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Key developments and challenges
To create a stable business environment for the mining 
sector, the government needs to make clear decisions 
about the allocation of risks and rewards between the 
state and private investors. Fair and transparent rules 
should be introduced concerning the share of state 
ownership, ways of financing and the tax regime.

The government has initiated public-private partnerships 
(PPPs) in infrastructure. To make these successful, the 
legislative and regulatory framework should be fair  
and transparent.

A lack of transparency, flaws in corporate governance  
and weak risk management practices have contributed  
to instability in the banking sector. While recapitalisation 
and consolidation efforts are required, financial 
institutions also need to improve the transparency  
of their ownership structure and lending practices  
to restore confidence in the sector. 

Country data 
Population (in millions)  2.7
Area (’000 sq km)  1,567.0
GDP (in billion US$, 2008) 5.2
Average transition score (scale: 1 to 4.33)  3.07

Progress in structural reform 

Business environment and competition
The law relating to the windfall profit tax was amended in 
November 2008, increasing the price threshold for gold from 
US$ 500 to US$ 850 per ounce, in order to boost investment 
in the mining sector. Copper and gold producers pay a 
68 per cent tax on sales revenue when commodity prices  
are above certain thresholds. However, since the original law 
was passed in May 2006, the attractiveness of investing in  
the Mongolian copper and gold mining sectors was reduced, 
especially in the latter where “grey” gold sales have increased 
to avoid this tax. In August 2009 the tax was repealed  
by parliament.

There have been further delays in the approval of the 
investment agreement between the government and the 
Canadian and United Kingdom-based mining companies, 
Ivanhoe Mines and Rio Tinto, on the Oyu Tolgoi copper and gold 
mining project over the past year. The project is expected to 
provide substantial foreign direct investment (FDI) flows and 
could also pave the way for other large-scale mining projects. 
In December 2008 parliament officially delegated authority to 
the government to renegotiate certain conditions before signing 
the contract. The Investment Agreement was formally signed in 
October 2009.

Infrastructure
According to the World Bank, infrastructure investment needs 
in southern Mongolia alone (where many large-scale mining 
projects are to be undertaken) amount to some US$ 5.2 billion 
between now and 2015. Since this is beyond the government’s 
means, it has decided to launch PPPs. The relevant legislation 
has been drafted (although by September 2009 it had not yet 
been submitted to parliament) and a special PPP unit is being 
created. In the meantime, the government has issued two 
railway licences to domestic mining companies and has 
indicated it is also willing to construct power stations in the 
South Gobi on a PPP basis. However, the government’s 
implementation capacity remains limited and it also remains 
unclear whether strategic investors can be attracted for these 
upcoming PPP projects.

Financial sector
During 2008-09, the Mongolian banking system experienced 
a prolonged period of instability. Although Mongolian banks are 
only to a limited extent integrated within the global financial 
system, their two main domestic funding sources – retail 
deposits and interbank financing – became highly volatile. The 
stock of deposits fell by 12 per cent between September and 
December 2008, mainly because of high inflation and the 
resulting negative real interest rates on deposits. The reduced 
liquidity of banks constrained their lending, especially for 
longer-term commitments (such as construction financing 
and mortgages). Over this period asset quality deteriorated 
rapidly and the proportion of non-performing loans rose to 
13.7 per cent by July 2009 (from 2.7 per cent in May 2008).  
In December 2008, Anod Bank – the fourth largest bank –  
was placed under administration by the central bank. However, 
as inflationary pressures eased in 2009 and following the 
introduction of a deposit guarantee system in November 2008, 
deposits have been slowly returning to the banking system 
during 2009.

In July 2009 Mongolia sold its first sovereign offshore note,  
a US$ 75 million one-year zero coupon private placement with 
Standard Bank. In 2006 the Trade Development Bank had 
already placed an international bond for the same amount,  
but this was the first sovereign issue in Mongolia’s history.

Social sector
There has only been a marginal decline in the poverty rate in 
recent years, from 36.1 per cent in 2002-03 to 35.2 per cent 
of the Mongolian population in 2007-08, according to the 
latest household survey undertaken by the National Statistical 
Office. The declines were greatest in urban centres (from 
30.3 per cent to 26.9 per cent), with Ulaanbaatar having one  
of the lowest poverty ratios at 21.9 per cent. In rural areas, 
however, those in poverty increased from 43.4 per cent to 
46.6 per cent of the population. Poverty also remains 
widespread in the ger settlements (that is, households living  
in traditional Mongolian tents) around the main cities, a result 
of the continuing migration from rural to urban areas. Thus, 
despite strong economic growth in recent years, resulting  
in an increase in per capita GDP from US$ 562 in 2003 to  
US$ 1,970 in 2008, not all the population has benefited in the 
same way; instead, it has led to increasing income inequality.
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Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Central Bank discount rate (% end-of-period)   ■ Consumer price index (% year-on-year)

Macroeconomic performance 

Mongolia has enjoyed robust economic growth, averaging 
9 per cent per year during the past three years. However, 
growth slowed sharply during the second half of 2008 and  
GDP declined by 4.2 per cent in the first quarter of 2009 (year 
on year). Weak economic growth mainly reflects lower export 
revenues and a reduction in investment due to the reduced 
availability of bank credit. However, inflation eased significantly 
over the year, from 33.7 per cent (year on year) in August 2008 
to 4.9 per cent in July 2009.

