes, and the negative outcomes, and on the evaluation of the transition 
(fulfilment of expectations and the influence of the transition). The effect on specific 
expectations for the respondents’ personal life, specific expectations for society, specific 
outcomes and specific evaluations were tested using univariate general linear models 
(ANOVA). 

                                                   
101 The list of keywords and categories can be requested from the authors.  
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5.5 Results 

5.5.1 Expectations of the transition in Mongolia in 1990 with regard to 
personal life 

In 1990, virtually all respondents expected positive changes of the transition both for 
their personal life and for society in general. Only 7 out of 207 respondents mentioned a 
negative expectation. The negative expectations concerned the economy, state and 
politics, society, and general finance.  
 
An improvement of the private financial situation was the expectation that was mentioned 
most often for personal life: 38% of the respondents mentioned this expectation (see 
Table 5-2. Descriptive statistics of the expectations and fulfilment). An almost similar 
number of respondents had positive expectations regarding the economy (37%), such as 
starting a private business and a free economy, though this finding may be biased owing 
to the large number of (successful) entrepreneurs who filled out the questionnaire. About 
a quarter of the respondents had expected an increase of private property (27%), and an 
almost similar number of respondents (26%) had held positive expectations with regard 
to work (for example a job, or a good job). Obviously, people expected considerable 
improvements in their personal (financial) life after the transition from a communist 
system to a market economy. Another 16% of the respondents indicated that they had 
expected a more pleasant personal life, and 11% had expected a more secure life.  
 
With regard to non-material matters, people had also held very positive expectations. 
Almost 30% of the respondents indicated that they had expected an improvement of 
education, and an almost similar number of people expected freedom (28%). An increase 
of foreign contacts, which had been very rare during the communist era, was mentioned 
by 13% of the respondents. Finally, 20% of the respondents had positive expectations 
with regard to state and politics.  
 
Less frequently-mentioned positive expectations, but still mentioned by between 5 and 
10% of the respondents concerned the following subjects: their children or family, 
mentality and conduct in society, justice, and advances in technology. Less than 5% of 
the respondents had expectations for their personal life related to privatization, food, 
health, general financial conditions, transparency, choice, stability, merchandise, support, 
or order. 

Evaluation of the transition: Fulfilment of expectations with regard to 
personal life 
Overall, the expectations of the respondents for their personal lives were reasonably well 
fulfilled (mean (M) = 1.22, standard deviation (SD) = 0.67, and number of valid 
responses N =205).  
 
The positive expectations regarding non-material matters (education, freedom, foreign 
contacts, and state and politics) were reasonably well to well fulfilled (see Figure 5-5. 
Expectations for personal life and society in 1990   Figure 5-6 Fulfilment 
of expectations for personal life and society). With regard to an improvement of 
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education, the increase of freedom and of foreign contacts, the expectations were fulfilled 
well (M = 1.60, M =1.41 and M = 1.46, respectively), and the positive expectation 
regarding state and politics was fulfilled reasonably well (M = 1.23).  
 
As for the more material expectations, the expectations of the respondents with regard to 
economy, work, and security were reasonably well fulfilled (M = 1.20 to M = 1.26; see 
Table 5-2), but the expectations regarding the increase of private property, the 
improvement of their private financial situation and a pleasant life were only partially 
met (M = 0.90 to M = 1.09). 

5.5.2 Expectations of the transition in Mongolia in 1990 with regard to 
society 

As was the case with the expectations for personal life, virtually all expectations with 
regard to society were positive. Only 9 out of 199 respondents reported a negative 
expectation. Overall expectations with regard to society were significantly different from 
the expectations for personal life, as was shown by a repeated measures analysis (F25,161 = 
4.61, p < .001, 2 = .42).  
 
Similar to the expectation for personal life, 39% of the respondents expected for society 
an improvement of the private financial situation (such as an increase of wages or an 
increase of private capital). Over a quarter of the respondents expected for society an 
increase or improvement of the economy (27%)(see Figure 5). This number was 
significantly lower than the number of respondents who held such expectations for their 
personal lives (which was almost 40% of the respondents). Similarly, significantly fewer 
respondents expected an increase of private possessions in society (19%) than in their 
personal lives (27%).  
 
The number of respondents who mentioned expectations for society with regard to work 
(19%), a pleasant personal life (20%), and a more secure life (11%) was comparable to 
the expectations for their personal life.  
 
With regard to non-material matters, people had also held very positive expectations for 
society. Almost 40% of the respondents expected more freedom (significantly more than 
for their personal lives), and another 11% expected more foreign contacts. However, 
significantly fewer respondents expected an improvement of education (8%), even 
though almost 30% of the respondents held these expectations for their personal life.  
 
For society almost 40% of the respondents expected an improvement of politics and state 
(which is significantly more than for personal life). Also significantly more respondents 
expected an improvement of the mentality or conduct in society (19%), justice (17%), the 
general financial situation (9%) and stability (8%). 
 
Less than 5% of the respondents held positive expectations for society with regard to 
children, family, food, merchandise, privatization, transparency, health, support, order, or 
technology (see Table 5-2). 
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Figure 5-5. Expectations for personal life and society in 1990   Figure 5-6. Fulfilment of expectations for personal life and society 
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and 1 (all respondents). In our survey we found a minimum of 0.00 and a maximum   whether their expectation had been fulfilled, hence the scale from 0 to 2. 
of 0.39, hence the scale from 0 to 0.50.  



Expectations of transition and its outcome in Mongolia 
 

 125 

Table 5-2. Descriptive statistics of the expectations and fulfilment 

Sum M SD N M SD Sum M SD N M SD M dif SD dif t (185) p
1. Economy 76 0.37 0.48 66 1.21 0.83 54 0.27 0.45 48 1.06 0.70 0.10 0.55 2.55 0.011 *
2. Private finance 79 0.38 0.49 76 0.90 0.81 77 0.39 0.49 71 0.81 0.68 -0.01 0.63 -0.23 0.817
3. Private property 56 0.27 0.45 53 1.09 0.86 37 0.19 0.39 36 1.30 0.63 0.10 0.49 2.82 0.005 **
4. General finance 7 0.03 0.18 6 0.83 0.98 18 0.09 0.29 16 0.25 0.41 -0.06 0.31 -2.56 0.011 *
5. Privatisation 9 0.04 0.20 9 1.11 0.78 7 0.04 0.18 5 0.80 0.84 0.01 0.24 0.30 0.764
6. Work 53 0.26 0.44 48 1.26 0.86 38 0.19 0.39 35 0.60 0.65 0.06 0.54 1.49 0.138
7. Private life 34 0.16 0.37 30 1.08 0.79 40 0.20 0.40 34 0.57 0.70 -0.04 0.50 -1.18 0.239
8. Security 22 0.11 0.31 22 1.20 0.91 21 0.11 0.31 19 0.47 0.70 0.00 0.37 0.00 1.000
9. Food 9 0.04 0.20 8 1.38 0.92 10 0.05 0.22 8 1.63 0.52 -0.01 0.25 -0.58 0.565
10. Merchandise 2 0.01 0.10 2 1.50 0.71 8 0.04 0.20 8 1.75 0.46 -0.03 0.23 -1.91 0.058
11. Freedom 57 0.28 0.45 54 1.41 0.68 76 0.38 0.49 69 1.48 0.64 -0.10 0.52 -2.53 0.012 *
12. Education 62 0.30 0.46 59 1.60 0.59 16 0.08 0.27 16 1.13 0.72 0.22 0.47 6.20 0.000 ***
13. Foreign contacts 27 0.13 0.34 27 1.46 0.75 21 0.11 0.31 16 1.81 0.40 0.04 0.41 1.26 0.210
14. Health 7 0.03 0.18 7 1.43 0.98 4 0.02 0.14 2 1.00 1.41 0.02 0.16 1.34 0.180
15. Children 20 0.10 0.30 17 1.59 0.71 6 0.03 0.17 6 1.00 0.63 0.06 0.32 2.73 0.007 **
16. Choice 6 0.03 0.17 6 1.33 0.82 1 0.01 0.07 1 1.00 . 0.02 0.15 2.02 0.045 *
17. Family 11 0.05 0.22 11 1.00 0.77 4 0.02 0.14 4 0.50 1.00 0.04 0.26 1.96 0.052
18. State and politics 41 0.20 0.40 37 1.23 0.82 78 0.39 0.49 68 0.93 0.83 -0.20 0.60 -4.66 0.000 ***
19. Society 20 0.10 0.30 19 0.82 0.69 38 0.19 0.39 31 0.77 0.84 -0.09 0.48 -2.57 0.011 *
20. Justice 13 0.06 0.24 13 1.00 0.82 34 0.17 0.38 28 0.75 0.84 -0.11 0.43 -3.56 0.000 ***
21. Technology and 
information 11 0.05 0.22 10 1.50 0.71 3 0.02 0.12 3 2.00 0.00 0.03 0.16 2.26 0.025 *
22. Stability 4 0.02 0.14 4 1.25 0.50 16 0.08 0.27 14 0.68 0.67 -0.06 0.29 -3.07 0.002 **
23. Transparency 7 0.03 0.18 6 1.17 0.98 7 0.04 0.18 7 1.14 0.90 0.00 0.18 0.00 1.000
24. Order 0 0.00 0.00 0 4 0.02 0.14 2 0.50 0.71 -0.02 0.15 -2.02 0.045 *
25. Support 2 0.01 0.10 2 1.50 0.71 4 0.02 0.14 3 0.67 1.15 -0.01 0.16 -0.45 0.656

Expectations 
for personal 
life  (N=207)

Fullfillment 
expectations 
for personal 

life

Expectations 
for society 
(N=199)

Fullfillment 
expectations 

for society

Difference between 
expectations for personal 
life  and expectations for 

society

 
Notes: * p < .05, ** p < .01, *** p < .001. 

Evaluation of the transition: Fulfilment of expectations for society 
Seeing the specific expectations for society in combination with the high educational 
level of the people in the sample (and thus a better chance for those people to succeed in 
personal life than people with less education), it is not surprising that the overall 
fulfilment of societal expectations (M = 0.98, SD = 0.65) was significantly less than the 
outcome of the expectations for personal life (M = 1.16, SD = 0.65, t178 = 3.52, p < .001).  
 
The expectations regarding private property were fulfilled reasonably well (M = 1.30), 
and the expectations regarding the economy were fulfilled partially (M = 1.06). In 
contrast, the expectations with regard to the private financial situation, mentioned by 39% 
of the respondents, were fulfilled only to a very limited extent (M = 0.81), and the 
expectations regarding the general financial situation, work, a pleasant personal life, and 
a more secure life were hardly fulfilled (M ≤ 0.60).  
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The non-material expectations for society were fulfilled quite well (see Figure 5-6). The 
expected increase in freedom, expected by almost 40% of the respondents, and an 
increase in foreign contacts were well fulfilled (M = 1.48 and M = 1.81), and the 
expectations with regard to education were reasonably well fulfilled (M = 1.13). 
 
The expected improvement of politics and state was partially fulfilled (M = 0.93), but the 
improvement of justice (M = 0.75), mentality and conduct in society (M = 0.77), and 
stability (M = 0.68) was fulfilled only to a very limited extent (see Table 5-2). 

5.5.3 The outcomes and influence of the transition in Mongolia after 15 
years (in 2005) 

Whereas virtually all respondents indicated that they had had positive expectations in 
1990 with regard to their personal lives and with regard to society, the outcomes 
mentioned were both positive and negative. Most respondents mentioned only positive 
outcomes (43.5%), 40.9% mentioned both positive and negative outcomes and 15.6% did 
not mention any positive outcome at all in 2005 (see Table 5-4). 
 
Using repeated measures analyses, we found an overall difference between positive and 
negative outcomes (F19,167 = 20.29, p < .001, 2 = .70), between positive outcomes and 
positive personal expectations (F24,146 = 6.18, p < .001, 2 = .50), and between positive 
outcomes and positive societal expectations (F25,143 = 5.08, p < .001, 2 = .47). 
 
For the economy, the outcome was consistent with the expectations: 30% of the 
respondents mentioned positive outcomes for the economy (e.g. private business). We 
should note, however, that it is likely that there is a bias in the data, because 
entrepreneurs are overrepresented in this survey and – as those entrepreneurs attended the 
conference of the Chamber of Commerce for which they had to pay – it is only the more 
successful entrepreneurs who filled out the questionnaire. That may be a reason why such 
a high number (30%) of the respondents mentioned positive outcomes for the economy.  
 
Another expectation that was realized was the increase of private property. In 1990, 27% 
of the respondents had expected an increase of private property. In 2005, 24% of the 
respondents mentioned that private property had indeed increased. However, some 
respondents did remark in their answer, that even though private property was now 
common, the division of former state property into private hands had been unfair.  
 
The perceived outcome of the private financial situation and the general financial 
situation did not meet the respondents’ expectations (see Table 5-3). An improvement of 
the personal financial situation was the most frequently-mentioned expectation (by 
almost 40% of the respondents), but only 12% of the respondents mentioned this as an 
outcome – which is significantly less than the expectations (see Table 5-3). A more or 
less similar percentage of respondents (9%) said the opposite: they indicated that their 
personal financial situation had deteriorated. The most frequently-mentioned negative 
outcome was a worsening of the general financial situation, which was mentioned by 
34% of the respondents: 22% mentioned poverty; 6% mentioned an increase of the 



Expectations of transition and its outcome in Mongolia 
 

 127 

difference between the rich and the poor, and another 6% of the respondents mentioned 
inflation, amongst other things. 
 
Opinions on the outcome of the transition on work vary: 16% of the respondents reported 
a negative outcome, while 14% mentioned a positive outcome. These 14% are still 
significantly less than the 26% of the respondents who expected a positive outcome for 
work (see Table 5-3). Furthermore, although a fair percentage of subjects had expected 
their personal life to be pleasant (15%), and expected security (12%); significantly fewer 
respondents mentioned this as an outcome (respectively, 6% and 3%). 
The most frequently-mentioned positive outcome was freedom (mentioned by 43% of the 
respondents), which significantly exceeds the 28% of the respondents who held this 
expectation for their personal life (see Table 5-3). The increase of foreign contacts, which 
was mentioned by a quarter of the respondents, also significantly exceeds expectations. 
Another positive outcome was the increase of choice (8%), which had been mentioned by 
only 1 to 2% of the respondents as expectation. 
 
In contrast, over 30% of the respondents had indicated that they expected an 
improvement of education, whereas only 11% mentioned this as an outcome, and 5% 
mentioned a worsening of the educational quality as an outcome. Furthermore, a fair 
percentage of subjects had expected in their personal life a positive future for their 
children (9%) or family (4%), but significantly fewer respondents mentioned this as an 
positive outcome (1% and 0%). Finally, not mentioned in the expectations, but mentioned 
as an outcome of the transition were negative health outcomes (such as an increase of 
alcoholism and of Aids) mentioned by 9% of the respondents, and chaos in society or 
state mentioned by 6% of the respondents.  
 
For state and politics the outcomes were both positive and negative. In the outcomes, 
30% of the respondents indicated positive outcomes for state and politics (such as 
democracy 22%). Not consistent with the expectations, however, was that 21% of the 
respondents also mentioned negative outcomes for aspects of state and politics, such as 
corruption (12%), bad government (9%), and bureaucracy (4%). For justice and society a 
similar contradiction between expectations and outcome can be seen: whereas 17% of the 
respondents expected an improvement of justice, 18% reported a negative outcome, and 
only 10% a positive outcome.  For conduct and mentality in society 20% held a positive 
expectation and 17% did mention a positive outcome. However, a similar percentage of 
respondents mentioned a negative outcome (23%), such as egoism, immoral behaviour, 
criminality, prostitution, and chaos.  

5.5.4 Evaluation of the transition: The influence of the transition upon 
personal life 

The respondents’ evaluation of the transition’s influence upon their personal life was 
significantly more positive (M = 1.20, SD = 0.88, N = 160) than negative (M = 0.62, SD = 
0.87, N = 160; t159 = 4.96, p < .001). Over half of all respondents (55.7%) described the 
transitions’ influence in only positive terms. Most of these respondents (41.3%) described 
the transition’s influence upon their lives only in positive terms (such as “good” or 
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“positive”), and 14.4% of the respondents described the influence in slightly positive 
terms (e.g. “a bit positive” and “not bad”). 
 
Less than a quarter of the respondents described the influence in only negative terms (see 
table 5-4). Most of these, 16.3%, described the influence as negative (e.g. “generally 
negative”, “no trust in the future”, “fight for a living”), and 6.3% in slightly negative 
terms (e.g. “more negative, I can’t say positive”). The remaining respondents described 
the influence as neither positive nor negative (8.1%, e.g. “normal”, “no good or bad 
results”, “no special changes”), or to some extent in both positive and negative terms 
(13.8%, e.g. “equally positive and negative”, “positive and negative”). 

5.5.5 Effects of respondents’ background upon expectations, outcomes and 
evaluations  

Effects of education, age, and gender 
The multivariate analyses did not show any significant effect of age group and gender 
upon expectations, upon the evaluations (fulfilment of the expectations and the 
transition’s influence), and upon the perceived outcomes. Tertiary education did have a 
significant effect upon the positive expectations for the personal life and for society (see  
Table 5-5). Univariate analyses show that respondents with a tertiary education less often 
expected an improvement of stability and of state and politics in society, and less often 
expected an increase of privatization, an improvement of the general financial situation, 
and an increase in the availability of merchandise in their personal life. For their personal 
life they expected a pleasant life more often (see Table 5-14 in Appendix A).  

Effects of previous occupational background (in 1990) 
The multivariate analyses showed that the occupational level of the father in 1990, the 
occupational level of the mother in 1990, and the sector of work in 1990 did not have a 
significant effect upon the expectations, perceived outcomes, and the evaluation. The 
occupational level in 1990 had a significant effect only on the positive expectations for 
personal life (see Table 5-6).  
 
