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Climate Change Vulnerabilities
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Climate Change Vulnerabilities

Fast changing climate
= rising temperatures
= dryer climate
= more frequent and intense weather shocks
= intensifying desertification and land degradation

Climate risks projected to intensify
= rising temperature [2 ; 6]°C by 2100
= more frequent and intense weather shocks
= intensifying desertification

Additional pressure on human health, livelihoods,
agricultural yields and ecosystems.
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1 Departures from 1951-80 average.
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Climate Change Vulnerabilities

Impacts of Dzuds

Agricultural sector is extremely vulnerable o perer "
mmLivestock loss (in percent of total livestock)
- maj or econom iC pl | Ia r 2 —Real rural income (percent deviation from trend, RHS) 50

= strongly impacted by weather shocks (i.e. dzuds, droughts)
= impact on rural income, inequality and poverty
= risk on food security
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Vulnerabilities exacerbated by overgrazing s and M Stff Calcuatons.
= rural income driven by the enlargement of herd sizes and  |selected Livestock Sector Indicators
rising CaShmere price 300 Number of livestock (000, RHS) &0

—Average cashmere price
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= livestock doubled in 2 decades — way over sustainable
levels
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= overgrazing intensifies desertification and land degradation |

- Need for strong adaptation reform plan sz o5
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Source: Mongolian authorities and IMF staff
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Coal-intensive Growth Model and Global
Mitigation Scenario

(Ranking, out of 133)
140

Narrow economic base and commodity exports reliance 120
= concentrated in few sectors (agriculture, mining) 1: w
W\

= |low economic complexity and diversity %
M . . 40 —Mongolia —APD EMs CCA
= mineral exports account for 55% of GDP (70% of which is .
coal and copper) 0
1995 2000 2005 2010 2015 2020

Source: Atlas of Economic Complexity, Havard Growth Lab, 2022.

Coal Production and Consumption

Coal dependance
= production: +750 percent over 2 decades (50 million tons/ |5

mmThermal power stations

year) 50 i o e SR
= Exports
= major role in the economy (electricity/heating, FX inflows, # reduction

fiscal revenue, infrastructure projects financing)

High vulnerability to external shocks

Sources: Mongolian authorities; and IMF Staff Calculations.

Coal-intensive Growth Model and Global
Mitigation Scenario
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China Coal Prices

» Estimates the decline in coal prices and demand (deviation from baseline, in percent)
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Coal-intensive Growth Model and Global
Mitigation Scenario g e e

(USD billion)
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Large direct economic impacts 40
by 2030: 20
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» Coal exports reduction by [30; 45] percent, or [2.5; 4] »
billion USD below baselineg; :Z ::wo!

CA deficit widening by [2 ; 3] billion USD 80

2023 2024 2025 2026 2027 2028 2029 2030

GlR WOUld turn negative by 2028 Source: October 2022 WEO, and IMF Staff Calculations.
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Public debt increased by [3.5 ; 5.2] percent of GDP oo
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reduce its reliance to coal exports 20
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Source: October 2022 WEO, and IMF Staff Calculations.
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GHG Emissions and Air Pollution

High GHG emissions growth
= 65 percent GHG emissions growth over 2 decades
= concentrated energy and agriculture

= coal-based power, mining sector developments and
livestock headcount

Carbon-intensive economy
= small GHG emissions in absolute terms

= very high GHG emissions per capita and per GDP unit
compared to peers

Greenhouse Gas by Sector
(In Mt CO2 eq
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Source: Climate Watch Historical GHG Emissions.

Greenhouse Gas Emissions, 2018
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GHG Emissions and Air Pollution
Agricultural sector Greenhouse Gas Emissions, Agriculture
= 50 percent of total GHG emissions - :
= +78 percent since 1990 o6 0
= mainly methane and nitrogen oxide y z
= some reduction in carbon intensity T m——— i
| S s A P O3y T il
Coal combustion s:,lfﬂm‘ﬁi;!3?;';mTZfinf.ffiéffjmiff’fm 4
= wide use: CHPs, boilers, stoves Electricity Output by Source, 2019
= 85% of domestic electricity production f‘h ‘ sod  heloe AL
= largely used in heat production = t . l
= 40% of GHG emissions and 80% of CO, emissions . | I
-1 i
Air pollution has become a public health issue . ‘L = B
= 12 times the WHO guideline value for PM2.5 (27 times in UB) S‘Mg‘,ﬁgyA:DEyM “ -
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GHG Emissions and Air Pollution

Very low price of carbon emissions

= energy tariffs are much lower than peers Energy Retail Prices, 2020

. . . . g 140 - S T m Mangolia
= large implicit subsidies [ o0 M
120

mCCA

 electricity generation companies pay for coal at below-
market prices

+ electricity tariffs 28% below costs, not adjusted since
2019

* heat prices also way below costs Cool-poer Conl-  Cod- bty ey

industrial residential residential

Source: IMF CPAT.

