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Abstract

   Using the Kehoe and Ruhl (2009) methodology, we investigate changes in the variety of traded goods—the extensive margin of trade—in Mongolia. We find large increases in the extensive margin for the Mongolia-China and Mongolia-EU pairs after trade liberalizations due to China’s accession to the WTO (2001) and Mongolia’s becoming eligible for the EU GSP+ scheme (2005), respectively. We also find large increases in the extensive margin in Mongolia’s trade to major trade partners such as Japan during the period 1997-2002, when Mongolia was undergoing significant structural reforms. We, however, find little increases in the extensive margin for the Mongolia-Russia pair during the period 2002-2007, when there was no major change in the trade regime of these two countries. The results support Kehoe and Ruhl’s hypothesis that the extensive margin growth is driven by trade liberalization or structural change but not by the usual turbulence of business cycles. For each episode, we also check if the extensive margin growth in Mongolia, which is measured by the Kehoe and Ruhl methodology, is actually a consequence of the increases in the trade volumes of previously zero or “little traded goods” and what areas of goods contributed to this extensive margin growth. 
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