The univariate analyses showed that the respondents who were still children or students 
in 1990 more often expected an improvement of education in their personal life, and 
more often expected an improvement for their family. Furthermore, respondents with a 
low occupational level (unemployed, labourers) more often expected an improvement for 
their children’s education (see Table 5-15 in the Appendix A5). 
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Figure 5-7. Perceived outcomes of the transition in 2005 and maximum expectations (for personal life 
or society) 
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Table 5-3. Descriptive statistics of the perceived outcomes and t-tests of differences between outcomes and expectations 

Sum M SD Sum M SD M dif SD dif t (185) M M dif SD dif t (169) M M dif SD dif t (167)

1. Economy 8 0.04 0.20 60 0.32 0.47 -0.28 0.51 -7.53 *** 0.33 0.01 0.58 0.13 0.28 -0.05 0.58 -1.19
2. Private finance 16 0.09 0.28 23 0.12 0.33 -0.04 0.45 -1.15 0.41 0.28 0.58 6.37 *** 0.39 0.27 0.55 6.29 ***
3. Private property 8 0.04 0.20 45 0.24 0.43 -0.20 0.47 -5.72 *** 0.27 0.02 0.58 0.53 0.18 -0.06 0.47 -1.63
4. General finance 63 0.34 0.47 9 0.05 0.22 0.29 0.53 7.45 *** 0.04 -0.01 0.29 -0.53 0.10 0.04 0.35 1.53
5. Privatisation 2 0.01 0.10 15 0.08 0.27 -0.07 0.29 -3.23 ** 0.05 -0.04 0.31 -1.51 0.04 -0.04 0.32 -1.71
6. Work 30 0.16 0.37 26 0.14 0.35 0.02 0.51 0.58 0.26 0.12 0.57 2.67 ** 0.20 0.05 0.49 1.27
7. Private life 3 0.02 0.13 12 0.06 0.25 -0.05 0.28 -2.35 * 0.15 0.08 0.40 2.69 ** 0.13 0.48 3.38 ***
8. Security 3 0.02 0.13 5 0.03 0.16 -0.01 0.21 -0.71 0.12 0.09 0.32 3.56 *** 0.11 0.08 0.32 3.40 ***
9. Food 4 0.02 0.15 2 0.01 0.10 0.01 0.18 0.82 0.04 0.04 0.21 2.14 * 0.05 0.04 0.24 1.91
10. Merchandise 12 0.06 0.25 0.01 -0.06 0.28 -2.72 ** 0.04 -0.03 0.32 -1.21
11. Freedom 4 0.02 0.15 80 0.43 0.50 -0.41 0.51 -10.83 *** 0.29 -0.15 0.62 -3.08 ** 0.38 -0.06 0.64 -1.20
12. Education 10 0.05 0.23 20 0.11 0.31 -0.05 0.40 -1.84 0.31 0.19 0.51 4.93 *** 0.08 -0.04 0.38 -1.40
13. Foreign contacts 3 0.02 0.13 46 0.25 0.43 -0.23 0.46 -6.86 *** 0.12 -0.13 0.51 -3.34 ** 0.10 -0.17 0.50 -4.34 ***
14. Health 16 0.09 0.28 1 0.01 0.07 0.08 0.29 3.76 *** 0.04 0.03 0.20 1.90 0.02 0.01 0.15 1.00
15. Children 2 0.01 0.10 1 0.01 0.07 0.01 0.13 0.58 0.09 0.09 0.30 3.78 *** 0.02 0.02 0.17 1.34
16. Choice 14 0.08 0.26 0.02 -0.06 0.29 -2.90 ** 0.01 -0.08 0.27 -3.74 ***
17. Family 0 0.00 0.00 0.04 0.04 0.20 2.69 ** 0.02 0.02 0.13 1.74
18. State and politics 39 0.21 0.41 57 0.31 0.46 -0.10 0.63 -2.08 * 0.24 -0.08 0.60 -1.67 0.39 0.06 0.64 1.21
19. Society 42 0.23 0.42 32 0.17 0.38 0.05 0.59 1.23 0.11 -0.05 0.51 -1.34 0.20 0.03 0.55 0.70
20. Justice 34 0.18 0.39 18 0.10 0.30 0.09 0.51 2.29 * 0.07 -0.02 0.38 -0.82 0.17 0.08 0.44 2.29 *
21. Technology and information 2 0.01 0.10 12 0.06 0.25 -0.05 0.27 -2.72 ** 0.05 -0.02 0.28 -0.83 0.02 -0.05 0.23 -3.07 **
22. Stability 1 0.01 0.07 1 0.01 0.07 0.02 0.02 0.15 2.02 * 0.10 0.09 0.31 3.78 ***
23. Transparency 4 0.02 0.15 0.04 0.02 0.25 0.90 0.04 0.02 0.26 0.90
24. Order 12 0.06 0.25 1 0.01 0.07 0.06 0.26 3.12 0.00 0.02 0.01 0.15 1.00
25. Support 6 0.03 0.18 0.01 -0.02 0.19 -1.64 0.02 -0.01 0.24 -0.63

Difference between positive 
personal expectations and 
positive outcome (N = 170)

Difference between positive 
societal expectations and 

positive outcome (N = 168)

Negative 
outcomes  (N = 

186)

Positive 
outcomes  (N = 

186)

Difference between 
negative and positive 
outcome (N = 186)

 
Notes: * p < .05, ** p < .01, *** p < .001. 
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Table 5-4. Evaluation of the transition’s influence upon personal life and the outcomes 

N %
Influence of transition
Only in positive terms 66 41.3
Only in slightly positive terms 23 14.4
In positive terms and in slightly negative terms 1 0.6
Both in slightly positive and slightly negative terms 6 3.8
Both in positive and in negative terms 14 8.8
In negative terms and in slightly positive terms 1 0.6
In neither positive nor negative terms 13 8.1
Only in slightly negative terms 10 6.3
Only in negative terms 26 16.3
Total 160 100.0
Outcomes
Only positive outcomes 81 43.5
Both positive and negative outcomes 76 40.9
Only negative outcomes 29 15.6
Total 186 100.0  
 

Table 5-5. Multivariate analyses of the effects of education, age, and gender upon the expectations, 
the evaluation and outcomes 

Independent variable Dependent variables F Hypothesis df Error df h 2

Age group Positive expectations for personal life 1.20 72 507 0.15
Positive expectations for society 1.15 75 486 0.15
Positive outcomes 0.89 72 447 0.13
Negative outcomes 1.20 60 459 0.14
Evaluation of the transition 1.60 12 363 0.05

Gender Positive expectations for personal life 1.48 24 170 0.17
Positive expectations for society 1.06 25 160 0.14
Positive outcomes 1.03 23 155 0.13
Negative outcomes 0.82 20 158 0.09
Evaluation of the transition 1.87 4 119 0.06

Tertairy education Positive expectations for personal life 1.60 24 152 * 0.20
Positive expectations for society 2.05 25 143 ** 0.26
Positive outcomes 0.79 23 130 0.12
Negative outcomes 0.46 19 134 0.06
Evaluation of the transition 0.21 4 112 0.01  

Notes: * p < .05, ** p < .01, *** p < .001. 
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Table 5-6. Multivariate analyses of the effects of occupational background prior to the transition (in 
1990) upon the expectations, the evaluation and outcomes 

Independent variable Dependent variables F Hypothesis df Error df h 2

Occupational level in 1990 Positive expectations for personal life 1.38 72 495 * 0.17
Positive expectations for society 1.18 75 471 0.16
Positive outcomes 1.03 72 438 0.14
Negative outcomes 1.03 60 450 0.12
Evaluation of the transition 1.38 12 360 0.04

Occupational level of father Positive expectations for personal life 1.02 72 405 0.15
Positive expectations for society 1.31 75 396 0.20
Positive outcomes 1.07 72 360 0.18
Negative outcomes 0.91 60 372 0.13
Evaluation of the transition 0.85 12 297 0.03

Occupational level of mother Positive expectations for personal life 1.08 48 260 0.17
Positive expectations for society 1.28 50 260 0.20
Positive outcomes 1.21 46 234 0.19
Negative outcomes 0.83 40 240 0.12
Evaluation of the transition 1.06 8 202 0.04

Sector of work in 1990 Positive expectations for personal life 1.20 96 396 0.23
Positive expectations for society 1.15 96 364 0.23
Positive outcomes 0.95 88 340 0.20
Negative outcomes 0.89 76 352 0.16
Evaluation of the transition 0.69 16 320 0.03  

Notes: * p < .05, ** p < .01, *** p < .001. 

Table 5-7. Multivariate analyses of the effects of occupational background after the transition (in 
2005) on the expectations, the evaluation, and outcomes 

Independent variable Dependent variable F Hypothesis df Error df h 2

Occupational level in 2005 Positive expectations for personal life 1.91 48 332 *** 0.22
Positive expectations for society 1.17 50 316 0.16
Positive outcomes 2.07 46 304 *** 0.24
Negative outcomes 1.61 40 310 * 0.17
Evaluation of the transition 2.62 8 240 ** 0.08

Sector of work in 2005 Positive expectations for personal life 1.09 92 504 0.17
Positive expectations for society 0.95 100 456 0.17
Positive outcomes 1.14 96 436 0.20
Negative outcomes 1.89 80 452 *** 0.25
Evaluation of the transition 2.42 16 384 ** 0.09  

Notes: * p < .05, ** p < .01, *** p < .001. 

Sector of work in 2005 
The multivariate analyses demonstrated a significant effect of the current sector of work 
on the perceived negative outcomes and evaluation of the transition (see Table 5-7). The 
univariate analyses showed that the respondents who were working for the state more 
often mentioned a deterioration of education, health, and the general financial situation as 
outcomes. The respondents working for the state evaluated the transition’s influence on 
their personal lives as least positive (followed by the respondents working in the health or 
science sector). 
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Respondents working in business or trade and respondents working in agriculture or 
industry were less negative about the morality and conduct in society, and evaluated the 
transition’s influence as less negative. The respondents who worked in agriculture or 
industry more often mentioned a deterioration of stability as an outcome (see Table 5-17 
in Appendix A5).  

5.6 Conclusions 

5.6.1 Only positive expectations of transition 
In 1990 when the transition from a communist system to a capitalist system began, 
people had high expectations of the transition. Hardly anyone had negative expectations 
of the system change, neither for themselves nor for society. The respondents mentioned 
positive expectations related to material, non-material, and social issues (in total 25 
different issues).  
 
As for the more material expectations (both for their personal lives and for society), we 
see that almost 40% of the respondents expected an improvement of the private financial 
situation and the economy. Furthermore, over a quarter of the respondents expected an 
increase of property ownership, and improvement of the work situation. Between 10 and 
20% of the respondents expected a more pleasant private life and more security. The 
other four material issues (food, privatization, general financial situation, and 
merchandise) were very seldom mentioned. 
 
The most frequently mentioned non-material issue (almost 40%) was an increase of 
freedom both in their personal life and generally in society. Over a quarter of the 
respondents expected that their own education would improve. Also quite a few 
respondents (between 10 and 20%) expected more foreign contacts in their personal life 
and generally in society, and a better situation for their own children. An improvement of 
the family situation, health, and an increase of choice were seldom mentioned.  
 
At a social level respondents (over 40%) particularly expected improvement of state and 
politics (both for their personal life and generally in society). Between 10 and 20% of the 
respondents expected an improvement of conduct and morality in society, and of justice. 
The other five social issues were seldom mentioned (technology and information, 
transparency, stability, support, order). 
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Table 5-8. Overview of main expectations prior to transition (in 1990) 

Maximum number of 
respondents Material matters Non-material matters Social matters
Almost 40% Private finance (39%) Freedom (38%) State and politics (39%)

Economy (37%)
Over 25% Private property (27%) Education (30%)

Work (26%)
Between 10 and 20% Private life (20%) Foreign contacts (13%) Society  (19%)

Security (11%) Children (10%) Justice (17%)
Between 5 and 10% General finance  (9%) Family (5%) Stability (8%)

Food (5%) Technology and information (5%)
Less than 5% Privatisation (4%) Health (3%) Transparency (4%)

Merchandise (4%) Choice (3%) Support  (2%)
Order  (2%)  

5.6.2 Most important outcomes of transition 
The respondents had almost only positive expectations for the transition. Obviously, after 
the transition, in 2005, the respondents also saw some negative outcomes, but overall 
their perception of the transition was positive. The largest group of respondents only 
mentioned positive outcomes (44%). In contrast, 16% mentioned only negative 
outcomes. The respondents’ expectations for their personal lives were reasonably well 
fulfilled. Their expectations for society were partially fulfilled. Clearly societal 
expectations were less fulfilled than the expectations for personal lives. Also, the 
respondents’ evaluation of the transition’s influence upon their personal life was clearly 
more positive than negative. Over half of all respondents (56%) described the transition’s 
influence in only positive terms, and less than a quarter of the respondents described the 
influence only in negative terms. 
 
What were the most important outcomes of the transition according to the respondents of 
this research?  The respondents mentioned outcomes with regard to 25 issues. Of those 
25 issues, 11 issues were frequently mentioned: more than 15% of the respondents 
mentioned an outcome related to those issues. For 4 out of the 11 issues, the outcome was 
clearly positive, for 6 issues the opinions were clearly divided, and for only 1 issue the 
outcome was clearly negative. For the details of these 11 outcomes, see Sections 0 and 
5.6.3 below.  

Frequently mentioned important outcomes 

Important positive outcomes 
The outcome for four issues can be considered positive, because more than 20% of the 
respondents mentioned a positive outcome, and less than 5% mentioned a negative 
outcome. Most frequently-mentioned as positive outcome was freedom (43%), which 
exceeded the positive expectations for respondents’ personal life (29%). Foreign contacts 
were also frequently-mentioned as a positive outcome (25%), which clearly exceeded the 
positive expectations for both their personal life (12%) and society (10%).  
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The more material issues for which many respondents mentioned a positive outcome 
were the economy (32%) and an increase of private property (24%). The positive 
expectations the respondents had were clearly met, because the percentage of respondents 
mentioning positive outcomes was similar to the percentage of respondents who 
mentioned positive expectations.  

Mixed outcomes 
For six issues the opinions were clearly divided, because the difference in the number of 
respondents mentioning a positive outcome and the number of respondents mentioning a 
negative outcome was quite small (equal to or less than 10%).  

Slightly positive 
For one issue the outcome was overall more positive than negative. Most respondents 
(46%) mentioned an important outcome related to the issue ‘state and politics’. The 
percentage of respondents who mentioned a positive outcome (31%) was similar to the 
percentage of respondents who had positive expectations. However, a considerable 
percentage of respondents (21%) mentioned a negative outcome for state and politics.  

Below expectations 
For four issues the outcome was equally positive as negative, because the percentage of 
respondents mentioning positive outcomes was similar to the percentage of respondents 
mentioning negative outcomes. For society, a fair percentage of the respondents 
mentioned a positive outcome (17%). This percentage is nearly the same as the 
percentage of respondents who had a positive expectation for society (20%). However, a 
similar percentage of respondents mentioned a negative outcome for society (23%), 
therefore, the overall outcome was well below the positive expectations. 
 
Also changes in work, education, and private finance were mentioned quite often as an 
important outcome (more than 15%), and the positive outcomes equalled the negative 
outcomes mentioned. However, clearly more respondents had held positive expectations 
with regard to those issues than the percentage of respondents who mentioned a positive 
outcome.  
 
For work, 14% of the respondents mentioned a positive outcome. Considerably more 
respondents had mentioned positive expectations for their personal life (26%). For 
education, 11% of the respondents mentioned a positive outcome, which is in contrast to 
the 31% of the respondents who mentioned a positive expectation for education in their 
personal life. Finally, for private finance 12% of the respondents mentioned a positive 
outcome, while 41% had mentioned a positive expectation for their personal life and 39% 
a positive expectation for society. Clearly, the overall outcome of work, education, and 
private finance was considerably below the respondents’ positive expectations. 

Slightly negative 
For one issue the overall outcome was more negative than positive. For justice, more 
respondents mentioned a negative outcome (18%) than a positive outcome (10%). In fact, 
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the percentage of respondents mentioning a negative outcome is similar to the percentage 
of respondents who had held a positive expectation for society (17%).   

Important negative outcome 
Only for one issue was a clearly negative outcome mentioned: the general financial 
situation. Even though only 10% had held a positive expectation for society regarding the 
general financial situation, 34% mentioned a negative outcome, as opposed to the 5% 
who mentioned a positive outcome on the general financial situation. The most frequently 
mentioned negative outcome regarding the general financial situation was poverty (22%), 
but many respondents also mentioned an increase of the difference between the rich and 
the poor, inflation, the deterioration of the bank system, and increased taxes. 
Table 5-9. Overview of main outcomes 

Material 
matters

Non-
material 
matters Social matters Total Positive Negative

Difference 
positive & 
negative 

(N = 186)

For 
personal 

life

Difference 
with 

outcome 
(N = 170)

For 
society

Difference 
with 

outcome 
(N = 168)

Frequently mentioned outcomes
Freedom 44% 43% 2% 41% 29% 15% 38% 6%ns

Foreign 
contacts

26% 25% 2% 23% 12% 13% 10% 17%

Economy 35% 32% 4% 28% 33% -1%ns 28% 5%ns

Private property 27% 24% 4% 20% 27% -2%ns 18% 6%ns

Mixed outcomes
Slightly positive State and politics 46% 31% 21% 10% 24% 8%ns 39% -6%ns

Society 38% 17% 23% -5%ns 11% 5%ns 20% -3%ns

Work 28% 14% 16% -2%ns 26% -12% 20% -5%ns

Education 16% 11% 5% 5%ns 31% -19% 8% 4%ns

Private finance 20% 12% 9% 4%ns 41% -28% 39% -27%
Slightly negative Justice 27% 10% 18% -9% 7% 2%ns 17% -8%
Negative outcome General finance 38% 5% 34% -29% 4% 1%ns 10% -4%ns

Seldom mentioned outcomes
Choice 8% 8% - 8% 2% 6% 1% 8%

Merchandise 6% 6% - 6% 1% 6% 4% 3%ns

Technology and 
information

8% 6% 1% 5% 5% 2%ns 2% 5%

Privatisation 9% 8% 1% 7% 5% 4%ns 4% 4%ns

Private life 8% 6% 2% 5% 15% -8% 20% -13%
Mixed outcomes

Transparency 2% 2% - 2% 4% -2%ns 4% -2%ns

Support 3% 3% - 3% 1% 2%ns 2% 1%ns

Order 7% 1% 6% -6% - 1%ns 2% -1%ns

Food 3% 1% 2% -1%ns 4% -4% 5% -4%ns

Family 0% 0% - 0%ns 4% -4% 2% -2%ns

Children 2% 1% 1% -1%ns 9% -9% 2% -2%ns

Security 4% 3% 2% 1%ns 12% -9% 11% -8%
Stability 1% 1% 1% 0%ns 2% -2% 10% -9%

Slightly negative Health 9% 1% 9% -8% 4% -3%ns 2% -1%ns

Slightly positive

No change

Below 
expectations

Positive outcomes

Below 
expectations

Positive ExpectationseOutcomes

 
Note: ns Non-significant difference. 
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5.6.3 Infrequently mentioned outcomes 
Regarding the remaining 14 issues fewer respondents (less than 10%) mentioned 
outcomes. Therefore, those outcomes cannot be considered as important as the outcomes 
mentioned above. 

Slightly more positive 
For five issues the outcome was overall more positive than negative, as more respondents 
mentioned positive outcomes than respondents who mentioned negative outcomes: 
choice, merchandise, technology and information, privatization, and private life. For 
choice, the positive outcome (8%) exceeded the positive expectations for personal life 
(2%) and for society (1%). For merchandise, the positive outcome (6%) exceeded the 
expectations for personal life (1%), and for technology and information the positive 
outcome (6%) exceeded the positive expectations for society (2%). For privatization, the 
positive outcomes (8%) were similar to the expectations for their personal life (5%) and 
for society (4%). Finally, for private life the positive outcomes (6%) were clearly less 
than the expectations for private life (15%), and for society (20%). 

Nothing changed 
For three social issues positive and negative outcomes were hardly mentioned, i.e. the 
expectations: transparency, order, support. As the respondents expected, the transition did 
not seem to have any effect on those issues. 

Below expectations 
For another five issues both negative and positive outcomes were hardly mentioned, even 
though some respondents had held positive expectations: food, children, family, security, 
and stability. Despite positive expectations, the transition did not seem to have an 
important effect on those five issues.  

Slightly negative 
Regarding one issue, health, more negative outcomes (9%) were mentioned than positive 
outcomes (1%). Only few respondents had held any expectations regarding health (4% 
for their personal life and 2% for society), the outcome regarding health is therefore 
slightly negative.  

5.7 Discussion 

5.7.1 Perceived outcomes consistent with empirical data  
As far as the outcomes of the transition mentioned by the respondents participating in this 
research can be verified, they are in line with other empirical data.  

Freedom 
With regard to the non-material positive outcomes of transition, these are confirmed by 
statistical data, analyses of law and other research. The most important positive outcome, 
the increase of freedom, is laid down in law, and can be witnessed in practice as well. In 
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the constitution of Mongolia many fundamental freedoms are laid down102, such as 
freedom of thought, opinion, and expression, freedom to join political parties, freedom of 
the press103, and freedom of conscience and religion. That Mongolians are free to 
demonstrate can often be witnessed in Sukhbaatar Square in Ulaanbaatar, as it is 
regularly used by a large number of groups  – from pensioners to students, workers, and 
political opponents of the ruling party – to air their opinion104.  

Foreign contacts 
With regard to the other often-mentioned non-material gain of the transition, foreign 
contacts, these have evidently increased greatly since 1990. International contacts 
expanded not only in terms of trade, but also in terms of, for instance, contacts with 
foreign universities that have increased, and international tourism that flourishes105. 
Furthermore, there are, for example, many international and foreign organizations 
working in Mongolia, quite a few countries have stationed representatives in Ulaanbaatar, 
foreign channels – other than the Russian ones – can be seen on television, and many 
Mongolians study and work in other countries (remittances have increased from US$ 
5,500,000 in 1998 to US$ 276,500,000 in 2010 in current US$106).  

Private property, privatization, and private business  
With regard to the more material expectations, privatization, private business, and private 
property ownership have been realized on a large scale as well. Most state-owned firms 
have been privatized, and individuals can start their own firm if they want107. 
Furthermore, most individuals own private property now, and private houses and 
apartment blocks are being built on a large scale in Ulaanbaatar. And for those who can 
afford it, food and merchandise are readily available these days.  

State and politics 
The issues upon which the respondents were divided are also confirmed by statistical data 
and other research. With regard to the issue of state and politics, the rise of corruption is 
confirmed by a USAID report ‘Assessment of corruption in Mongolia’ (USAID, 2005), 
and by interviews and unpublished research of M.C. Schouwstra into the survival of 
private and state-owned enterprises in 2005108. That opinions on the outcome with regard 
to state and politics are divided can possibly be attributed to the fact that the democracy is 
                                                   
102 An English translation of the Constitution of Mongolia of 1992 can be found at: 
http://dipservice.mfat.gov.mn/index.php?option=com_content&view=category&id=4&Itemid=13&lang=en 
and http://www.servat.unibe.ch/icl/mg00000_.html. 
103 For the freedom of press and Mongolian media legislation, see Nielsen (2009). Mongolian media 
legislation guarantees freedom of expression, freedom of the press, and freedom to seek and receive 
information. Also see http://freedomhouse.org/report/freedom-world/2011/mongolia and 
http://www.freedomhouse.org/article/mongolian-parliament-passes-freedom-access-law.  
104 With regard to information about these protests and demonstrations, see the English website of the 
UBpost: www.ubpost.mongolnews.mn, and the Mongol Messenger: www.mongolmessenger.mn.  
105 For data on international tourism, see World Bank data by country. 
106 For data on remittances, see World Bank data by country. 
107 Starting a firm is subject to the usual constraints that individuals in other capitalist countries also face, 
such as being able to borrow enough money, or obtain credit from a bank. There are no excess criteria to 
which newcomers are subject when starting a firm. 
108 Corruption is also confirmed in an article of Fritz (2007).  