» large losses for electricity generation companies

» electricity losses

» Need for a comprehensive emission reduction

strategy
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Mongolia Climate Commitments and Policies

Commitments

= 2019 NDC: reduce GHG emissions reduction of 22.7% by
2030 compared to BAU

= SDGs: climate change related targets by 2030 Gresiholss G35 Emissions Scenarios
Long term strategies © et —ignion o
= Sustainable Vision 2030 and 2050 n
Legal framework .
= development policy law “
= climate change law N
= renewable energy law o
Government plans C o s a0
= NDC action plan for 2020-2025 e e e

= national adaptation plan (phase 2 ended in 2020)
Green Financing and donors’ support

= Nearly $1 billion funded by GCF

= Support from UNEP, JCM, ADB, WB

= Xac Bank and TDB accredited to provide green financing
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Mongolia Climate Commitments and Policies

Some progress

* increased renewables capacity (battery storage unit, pump storage hydro plant)
= raw coal combustion ban in Ulaanbaatar and coal briquettes subsidy

= 1 billion trees initiative

= livestock heads tax implemented since January 2021

= energy losses reduction

= Agricultural sector adaptation: livestock insurance, disasters risk assessment, regulated food
exports, ground water wells construction

But more is needed: implementation is lagging, and financing needs to be identified
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mate Change Policy Options

Climate Change Policy Options

Mitigation policy design in Mongolia is challenging

energy and agriculture are critical sectors

important social and economic considerations

low private participation in energy, not a lot of alternatives

vested interests in the coal sector

carbon pricing policies are widely unpopular throughout the world
timing is not ideal
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Climate Change Policy Options

Contribution to Emissions Reduction

Mitigation scenario (CPAT) i
= livestock headcount gradually reduced to 50 million by w moawer (il (Eofe
o BT[]
= a carbon tax gradually implemented to $10 per ton of A Ll | |
CO, by 2030 , -
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GHG emissions reduction: 24 percent by 2030

Source: IMF CPAT

Burden of Carbon Taxation by Quintile

Mitigation policy would be regressive
= without productivity gains, livestock headcount reduction

.
;
3 3
would lower herders’ income : l l
2 L
2
0

= a $10 carbon tax would increase coal prices by 66 percent
in average and electricity prices by 63 percent

Q1 (poorest) @ 3 Q4 QS (richest)
Source: Alonso and Kilpatrick, 2022

Climate Change Policy Options

Gini Coefficient

Well-designed compensatory measures could reduce
inequality

a $10 carbon tax would raise public revenue by 2.2
percent of GDP by 2030

= transfers to compensate households hit the hardest
= well-targeted programs could significantly reduce GINI

Source: Alonso and Kilpatrick, 2022

coefficient
. Average Gains After Measures
» rural Su bsldy (In percent of initial consumption)
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. . . . . . Perfect Targeting = PMT1
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Preliminary conclusions
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Preliminary conclusions

Livestock headcount should be reduced to sustainable levels
= livestock heads tax
= |ocal governments to focus on sustainable indicators
Energy prices should be raised
= reduce/remove energy subsidies
= gradually implement a carbon/coal tax
Complement mitigation policies with compensatory measures

= revenues from livestock and carbon tax should be used to compensate the most
impacted

= measures to increase agricultural sector productivity
Mitigation measures should be part of a broader climate change policy agenda
= adaptation measures: reduce economic and social vulnerability to weather shocks

= diversification away from coal: structural reforms to improve business climate and
attract private domestic and foreign investments

The more we wait, the stronger the adjustment
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6aspnanaal!
Thank you!

How to accelerate the implementation of the Government Climate Change
agenda?
How are IFl's supporting the effort? What will be the role of the CCDR?

What is the potential for the renewable sector? (domestic production, exports)

What are the policy options to reduce livestock headcount, other than the
livestock tax?

What measures are being considered to reduce energy sector’s emissions?
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