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Abstract: Investment is a change of house, building, production tools and equipment required for the country's and regional 
production, and foreign investment is very important in Mongolia's economy.  
Purpose: We would like to present and share about the current state of investment in Mongolia, Investment supports GDP 
growth, private investment is more effective than public investment, its effecting investment of Mongolia and analysis of the 
state budget and private sector investments and their economic benefits. 
Percentage of private investment in GDP were in average 18% from 2007 to 2016 and 19.6% in 2009. The share of public 
investment in GDP was in average 12% (2007-2016). 
On sources of investment, since 2007 and up to now, the percentage of bank loans and investment from own resources, have 
declined, while FDI and state budget c investment have risen dramatically. Partial correlation analysis shows that 22% of GDP 
is generated by investment. From which private investment account for 14% and public investment is about 8%. 
For our country, tax revenues have a negative impact on total investment. We need way to protect investment from exchange 
rate risks is to make the budget investment on the appropriate correct time and select the more important ranked projects for 
investing from state budget investment. 
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The Incremental Capital-Output Ratio (ICOR) is 
the ratio of investment  to growth  which is equal to 
the  reciprocal of the marginal product of capital. The 
higher the ICOR, the lower 
the productivity of capital or the marginal efficiency 
of capital. The ICOR can be thought of as a measure of 
the inefficiency with which capital is used. In most 
countries the ICOR is in the neighborhood of 3.  
If the capital-output ratio is low, an economy can 
produce a lot of output from a little capital. If the 
capital-output ratio is high then it needs a lot of capital 
for production, and it will not get as much value of 
output for the same amount of the capital. 
Investment is a change of house, building, production 
tools and equipment required for the country's and 
regional production. Investments is 30 percent of GDP 
of Mongolia (2007-2016). Private sector investments 
occupy approximately 18 percent and state budget 
investment 12 percent of total investment. 

 
Graph 1.The current state of investment (mln.tugrics) 

 
Resource: Statistical yearbook 2016. National Statistical 
Office of Mongolia 
 

Graph 2.The current state of investment (mln.tugrics) 

 

 
 

The investment sources are as follows 

 
Main sectors of investment of Mongolia 
 

Growth in investment supports GDP 
• Related to investments of Mongolia, how 

long will it take to benefit from investment in 
our country? 

퐃(퐆퐃퐏) = −ퟑퟕퟗퟎퟗퟗ.ퟓퟒ − ퟎ.ퟒퟕ ∗ 퐈퐍퐕 + ퟏ.ퟖퟖ
∗ 퐈퐍퐕(−ퟏ) − ퟎ.ퟐퟕ ∗ 퐈퐍퐕(−ퟐ)
− ퟎ.ퟑퟖ ∗ 퐈퐍퐕(−ퟑ) + ퟏ.ퟐퟕ
∗ 퐈퐍퐕(−ퟒ) 

 R-squared         0.95  
      Herewith: 
    퐃(퐆퐃퐏) –change  in Domestic Gross Product; 
    퐢퐧퐯(−퐢) – investmentbefore i periods,  
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퐃(퐆퐃퐏)  =    − ퟐퟎퟕퟖퟒퟏ.ퟎퟔ  +   ퟏ.ퟐퟖ ∗  퐈퐍퐕| 
  t –statistics        -2.8310.60 
R-squared   0.92 

 
For world countries, investment growth is positively 
correlated with GDP growth.In Mongolia: Investment 
and GDP are also positively correlated.However, 
Mongolia's investment and GDP ratio is relatively 
higher (1.67> 0.93) compared to other countries in the 
world.This shows that the return on investment is 
relatively high compared to the world average. 

 
 
The ICOR coefficient method was applied by 
HarrodDomar in the 1930s. ICOR is defined as the 
ratio of change in capital (ΔK) to Real GDP (GDP).   

Herewith the indicator of capital change is the 
amount of investment. Because investment is 
primarily a change in the house, building, production 
tools and equipment, required for the country and 
regional production. 

• 푰푪푶푹풕 = ∆푲
∆푮푫푷풕

= 푰풕
푮푫푷풕 푮푫푷(풕 ퟏ)

    (1) 

One common method of measuring the investment 
effectiveness is the ICOR (Incremental capital output 
ratio) coefficient.The lower the ICOR coefficient, 
the higher the investment return.The following 
figure illustrates the dynamics of ICOR coefficients 
calculated for total investments of 2007 -2016. 

Table 1. ICOR coefficients 

 

 

 
Analysis of Factors effecting the investment: 
The rank of variables

 
 
The rank of variables 

 

 
 
CONCLUSION 
 
Our total investments account for 30% of GDP (from 
2007 to 2016).Percentage of private investment in 
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GDP were in average 18% from 2007 to 2016 and 
19.6% in 2009. The share of public investment in GDP 
was in average 12% (2007-2016).On sources of 
investment, since 2007 and up to now, the percentage 
of bank loans and investment from own resources, 
have declined, while FDI and state budget  investment 
have risen dramatically.  
From the relationship between the investment and 
the GDP, it can be seen that generally the benefit from 
investment is higher with a delay of one period. 
 
One indicator that measures the investment 
effectiveness, the ICOR coefficient, is likely to 
decline. This shows that the return of investment is 
growing. 
ICOR coefficient and budget investment are 
inefficient. Private investment is generally efficient at 
regular returns. 
Partial correlation analysis shows that 22% of GDP is 
generated by investment. From which private 
investment account for 14% and public investment is 
about 8%. 
GDP has a positive impact on investment. An  increase 
of GDP by 1 million MNT  is expected to increase the 
investment by 1.24 million MNT in the next quarter . 
Tax revenue is  negatively affected to investment. 
The copper price has a positive impact on the 
short-term investment, but has a slight negative impact 
on the medium term. 
The CPI is positively affecting the investment after 
one lag (season), but it is likely to have a negative 

impact after the two seasons. However, positive one 
quarter effects are significantly higher than the two 
post-season negative effects. 
The interest rate is negatively affects the investment. 
When the interest rate decreases by 1%, total 
investment is expected to increase by 31370 million 
MNT. 
Money supply positively and negatively effects the 
investment.Investments are negatively affected by the 
appreciation of the US dollar. 

 
In the crisis situations, the negative growth of state 
investment and other internal sources of investment, 
shows that our countries and businesses are financially 
fragile. 
Related to our country, tax revenues have a negative 
impact on total investment. 
One way to protect investment from exchange rate 
risks is to make the budget investment on the 
appropriate correct time.Select the more important 
ranked projects for investing from state budget 
investment.  
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