Expectations of transition and its outcome in Mongolia 
 

 139 

functioning very well. There are free elections, and political parties can be established 
freely. In this respect, the outcome of the transition for state and politics is ambiguous. 
On the positive side there are many encouraging developments such as a functioning 
democracy, but on the other hand, when one considers corruption and bureaucracy that 
have both increased since the beginning of the transition, there still is ample room for 
improvement.  

Work: unemployment and informal sector  
With regard to the issue of work, the outcome of the transition was below expectations. 
Many of the respondents had high hopes of an improvement with regard to their work, 
but the outcome of the transition was rather disappointing, especially for society. Official 
statistics confirm the disappointing outcome with regard to work. They show that the 
unemployment has been between 2.8 and 8.7 % since the beginning of the transition109. 
Unofficially, those numbers have always been much higher. One of the reasons why the 
statistics are inaccurate is that only those who are eligible for unemployment benefits will 
register. As most Mongolians are not eligible for those benefits, or, for only a few months 
at most, they do not bother to register or to keep registered as unemployed. This causes a 
serious underreporting of unemployment.  
Unemployment is closely connected to the issue of poverty, as the unemployed have a 
high risk of belonging to the poorest section of the population. To prevent poverty, many 
of the Mongolians who lost their jobs in the formal sector started to work in the informal 
sector by necessity. They are not registered as unemployed, but many of them would 
prefer to work in the formal sector and consider themselves as unemployed.  

Education 
Many respondents expected an improvement of education in their personal life, but 
expected this much less for society in general. Though the fulfilment of expectations with 
regard to education was more positive in the respondents’ lives than for society, in 
outcomes the issue of education was below expectations. How can that be explained?  
 
Much has changed in education since the beginning of the transition in 1990, but the new 
picture unfortunately has two sides. On the positive side, all those who have the means 
and capacities can study, and they have a free choice with regard to their studies. Also, 
the curricula of universities and other institutions of higher education have been updated 
and improved, and quite a few students go to Western countries and to China to study.  
 
On the negative side, literacy was universal before 1990. Since the beginning of the 
transition the literacy rate has been going down. There are more school dropouts, and, in 
the outlying areas and, for the poor, possibilities of schooling have decreased. Boarding 
schools – necessary due to the enormous distances in Mongolia – are too expensive for 
the poor. In communist times, the state provided the children with meals at (boarding) 
school, but now parents have to donate money or meat to provide the children with food. 
As that is more expensive than keeping the children at home, many poor families now 
                                                   
109 For data on unemployment see IMF, World Economic Outlook Database, September 2011. The 
unemployment data from the World Bank differ from those of the IMF (see World Bank data by country: 
http://data.worldbank.org/country/mongolia). 
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keep their children at home. Also, herders tend to keep their boys at home, so that they 
can help with the herds. In the first few years of the transition, there were also practical 
reasons to keep the children at home: for instance, due to fuel shortages, many schools 
were not heated well enough in the winter. With temperatures of minus 20C̊, or more, 
parents had good reason not to send their children to school.  

Justice 

For the issue of justice, the overall outcome was more negative than positive, with 18% 
of the respondents having a negative opinion on justice, and 1% a positive outcome. This 
can be explained by the fact that the legal system has been transformed thoroughly since 
the beginning of transition, but the system is still in the process of development, and there 
is still ample room for improvement110. There are, for instance, many complaints about 
the quality of the judicial system, the (un)predictability and quality of the verdicts, and 
violations of human rights111. When interviews were conducted in enterprises, many 
business owners and managers indicated that they did not have high expectations of the 
legal system due to favouritism and possibilities of corruption. In particular, in lawsuits 
against the state and against powerful Mongolians, they do not expect a fair verdict. 
Between equal parties they do expect a fair verdict. Thus, the legal system has been 
transformed, but still has a long way to go. 

General financial situation: poverty and growing gap between the rich and the poor 
Many respondents in this survey were quite content with their own financial situation, but 
indicated that the general financial situation is a source of worry. Poverty and the growth 
of the gap between the rich and the poor were mentioned very often as single negative 
outcomes of the transition. The Household Income and Expenditure Survey / Living 
Standards Measurement survey (National Statistical Office of Mongolia, World Bank, 
and UNDP, 2004)(=LSMS 2002-2003), the LSMS 1995, the LSMS 1998, and the 
Mongolia Participatory Living Standards Assessment (National Statistical Office of 
Mongolia and World Bank, 2001)(=PLSA 2000) confirm the enormous increase of 
poverty especially in the first decade after the transition, with a decline of the share of 
middle-income households, and a corresponding rise in the share of poor and very poor 
households in the first ten years of the transition, and a more noticeable relative share of 
rich households between 1995 and 2000 (PLSA 2000, p.14; LSMS 2002-2003).  
 
The observation of many respondents that income inequality has grown since the 
transition is also supported by both the LSMS 2002-2003, the PLSA 2000 and other 
publications (World Bank, 2009: Table 5, Inequality and average consumption, 2002/03, 
2007/08; PLSA 2000: p.14; Nixson and Walters, 2004). Also a very substantial part of 
the Mongolian population has been living near or below the poverty line since the 
transition. In 2006, nearly half the population had to live on the equivalent of 2 US$ 
                                                   
110 See World Bank (2001), and for the first years of legal and judicial reform, Turbileg (1998). With regard 
to the changes in the legal framework after Mongolia’s accession to the WTO, see Tsogtbaatar (2005). 
111 See amongst others Munkhzorig (2008-2009). With regard to human rights, Mongolia has been a 
member of the United Nations since 1961, and since 2009, has been party to almost all basic human rights 
conventions, including the international Covenant on Civil and Political Rights and its Optional Protocol. 
There are, however, still violations of human rights.  
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(PPP) a day112. The Mongolian average income passed the magical 1000 US$ per year 
only in 2006 (Baljmaa, 2009). Inflation increased after the transition began, and reached 
an absolute highpoint in 1993 (over 300%), but has fallen since 1996 to a level of 
between 10 and 20% in most of the years until 2011 (with the exception of the years 1998 
and 2002113). 

5.7.2 Discussion 
Almost all expectations of the transition in 1990 of all Mongolian respondents were 
positive, making it very likely that expectations were overstrained. In 2005 it was 
obvious that the transition had brought many positive and less positive changes. Many of 
those changes had not been expected in 1990. Negative outcomes of the transition had 
not been expected at all, neither had extensive changes in the social sphere been 
expected. On the other hand, it is remarkable that, despite the already high expectations, 
there were outcomes that even significantly exceeded the expectations.  

Freedom and foreign contacts exceed expectations 
For the non-material issues ‘freedom’ and ‘foreign contacts’ the expectations were high, 
yet the outcomes significantly exceeded the expectations. Nearly half of all respondents 
mentioned a positive outcome of ‘freedom’ and a quarter of the respondents mentioned 
‘foreign contacts’ as a positive outcome. Obviously, these two issues are important to the 
respondents and may be interpreted as highly valued gains of the transition. Also 
mentioned often and obviously valued are the material gains of the transition: ‘private 
property’ and ‘economy’. For both these issues, the high expectations were actually more 
or less fulfilled.  

Transition evaluated less positive for societal issues  
Most respondents evaluate the influence and outcome of the transition for their personal 
lives in general as more positive than negative. However, for matters that touch upon 
society, the outcomes of the transition are experienced as less positive. From the answers 
of the respondents, it is obvious that the changes due to the transition in the social sphere 
touch them, and that they find the outcomes worrisome.   
 
The one real negative outcome of transition according to the survey concerns general 
finance. The single most-often given answer with respect to the (negative) outcomes of 
the transition relates to the increase in poverty. Whether one traces it back to the 
egalitarian legacy of communism or to the pre-communist legacy of Tibetan Buddhism, 
or one does not trace it back at all, it is obvious that the disappointing development of 
                                                   
112 For these data see World Bank, Data by country and IMF, World Economic Outlook Database. In 2006, 
over 22% of the Mongolian population even had to live of the equivalent (PPP) on US$ 1.25 a day. Data on 
GDP also confirm the image of a general financial situation that is not flourishing: GDP was US$ 2,713 
billion in 1991 and plummeted to a mere US$ 0,759 billion two years later. GDP did not recover until 2006 
when it surpassed, for the first time since the beginning of the transition, the 1991-level. 
113 For the development of inflation since 1990, see International Monetary Fund, World Economic Outlook 
Database, September 2011, and World Bank, Data by country. These provide data on inflation, as 
measured by the annual growth rate of the GDP implicit deflator, which shows the rate of price change in 
the economy as a whole. The GDP implicit deflator is the ratio of GDP in current local currency to GDP in 
constant local currency. 
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general finance touches upon the fundamental values of the Mongolian respondents of 
this research. The huge increase in poverty since the beginning of the transition, and the 
growing difference between the rich and the poor worries entrepreneurs, teachers, 
scientists and everyone else alike.  
 
The respondents are also worried about the societal issues of ‘justice’ – an issue that 
scored well below expectations – and ‘state and politics’. With respect to ‘state and 
politics’ opinions are very divided, which is caused by the fact that democracy receives 
very positive scores within the class of ‘state and politics’, and that ‘corruption’ and 
‘bureaucracy’ score convincingly negative (and both are mentioned equally often by the 
respondents).  

Mitigate the negative outcomes for society of Mongolian capitalism 
The biggest gains of the transition are, rather strikingly, experienced in the non-material 
sphere: namely freedom and foreign contacts. For the issue ‘state and politics’, the 
biggest gain is ‘democracy’. Other important gains of transition (i.e. the introduction of 
capitalism) are experienced by the respondents in the personal and material sphere.  
 
Losses due to the transition are experienced particularly in the ‘social’ sphere by the 
respondents. Whereas freedom and democracy as a corollary to the Mongolian form of 
capitalism are highly valued, the poverty that has occurred since the beginning of the 
transition is considered as very worrisome, and is seen as a real negative corollary of 
capitalism. The respondents are quite outspoken about their worries for society. As a 
result of this research, it is recommended that Mongolian (and international) policy 
makers should urgently find ways to mitigate the negative corollaries of the Mongolian 
form of capitalism for society.   
 
It is to the credit of the respondents of this research that, though they gained personally in 
the transition, one of the losses of the transition (concerning the issue of general finance, 
i.e. poverty) is indicated as one of the most important – and worrisome – negative 
outcomes of the transition. In terms of gains, they value ‘freedom’ most highly of all, 
followed by ‘foreign contacts’, and  – concerning the issue ‘state and politics’ – 
‘democracy’ is also highly valued.  

5.7.3 An innovative research study 
The approach in this research study is innovative as, unlike usual evaluations, we worked 
only with open questions with regard to the main research questions. Mongolians were 
asked open questions about what they expected of the transition, whether their 
expectations were fulfilled, and how they evaluate the outcomes of the transition. 
Usually, economic, political and social models and indicators are used to evaluate the 
outcome of a development, and to assess the impact of that development – in this case the 
transition – on, for instance, society or the economy. In this research, we did not ask 
questions derived from a theoretical model.  
 
As this research or approach is unusual, a new methodology had to be developed to cope 
with the enormous amount of data. Even though the definitions of the classes and 
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keywords may be open to discussion, this methodology makes it possible to 
quantitatively process large quantities of qualitative data in a meaningful way. As is 
obvious from the discussion in the Section 5.7 above, this approach has yielded some 
quite interesting results, and it gives a useful insight into the ideas on the transition of the 
Mongolian population (i.e. respondents), and what they value most.  
 
With the information derived from this research, policy makers at various governmental 
levels and at international organizations can target their policies and programmes better 
towards what the Mongolian people consider important, and diminish the gap between 
government and politics, on the hand, and the population, on the other. In this particular 
case, it looks as though capitalism has been introduced in Mongolia in one of its rawest 
forms, in which the negative sides of capitalism are not mitigated, or not mitigated 
enough in the opinion of the respondents. It is especially the negative consequences of 
capitalism in the social sphere that seem to worry many Mongolians, and this concern 
should be addressed urgently by policy makers at the national (and possibly even 
international) level.  

5.7.4 Further research  
For policy makers, it would be interesting to find out whether the conclusions of this 
research can be generalized to the Mongolian population as a whole, as that would make 
its findings more valuable and useful in policy making. In this research, a bias may have 
been introduced because most respondents had a tertiary education. People with only a 
primary or secondary education may well have a different (and possibly less positive) 
opinion on the outcome of the transition, and may stress other issues than people with a 
tertiary education. It would, therefore, be worthwhile to investigate those groups as well. 
Furthermore, a comparison of the opinion of Mongolians in the formal sector with that of 
Mongolians in the informal sector might also yield interesting and useful results. Finally, 
more information on the differences in opinion between urban and rural Mongolians 
would be welcome, as there are indications that the urban (Ulaanbaatar) mentality is quite 
different from the rural mentality in Mongolia. This information might be used when 
deciding upon programmes to mitigate the negative consequences of the present system 
in rural and urban areas. Possibly, rural Mongolians would prefer a different accent or 
priority in their programmes than urban Mongolians. Therefore, further research is 
recommended. 
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Appendix A5: Univariate analyses and descriptive statistics of the effect of 
background variables 
Table 5-10. Univariate analyses and descriptive statistics of the effect of tertiary education on positive 
expectations 

Tertiary Education

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD

Privatisation 1 0.18 175 0.03 5.56 * 0.03 28 0.11 0.32 149 0.02 0.14 177 0.03 0.18
Private life 1 0.55 175 0.14 4.03 * 0.02 28 0.04 0.19 149 0.19 0.39 177 0.16 0.37
Merchandise 1 0.03 175 0.01 5.46 * 0.03 28 0.04 0.19 149 0.00 0.00 177 0.01 0.08
General finance 1 0.24 175 0.02 11.33 *** 0.06 28 0.11 0.32 149 0.01 0.08 177 0.02 0.15
State and politics 1 1.63 167 0.23 7.07 ** 0.04 28 0.08 0.25 149 0.00 0.50 169 0.39 0.49
Stability 1 0.91 167 0.07 12.77 *** 0.07 22 0.27 0.46 147 0.05 0.23 169 0.08 0.28

Positive expectations for 
personal life

Positive expectations for 
society

Descriptive statisticsUnivariate analyses

TotalConstrast Error No Yes

 
Notes: * p < .05, ** p < .01, *** p < .001. 

Table 5-11. Univariate analyses and descriptive statistics of the effect of occupational level in 1990 on 
positive expectations for personal life 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD N M SD
Education 3 0.66 186 0.20 3.29 * 0.05 46 0.46 0.50 24 0.33 0.48 94 0.24 0.43 26 0.15 0.37 190 0.29 0.46
Children 3 0.30 186 0.08 3.65 * 0.06 46 0.00 0.00 24 0.21 0.42 94 0.13 0.34 26 0.04 0.20 190 0.09 0.29
Family 3 0.21 186 0.05 4.41 ** 0.07 46 0.15 0.36 24 0.04 0.20 94 0.01 0.10 26 0.04 0.20 190 0.05 0.22

Occupational level in 1990

Positive expectations for 
personal life

High Total

Descriptive statisticsUnivariate analyses

Constrast Error Studying Low Medium

 
Notes: * p < .05, ** p < .01, *** p < .001. 
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Table 5-12. Univariate analyses and descriptive statistics of the effect of occupational level in 2005 on 
positive expectations for personal life, outcomes, and evaluation 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD

Economy 2 1.84 188 0.22 8.53 *** 0.08 9 0.56 0.53 82 0.21 0.41 100 0.48 0.50 191 0.37 0.48
Education 2 0.94 188 0.21 4.61 * 0.05 9 0.11 0.33 82 0.41 0.50 100 0.23 0.42 191 0.30 0.46
Merchandise 2 0.05 188 0.01 5.13 ** 0.05 9 0.11 0.33 82 0.01 0.11 100 0.00 0.00 191 0.01 0.10
General finance 2 0.45 188 0.03 14.54 *** 0.13 9 0.33 0.50 82 0.00 0.00 100 0.04 0.20 191 0.04 0.19
Support 2 0.05 188 0.01 5.01 ** 0.05 9 0.11 0.33 82 0.00 0.00 100 0.01 0.10 191 0.01 0.10
Economy 2 1.21 173 0.21 5.72 ** 0.06 9 0.33 0.50 79 0.20 0.40 88 0.44 0.50 176 0.33 0.47
Food 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
General finance 2 0.16 173 0.04 3.70 * 0.04 9 0.22 0.44 79 0.03 0.16 88 0.05 0.21 176 0.05 0.21
Stability 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
Society 2 0.59 173 0.17 3.45 * 0.04 9 0.22 0.44 79 0.32 0.47 88 0.15 0.36 176 0.23 0.42
Justice 2 0.51 173 0.15 3.48 * 0.04 9 0.11 0.33 79 0.27 0.45 88 0.11 0.32 176 0.18 0.39
Stability 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
Order 2 0.23 173 0.05 4.52 * 0.05 9 0.00 0.00 79 0.11 0.32 88 0.01 0.11 176 0.06 0.23
Positive influence 2 3.26 122 0.73 4.47 * 0.07 7 1.43 0.79 74 0.99 0.93 69 1.45 0.78 150 1.22 0.88

Negative influence 2 6.48 122 0.67 9.65 *** 0.14 7 0.43 0.79 74 0.92 0.93 69 0.35 0.72 150 0.63 0.88

Occupational level in 2005

Positive expectations for 
personal life

Positive outcomes

Negative outcomes

Evaluation of the 
transition

Medium HighConstrast Error Low

Descriptive statistics

Total

Univariate analyses

 
Notes: * p < .05, ** p < .01, *** p < .001. 

