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BACKROUND

The economic calculations which guide and influence decision-making are often incomplete or misleading. This is
because they tend to exclude a senes of important costs and benefits — those associated with the environment. They
do not take account of the important economic values and opportunities that are gained when environmental re-
sources are conserved and used sustainably, and they ignore the serious and wide-ranging costs that cccur when
the environment is degraded. In response, environmental valuation has emerged as a discipline over the last two de-
cades. |t aims to overcome these problems, and to provide more accurate information which will enable more eco-
nomically and socially beneficial decision-making.

Batween September 2008 and April 2009, a study was carried out under the auspices of the World Bank and the
Government of Mongolia, as part of the NEMO || program. The goal of the study was to improve understanding
ahout the economic value of the environment to Mongolia's economy, and in particular to look at the economic value
;:.f the Upper Tuul watershed. This was the first time that environmental valuation tools had been applied in Mongo-
ia.

Upper Tuul watershed

STUDY AREA

While the biodiversity and ecological significance of Khan
Khenti Strictly Protected Area and Gorkhi-Terel] Mational Y f oot ]
Park (which cover mest of the 5,010 km2 Upper Tuul water- R SR arying
shed) are already recognized even al a global level, their

value as economic assefs is not well-understood. The study
aimed to show how investments in conserving the Upper Tuul
ecosystern and prolected areas make good sense, nol only
from a biodiversily conservalion point of view bul also in eco-
nomic and development terms.
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FINDINGS

The study found that the Upper Tuul walershed generates valuable ecosystem services, which benefil local commu-
nities, the residents of Ulaanbaatar, and even the global community. Every year, almost a million bednights are
spent in the Upper Tuul, around 170 thousand hectares of land are used for grazing, and just under 8,500 cubic
meters of firewood, 3,300 cubic meters of timber and 20,000 kg of fruits, bemes, wild vegetables, pine nuts and me-
dicinal plants are harvested. Unsurprisingly, the value of these land and resource uses is immense: they generate
gross income in excess of Tug 28 billion a year

Perhaps even more importantly, the protected areas safeguard the Tuul River, which feeds the aguifers which form
the source of Ulaanbaatar's water supplies. More than a million people, 20,000 indusiries and businesses, 400 hect-
ares of irrigated farms, 330,000 livestock and 3 power plants in Ulaanbaatar depend on water supplied from the
Uppl:ar Tuul. The current value of this water is Tug 90 bilhion a year at a bare minimum, using very consenvative esti-
males.

The ecological conditions in the upper watershed have a direct link to the availability of water downstream. Most ba-
sically, a healthy upstream ecosystem helps lo ensure clean, regular and adequate riverflow and groundwater re-
sources for Ulaanbaatar, Human influence is however extending into the Upper Tuul, transforming the landscape
and axarllngrsa'u'am pressure on the natural ecosystem — and thus decreasing the ecosystem services and values
it provides. The Upper Tuul watershed is under severe threal, and is being degraded as a result of unsustainable
{and sometimes illegal) land and resource uses,

The study modeled the hydrological, ecological and economic effects of acosystem
change. Three ecosystem management scenanos were projected: gradual ecosys-
tem deterioration (a continuation of the current situation), rapid resource depletion
and land degradation (no ﬁruha-:tiun at all), and conservation and sustainable use
(improved investments in the protected areas).
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It found that as the Upper Tuul ecosystem is de-
graded and land cover 15 lost, average runoff
will increase and the nver's mean annual maxi-
mum and low flows will become more extreme.
This will result in a lowering of the groundwater
table, leading to water losses. In contrast,
under a scenario of conservation and sustain-
able use there would be no appreciable distor-
tion of the Tuul River's base flow, and ground-
water levels would not be affected significantly.

The study also found that both the economic costs of land and resource degradation and the economic benefils of con-
servation are significant, because of the impacts on the level of economic benefits that the ecosystem is able to gener-
ate for upstream land and resource users and downstream water users. Conserving and sustainably using the Upper
Tuul watershed has the potential to generale water, tourism, herding and forest preduct values over the next 25 years
with a Total Present Value of Tug 1,370 billion. By the end of the penod modeled, conservalion will be generating eco-
system services worth Tug 55 billion a year more than would be the case if the Upper Tuul were not protected.

RECOMMENDATIONS

The findings of the sludy suggesl three important action points for policy-making and decision-making.

The first is that rather than being just a biclogical or ecological concern, ecosystem degradation also has serious eco-
nemic and development consequences. The study findings show that if the Upper Tuul ecosystem continues to be de-
graded, the loss of water, pasture and fores! product values will cost the Mongolian economy a total of between Tug
400 billion and Tug 655 billion over the next 25 years.

The second is that there 15 a strong economic raticnale to investing in ecosystem conservation. The study findings
show that every Tug 1 invesled in conservation has the potential to generate economic benefits of more than Tug 400
each year. However, Khan Khentii Stnctly Protected Area and Gorkhi-Terelj National Park currently receive budget al-
locations that are far too low o enable even basic conservation and management aclivities, and which are dispropor-
tionately low compared with the benefits that they generate. There is an urgent need to ensure that sufficient funds are
allocated to managing the protected areas.

Third is that, at least over the short
term, most land and resource users in
the Upper Tuul can generate more
income from continuing their activities
at unsustainable levels — even if, over
the long-run, these values will decline,
For the case of tounsm, senous efforts
need to be made to regulate activities if
the ecosystem is o be conserved. Al-
though it is clearly in the broader public
interest to conserve the Upper Tuul
ecosystem, it is not in the immediate fi-
nancial interests of the people who use
its land and resources.
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This, then, becomes a key challenge: to set in place sufficient incentives o enable land and resource users in the
Upper Tuul o gain in economic and financial tlerms from limiting their land and resource uses o sustainable levels

Emerion, L., and E. Bos, E (20H) VALUE: Counting Ecosystems as Water Infrastructure, IUCN — The World
Conservation Unton, Gland. This document explains the background 1o ecosvstem valuation (especially for
water services), aned goes through the different methods and toals that can be used to valoe seosystems.
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Evropean Commumity, 2008, The Economics of Ecesyvstems and Blodiversity, An Interim Bepont, European
Commumnity, Brusscls. This recont decument repoits ona sty the coonomic significanee of the global loss of
biodivessity, cuatded oul as pat of the “Potsdam Initiative™ on bodiversity (which vesulted oo the March 2007
meeting of GBS Envlronument Mindsters),

Battpe: ffec e wropa ewdenvivromuenynatur e blediversity fcconomieypdficels ceportpdf P —

Wt Id Bank et pl, 2004, Tow Muoch bsan Feosvstem Woath 7 Assessing the Economde Value of Conservation. Tn
termational Uidon for Conservation of Nate [TUCN], The Nate Conservancy [TNC) and ihe Worhl Bank,
This paper seeks o clarify how valuation should be condieted 1o ansnwer spe “II. poliey quisstions,
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