Table 5-13. Univariate analyses and descriptive statistics of the effect of sector of employment in 2005 
upon negative outcomes and evaluation 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD N M SD N M SD

Education 4 0.27 129 0.03 9.11 *** 0.22 12 0.00 0.00 30 0.00 0.00 18 0.00 0.00 13 0.31 0.48 61 0.02 0.13 134 0.04 0.19
Health 4 0.25 129 0.07 3.61 ** 0.10 12 0.08 0.29 30 0.13 0.35 18 0.06 0.24 13 0.31 0.48 61 0.02 0.13 134 0.08 0.28
General finance 4 1.21 129 0.19 6.25 *** 0.16 12 0.33 0.49 30 0.40 0.50 18 0.50 0.51 13 0.77 0.44 61 0.16 0.37 134 0.34 0.47
Society 4 0.74 129 0.16 4.72 *** 0.13 12 0.17 0.39 30 0.43 0.50 18 0.28 0.46 13 0.38 0.51 61 0.08 0.28 134 0.22 0.42
Stability 4 0.02 129 0.01 2.67 * 0.08 12 0.08 0.29 30 0.00 0.00 18 0.00 0.00 13 0.00 0.00 61 0.00 0.00 134 0.01 0.09
Positive influence 4 2.41 96 0.68 3.52 ** 0.13 12 1.17 0.72 26 1.04 0.96 21 0.90 0.94 11 0.64 0.92 47 1.57 0.72 117 1.21 0.89

Negative influence 4 5.39 96 0.56 9.66 *** 0.29 12 0.33 0.49 26 1.15 0.93 21 0.90 0.89 11 1.18 0.98 47 0.26 0.68 117 0.67 0.88

Sector of work in 2005

Evaluation of the 
transition

Negative outcomes

Descriptive statistics

Constrast Error

Univariate analyses

TotalHealth or 
science

State Business or 
trade

Agriculture 
or industry

Education

 
Notes: * p < .05, ** p < .01, *** p < .001. 
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Appendix: Univariate analyses and descriptive statistics of the effect of 
background variables 
Table 5-14. Univariate analyses and descriptive statistics of the effect of tertiary education on 
positive expectations 

Tertiary Education

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD

Privatisation 1 0.18 175 0.03 5.56 * 0.03 28 0.11 0.32 149 0.02 0.14 177 0.03 0.18
Private life 1 0.55 175 0.14 4.03 * 0.02 28 0.04 0.19 149 0.19 0.39 177 0.16 0.37
Merchandise 1 0.03 175 0.01 5.46 * 0.03 28 0.04 0.19 149 0.00 0.00 177 0.01 0.08
General finance 1 0.24 175 0.02 11.33 *** 0.06 28 0.11 0.32 149 0.01 0.08 177 0.02 0.15
State and politics 1 1.63 167 0.23 7.07 ** 0.04 28 0.08 0.25 149 0.00 0.50 169 0.39 0.49
Stability 1 0.91 167 0.07 12.77 *** 0.07 22 0.27 0.46 147 0.05 0.23 169 0.08 0.28

Positive expectations for 
personal life

Positive expectations for 
society

Descriptive statisticsUnivariate analyses

TotalConstrast Error No Yes

 
Note. * p < .05, ** p < .01, *** p < .001 

Table 5-15. Univariate analyses and descriptive statistics of the effect of occupational level in 
1990 on positive expectations for personal life 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD N M SD

Education 3 0.66 186 0.20 3.29 * 0.05 46 0.46 0.50 24 0.33 0.48 94 0.24 0.43 26 0.15 0.37 190 0.29 0.46
Children 3 0.30 186 0.08 3.65 * 0.06 46 0.00 0.00 24 0.21 0.42 94 0.13 0.34 26 0.04 0.20 190 0.09 0.29
Family 3 0.21 186 0.05 4.41 ** 0.07 46 0.15 0.36 24 0.04 0.20 94 0.01 0.10 26 0.04 0.20 190 0.05 0.22

Occupational leve l in 1990

Positive expectations for 
personal life

High Total

Descriptive statisticsUnivariate analyses

Constrast Error Studying Low Medium

 
Note. * p < .05, ** p < .01, *** p < .001 

Table 5-16. Univariate analyses and descriptive statistics of the effect of occupational level in 
2005 on positive expectations for personal life, outcomes and evaluation 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD
Economy 2 1.84 188 0.22 8.53 *** 0.08 9 0.56 0.53 82 0.21 0.41 100 0.48 0.50 191 0.37 0.48
Education 2 0.94 188 0.21 4.61 * 0.05 9 0.11 0.33 82 0.41 0.50 100 0.23 0.42 191 0.30 0.46
Merchandise 2 0.05 188 0.01 5.13 ** 0.05 9 0.11 0.33 82 0.01 0.11 100 0.00 0.00 191 0.01 0.10
General finance 2 0.45 188 0.03 14.54 *** 0.13 9 0.33 0.50 82 0.00 0.00 100 0.04 0.20 191 0.04 0.19
Support 2 0.05 188 0.01 5.01 ** 0.05 9 0.11 0.33 82 0.00 0.00 100 0.01 0.10 191 0.01 0.10
Economy 2 1.21 173 0.21 5.72 ** 0.06 9 0.33 0.50 79 0.20 0.40 88 0.44 0.50 176 0.33 0.47
Food 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
General finance 2 0.16 173 0.04 3.70 * 0.04 9 0.22 0.44 79 0.03 0.16 88 0.05 0.21 176 0.05 0.21
Stability 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
Society 2 0.59 173 0.17 3.45 * 0.04 9 0.22 0.44 79 0.32 0.47 88 0.15 0.36 176 0.23 0.42
Justice 2 0.51 173 0.15 3.48 * 0.04 9 0.11 0.33 79 0.27 0.45 88 0.11 0.32 176 0.18 0.39
Stability 2 0.05 173 0.01 10.26 *** 0.11 9 0.11 0.33 79 0.00 0.00 88 0.00 0.00 176 0.01 0.08
Order 2 0.23 173 0.05 4.52 * 0.05 9 0.00 0.00 79 0.11 0.32 88 0.01 0.11 176 0.06 0.23
Positive influence 2 3.26 122 0.73 4.47 * 0.07 7 1.43 0.79 74 0.99 0.93 69 1.45 0.78 150 1.22 0.88

Negative influence 2 6.48 122 0.67 9.65 *** 0.14 7 0.43 0.79 74 0.92 0.93 69 0.35 0.72 150 0.63 0.88

Occupational level in 2005

Positive expectations for 
personal life

Positive outcomes

Negative outcomes

Evaluation of the 
transition

Medium HighConstrast Error Low

Descriptive statistics

Total

Univariate analyses

 
Note. * p < .05, ** p < .01, *** p < .001 
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Table 5-17. Univariate analyses and descriptive statistics of the effect of sector of work in 2005 
upon negative outcomes and evaluation 

Dependent Variable df MS df MS F h 2 N M SD N M SD N M SD N M SD N M SD N M SD
Education 4 0.27 129 0.03 9.11 *** 0.22 12 0.00 0.00 30 0.00 0.00 18 0.00 0.00 13 0.31 0.48 61 0.02 0.13 134 0.04 0.19
Health 4 0.25 129 0.07 3.61 ** 0.10 12 0.08 0.29 30 0.13 0.35 18 0.06 0.24 13 0.31 0.48 61 0.02 0.13 134 0.08 0.28
General finance 4 1.21 129 0.19 6.25 *** 0.16 12 0.33 0.49 30 0.40 0.50 18 0.50 0.51 13 0.77 0.44 61 0.16 0.37 134 0.34 0.47
Society 4 0.74 129 0.16 4.72 *** 0.13 12 0.17 0.39 30 0.43 0.50 18 0.28 0.46 13 0.38 0.51 61 0.08 0.28 134 0.22 0.42
Stability 4 0.02 129 0.01 2.67 * 0.08 12 0.08 0.29 30 0.00 0.00 18 0.00 0.00 13 0.00 0.00 61 0.00 0.00 134 0.01 0.09
Positive influence 4 2.41 96 0.68 3.52 ** 0.13 12 1.17 0.72 26 1.04 0.96 21 0.90 0.94 11 0.64 0.92 47 1.57 0.72 117 1.21 0.89

Negative influence 4 5.39 96 0.56 9.66 *** 0.29 12 0.33 0.49 26 1.15 0.93 21 0.90 0.89 11 1.18 0.98 47 0.26 0.68 117 0.67 0.88

Sector of work in 2005

Evaluation of the 
transition

Negative outcomes

Descriptive statistics

Constrast Error

Univariate analyses

TotalHealth or 
science

State Business or 
trade

Agriculture 
or industry

Education

 
Note. * p < .05, ** p < .01, *** p < .001 

 
 



 

6.  
Conclusion 

 
 
 
In this dissertation some of the programmes of the international organisations in 
Mongolia have been looked into with the aim to give advice on how they might be 
improved as many international programmes do not have the intended outcomes. The 
objective was to establish why the actual outcomes were different from the intended 
outcomes, and how it is possible to improve upon the programmes of international 
organizations?  

6.1 New models and methods 
As conventional models could not answer the above mentioned questions a new 
model of policy analysis and evaluation was developed in this dissertation in which 
not only the basic elements of policy-making are analysed, but in which also the 
conceptual and institutional frameworks are taken into account. Furthermore, in this 
dissertation an important indicator of the efficiency of a country, Total Factor 
Productivity, which is used by international organisations as one of the indicators to 
measure the development of a country, has been looked into. Here also, an extension 
of the present models is suggested, and a new method to calculate TFP has been 
developed. Furthermore, simulations were used to gain insight in the development of 
TFP in Mongolia after the transition. Finally, a new method has been developed to 
analyse large amounts of qualitative data quantitatively. With this new method, it is 
possible to ask open questions to a large number of respondents instead of closed 
questions. The predetermined (conceptual) framework which is necessary for closed 
questions can therewith be avoided. Open questions have the advantage that 
respondents can give their own answers, which gives a better insight in the ideas of 
the respondents, and thus the conceptual framework of the respondents – and 
therewith of the country concerned.  
 
The new models that were developed were applied to (programmes in) Mongolia (see 
Section 6.2) in order to reconstruct parts of what happened in Mongolia during the 
transition, and to gain a better insight in the process of transition of Mongolia (see 
Section 6.3). In section 6.4 an alternative use of the model of policy analysis and 
evaluation is described as well as the need to do further research.  

6.1.1 A new explanatory model for policy analysis and evaluation  
A new model for policy analysis and evaluation was necessary as conventional 
models of policy analysis could not identify the factors that caused the policy 
outcomes in Mongolia to diverge from the intended results. Conventional methods as 
well as the basic framework of the new model of policy analysis and evaluation can 
identify problems such as badly-defined performance indicators or activities that are 
not implemented well. Such factors are often not sufficient to explain why policy 
outcomes diverge from the intended results, however, as many explanatory factors are 
inherent to the conceptual framework to which policy makers or those who implement 
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policies adhere, and to the institutional framework of the country or region in which a 
policy or programme is implemented. Extending a model of policy evaluation and 
analysis with a conceptual and institutional framework solves this problem.  
 
The importance of this framework lies in the fact that it identifies and systematically 
represents all elements that play a role in real-world policies, without giving a weight 
– and thus value judgement – to the identified elements. The model can be used by 
scientists and evaluators to analyse and evaluate policies and programmes, to establish 
why a policy has, or has not, yielded the results expected from it, and to do cross-
country analyses. National and international policy makers can use the model to 
improve – the effectiveness of – their policies and programmes by taking into account 
all elements that may exert a (possibly decisive) influence on their policies.  

6.1.2 Total Factor Productivity (TFP) revisited  
International organisations can not only improve their policies and programmes, there 
is also scope for improving the indicators they use to establish whether programmes 
are successful or not, and whether the economic development of a country moves in 
the direction it ought to move according to their programmes. The international 
financial institutions use multiple indicators to measure the performance of a country. 
One of the commonly used indicators is Total Factor Productivity. Total Factor 
Productivity (TFP) is often used on the macroeconomic level as an indicator of 
efficiency of a country. IMF, World Bank and many other economists use TFP to 
compare various countries with each other or to compare the performance of a country 
over different years.  
 
In this dissertation, several mathematical properties of the concept of TFP were 
examined in order to explain the development of TFP for Mongolia since the 
transition in particular. The recommendation of this dissertation with regard to TFP is 
that it should not be used as an indicator of efficiency in a period of structural change 
as in those situations TFP basically is an unreliable indicator. Especially the exclusion 
of the informal sector – that changes from year to year in periods of structural change 
– causes the indicator to be unreliable. In general, for economies with unreliable 
statistics in combination with the peculiarities of income accounting, the present use 
of TFP may lead to a distorted picture of efficiency on the macroeconomic level.  
 
For those economists who want to use TFP as an indicator nonetheless, the 
conventional method of calculating TFP (a regression analysis using the Cobb-
Douglas function) has been extended in this dissertation with an extensive sensitivity 
analysis in which especially the errors in the data are analysed. With the sensitivity 
analysis it is possible to say something about the direction in which Total Factor 
Productivity develops itself (i.e. whether it increases or decreases) without having to 
estimate α.  
 
As a corollary of the chapter on TFP, a new method to calculate TFP has been 
developed together with A.G. Chessa, in order to forestall some of the problems that 
arise when TFP is calculated with the Cobb-Douglas function, and data are not 
available or are not reliable. By deriving a function for TFP – in this case with an 
application to Mongolia – some of the problems caused by poor data, and by the 
implicit assumption that TFP behaves according to an exponential function in time 
can be avoided. 
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6.1.3 A method to analyse qualitative data quantitatively 
The conventional method to conduct a survey, in which large numbers of respondents 
take part, is to design a questionnaire with closed questions. The framework within 
which respondents have to answer is predetermined. In this study the researchers did 
not want to lead the answers of the respondents, and wanted to ask open questions 
only. To be able to do this, a method was developed together with S.J. Schouwstra to 
analyse large amounts of qualitative data in a consistent and quantitatively meaningful 
way. With this new methodology researchers can use open questionnaires for large 
numbers of respondents, thus avoiding the problem of predefined answers. The 
answers to open questions give a better insight in the ideas, and thus the conceptual 
framework, of the respondents.  

6.2 International programmes in Mongolia analysed  
Three programmes were analysed in this dissertation: the privatization of agriculture 
in Mongolia, a curriculum change in medicine at the national university of Mongolia 
(NUM), and the well-rehabilitation programmes in Mongolia. What became evident 
when analysing these programmes was the overriding importance of the conceptual 
and institutional frameworks in explaining why policies of international organisations 
in Mongolia did not have the intended outcomes. International programmes are 
usually well-designed in the sense that all the steps of the basic policy-making cycle 
are conscientiously followed, and well described before a programme or policy starts. 
Though problems do arise even within the basic framework, the fundamental 
problems often arise outside of the conventional policy-design.  
 
The philosophy of an international organisation is reflected in the policies and 
programmes that are designed by policy makers of that organisation. On the part of 
the international (financial) organisations there are two important ideas that deserve 
attention in this conclusion:  

a. The idea that a policy that works in one country will also work in another 
country; and 

b. The idea that there is one economic model that is universally applicable.  

A policy that works in one country will also work in another country 
In the early 1990s, many international organisations, and the international financial 
institutions in particular, seemed to have the idea that if a policy or programme works 
in one country it will also work in another. Thus, economic and financial programmes 
that worked for Latin America were supposed to work for transition economies as 
well. A few years after the transition began in Eastern Europe and Mongolia, the 
International Financial Institutions (IFI) found out that their programmes in transition 
countries yielded different results than expected as the transition countries lacked the 
institutional structures necessary for the programmes, and more attention was paid to 
the institutional frameworks of the countries concerned. The conceptual framework 
was still overlooked as a decisive factor in a policy or programme outcome. 

One economic model that is universally applicable  
The root of the misconception that a programme which functions in one country will 
function in the same way in another country possibly lies in the philosophy of the IFI, 
as they work from the conception that there is one economic model that is universally 
applicable. Economies all over the world basically function in the same way, or 
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should function in the same way if the right prerequisites are created. Given this 
assumption, it seems a logical conclusion that an economic or financial programme 
that has been successful in one country will also be successful in another, and that 
successful programmes can easily be duplicated from one country to another. In 
practice, this is not the case.  

6.2.1 International programmes and the importance of the conceptual 
framework 
One of the main problems of international programmes is, first, that the conceptual 
framework of the policy designers is fundamentally different of the conceptual 
framework of the people who have to implement the policies, and, second, that these 
differences are not acknowledged and taken into account when designing policies.  
 
People with different backgrounds tend to adhere to different definitions, and have 
different ideas and theories on how a policy or programme – and the world in general 
– is supposed to work. If such differences are not acknowledged and addressed in a 
policy or programme, that is a recipe for failure. Even when the same words are being 
used, it is quite well possible that people adhere to their own different definitions of 
the central or main concepts of a policy.  
 
Just after the transition, difficulties arose in international programmes in transition 
countries, as the advisors of, for instance, the IMF had a fundamentally different 
understanding as compared with the people in transition countries of how an economy 
works, and what the role of the state should be in an economy. As the assumptions 
inherent to the conceptual framework of the policy designers of the IMF and those of 
the people of transition economies had not been made explicit, they were not taken 
into account in policy and programme designs. This led to problems in the 
implementation phase, and meant that the outcomes of the programmes were often 
disappointing, and nearly always different from the intended outcomes.  
 
In the programmes analysed in this dissertation, it was the differences in the 
conceptual framework of the programme designers, and of the Mongolians who 
implemented the programmes, that led to problems in the implementation phase of the 
programmes, and that present a threat to the long term sustainability of the goals of 
the programmes. The rural Mongolians that participate in the well rehabilitation 
programmes have a different understanding of the role of the state, and of their own 
role in the programmes than the programme designers had in mind. Rural Mongolians 
expect the state to provide water, and to step in when things go wrong, whereas in the 
programmes they should take care of the wells themselves. The programmes try to 
train the people that participate in the programme in order to adjust their mentality to 
one that is necessary for the programme. It is the question whether that is a sufficient 
solution.  
 
In the programme to change the curriculum in medicine at the NUM, a few problems 
with regard to the conceptual framework were encountered. The fluidity of the job 
market, due to the willingness of Mongolians to change jobs when an opportunity is 
presented, was one of those problems. By the end of the programme most of the 
people that had been trained in the programme had changed jobs, which obviously is a 
threat to capacity building and thus the long-term sustainability of a programme. 
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6.2.2 International programmes and the importance of the institutional 
framework 
The importance of the institutional framework came to the forefront when at the 
beginning of the transition liberalization, privatization, and stabilization commenced 
at the same time in Mongolia, even though there were no institutional structures upon 
which new institutions could be built. This led to unforeseen outcomes of policies and 
programmes. It took a few years before the international financial organisations 
realised their oversight, and before they started spending more energy and resources 
on building the necessary institutional structures. The idea that market institutions 
would automatically come into existence when the economy was being liberalized and 
privatized has proved to be wrong. But even now, the institutional requirements which 
have to be fulfilled for a programme to be successful in a country do not get the 
attention they deserve.  
 
The analysis of the privatizations in agriculture in Mongolia at the beginning of the 
1990s demonstrated the importance of the institutional framework for international 
programmes. Even though the privatizations were successful in the sense that within a 
year almost all the herds in Mongolia had been privatized, the policy outcomes were 
not at all what the international organisations had envisaged.  
 
One of the goals of the privatization policy was to generate economic growth by 
increasing market-oriented production in agriculture. The policy designers had 
expected an increase of the number of animals, and therewith an increase of input in 
animal processing industries. The number of animals did indeed increase after the 
privatizations, but input in animal processing industries decreased both quantitatively 
and qualitatively. There were both institutional and conceptual reasons for this 
unintended outcome. On the institutional level, the transport system had collapsed, 
there was no insurance system and the state could not provide security and basic 
necessities anymore, and rural Mongolians had resorted to barter trade as cash money 
was not available and inflation enormously high. On the conceptual level, Mongolians 
were not willing to sell their animals unless they were in need of money, for instance 
to pay for taxes. In rural Mongolia, a large herd gives more status than money, and a 
large herd is also the best insurance against calamities. The actual outcome of the 
privatization could have been foreseen had the IFI had more knowledge of the 
institutional and conceptual characteristics of rural Mongolia at that time.  
 
What the analyses of the three programmes in this dissertation clearly demonstrate is 
how much is being missed in searching for explanations for the success or failure of a 
policy, if the conceptual and institutional frameworks are not taken into account. 
 
The advice in this dissertation is that when designing a policy or programme, it is 
worthwhile to analyse the institutional framework thoroughly – especially in 
connection with the theories, assumptions, and definitions that underlie a specific 
policy or programme. If the assumptions with regard to any of the elements of the 
institutional or conceptual framework are wrong, one can expect a different policy 
outcome from that intended. Thus it is important to establish what requirements 
should be fulfilled with regard to the institutional and conceptual framework in order 
to be able to implement a policy successfully. If requirements are not fulfilled, it 
should be established what influence that may have on the outcomes of the policy 
when it is being implemented, and what measures should be taken to prevent 
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counterproductive or negative influences. In general, the advice is that policy makers 
combine good ‘programme’ knowledge with excellent country knowledge in order to 
identify what conceptual and institutional pitfalls are lurking when a programme is 
implemented in a specific country in order to prevent them. 

6.3 Mongolia’s process of transition 
The new models that were developed in this dissertation were applied to international 
programmes implemented in Mongolia. Thus, new insights were gained in parts of the 
history, and the process of transition in Mongolia.  
 
Mongolia’s process of transition is comparable to the process of transition of other 
transition countries. The process of transition started in 1990, was spurred by the 
collapse of the Soviet Union, and by the abrupt end of the Soviet subsidies in 1991. 
From one moment to the other, Mongolia had to stand on its own feet after 70 years of 
Soviet guidance, and it had to look elsewhere for guidance and money. Due to the 
abrupt end of the Soviet subsidies, the social, agricultural, educational, and health 
systems more or less collapsed, especially in the outlying regions. Scarcity of food 
was universal during the first years of transition, and many Mongolians came to live 
under the poverty line. In the first years of the transition especially rural Mongolians 
resided to barter trade due to high inflation and – because of stringent macroeconomic 
policies to attain macroeconomic stability – a shortage of cash money.    

A lack of basic institutional structures 
The international financial institutions (IFI) and other countries and organisations 
came to the aid of Mongolia, and started a multitude of programmes. Under the 
guidance of the international financial institutions Mongolia embarked on the way of 
shock therapy, and commenced with liberalization, privatization, and stabilization. 
The IFI advised to the Mongolian government to privatize all state-owned assets as 
soon as possible in order to create a market economy, and to stimulate economic 
growth. The IFI had, however, both overlooked the fact that there were no basic 
institutional structures upon which to build capitalist institutions, and underestimated 
the time and effort needed to bring about a system transformation. The lack of basic 
institutional structures was a very serious complicating factor in virtually all the 
programmes of the international organizations, and many policies tended to have 
unforeseen outcomes.  

Privatization and efficiency 
To give an example, whereas the goal of privatization of enterprises is that firms will 
operate more efficiently, in Mongolia factories were bought by Mongolians, and 
closed down to sell the inventory to China. Therewith, there were no gains in 
efficiency in Mongolia, and it led to widespread unemployment – and thus poverty – 
in the areas concerned. The simulations in Chapter 4 on Total Factor Productivity 
actually confirm this observation, as according to the simulations not the least 
efficient enterprises closed in Mongolia, but enterprises closed randomly. These 
findings contradict the theory international organisations adhere to, that TFP rises 
because the least efficient enterprises close, and they also shed a positive light on 
ideas of some international organisations in Mongolia to reopen closed enterprises in 
some regions of Mongolia in order to generate employment. 

Institutional consequences of the geographical vastness of Mongolia 
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The analysis of three international programmes in this dissertation provides an insight 
into the institutional and conceptual characteristics that are specific to Mongolia, and 
that influenced the process of transition. The geographic characteristics of the country, 
together with its sparse population have consequences for the institutional structure of 
the country, and are important to most – international – policies and programmes.  
 
To give an example, where the geographical vastness of the country calls for 
decentralization, the sparseness of the population, in combination with the fact that 
higher educational facilities and job possibilities are much better in Ulaanbaatar than 
in the aimags, leads to a local administration that does not have the human resources 
(neither the capacity, nor the capabilities and expertise) to design and implement 
many policies and programmes. Delegating to lower levels of government may 
therefore lead to the opposite result than that intended. This may complicate 
international programmes enormously, as decentralization is a starting point of most 
international policies and programmes. The geographical vastness of the country also 
makes it very improbable that an efficient market-oriented system will develop with 
low transportation costs. Furthermore, where some methods and programmes have 
been successful elsewhere, they are impossible or too costly to implement in 
Mongolia because of its geographical and demographic characteristics. 

The institutional structure and the concept of property rights 
With regard to the legal setting in Mongolia, during the first years of the transition, 
there was no proper legal system. The existing legal institutions did not function 
anymore, there were no institutions of mediation, and the rules necessary for a market 
economy were not yet in place. In later years, contradictions in laws were a source of 
potential problems.  
 
A conceptual and institutional issue that is characteristic for Mongolia, and that has an 
impact on almost all international programmes there, is the concept of property rights. 
The concept – and protection – of property rights is central to a market economy, but 
it is a concept that is alien both to a nomadic culture and to communist ideology. 
Mongolia’s nomadic system thrives on commonly-owned pastures. Defining and 
granting property rights – of land in particular, but also of water – to individuals is 
incompatible with the nomadic system of herding. It is fundamental to the nomadic 
system that nobody owns land, and that in times of difficulties, such as adverse 
weather conditions, nomads can move to pastures in other areas. The international 
organizations have never tired of pointing out to the Mongolian government that a 
market economy cannot function without a good definition and protection of property 
rights.  
 
Thought should have been given by the international organisations to the fundamental 
question whether and how the fundamental concepts and requirements of a nomadic 
society (to the extent that can still be witnessed in rural areas in Mongolia) are 
compatible with the fundamental concepts of a market economy114. The example of 

                                                   
114 More authors have commented upon the differences between, and possibly the difficulties to 
reconcile, Western ideas and concepts with Mongolian ideas and concepts. Campi (1996, p. 92) 
remarks ‘Mongolia’s command economy was a nomadic socialist economy, which operated in a 
cultural/philosophical world at odds with some of the basic assumptions of a free-market economy’. In 
his article “From ‘Public’ to ‘Private’ Markets in Postsocialist Mongolia”, Pedersen (2007) 
‘problematizes certain Euro-American assumptions of what the public and private might be’. 
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the definition of property rights shows that careful manoeuvring between the two 
systems is called for, and clever solutions need to be found where the two systems are 
incompatible with each other. International organisations should attempt to meet the 
challenge of striking a unique balance between (the needs of) the prevailing system 
and a new system, instead of trying to override one of the two systems. 
 
The definition of property rights has remained a problematic issue in Mongolia up to 
the present time. This has implications for the development of the necessary 
institutional structure for a capitalist economy. Therewith, it also has implications for 
the outcomes of programmes of international organisations that rely on those 
institutional structures for the attainment of their goals.  

A lack of resources 
The process of transition in Mongolia is characterised by the willingness of both the 
Mongolian government and the parliament to favour the interventions and 
programmes of international organizations, as too few resources are available to the 
government to realize their preferred policies. They are very eager to attract as many 
donors as possible to help fund projects, and are very cooperative. The economic, 
political and social settings have not been limiting factors in the case of the well-
rehabilitation projects, but the lack of resources has, in general, made the Mongolians 
very dependent on international financial aid to realize projects. From a social 
perspective, the situation in many regions (aimags) is rather desperate, so any 
investment, and any generation of jobs is welcome.  

Many international organisations involved in the process of transition 
Following from the paragraph above, and characteristic for the process of transition in 
Mongolia is that many international organisations are involved in the process of 
transition. All organisations make their own analyses, use their own procedures, and 
impose their own conditions. Large initial differences between donor (and 
government) programmes, even though they are working towards the same goals, 
make it necessary for a national government to coordinate all efforts in order to 
prevent arbitrariness towards the beneficiaries of programmes, and to prevent 
duplication. With regard to the well-rehabilitation programmes, the Mongolian 
government coordinates, but at the same time exceptions to the rule are created for 
agreements with donors. Therefore, there are still arbitrary differences for those who 
take part in well-rehabilitation and construction programmes, depending on what 
organisation funds the programme. In general, the Mongolian government lacks the 
resources and capacity to coordinate many programmes. From the point of view of 
international organisations, the problem of donor coordination is clearly one that 
should be identified in the ex ante analysis of the institutional framework of the 
country concerned, in combination with the institutional requirements of the 
international programmes.  
 
Another institutional problem that has been and still is regularly encountered in 
Mongolia when international programmes are being implemented is the fact that for 
many programmes more than one ministry or governmental organization is involved. 
Combined with the fact that the responsibilities of ministries and other governmental 
organizations are often not well defined – which means that is not obvious who is 
responsible for what – means that the implementation of programmes may be 
complicated in Mongolia. 
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The Mongolian conceptual framework and international organisations 
During the process of transition, international organisations had underestimated the 
differences between their own conceptual framework and the conceptual framework 
of Mongolians. In the programmes analysed in this dissertation, many problems in 
international programmes arose because the Mongolians exhibited a different kind of 
reasoning and a different mentality than the policy makers had assumed when they 
designed their programmes.  
 
Even more complicated for international policy designers is the fact that urban and 
rural Mongolians have a different conceptual framework. The urban-rural divide in 
Mongolia has grown enormously since the transition, and the difference in mentality 
between Ulaanbaatar and the rural areas, in particular, is striking, as is, for example, 
the difference in ideas on the role of the state and the government. There are also 
many practical differences in job opportunities, wealth, and etcetera between rural 
areas and Ulaanbaatar. When a programme does not make allowance for these 
differences, the outcome of the programme may well be different than intended. 
 
A good example of the underestimation of the differences in conceptual frameworks 
during the privatizations in agriculture is the assumption of the IFI that herders would 
automatically display market economic thinking and behaviour when they would own 
their own animals. This assumption turned out to be wrong. Mongolian herders 
basically did not want to sell animals, and preferred to increase the number of animals 
in their herds. In general, rural Mongolians were – and possibly still are – very 
government focussed in the first decade of transition. When problems would arise, 
they expected the government to solve them for them. These ideas are shared by the 
local administrators in rural areas, a fact that may cause friction between the local 
governments on the one hand, and the central government and international 
organisations on the other hand.  
 
In the analysis of the various programmes in this dissertation characteristics of the 
Mongolian conceptual framework were decisive in the outcome of a programme. The 
advice of this dissertation is, therefore, to give more attention to the conceptual 
framework of a country, and to analyse the requirements of the programme not only to 
the institutional framework but also to the conceptual framework, as well as the 
conceptual and institutional framework of the country concerned, in order to be able 
to anticipate upon the difficulties that are due to arise when a programme is 
implemented in a specific country, and take measures to prevent possible negative 
effects of conceptual differences between the organisation and the country concerned 
in order to reach the intended goals of the programme.  

The Mongolian conceptual framework: freedom and democracy highly valued 
The explorative research into the expectations and the outcome of transition gives a 
unique insight in the conceptual framework of the Mongolian respondents of the 
survey. At the beginning of the transition from a communist system to democracy and 
a market economy in 1990, Mongolians had high expectations of the new system. 
Hardly anyone had negative expectations of the system change, neither for themselves 
nor for society. Mongolians expected financial and material gains of the transition, a 
more pleasant life, more security, but also more freedom, an improvement of 
education, and a better situation for their own children. For society they expected an 
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improvement of state and politics, an improvement of justice, and many respondents 
expected an improvement of conduct and morality in society.  
 
The outcomes of the transition can be divided in personal outcomes and outcomes for 
society. Respondents indicated that the expectations for their personal lives were 
reasonably well-fulfilled, which may be explained by the fact that most respondents 
had enjoyed a higher education. The expectations for society were only partially 
fulfilled.  
 
The highest-valued gains of the transition – and exceeding the already high 
expectations – are ‘freedom’ and ‘foreign contacts’. Highly valued were, furthermore, 
the economy, the increase of private property, and democracy. Most losses due to the 
transition are found in the social sphere, the biggest loss being the general financial 
situation, i.e. the poverty that has occurred after the transition and the growing gap 
between the rich and the poor. For the issue of ‘state and politics’, (the growth of) 
corruption is the biggest loss. Over half of the respondents evaluated the influence of 
transition upon their personal life positively, and less than a quarter described the 
influence in negative terms only. 
 
Policy makers who design policies and programmes can take advantage of the insights 
that surveys such as the one undertaken in this dissertation generate. (International) 
policy makers might even consider doing a survey themselves, in order to find out 
what characteristics of the conceptual framework might be important for their 
programme or policy. 

6.4 The use of the new model of policy analysis and evaluation 
In this dissertation the examples given of the use of new model of policy analysis and 
evaluation (also called the Geelhoed-Schouwstra framework (GSF) for policy analysis 
and evaluation) were in an international context. The use of the GSF is, however, not 
limited to uses in an international context. Fornili (Fornili, 2008; Fornili & Burda, 
2009) used the framework to evaluate health policies. In her 2008 article she 
demonstrated how nurses and policy makers can utilize systematic models of policy 
analysis and evaluation to evaluate how health policies affect service delivery, patient 
outcomes and nursing practice. As influences on the conceptual level, she described 
the perception of unmet needs for mental health care, personal histories of trauma, and 
the role of intimate partners. Influences on the institutional level were in this case 
funding trends and involvement in domestic violence or child welfare programmes. In 
her 2009 article, she examined policies related to the implementation of 
buprenorphine therapy115, and explored various exogenous influences that contribute 
to its underperformance. The GSF can thus be used to examine all kinds of policies, 
whether these are the policies of an international organisation, a national government, 
a community, or an individual organisation. It is a matter of further research to 
investigate how the framework can be used optimally for the various policies and 
organisations.  

                                                   
115 Buprenorphine is one of the newest treatments for opiate addiction: it is a long-acting partial agonist 
that acts on the same receptors as heroin and morphine, relieving drug cravings without producing the 
same intense "high" or dangerous side effects. 
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6.4.1 Further research  
Unfortunately, the more knowledge one gathers, the more one realizes how little one 
knows. Whereas the conceptual and institutional framework have been identified as 
important factors that cause policy outcomes to differ from the intended policy 
outcomes, there is still a great deal to be learned and to be found out about these 
frameworks. A question raised by Mann and Sweiger (Mann & Schweiger, 2009) is 
how to identify the conceptual framework. With regard to international organisations 
this question can also be rephrased as: ‘How to identify the relevant elements of the 
conceptual framework and of the institutional framework in a country for a policy or 
programme?’ In this dissertation, even though examples have been given, and 
suggestions made as how to find out more about both frameworks, much more work 
could be done in this direction.  
 
It would, furthermore, be interesting to know more about the connection between the 
two frameworks – as they are evidently connected or even intertwined – and how this 
connection influences the outcome of policies and programmes.   
 
With regard to the new model of policy analysis and evaluation (GSF), this model can 
be further developed and refined for its various uses. In general, it is an advantage that 
no weights are given to its identified elements. However, it is well imaginable that its 
usefulness for particular evaluations and policies may be enhanced by identifying 
what weight should be given to what element, and by clarifying the ways in which the 
various elements can be identified for those particular evaluations and policy designs. 
Knowing more about the constituent elements of the conceptual and institutional 
framework means that it will be easier for policy makers and evaluators to use this 
instrument to systematically analyse and improve their policies and programmes.  
 
It would, furthermore, be interesting to investigate more commonly-used indicators 
and the models underlying these indicators, to find out in what circumstances the 
indicators are meaningful, in what circumstances they are meaningless, and how the 
indicators can be adjusted so that they really indicate what should indicate. In this 
way, their usefulness would be enhanced.  
 
Finally, it would be useful to convert the knowledge obtained from surveys – such as 
the one undertaken in the dissertation – into information with which policy makers 
can work. Information on what is fundamental to people, how people perceive 
specific changes, and how they value them, ought to feed the policy-making process. 
It would be useful to find how this information could contribute to the policy process, 
and aid policy makers in designing policies and programmes.  
 
In Dutch there is a saying ‘De domme kan meer vragen stellen dan honderd wijzen 
kunnen beantwoorden’116. In the context of this dissertation and further research, it 
means that there is an endless array of possibilities for further research on the issues 
touched upon in this dissertation. Even so, I hope this dissertation contributes to the 
awareness that the conceptual and institutional frameworks are of crucial importance 
to the outcomes of policies and programmes, and will henceforth be taken into 
account when policies and programmes are designed. 

                                                   
116 Literally translated: ‘An ignorant person can ask more questions than a hundred wise persons can 
answer’.  
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B4.1 Introduction 
This appendix is a corollary of chapter 4. In chapter 4 it was demonstrated that the 
quality of data is crucial to the calculation and use of TFP as indicator of efficiency. 
As reliable and qualitatively good data may be difficult to obtain, we present in this 
appendix a new method that allows us to construct an analytic function that describes 
the development of TFP in time. A method is constructed for quantifying the relative 
growth of technology, based on time series data for aggregate output, capital and 
labour. The focus of the application of the method is on situations where estimates of 
the input shares of capital and labour are unreliable or difficult to obtain. 
 
Approaches for calculating or estimating economic growth can be subdivided into two 
categories: (1) growth accounting, and (2) econometric or statistical approaches. Both 
approaches use a production function for modelling the relation between output or 
GDP and inputs, amongst which capital stock and labour. The objective of growth 
accounting is to break down the relative growth of output in time into the relative 
growth of capital, labour, and of technology or total factor productivity (TFP). By 
calculating, for instance, the value shares of labour (e.g. by using data on salaries) and 
of capital in the total value of input factors, TFP change can be calculated for every 
year, which is used as an indicator for the efficiency of production of a country at 
macroeconomic level (see Barro and Sala-i-Martin (1995) for more details). 
 
The second type of approach uses statistical procedures in order to estimate the shares 
of capital and labour, which are subsequently used to calculate TFP. An example of 
this approach is given by Cheng (2003), who applies linear regression to a logarithmic 
transformation of a Cobb-Douglas production function for estimating the input shares. 
 
The validity of growth accounting rests upon the assumption that factor markets are 
competitive. The marginal product of each input then equals its factor price. If 
accurate data about either the share of rental payments to capital or the share of wage 
payments to labour can be collected, then growth accounting can be applied. If such 
data are difficult to obtain, or if these data are not very reliable, then one could 
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combine growth accounting with a sensitivity or uncertainty analysis about the 
estimated input shares in order to quantify the effect of variations around data 
estimates of these shares on the conclusions about TFP-growth (see Chessa and 
Schouwstra (chapter 4 and 2005) for an application to Mongolia’s economy).117 
 
An alternative approach could be to apply a regression method in order to estimate the 
input shares from time series data on GDP, capital and labour. However, this 
approach implicitly makes the assumption that TFP behaves according to an 
exponential function in time. The analysis of TFP for Mongolia’s economy since 
1980, as carried out by Chessa and Schouwstra (in Chapter 4 and in 2005), shows that 
TFP does not follow a monotonic behaviour in time, which consequently rules out 
such a method for estimating input shares and TFP. Therefore, a new method should 
be developed which does not make this implicit assumption.  
 
The point of departure of this new and relatively simple method is to quantify the 
relative growth of technology for the full range of values that the input shares can take 
(i.e., between 0 and 1) at each available point in time based on time series data of 
GDP, capital and labour. The identified analytic function of TFP can be used in a 
second step to estimate the input shares of capital and labour, and to investigate their 
variability in time. We will describe this approach in the next section, which will be 
applied to Mongolia’s economic situation in the period 1985-2000. The results 
obtained will be discussed in Section B4.3. 

B4.2 Constructing a function for TFP 

B4.2.1 Production function 
The starting point is a production function of the form 
 

 ( ) ( ) ( ( ), ( )),Y t A t F K t L t  (43) 
 
where K(t), L(t) and Y(t) denote capital stock, labour and aggregate output at time t 
respectively, and A(t) is an index of the level of technology at time t. In the literature, 
A(t) is usually called total factor productivity or TFP. In this production function, 
technology is said to be Hicks neutral or output augmenting. In order to facilitate the 
analysis in the sequel, the present study assumes that t represents continuous time and 
that output Y is differentiable in t. Furthermore, F is a function of capital and labour, 
which is differentiable in both K and L. 
 
Some well-known production functions that belong to the class described by (43) are 
the Cobb-Douglas production function and the CES-function (constant elasticity of 
substitution). In Chessa and Schouwstra (2005) it is proved that Y is uniquely 
described by the generalised form Y = AKaLb of the Cobb-Douglas production 
function, if, and only if, K and L represent ratio scale measurements with different 
scale units. However, the methods and results of this study are not restricted to 
specific forms of (43), which also holds for the measurement scales of the inputs. For 
instance, in applications labour may be weighted by the number of years of schooling 
as in Cheng (2003), which gives rise to ratio scale values. When labour is quantified 

                                                   
117 For an overview of methods for sensitivity and uncertainty analysis, see Granger Morgan and 
Henrion (1990). 
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as the number of persons employed, such values represent measurements on an 
absolute scale.118 
 
Let Y  denote the derivative of Y with respect to t and let the time derivatives of A, K 
and L be denoted in the same way. Then the following expression holds for 
production function (43) (Barro and Sala-i-Martin, 1995): 
 

 .
/ /

Y A Y K K Y L L
Y A Y K K Y L L

           
   

  
 (44) 

 
The two terms within brackets in this expression are the output elasticities with 
respect to capital and labour, which will be shortened to K(t) and L(t) respectively. 
The following equality holds under constant returns to scale, for every t: 
 

 ( ) ( ) 1K Lt t    (45) 
 
(see Chiang (1984) and Barro and Sala-i-Martin (1995) for more details). 
 
Expression (44) will be used in the next subsection in order to quantify A /A for 
different values of K(t) and L(t) ranging from 0 to 1. When time series data for Y, K 
and L are available, expression (44) yields a value for the relative growth of 
technology ( )A t /A(t), for any K(t), L(t)  [0, 1], at every time t in the time series. 
 
The method presented in this appendix, which will be illustrated for Mongolia’s 
economy in the following sections, is applicable to situations where it is difficult to 
obtain accurate data about the share of rental payments to capital and the share of 
wage payments to labour in total income. When these data are available, the values of 
these input shares can be set equal to the corresponding output elasticities, which is 
valid under the assumption of competitive factor markets. The methodology presented 
here, however, does not require this situation. 
 

B4.2.2 A TFP function for Mongolia 
 
Cheng (2003, Appendix Table 2) published aggregate yearly values of GDP, capital 
stock and labour for Mongolia’s macroeconomic situation from 1980 until 2001. 
Cheng (2003, p. 9) expresses labour as the product of total employment and the 
number of years of schooling of the Mongolian population aged 15 or above, which 
he uses as a human capital index, due to the lack of data on earnings by educational 
status. Data are available for two years only: the average number of years of schooling 
in Mongolia is equal to 7.5 in 1989 and is equal to 8.5 in 1998. Cheng derived human 
capital index values by assuming education to be a linear function of time. If t = 0 is 
used to denote the year 1980 (the first year in the time series), then human capital qt in 
year t can be expressed in terms of the two data points as follows: 
 

                                                   
118 See Roberts (1979) for a rigorous treatment of measurement scales and their implications for the 
meaningfulness of statements in their regard. 
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 18 9 9 18( ) / 9 2 ,tq q q t q q     (46) 
 
where q9 and q18 are the human capital values for 1989 and 1998, respectively. Labour 
Lt in year t is then calculated as 
 

 ,t t tL q E  (47) 
 
where Et denotes the total number of persons employed in year t. 
 
Capital stock is calculated with the conventional perpetual inventory method: 
 

 1 1 (1 ) ,t t tK I K     (48) 
 
where It is the level of investment in year t and  is the rate of depreciation of the 
capital stock. Usually, capital stock in each successive year is calculated recursively 
according to (21) by making use of time series data {It} for investment. As a starting 
point for calculations, capital stock is assumed to be zero in a certain year (if data are 
not available such as is the case for Mongolia). The depreciation rate is often assumed 
to have a value between 0.04 and 0.10. Cheng (2003) assumed that  = 0.06, which 
will also be used in this study.119 
 
The data of Mongolia’s economy will now be used in order to derive an analytic 
function of TFP in time. For this purpose, the ratio ( )Y t /Y(t) in (44) – the derivative 
of GDP divided by GDP Y(t) in year t–will be approximated by the ‘central 
difference’ (Yt+1 – Yt-1)/2Yt, where Yt = Y(t) for every year t. The same will be done for 
capital K and labour L. The central difference scheme was chosen because of its 
higher accuracy compared to the forward and backward schemes (Fried, 1979). Next, 
the constant returns to scale property will be assumed, so that (45) holds. The output 
elasticity K with respect to capital will be written as  in the sequel. The ratio A /A 
will be approximated by the following quantity a(t), for any   [0, 1]: 
 

 1 1 1 1 1 1( ) ( ) (1 ( )) ,
2 2 2

t t t t t t

t t t

Y Y K K L La t t t
Y K L         

     (49) 

 
where t ranges from the year 1981 until the year 2000. By letting  run from 0 to 1, 
the full range of values of a(t) will be obtained for every year t, given time series 
data on GDP, capital and labour. The result for Mongolia is shown in Figure B4-1. 
 
It is important to note that this result holds irrespective of any relation between -
values for different years. Figure B4-1 is thus the same both for a constant  over 
time and for any time-dependent function (t). This graph is a discrete-time 
representation of the space containing all possible functions a(t) that approximate 

( )A t /A(t). A second noteworthy feature of this figure is that TFP decreases from 1985 
                                                   
119 Cheng assumed that  = 0.06 but did not give any arguments for this choice. In his calculations of 
capital stock he used the time series data for investment {It} since 1980 and furthermore assumed 
capital stock to be zero in 1959. He performed a sensitivity analysis to test the robustness of his ‘1959-
assumption’.  
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until 1992, while TFP increases between 1993 and 1997, for every   [0, 1]. In other 
words, the increase or decrease of TFP in the period 1985-1997 can be established 
without knowledge about  (see also Chessa and Schouwstra (2005)). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure B4-1. Values of a(t) for Mongolia, calculated with expression (49), which are used as 
approximations of ( )A t /A(t). Values are shown for six values of the input share of capital . 

A third characteristic is that the behaviour of a(t) can be subdivided into two parts. A 
‘fan-like’ behaviour seems to emerge until 1984, which, however, will be difficult to 
analyse because this pattern can only be observed during about four years. This part of 
the data will be ignored in the rest of this appendix, also because the main interest of 
this study is focused on the economic growth in Mongolia in the years that precede 
the transition from a planned to a market economy and on the development in the 
subsequent years. The economic growth during the period 1985-2000 will therefore 
be studied. The behaviour of a(t) in these years suggests a sinusoidal shape of 

( )A t /A(t) for every . The following function therefore seems a reasonable candidate 
for the relative growth of technology in this period: 
 

 ( ) sin( ( )) ,    , 0,
( )

A t a c t b a c
A t

   


 (50) 

 
where  is a reference year, a is the amplitude of the sine function, c controls the 
wavelength, while b denotes a general trend, which is taken to be time-independent 
here. The sine function thus describes oscillations around the trend b. In the next 
section, a user-interactive method will be presented for estimating the parameters of 
function (50), which is very simple to use. The method will be illustrated for 
Mongolia’s economy. 
 

B4.2.3 Calculation of TFP-parameters 
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With an explicit function for ( )A t /A(t) at hand, classical statistical methods might be 
proposed for estimating the parameters of this function from time series data, together 
with input share . This section proposes a different method, which emphasises a 
more direct involvement of users of the method and its results. A method for 
calculating parameter values of function (50) will be outlined, which gives economists 
possibilities to control the computational process, as it tries to avoid the use of ‘black-
box’ methods. It will turn out to be possible to fully specify function (50) on the basis 
of a(t) in Figure B4-1. The method requires a limited amount of input data by users, 
which have a simple economic interpretation. 
 
An effective and transparent way for calculating the four parameters of (50) is by 
establishing three roots of ( )A t /A(t), that is, three years t for which ( )A t /A(t) = 0. The 
method will first be outlined in general terms and will be illustrated afterwards for 
Mongolia. For reasons of simplicity, the method is based on the assumption of time-
independent input shares, so that (t) =  for all t. The method consists of the 
following steps. 
 
1. Identify three roots t1 < t2 < t3 of A /A, such that ( )A t /A(t)  0 for all t  (t1, t2) 

and for all t  (t2, t3). 
2. The difference between the largest and the smallest root is equal to the wavelength 

of the sinusoidal function, so that c(t3 – t1) = 2. This yields: 
 

 
3 1

2π .c
t t




 

 
3. If t3 – t2 = t2 – t1, then there is no trend, that is, b = 0. Otherwise, for any root ti, 

where i = 1, 2, 3, the trend parameter satisfies the equality: 
 

 sin( ( )) 0.ia c t b    
 
4. If t3 – t2 = t2 – t1, then set  = t1 when for any z1  (t1, t2) and for any z2  (t2, t3) 

one finds 1( )A z /A(z1) > 0 and 2( )A z /A(z2) < 0. Otherwise, if 1( )A z /A(z1) < 0 and 

2( )A z /A(z2) > 0, then set  = t2. If t3 – t2  t2 – t1, then the value of  will be 
shifted, which becomes equal to 
 

  1
1 3 2 2 14 ( ) ( )t t t t t       

 
when 1( )A z /A(z1) > 0 and 2( )A z /A(z2) < 0, and equal to 
 

  1
2 3 2 2 14 ( ) ( )t t t t t       

 
when 1( )A z /A(z1) < 0 and 2( )A z /A(z2) > 0 for any z1  (t1, t2) and z2  (t2, t3). The 
values of  are roots of the sine component in function (50). 

5. According to step 3, write b as follows for one of the three roots ti: 
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 sin( ( )).ib a c t     
 
Substituting this expression in function (50) gives: 
 

  sin( ( )) sin( ( )) .ia c t c t     (51) 
 
For uniformly chosen values of  in [0, 1] or a subset of [0, 1], set the sum of the 
absolute values of (51) over the interval (t1, t3) equal to an equivalent version for 
the values of a(t), where t runs through the same interval. For every , a value a 
for the parameter a results from the following expression: 
 

 1 2 2 3

1 3
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6. For every , substitute a in the expression for b in step 5 to obtain a value b: 

 
 sin( ( )).ib a c t      

 
The amount of variability in the a values depends on the behaviour of the difference 
between ( )K t /K(t) and ( )L t /L(t) over t, as can be deduced from (49). If this 
difference does not indicate a time-dependent behaviour, then there will be little 
variation in a for different values of . If this is the case, then a can be set equal to 
the average of the a values. Before proceeding with this discussion when the 
opposite holds (Section 3), steps 1-6 of the above procedure will first be illustrated for 
Mongolia. 

 
The values of a(t) in Figure B4-1 will be used for applying the computational 
procedure to Mongolia’s economy. First, the input share  will be restricted to values 
between 0.3 and 1. Studies concerning growth in western economies often use  = ⅓ 
(Aiyar and Dalgaard, 2005). Cheng (2003) finds a value of  = 0.69 for Mongolia. 
Heytens and Zebregs (2000) estimated that  was equal to 0.63 in China, an Asian 
transition economy that may share a number of characteristics with Mongolia. Steps 
1-6 are worked out below. 
 
1. Inspection of Figure B4-1 shows that a root of ( )A t /A(t) is located between 1992 

and 1993. With the restriction on the values of , a second root appears between 
1999 and 2000. A third root is more difficult to identify, since the values of a(t) 
before 1985 show a different behaviour than in the period 1985-2000. The 
following three roots will be set as initial values: 

 
 t1 = 1984.5, t2 = 1992.5, t3 = 1999.5. 

 
2. These roots imply for the wavelength parameter: 
 

 c = 2/15. 
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3. Since t3 – t2  t2 – t1, there is a nonzero trend b, which will be obtained from the 

expression: 
  2π

215sin ( ) ,b a t     

 
where t2 is arbitrarily chosen from the three roots identified in step 1. Notice that 
t3 – t2 < t2 – t1 and that a(t) < 0 for all , for every t  (t1, t2), so that b < 0. 

4. Since a(t) < 0 for all , for every t  (t1, t2), this implies that  is equal to 
 

  1
2 3 2 2 14 ( ) ( ) 1992.25.t t t t t        

 
5. The values for c and , and the expression for b in step 3 can now be used to 

calculate a value a for the parameter a, for values of  between 0.3 and 1. We 
obtain that 0.054 < a < 0.056 for every , which thus shows little variation. 
Therefore, we set a equal to the central value of this interval: 

 
a = 0.055. 
 
6. Substitution of the values a in the expression for b in step 3 shows that b varies 

only by 210-4 as  varies between 0.3 and 1. A similar value as for a in step 5 is 
computed for b, which yields: 
 

b = –0.0057. 
 
The function for ( )A t /A(t) thus becomes: 
 

  2π
15

( ) 0.055sin ( 1992.25) 0.0057.
( )

A t t
A t

  


 (52) 

 
This function is shown in Figure B4-2. Based on the three roots specified in step 1, 
the function for relative TFP-growth ( )A t /A(t) that is derived from the a(t) values 
thus shows a general downward trend of –0.57% per year (step 6). The sine function 
shows a superposed effect, which first strengthens the downward trend after 1984, but 
turns positive after 1992, reaching a maximum relative growth of 5.50% – 0.57% = 
4.93% in 1996. The sine function captures periodic effects of TFP-development in 
Mongolia, which are related to the political changes in the Soviet Union. The two 
major effects captured by this function are the maximum decline of TFP at the end of 
the 1980s, which coincides with the disintegration of the Soviet Union, and the 
growth after 1992, showing the effects of reforms during the transition from a planned 
to a market economy in Mongolia. 
 
The influence of  on the parameter values of function (52) is negligible. From step 5 
it follows that a can be fixed quite easily at one value. The small variation in the a 
values is due to the fact that the sum of the variations in the negative a(t) values 
(between 1985 and 1992) and in the positive a(t) values (between 1993 and 1999) are 
approximately the same as  varies, which thus compensate each other, so that the 
calculated amplitude a in step 5 remains about the same. This may not be the case in 
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other applications. If, consequently, the amplitude values a show considerable 
variation for different values of , then a should be estimated in a different way. This 
will be discussed further in Section 3. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure B4-2. Function (52) for ( )A t /A(t) derived with the computational procedure of Section 
B4.2.3 (solid line). Also shown are the values of a(t) for  = 0.4 (open triangles) and for  = 1 
(closed triangles). 

 

B4.2.4 Estimation of input shares 
 
Each of the functions a(t) gives an approximation of ( )A t /A(t) for every . The 
sinusoidal structure revealed by these functions made it possible to derive one 
function for ( )A t /A(t) based on the identification of three roots of this function, 
without having to estimate . An estimate of  can thus be derived separately. In 
order to do this, a framework is needed, in which the function derived for ( )A t /A(t) is 
assigned a precise mathematical meaning. 
 
The central difference schemes used for approximating the derivatives of GDP, 
capital and labour in time have a theoretical error. Another source of error in these 
quantities may be inaccuracy of the time series data. Data may be unreliable for 
different reasons, such as the data acquisition methods used, which may be dated, 
uncertainty about the exact values of parameters (e.g., the depreciation rate  for 
capital in (48)) and the exclusion of the informal sector from the official statistics. In 
Chessa and Schouwstra (2005), a sensitivity analysis was used to quantify the effects 
of variations in parameters, such as , and in the data values of GDP, capital and 
labour on TFP-growth in Mongolia. The results showed that variations in GDP have 
the greatest effect on TFP, while the effects of variations in , capital and labour are 
relatively small. 
 
These findings could be used to propose a statistical framework, in which GDP is 
considered as a stochastic process that has an error term as its only source of 
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randomness. An estimate of  could be found by minimising the sum of squared 
errors (SSQ) defined by 
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t t t t
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 (53) 

 
where ( )A t /A(t) is function (52).120 The resulting estimate is  = 0.990 (SSQ = 
0.0074). As the parameter values of the function for ( )A t /A(t) depend on the roots 
given as input for the computational procedure in Section 2.3, it is worth considering 
the effect of variations in these roots on the parameter values and . 
 
As was stated in Section 2.3, there is uncertainty in the location of the smallest root t1 
= 1984.5. If t1 is shifted backwards by one year, then we obtain  = 0.919 (SSQ = 
0.0101). If t1 is set at the year 1985, then  = 1, which improves the fit of the yearly 
relative GDP-change considerably with respect to a model with t1 = 1983.5 (SSQ = 
0.0063). The fit with function (52) is slightly worse. Variations in the other two roots 
do not improve the fits. This brief sensitivity analysis for the location of the roots 
confirms that  is close to 1. 
 
The fit of the yearly relative GDP-growth data with function (52) for ( )A t /A(t) is 
shown in Figure B4-3. This figure shows that the economic development in Mongolia 
can be subdivided in two distinct periods. The period 1985-1992 shows that the 
contribution of TFP to GDP, especially during the first five years of this period, is 
very small. In contrast, the period 1993-2000 shows that TFP-growth largely 
determines GDP. These observations can be used to gain more understanding in the 
high value of . Figure B4-4 shows that capital stock declines during the period 1990-
1992, while labour increases. The yearly relative change in GDP is smaller than that 
of TFP (Figure B4-3); the behaviour of GDP can thus only be explained by a value of 
 equal to 1 for this period. In the period 1996-2000, the level of capital stock remains 
about the same, while labour increases. The observation in Figure B4-3 that the 
relative changes in TFP and GDP are about the same can therefore only be explained 
by an equivalent value of the input share of capital . The relative changes in capital 
and labour show about the same behaviour during the period 1985-1989, which 
therefore is expected to put little weight in the value of . Having discussed almost 
the entire period 1985-2000, these observations lead to the conclusion that  should 
have a very high value. 

                                                   
120 It should be noted that an estimate of  can only be obtained when the central differences for the 
derivatives of capital and labour differ for one or more years. If this is not the case, then a(t) is the 
same for all , which then is the only characteristic that can be derived from the data. 
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Figure B4-3. Fit to the yearly relative GDP-growth data of Mongolia. The fitted model is the sum 
of function (52) for ( )A t /A(t) and of the relative growth contributions from capital and labour, 
which are shown in Figure B4-4 with  = 0.990. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure B4-4. Yearly relative growth ( )K t /K(t) and ( )L t /L(t) of capital K and labour L for the 
period 1985-2000 in Mongolia. The derivatives are approximated with central differences. 

B4.3 Discussion 
The objective of this study was to find a method for quantifying the relative growth of 
technology, based on time series data for aggregate output, capital and labour. The 
focus of the application of the method was on situations where estimates of the input 
shares of capital and labour are unreliable or difficult to obtain. 
 
The main results of this study are threefold: (1) based on a general form of the 
production function (Hicks neutral), it was shown how a straightforward application 
of expression (44), between relative output growth and the relative contributions from 
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TFP and inputs, gives a quantification of the space, or bandwidth, of relative TFP-
growth (Figure B4-1); (2) based on this representation of TFP, it was possible to 
identify an analytic function for relative TFP-growth, which suggests a sinusoidal 
form for Mongolia; (3) a method has been proposed for calculating the parameters of 
the TFP-function. The strengths and limitations of these results will now be discussed. 
 
The appeal of result (1) is the simplicity by which it is obtained and its validity. The 
latter means that Figure B4-1 is obtained with a general form for the production 
function, with output-augmenting technology, but without any assumption on the 
relation between output and inputs. Beside Hicks neutrality, the only assumption 
made was that of constant returns to scale. Within this assumption, the output 
elasticities or input shares may have an arbitrary behaviour in time. 
 
The inferences about TFP-growth that can be drawn from the functions a(t) in Figure 
B4-1 are interesting in their own right, as they are directly related to a central issue in 
economic growth studies. In the case of Mongolia, for instance, TFP decreases 
between 1985 and 1992, while TFP increases between 1993 and 1997, which holds 
for every value of  between 0 and 1. This means that the a(t) values allow strong 
conclusions to be made about TFP, which is possible prior to any modelling or 
statistical analysis and estimation. Statements about TFP-growth could be made even 
stronger by restricting the space of functions a(t) to a subset, for example, by adding 
‘expert knowledge’ about  (see Section 2.3). By setting a lower bound for  at 0.4, 
so that   [0.4, 1], the corresponding values of a(t) reveal that TFP decreases 
between 1985 and 1992, that TFP increases between 1993 and 1999, and that TFP 
decreases in the year 2000, for every  in the restricted interval (Figure B4-2). We 
thus believe that the derivation of the functions a(t) should be the first step in studies 
of economic growth. Because of the importance of the statements that can be made 
about TFP, it may be worth, as a topic of future study, to investigate the effects on the 
a(t) functions by considering other types of production functions (e.g., with Harrod 
neutral or labour augmenting technology) and without the assumption of constant 
returns to scale. 
 
The final remark is also important in the light of result (2), the analytic form of TFP 
as a function of time. The functions a(t) reveal a common, sinusoidal form for the 
relative growth of technology in Mongolia during the period 1985-2000. It would be 
interesting to investigate whether this form also applies to other transition economies. 
It does not apply to China, however, since the form of the production function 
estimated in Bairam (1996) for different regions in China shows an exponential 
growth of technology during the period 1973-1989. 
 
The identification of a common functional form of the relative technological growth 
in the functions a(t) opened possibilities to calculate the parameters of the sinusoidal 
function from the a(t) values. The computational procedure that has been developed 
for this purpose requires a limited amount of input data from users, which is very easy 
to interpret. In fact, users are requested to specify three time points at which the 
relative growth of technology is equal to zero, based on the behaviour of a(t). This 
information is sufficient to calculate exact values of the four parameters of the 
sinusoidal function by making use of some of its analytical properties. 
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Beside the properties just mentioned, the computational procedure has some other 
attractive properties that are worth emphasising. The method enhances the interaction 
with and the involvement of the user with respect to more conventional approaches, 
like statistical methods for estimating the parameters. The user has the possibility to 
control the computational process continuously: once the user sets three time points of 
zero growth, the consequences in terms of the calculated relative growth function and 
the minimised sum of squared errors – when  is estimated as well – are immediately 
obtained. 
 
As the method requires only three zero-growth times as input, the method can be 
combined with a sensitivity or uncertainty analysis about these time points in a very 
simple and transparent way, as was illustrated in Section 2.4. Such an analysis enables 
the user to quantify the variability in the calculated parameters of the sinusoidal 
function and in . In addition, insight will be gained in this way into the combination 
of parameter values that give the best fit with the observed times series of GDP, as 
was also shown in Section 2.4. 
 
Other interesting characteristics of the method are that no statistical estimation 
methods are required for calculating the parameters of the sinusoidal technology 
growth function. In addition, the calculation of these parameters and of  can be 
carried out separately, when the values a for the amplitude a that are obtained for 
different values of  do not show a significant variation. This turned out to be the case 
for Mongolia (Section 2.3), but may not hold in other situations. As was noted earlier, 
the variation in a depends completely on the difference between the relative time 
derivatives of capital and labour. If, for instance, this difference increases or decreases 
as a function of time, then the contribution of  to a(t) in expression (49) becomes 
larger or smaller with time t. This implies that the values of a calculated in step 5 of 
the procedure in Section 2.3 will depend on . 
 
In the latter case, the standard procedure of Section 2.3 can be adapted in the 
following simple way. The user may set a tolerance level for the admissible variation 
in the a values, for instance, in terms of the difference between the maximum and 
minimum values of a. If the tolerance level is not exceeded, then the computational 
procedure can be applied in the way shown for Mongolia in Section 2.3, so that only 
 remains to be estimated as in Section 2.4. Otherwise, the standard procedure may be 
adapted as follows: 
 

i. Perform steps 1-4 of the standard procedure of Section 2.3. This yields values of 
c and , and the relation b = –asin(c(ti – )), where ti is one of the three roots. 

ii. Estimate a and  by minimising the sum of least squares in Section 2.4, given 
the values of c and  obtained in step i. The function for ( )A t /A(t) to be used is: 

 
  sin( ( )) sin( ( )) .ia c t c t     

 
iii. Calculate b = –asin(c(ti – )). 
 
This straightforward adaptation makes it possible to apply the above method in a wide 
range of situations. For example, it also becomes possible to investigate the effect of a 
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time-dependent input share  on the fit to the yearly relative GDP-growth data in 
Figure B4-3. In order to illustrate this, let 1 and 2 denote the input shares for the 
periods 1985-1992 and 1993-2000 respectively. With the same three zero-growth time 
points as specified for the sinusoidal technology growth function in Figure B4-3, we 
obtain 1 = 1 and 2 = 0.451. This model gives marginal improvements over the 
model with a time-independent input share (SSQ = 0.00567). 
 
The results in sections 2.3 and 2.4 show that technological growth in Mongolia can be 
adequately described by a sinusoidal function with a slightly negative trend b. 
Variations in the roots may give small improvements in the fitted yearly relative 
GDP-growth data, but the values estimated for  remain very high (greater than 0.9). 
The value of the input share found here for Mongolia falls in the upper part of the 
range of values for  found in other studies referred to by Cheng (2003). Cheng found 
a value of 0.69 based on linear regression, which, as was stated in the introduction of 
this appendix, makes the erroneous implicit assumption that TFP behaves according 
to an exponential function of time. 
 
Of course, the applicability of the procedure in Section B4.2.3 and the generalised 
version above heavily depend on the form of the function for ( )A t /A(t). Conventional 
statistical and econometric approaches may have a greater general applicability, but 
the method presented in this appendix was originally intended to exploit as much as 
possible the structure of the functions a(t) (Figure B4-1). The sinusoidal function that 
has been proposed for technological growth is valuable in its own right, as it gives 
more insight into structural and periodic components of technological development in 
time. For Mongolia, the structural growth component is captured by the trend 
parameter b and the periodic effects are described by a sine function. The four 
parameters give a summary description of technological growth. This opens 
possibilities for making transparent comparisons between the growth of technology in 
different economies, both at regional and at national level within and between 
countries. 
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Chapter 1 – Introduction 
In 1990 the economic and political system in Mongolia made an abrupt, but peaceful 
change from a communist system to a capitalist system and a democracy. Before 1990 
Mongolia had been a close follower of the Soviet Union for nearly 70 years. After the 
system change, Mongolia had to look elsewhere for guidance and money. The 
international financial institutions (IFI), the Asian Development Bank and some donor 
countries were very willing to help Mongolia in its transition to a market economy. 
They combined loans with (technical support) programmes and conditionality to bring 
about structural changes. Mongolia soon became one of the most well-supported 
countries relative to its GDP.  
 
The road Mongolia embarked upon was the road of shock therapy. At the time it was 
thought that a rapid transition would lead to the shortest period of transition. 
Programmes for stabilization, liberalization, and privatization were started 
simultaneously in Mongolia, while at the same time the political system was 
transformed to a democracy. However, in their programmes, the IFI had overlooked 
the fact that there were no structures upon which to build capitalist institutions and 
policies. On account of these and other shortcomings, many programmes did not 
achieve their intended goals.  
 
Objectives of the dissertation 
In this dissertation the programmes of the international financial institutions are 
investigated, with the aim to give advice about how they might be improved. Many 
international programmes do not have the desired outcomes. The objective is to 
establish why outcomes are different from the intended outcomes, and how it is 
possible to improve upon the programmes of international organizations. This 
dissertation also tries to reconstruct some of the things that happened in Mongolia 
during the transition. Using that knowledge, the situation is analysed in order to 
identify shortcomings in policies and programmes, and in the indicators used to 
evaluate policies so as to be able to improve upon them. The objective of this 
dissertation is furthermore, to add to the body of knowledge of Mongolia, and to gain 
a better insight into the process of transition in Mongolia. Finally, the goal is to 
develop instruments based on empirical data and observations. With these 
instruments, the countries concerned and the international organizations could 
improve upon their policies, so that they can reach the goals they have set themselves 
in their programmes and policies. 
 
Chapter 2 – A new explanatory model for policy analysis and evaluation  
In chapter 2, a model of policy evaluation has been developed to identify factors that 
cause policy outcomes to diverge from the intended results. In this model the 
explanatory factors may be ‘real world’ factors such as badly-defined performance 
indicators or cyclical economic problems, or they may be inherent to the conceptual 
and institutional framework to which policy makers adhere. The conceptual and 
institutional frameworks are new elements in policy analysis, are particularly 
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important to international policies and programmes, and constitute an improvement of 
conventional methods of policy analysis. 
 
The conceptual framework 
Policy makers have assumptions and theories on how a policy is supposed to bring 
about the intended outcome. To clarify those it is necessary to add an additional layer 
to the basic framework in which definitions, assumptions and theories are specified. 
Without this additional layer, it is impossible to trace in an evaluation why the actual 
outcome of a policy or programme is different from the intended outcome. These 
findings are necessary to improve policies and programmes.  
 
The conceptual framework refers to the ideology, the norms, and values to which 
people adhere, to the theories and assumptions upon which they base their policies 
and programmes, the definitions they use, and their attitudes and behaviour. The 
conceptual framework is influenced by culture, geographical characteristics, and 
history. Both the individual history of a person and the history of the region or 
country where a person lives, or has lived, shape his or her conceptual framework. 
The conceptual framework influences all elements or steps of the policy-making 
cycle. 
 
The institutional framework 
Just as important as the conceptual framework in explaining deviating outcomes of 
policies and programmes is the institutional framework. The institutional framework 
refers to the political, social and economic setting in which a policy has to be 
implemented. It refers to the institutions that exist in a country and the legal setting of 
that country. It refers to all stakeholders of a policy or programme. It comprises all 
structures that exist in a country which are important to, and exert an influence on, a 
policy. Economists would refer to it as all the formal institutions, but the concept of 
the institutional framework is broader as it also comprises the stakeholders – whether 
individuals or organizations, and whether they have overt or tacit interests – of a 
policy or programme. 
 
When designing a policy or programme, it is worthwhile to analyse the institutional 
framework thoroughly – especially in connection with the theories, assumptions, and 
definitions that underlie a specific policy or programme. If the assumptions with 
regard to any of the elements of the institutional or conceptual framework are wrong, 
one can expect a different policy outcome from that intended. Thus it is important to 
establish what requirements should be fulfilled with regard to the institutional and 
conceptual framework in order to be able to implement a policy successfully, and, if 
requirements are not fulfilled, what influence that will have on the outcomes of the 
policy when it is being implemented, and how a counterproductive influence can be 
prevented.  
 
The new model applied to some international programmes in Mongolia 
The extended framework of policy analysis and evaluation is used in Chapter 2 to 
evaluate the Mongolian privatization policy in agriculture, and to evaluate a Tempus 
TACIS project ‘A curriculum change in medicine at the NUM’. What becomes 
evident in the examples is amongst others the fact that if the rationality policy 
designers assumed of a population is different from the rationality that that population 
displays, the outcome of a policy is completely different from what was intended. 
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Also when institutional and conceptual requirements are different from the actual 
institutional and conceptual characteristics of a country, then the outcome of a 
programme or policy may be very disappointing. The example of the agricultural 
policy also showed how much information is missing when the institutional and 
conceptual frameworks are not taken into account if one searches for explanations of 
the success or failure of a policy. 
 
Using the new model of policy analysis and evaluation 
All elements of the conceptual and institutional framework vary from one country to 
another. A policy or programme that was successful in one country may not be 
successful in another country on account of variations in the conceptual and 
institutional (and conceptual) framework. It is therefore important to establish, before 
implementing a policy or programme, what the requirements of the programme are to 
the conceptual and institutional framework, how the conceptual and institutional 
frameworks of the countries concerned look, what relevant differences exist between 
the requirements and the actual frameworks, and what relevant differences exists 
between the frameworks of the countries concerned, and how that will influence the 
outcome of that policy or programme. 
 
The extended model of policy analysis and evaluation is a rational model, in which 
irrational or incremental elements are incorporated, thus giving those elements a place 
in evaluations. It can be used by scholars for analyzing and evaluating government 
policies and the policies of international organizations and by policy makers to design 
and improve their policies. If policy makers follow every step of the framework 
conscientiously, it will lead to a rational and systematic process of policy making, in 
which the pros and cons of the various possibilities are weighed against each other; 
and to a goal-oriented policy design.  
 
The extended framework can also be used for cross-country comparisons to establish 
why a certain policy works in one country or situation and why it does or does not 
work in another country or situation. It provides evaluators with a method to evaluate 
a policy or programme properly, and to establish whether and why policies have, or 
have not, worked. In his way, it is possible to make the policy process a learning 
process, in which improving the efficiency and effectiveness of policies and the 
improvement of accountability are central. Both policies and the policy-making 
process can be improved. 
 
Chapter 3 – Identifying potential problems in international aid programmes; the 
example of well rehabilitation programmes in Mongolia 
When designing international aid programmes, policy makers have to foresee many 
potential problems in order to forestall them – many more than when national policies 
are formulated. In addition to dealing with problems such as defining objectives 
clearly and defining good performance indicators, policy makers have to take into 
account both their own institutional and conceptual framework and that of the country 
concerned. Using the new explanatory model for policy analysis and evaluation, 
categories of regularly encountered pitfalls of international aid programmes can be 
identified. In Chapter 3, the new model of policy analysis of chapter 2 is used to 
identify pitfalls in international programmes for well rehabilitation in Mongolia.  
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In chapter 3 it becomes obvious that the basic framework of policy analysis and 
evaluation can establish various shortcomings in the project of programme design, but 
that it cannot establish why the outcome of a programme is different from the 
intended outcome. To examine this question, the conceptual and institutional 
frameworks of the programme, of both the donor country/organization and the 
country concerned have to be analysed.  
 
With regard to the conceptual framework, the mentality in Mongolia that ‘action will 
only be undertaken when problems occur’, in combination with the perception of the 
role of the state in rural areas that the state is responsible for the provision of certain 
goods and services, does not bode well for the long-term sustainability of the wells. 
At the moment, the prevailing mentality in rural areas is not in keeping with the 
mentality required for the programmes. So far, however, the training provided by the 
programmes has not been able to change that mentality. There are strong arguments 
for increasing the number of wells in rural areas of Mongolia, and, in this respect, the 
present well-rehabilitation programmes are very effective in increasing the number of 
functioning wells. The question is, however, whether the measures taken in the 
programmes are sufficient to guarantee the long-term sustainability of the wells.  
 
Chapter 4 – Total Factor Productivity and the Mongolian Transition 
Total Factor Productivity (TFP) is often used on the macroeconomic level as an 
indicator of changes in efficiency of a country. In many transition economies TFP 
decreased in the last decade of the plan economy and started to increase after several 
years of transition. Many authors conclude that this is a gain in efficiency due to the 
structural changes carried out in order to establish a market economy in those 
countries. In the case of Mongolia, not only non-viable enterprises closed down, but 
many possibly viable enterprises with potential closed down as well. This raises the 
question whether the changes in TFP were really attributable to increases in 
efficiency. To investigate this, the mathematical properties of TFP are analysed to see 
whether this would give new insights into the development of TFP in Mongolia.  
 
This chapter was inspired by the analysis of the Mongolian economy by Cheng (2003) 
using the Cobb-Douglas production function. It looked into several mathematical 
properties of the Cobb-Douglas function and into the consequences of these properties 
for Total Factor Productivity. The outcomes were used to gain a better insight into the 
development of efficiency and TFP for the transition economy of Mongolia. The most 
interesting conclusion with regard to the properties of the Cobb-Douglas function and 
TFP is that in the commonly occurring cases where both capital- and labour-
productivity increase or decrease, the movement of TFP is independent of the value of 
.  
 
Another interesting conclusion is that an unbalanced and less uniform distribution of 
capital and labour over the enterprises in an economy affects TFP negatively. 
Furthermore, the quality of the data may have a significant impact on the sign and 
value of TFP-change, as well as structural changes in an economy. Once the economic 
situation has stabilised and the magnitude of, for instance, the informal sector and 
barter trade do not change significantly anymore, the exclusion of those phenomena 
from the calculation of TFP does not really influence the relative change in the value 
of TFP anymore.  
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An accurate measurement of GDP is of crucial importance to the use of TFP as a 
measure of efficiency as it is the most influential single factor. In economies that are 
in the process of structural change, be it the growth or decline of an informal sector, 
of barter trade, or of any other structural change, TFP as a measure of efficiency 
should be used with caution. Furthermore, for economies with unreliable statistics in 
combination with the peculiarities of income accounting, the present use of TFP may 
lead to a distorted picture of efficiency on the macroeconomic level as well. An 
extensive sensitivity analysis in which especially the errors in the data are analysed is 
therefore important. 
 
With regard to Mongolia, the decrease of TFP in Mongolia in the early 1990s and the 
subsequent increase is robust for variations in both the depreciation rate and the data. 
Simulations are performed to see what happens with TFP if not the least efficient, but 
a certain percentage of enterprises in a (closed) economy randomly close down. The 
results show that a random closure of enterprises fits the data of Mongolia much 
better than closing only the least efficient enterprises, which gives more insight into 
the possible reasons behind the increase of TFP during the mid 1990s. 
 
The use of TFP for a transition economy in a period of structural economic change is 
not recommended, as basically in those situations TFP is an unreliable indicator. With 
regard to Mongolia, both the analysis of TFP and the use of simulations shed a serious 
doubt on the conclusion of Cheng that efficiency in Mongolia increased during the 
first decade of transition. With regard to the method of calculating TFP, this chapter 
provides evidence that on an ordinal scale in many commonly occurring cases there is 
no need to estimate or use regression analysis for the calculation of TFP. This 
chapter finally stresses the importance of high quality data for the use of an indicator 
such as TFP. When data are of a lesser quality, there may be a serious flaw in the 
calculation, and thus the value, of TFP. 
 
Chapter 5 – Expectations of transition and its outcome in Mongolia 
Chapter 5 is an empirical chapter in which the results of a survey into the expectations 
of transition in Mongolia are described. At the beginning of the transition from a 
communist system to democracy and a market economy in 1990, Mongolians seemed 
to have high expectations of the new system. 15 years after the beginning of the 
transition was a good moment to evaluate how the transition was perceived by 
Mongolians. By means of a questionnaire, over 270 Mongolians were asked what 
their most important expectations of the transition were in 1990; whether these 
expectations were fulfilled; and what, according to them in 2005, were the outcomes, 
both for themselves and for society.  
 
New methodology 
In order not to lead the answers of the respondents, the researchers only asked open 
questions. As there was no methodology available to analyse the qualitative data 
quantitatively, the researchers developed a new methodology to analyse the enormous 
amount of qualitative data from the open questionnaire in a consistent and 
quantitatively meaningful manner.  
 
Expectations and the outcome of transition 
At the beginning of the transition from a communist system to democracy and a 
market economy in 1990, Mongolians had high expectations of the new system. 
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Hardly anyone had negative expectations of the system change, neither for themselves 
nor for society. With regard to the outcomes of transition, the respondents seem to 
have gained from the transition in their personal lives. They evaluate the influence of 
the transition upon their life more positively than negatively. The highest-valued gains 
of the transition – and exceeding the already high expectations – are ‘freedom’ and 
‘foreign contacts’. Democracy is also valued by many respondents. The losses due to 
the transition are found in the social sphere, the biggest loss being the general 
financial situation, i.e. the poverty that has occurred after the transition and the 
growing gap between poor and rich.  For the issue of ‘state and politics’, (the growth 
of) corruption is the biggest loss. 
 
Appendix B4– Deriving a function for TFP with application to Mongolia 
In Appendix B4 a corollary of Chapter 4 is presented: a function for TFP is derived 
with an application to Mongolia. In chapter 4 it was demonstrated that the quality of 
data is crucial to the calculation and use of TFP as indicator of efficiency. As reliable 
and qualitatively good data may difficult to obtain, in this appendix a new method is 
presented, that allows us to construct an analytic function that describes the 
development of TFP in time. A method for quantifying the relative growth of 
technology is developed, based on time series data for aggregate output, capital and 
labour. The focus of the application of the method is on situations where estimates of 
the input shares of capital and labour are unreliable or difficult to obtain.  
 
The new method calculates the relative growth of technology and the input share of 
capital α. Based on a relation between relative output growth and the relative 
contributions from inputs and technology for Hicks neutral production functions, time 
series data of aggregate GDP, capital and labour for Mongolia suggest a sinusoidal 
function of technological growth for the period 1985-2000. Relative growth can be 
inferred at an ordinal scale for the entire period, for any α  [0.4, 1]. In order to 
quantify the relative growth of technology, a method is proposed that requires zero-
growth time points as input for calculating a sinusoidal growth function.  
 
The new method is illustrated for Mongolia’s economy, which shows that α is close to 
1. The method can be easily combined with a sensitivity analysis for the input data. In 
addition, the method gives insight into the different components that underlie the 
growth of technology, which, for Mongolia, consist of a periodic effect and a general 
trend. Summary descriptions like these could facilitate comparisons of growth 
between different economies. 
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Hoofdstuk 1 - Introductie 
In 1990 veranderde het communistische politieke en economische systeem in 
Mongolië van het ene moment op het andere in een democratisch en kapitalistisch 
systeem. Gedurende bijna 70 jaar was Mongolië een van de trouwste aanhangers van 
de Sovjet Unie geweest. Het had alle politieke winden in de Sovjet Unie trouw 
gevolgd, van stalinisme tot en met de transitie. Door de transitie in de Sovjet Unie 
kwam er een abrupt einde aan subsidies, aanwijzingen, steun en militairen vanuit 
Moskou: Mongolië viel terug op zichzelf.  
 
Het land verkeerde in acute financiële problemen. De Mongolen hadden geen idee wat 
een kapitalistisch systeem zou moeten inhouden. Daar de Sovjet Unie zich militair 
terugtrok, was men bang dat de oude aartsvijand China zou profiteren van het 
machtsvacuüm dat aan het ontstaan was in het gebied en binnen zou vallen danwel het 
land zou overstromen met emigranten. Mongolië zocht direct naar landen en 
organisaties om financiële steun te verwerven en om advies te krijgen over het op 
poten zetten van hun nieuwe kapitalistische systeem. Ook hoopten ze zich met hen te 
liëren zodat eventuele ongewenste ouvertures van Chinese zijde afgeweerd zouden 
kunnen worden. 
 
De internationale financiële instellingen (IFI)121, evenals de Asian Development Bank 
(ADB) en enkele donorlanden waren graag bereid Mongolië te helpen in zijn transitie 
naar een markteconomie. Het IMF, de Wereldbank en de ADB combineerden 
leningen, en in veel mindere mate giften, met (technische) beleidsprogramma’s. Ze 
koppelden daar voorwaarden aan om een definitieve structuurverandering teweeg te 
brengen in het land. Al snel werd Mongolië in verhouding tot zijn BNP een van de 
meest door de internationale financiële organisaties ondersteunde landen ter wereld.   
 
Mongolië sloeg op advies van de internationale financiële organisaties de weg in van 
shocktherapie omdat de IFI destijds van mening waren dat een snelle transitie zou 
leiden tot de kortste periode van transitie en daarmee de kortste periode van pijn voor 
de bevolking. Programma’s om de economie te stabiliseren, liberaliseren en 
privatiseren werden gelijktijdig opgestart, terwijl tevens het politieke systeem werd 
omgevormd tot een democratie. Wat de internationale financiële organisaties over het 
hoofd zagen was het feit dat in de voormalige communistische landen geen structuren 
bestonden waarop kapitalistische instellingen gebouwd konden worden (hetgeen 
bijvoorbeeld in Latijns Amerika, waar gelijksoortige programma’s waren 
doorgevoerd, wel het geval was geweest). Door deze en andere tekortkomingen 
hadden de internationale (beleids)programma’s een andere uitkomst dan voorzien.  
 
Doel van het proefschrift 
In dit proefschift zijn programma’s van internationale organisaties in Mongolië 
geanalyseerd, met het doel advies te geven hoe deze verbeterd kunnen worden. Veel 
internationale beleidsprogramma’s bereiken niet de doelen die ze zich vooraf gesteld 

                                                   
121 De internationale financiële instellingen of organisaties zijn het IMF en de Wereldbankgroep. 
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hebben. In deze dissertatie wordt uitgezocht waarom de uitkomsten van 
(beleids)programma’s verschillen van de gestelde doelen. Tevens wordt nagegaan hoe 
internationale organisaties hun programma’s kunnen verbeteren zodat ze in de 
toekomst wèl de gestelde doelen kunnen realiseren.  
 
Niet alleen internationaal beleid en internationale programma’s kunnen verbeterd 
worden, ook de indicatoren die door internationale organisaties gebruikt worden om te 
meten hoe een land ervoor staat kunnen in kwaliteit toenemen. In dit proefschrift 
wordt een veel door de internationale financiële instellingen gebruikte indicator, te 
weten totale factorproductiviteit (TFP), onder de loep genomen met als doel deze te 
verbeteren.  
 
Deze dissertatie beoogd bij te dragen aan de kennis over Mongolië en meer inzicht te 
genereren in het Mongoolse transitieproces. Er wordt deels gereconstrueerd wat er in 
Mongolië gebeurde tijdens de transitie en met deze kennis wordt de situatie in 
Mongolië geanalyseerd om zo tekortkomingen in internationaal beleid en internatio-
nale programma’s aan te kunnen wijzen.  
 
Tot slot heeft dit proefschrift tot doel instrumenten te ontwikkelen, gebaseerd op 
empirische data en observaties, waarmee landen en internationale organisaties hun 
beleid en hun beleidsprogramma’s kunnen verbeteren.  
 
Hoofdstuk 2 – Een nieuw model voor beleidsanalyse en -evaluatie  
In hoofdstuk 2 is een model voor beleidsanalyse en -evaluatie ontwikkeld, waarmee 
de factoren die ervoor zorgen dat de uitkomsten van beleidsprogramma’s verschillen 
van de gestelde doelen geïdentificeerd kunnen worden. Vervolgens wordt dit nieuwe 
model gebruikt om beleidsprogramma’s in Mongolië te analyseren om vast te stellen 
waarom de desbetreffende beleidsprogramma’s niet hun gestelde doelen hebben 
gehaald en wat er verbeterd kan worden aan dergelijke programma’s om de doelen in 
de toekomst wel te halen.  
 
Het nieuwe model voor beleidsanalyse en -evaluatie is gebaseerd op een model dat is 
afgeleid van het Nederlandse programma VBTB122. Het nieuwe model bestaat uit een 
basisraamwerk waarin – gelijk aan VBTB – onder meer doelen, methoden, activiteiten 
en prestatie-indicatoren worden geformuleerd. Het basisraamwerk is uitgebreid met 
een conceptueel en institutioneel raamwerk. Daarbij gaat het zowel om het concep-
tuele en institutionele raamwerk van de beleidsontwerper en zijn (internationale) 
organisatie als om het conceptuele en institutionale kader van het land waar een 
programma moet worden uitgevoerd. Het toevoegen van een conceptueel en 
institutioneel kader betekent een verbetering ten opzichte van conventionele modellen 
van beleidsanalyse en -evaluatie. Verklaringen voor afwijkende resultaten van beleid 
en beleidsprogramma’s zijn soms gelegen in niet-goed uitgewerkte elementen van het 
basisraamwerk (zoals doelen die inadequaat geformuleerd zijn of methoden die niet 
juist uitgewerkt zijn). Vaker echter kunnen ze worden teruggevoerd op het conceptu-
ele en institutionele kader waarbinnen een programma is opgezet en/of moet worden 
geïmplementeerd.  
 

                                                   
122 VBTB staat voor “Van beleidsbegroting tot beleidsverantwoording”.  
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In het nieuwe model refereert het conceptuele kader aan de ideologie, normen en 
waarden die mensen aanhangen, aan de theorieën en aannames die ten grondslag 
liggen aan beleid, aan de definities die gebruikt worden en aan gedrag en mentaliteit. 
Het conceptuele kader wordt door cultuur, geografische karakteristieken en door 
zowel individuele als collectieve geschiedenis beïnvloed. In principe heeft het 
conceptuele kader invloed op alle stappen in het beleidsproces.  
 
Het institutionele kader is even belangrijk als het conceptuele kader om afwijkingen 
in de resultaten van beleid te kunnen duiden. Het institutionele kader refereert aan de 
politieke, sociale en economische setting waarin een politiek moet worden 
geïmplementeerd. Het refereert aan de instituties die bestaan in een land, aan het 
wetgevende kader en aan alle belanghebbenden van een beleid(sprogramma). Het 
omvat alle structuren die bestaan in een land die belangrijk zijn voor en invloed 
uitoefenen op beleid.  
 
Beleidsontwikkelaars hebben als zij beleid ontwikkelen bepaalde theorieën, ideeën en  
vooronderstellingen over hoe hun beleid of beleidsprogramma zou moeten gaan 
werken en waarom het tot een bepaald resultaat zou leiden. Deze theorieën en 
vooronderstellingen worden zelden expliciet gemaakt in een beleidsdocument. Echter, 
in internationale programma’s meer nog dan in nationale programma’s, zijn het vaak 
juist deze vooronderstellingen en theorieën waardoor een beleid(sprogramma) anders 
uitpakt dan verwacht. Impliciet worden er eisen gesteld aan het conceptuele én 
institutionele kader van een “ontvangend” land. Als niet aan deze eisen voldaan 
wordt, leidt dat tot onverwachte resultaten. Met het nieuwe model van beleidsanalyse 
en -evaluatie worden de ideeën en (rand)voorwaarden die ten grondslag liggen aan het 
beleid inzichtelijk gemaakt. 
 
Het nieuwe model voor beleidsanalyse en -evaluatie wordt in hoofdstuk 2 toegepast 
op twee internationale programma’s in Mongolië , te weten op de privatiseringen in 
de landbouw direct na de transitie en op een Tempus TACIS project: “Een curriculum 
verandering in de studie medicijnen op de Nationale Universiteit van Mongolië ”. In 
de analyse van deze  programma’s wordt duidelijk dat het niet zozeer fouten in het 
basisraamwerk waren (doelen, methoden, etc; fouten die bij een conventionele 
analyse naar voren zouden zijn gekomen) die tot andere uitkomsten leidden. De 
problemen traden op omdat de vooronderstellingen die de (internationale) 
beleidsontwikkelaars hadden ten aanzien van de ideeën, de mentaliteit en het gedrag 
van de Mongolen anders waren dan wat de praktijk was in Mongolië. Ook de 
vooronderstellingen ten aanzien van het institutionele kader klopten niet. Bij de 
privatiseringen in de landbouw was onder andere het idee dat mensen automatisch 
markteconomisch gedrag laten zien als zij hun eigen vee bezitten niet juist. Ook  het 
idee dat bij privatiseringen automatisch markteconomische instituties zullen ontstaan 
bleek ongefundeerd. Door de niet-kloppende vooronderstellingen waren de 
uitkomsten van de programma’s heel anders dan de (internationale) beleidsontwik-
kelaars hadden voorzien.  
 
Bij de geanalyseerde programma’s hadden de beleidsontwikkelaars goeddeels kunnen 
voorkomen dat de uitkomsten anders zouden zijn dan de door hen nagestreefde 
doelen. Het advies in dit proefschrift is om bij het ontwerpen van beleid of een 
beleidsprogramma, het institutionele en conceptuele kader zowel van de ontwerpende 
organisatie of beleidsmaker als van het land (of de organisatie of regio) waar een 
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beleidsprogramma moet worden geïmplementeerd uitgebreid te analyseren. Als er 
vooronderstellingen en vereisten zijn ten aanzien van het institutionele of conceptuele 
kader die niet overeenkomen met de realiteit, is een ander resultaat dan bedoeld te 
verwachten. Door expliciet de vooronderstellingen en vereisten aan het conceptuele 
en institutionele kader in beeld te brengen evenals het conceptuele en institutionele 
kader van het land waar beleid of een beleidsprogramma geïmplementeerd moet 
worden kan geanticipeerd worden op de verschillen tussen vooronderstellingen en 
praktijk. Daarmee kan voorkomen worden dat beleid en beleidsprogramma’s geheel 
anders uitpakken dan bedoeld.  
 
Het nieuwe model van beleidsanalyse en -evaluatie is een rationeel model, waar 
irrationele of incrementele elementen onderdeel van uit maken, waarmee deze een 
plaats krijgen in analyses en evaluaties. Zowel het beleid als het beleidsproces kan 
ermee verbeterd worden. Het model kan door beleidsmakers worden gebruikt bij het 
ontwikkelen en verbeteren van de kwaliteit van beleid. Als beleidsmakers alle stappen 
van het raamwerk nauwkeurig volgen, leidt dat tot een doelgericht, rationeel en 
systematisch proces van beleid maken, waarin de voor- en nadelen van de 
verschillende opties goed tegen elkaar worden afgewogen. Wetenschappers en 
evaluatoren kunnen het nieuwe model van beleidsanalyse en –evaluetie gebruiken om 
beleid te analyseren en evalueren. Het nieuwe model biedt hen een methode om vast 
te stellen waarom beleid wel of niet werkt. Daarmee kan het beleidsproces een leer-
proces worden, waarin de effectiviteit en doelstreffendheid van beleid voorop staan. 
Het model kan tot slot gebruikt worden voor cross-country analyses om uit te vinden 
waarom beleid in het ene land of in de ene situatie wel werkt en in het andere land of 
in een andere situatie niet, hetgeen voor beleidsprogramma’s van internationale 
organisaties van groot belang is.  
 
Hoofdstuk 3 – Het identificeren van potentiële problemen in internationale 
hulpprogramma’s: het voorbeeld van programma’s om bronnen te rehabiliteren 
in Mongolië 
Bij het opstellen van internationale programma’s moeten beleidsmakers veel 
potentiële problemen kunnen voorzien om deze te voorkomen – veel meer nog dan bij 
nationale programma’s het geval is. Bovenop zaken als het helder definiëren van 
doelen en goede prestatie-indicatoren, moeten beleidsmakers rekening houden met 
zowel hun eigen conceptuele en institutionele raamwerk als dat van het betreffende 
land om tot een passend ontwerp van een programma te komen. Het in hoofdstuk 2 
ontwikkelde model voor beleidsanalyse en –evaluatie kan behulpzaam zijn bij het 
opstellen van (inter)nationaal beleid en bij het identificeren van mogelijke valkuilen.  
 
In hoofdstuk 3 wordt het nieuwe model voor beleidsanalyse en –evaluatie toegepast 
op (internationale) programma’s om bronnen te rehabiliteren of nieuw te slaan. Het 
doel is om algemene valkuilen in internationaal beleid te identificeren en om specifiek 
valkuilen voor internationale programma’s in Mongolië te achterhalen. In de analyses 
van hoofdstuk 3 wordt duidelijk dat het basisraamwerk van beleidsanalyse en –
evaluatie weliswaar tekortkomingen in het ontwerp van programma’s kan vaststellen, 
maar dat het niet kan aantonen waarom de uitkomsten van een programma anders zijn 
dan de beoogde uitkomsten. Om dit te bepalen is het nodig het conceptuele en 
institutionele raamwerk van zowel de beleidsmaker, (hulp)organisatie of donor én van 
het betreffende land nader te analyseren.  
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In hoofdstuk 3 komen verschillende algemene problemen waar internationale 
programma’s mee te maken kunnen krijgen naar voren. Men kan die indelen naar 
institutionele problemen en conceptuele problemen, maar veel problemen hebben hun 
wortels in beide niveaus. Een goed voorbeeld daarvan is corruptie: hier is zowel 
sprake van mentaliteit als van (on)mogelijkheden die corruptie op het institutionele 
niveau al dan niet faciliteren. Algemene problemen op het institutionele niveau waar 
internationale programma’s mee te maken kunnen krijgen zijn: (gebrek aan) 
coördinatie tussen de verschillende programma’s, (on)mogelijkheden op regionaal en 
lokaal niveau om programma’s te implementeren en voorgeschreven inkoopmethoden 
waar juist lokale bedrijven door benadeeld worden. Op het conceptuele vlak vereisen 
veel programma’s een bepaalde mentaliteit van degenen die de programma’s 
implementeren welke vaak niet (geheel) voorhanden is. Vereisten aan mentaliteit 
worden echter vrijwel nooit omschreven in een programma-ontwerp. Dat resulteert 
vaak in problemen bij de implementatie van programma’s.  
 
De programma’s om bronnen te rehabiliteren in Mongolië zijn succesvol, immers, 
direct na afloop van de programma’s functioneren veel bronnen weer. Echter, juist het 
Mongoolse conceptuele kader laat risico’s zien die het overleven van de bronnen op 
de langere termijn bedreigen. Valkuil op het conceptuele vlak voor het onderhoud van 
de bronnen is bijvoorbeeld de Mongoolse mentaliteit dat pas actie wordt ondernomen 
als problemen optreden en niet eerder. In landelijke gebieden vindt men bovendien dat 
de staat verantwoordelijk is voor het verzorgen van bepaalde goederen en diensten, 
waaronder water. Voor de langetermijn betekent dit een risico voor het voortbestaan 
van de bronnen, gezien de bronnen volgens de impliciete verwachting van de 
beleidmakers van de programma’s door lokale mensen zelf onderhouden zouden 
moeten worden. In het algemeen stemt de mentaliteit die de rehabilitatieprogramma’s 
vereisen niet overeen met de feitelijke mentaliteit van rurale Mongolen. De 
programma’s geven trainingen aan de lokale mensen om hun mentaliteit en daarmee 
hun gedrag aan te passen, maar de vraag is of die trainingen voldoende zijn om de, 
voor het programma benodigde, mentaliteitsverandering te bewerkstelligen. 
 
Hoofdstuk 4 – Totale factorproductiviteit en de transitie in Mongolië  
Totale factorproductiviteit (TFP) wordt door de internationale financiële organisaties 
vaak gebruikt als een indicator voor veranderingen in de efficientië van een land. Met 
deze indicator kan de efficientië tussen verschillende landen worden vergeleken en 
kan de efficientië van een land in verschillende (opeenvolgende) jaren worden 
bekeken.  
 
In veel transitielanden, waaronder Mongolië, nam de TFP in de laatste jaren van de 
planeconomie af en begon de TFP na enkele jaren van transitie weer toe te nemen. De 
analisten van de internationale financiële organisaties schreven dit toe aan de 
toegenomen efficientië in de desbetreffende economieën welke het gevolg zou zijn 
van de structurele hervormingen die waren doorgevoerd in die landen om tot een 
markteconomie te komen.  
 
In Mongolië sloten in het eerste decennium van de transitie echter niet alleen bedrij-
ven die niet levensvatbaar waren, maar sloten ook bedrijven die wel potentie hadden. 
Dit fenomeen deed de vraag opkomen of de waargenomen veranderingen in TFP wel 
toe te schrijven waren aan verbeteringen in de efficiëntie in Mongolië. Om dit te 
onderzoeken zijn in hoofdstuk 4 de wiskundige eigenschappen van TFP geanalyseerd 
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om te zien of dit nieuwe inzichten zou genereren in de ontwikkeling van TFP in 
Mongolië. Daarnaast zijn simulaties gedaan die de situatie in Mongolië benaderden 
om na te gaan wat er in de verschillende scenario’s met TFP zou gebeuren.  
 
Conclusies in dit hoofdstuk zijn onder meer dat een niet-gebalanceerde en minder 
uniforme verdeling van kapitaal en arbeid over de ondernemingen in een economie 
TFP negatief beïnvloeden. Met betrekking tot de eigenschappen van de Cobb-
Douglasfunctie en TFP is de conclusie, dat in de regelmatig optredende gevallen 
waarin zowel kapitaal- als arbeidsproductiviteit afnemen of toenemen, de beweging 
van TFP onafhankelijk is van de waarde van . In gevallen dat de economie aan 
structurele veranderingen onderhevig is, kunnen deze veranderingen een significante 
invloed hebben op zowel de waarde als het teken (positief of negatief) van TFP, 
zonder dat dit per se iets zegt over de toe- of afgenomen efficientië in de betreffende 
economie.  
 
Van groot belang voor de berekening van TFP is de kwaliteit van de data. Ook deze 
kan een significante invloed hebben op de waarde en het teken van TFP. Vooral een 
accurate meting van het BBP (bruto binnenlands product) is cruciaal voor het gebruik 
van TFP als een indicator van efficientië omdat BBP de factor is die TFP het meeste 
beïnvloedt.  
 
Het gebruik van de indicator TFP voor een economie in een periode van structurele 
verandering, zoals de transitie-economieën in de jaren ’90, is niet aanbevelenswaardig 
omdat in deze situaties TFP een niet-betrouwbare indicator is. Voor economieën met 
onbetrouwbare statistieken in combinatie met de specifieke karakteristieken van 
‘income accounting’123, kan het huidige gebruik van de indicator TFP tot een 
vertekening van het macro-economische plaatje van efficientië van een land leiden. 
Een uitgebreide gevoeligheidsanalyse wordt aanbevolen om de fouten in de data te 
analyseren. Met betrekking tot Mongolië laten de simulaties zien dat het met de 
waarden die TFP volgens Cheng (2003) in de eerste elf transitiejaren aanneemt, niet 
de minst efficiënte ondernemingen zijn die zijn gesloten, maar dat een random sluiting 
van bedrijven de data van Mongolië veel beter past. De conclusie van Cheng (2003) 
dat de efficientië in Mongolië toenam gedurende het eerste decennium van de transitie 
wordt daarmee verworpen.  
 
Hoofdstuk 5 – Verwachtingen van de transitie en de uitkomsten ervan in 
Mongolië 
Hoofdstuk 5 is een empirisch hoofdstuk waarin de resultaten van een survey naar de 
verwachtingen en uitkomsten van de eerste 15 jaar van de transitie in Mongolië zijn 
beschreven. Aan het begin van de transitie in 1990 waren de verwachtingen ten 
aanzien van de transitie en het nieuwe systeem hooggespannen. Vrijwel niemand had 
negatieve verwachtingen. Vijftien jaar na het begin van de transitie was een goed 
moment om te evalueren wat de mensen in Mongolië vonden van de (uitkomsten van 
de) transitie. 
 
Door middel van een vragenlijst zijn meer dan 270 Mongolen gevraagd wat hun meest 
belangrijke verwachtingen van de transitie waren in 1990, of aan deze verwachtingen 

                                                   
123 Income accounting is het systeem voor het berekenen van het nationale inkomen. 
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was voldaan in 2005 en wat volgens hen de uitkomsten van de transitie waren, zowel 
voor henzelf als voor de maatschappij in 2005.  
 
Om te voorkomen dat de vragen leidend zouden zijn voor de antwoorden (hetgeen 
vaak het geval is bij gesloten vragen), zijn louter open vragen gesteld aan de respon-
denten. Aangezien er nog geen methodologie was ontwikkeld om dergelijke grote 
hoeveelheden kwalitatieve data op een kwantitatieve manier te analyseren, is er een 
nieuwe methode ontwikkeld. Met deze methode kunnen de enorme hoeveelheid data 
afkomstig van open vragen op een consistente en betekenisvolle manier kwantitatief 
geanalyseerd worden.  
 
De verwachtingen van de respondenten van de transitie in 1990 waren zonder 
uitzondering hoog, zowel voor het persoonlijke leven van de respondenten als voor de 
maatschappij in zijn geheel. Met betrekking tot de uitkomsten van de transitie gaven 
de respondenten aan dat de transitie voor hen persoonlijk voordelig heeft uitgepakt. 
Men evalueerde de invloed van de transitie op hun persoonlijke leven meer positief 
dan negatief. Voor de maatschappij in zijn geheel lag de situatie anders. De grootste 
winst van de transitie is volgens de respondenten gelegen in de vrijheid die men 
gekregen heeft sinds de transitie en de toegenomen buitenlandse contacten. 
Democratie wordt ook door veel van de respondenten gewaardeerd. De verliezen die 
te danken zijn aan de transitie zijn vooral te vinden in de sociale sfeer, waarbij het 
grootste verlies de algemene financiële situatie van Mongolië is. Daarmee doelt men 
op de wijdverspreide armoede die is opgetreden na de transitie en de kloof tussen arm 
en rijk die enorm is toegenomen sinds 1990. Voor het onderwerp “staat en politiek” 
wordt de (groei van) corruptie sinds de transitie aangemerkt als het grootste verlies 
van de transitie. 
 
Appendix B4 – Het afleiden van een functie voor TFP met een toepassing op 
Mongolië 
In appendix B4 wordt een wetenschappelijk uitvloeisel van hoofdstuk 4 gepresen-
teerd: een functie voor de totale factorproductiviteit wordt afgeleid en toegepast op 
Mongolië. In hoofstuk 4 werd aangetoond dat de kwaliteit van data cruciaal is voor 
het berekenen en het gebruik van TFP als indicator van efficiëntie. Echter, het is voor 
veel landen moeilijk om aan betrouwbare en kwalitatief goede gegevens te komen. 
Daarom wordt in deze appendix een nieuwe methode uitgewerkt, waarmee een 
analystische functie geconstrueerd kan worden die de ontwikkeling van TFP over de 
tijd beschrijft.  
 
In de appendix is een methode om de relatieve groei van technologie te kwantificeren 
ontwikkeld, gebaseerd op tijdseriedata voor totale output, kapitaal en arbeid. Deze 
methode kan vooral toegepast worden in situaties waarin de schattingen van het 
aandeel van de productiefactoren kapitaal en arbeid onbetrouwbaar of moeilijk te 
verkrijgen zijn. De nieuwe methode wordt gedemonstreerd voor de economie van 
Mongolië. De methode kan eenvoudig gecombineerd worden met een 
gevoeligheidsanalyse voor de inputdata. De methode verschaft inzicht in de 
verschillende componenten die ten grondslag liggen aan de groei van technologie.  
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