During 2008, government spending rose significantly with 
increases in public sector wages, social spending, as well as 
public investment, whereas fiscal revenues were adversely 
affected by sharply lower commodity prices, in particular, 
copper. As a result, the fiscal deficit increased to 5 per cent of 
GDP in 2008, compared with a surplus of 2.9 per cent in 2007. 
In March 2009 the government set up a special committee  
to deal with the impact of the financial and economic crisis.  
In the same month, parliament approved a US$ 1 billion 
economic stimulus plan to stabilise both the banking sector,  
as well as to fund projects in agriculture, energy and other 
infrastructure. The government also reached an agreement  
with the International Monetary Fund (IMF) in April 2009 on  
a US$ 229 million credit line under an 18-month stand-by 
arrangement. Further budgetary support of US$ 170 million  
will be provided by several key donors.

The current account recorded a deficit of 13.7 per cent of GDP 
in 2008, partly reflecting weaker export revenues, especially of 
copper. The resulting pressure on the exchange rate prompted 
the central bank initially to intervene in the currency market, 
but as reserves fell, the central bank stopped intervening in 
the currency market in early 2009 and the nominal exchange 
rate depreciated by around 20 per cent against the US dollar  
in the first three months of 2009. In March 2009 the central 
bank raised its policy rate from 9.75 per cent to 14 per cent, 
successfully stabilising the rate of the togrog at around 1,420 
to 1,450 per US dollar. However, as export revenues from 
China had declined by roughly 30 per cent during the first half 
of the year, reflecting weaker Chinese growth, the current 
account is likely to remain in deficit in 2009.

Outlook and risks

Despite the high economic growth rates of recent years, poverty 
remains widespread and income disparities have increased. 
Stronger economic growth is expected over the medium term, 
mainly on the back of mining sector development. In the long 
term, however, sustainable growth depends on structural 
reforms, including increased competition in the non-mining 
sector and a deeper integration of Mongolia into the global 
economy. A modest recovery is expected in 2009 if commodity 
prices remain higher than those of late 2008.
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Real GDP (1989=100)
■ Mongolia   ■ Average, transition countries

Transition indicators 2009
■ Mongolia   ■ Maximum, transition countries   ■ Minimum, transition countries
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Structural and institutional change indicators

Liberalisation  
and privatisation 

Current account convertibility 
– full

Controls on inward direct 
investment – no

Interest rate liberalisation – 
full

Exchange rate regime – 
managed float

Wage regulation – no

Tradability of land –  
limited de facto

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – low

Secured transactions law – 
malfunctioning

 
Infrastructure

Telecoms regulatory 
assessment compliance – 
medium

Independence of the 
electricity regulator – partial

Separation of railway 
infrastructure from operations 
– no

Independence of the road 
directorate – no

 
Financial sector

Capital adequacy ratio – 
17 per cent (2006)

Deposit insurance system – 
yes

Private pension funds – no

 
Social reform

Share of population living in 
poverty – 49 per cent (2005)1

Government expenditure on 
health – 3.1 per cent (2007)

Government expenditure  
on education – 5.5 per cent 
(2007)

Household expenditure  
on power and water –  
9.4 per cent

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP)  8.2 9.0 9.2 10.1 10.5 10.7 na
Private sector share in GDP (in per cent) 70.0 70.0 70.0 70.0 75.0 75.0 75.0
Private sector share in employment (in per cent)    na na na na na na na
Budgetary subsidies and current transfers (in per cent of GDP) 7.6 7.5 7.0 7.2 11.1 11.4 na
Share of industry in total employment (in per cent) 15.6 16.1 16.7 17.3 17.9 17.8 na
Change in labour productivity in industry (in per cent) -11.2 8.4 3.8 -1.1 2.3 0.5 na
Investment/GDP (in per cent) 35.5 36.5 35.5 35.9 40.7 45.6 na
EBRD index of small-scale privatisation 4.0 4.0 4.0 4.0 4.0 4.0 4.0
EBRD index of large-scale privatisation 2.7 3.0 3.0 3.0 3.3 3.3 3.3
EBRD index of enterprise reform 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Markets and trade 
Share of administered prices in CPI (in per cent) 0.0 0.0 0.0 0.0 0.0 0.0 na
Number of goods with administered prices in EBRD-15 basket 0.0 0.0 0.0 0.0 0.0 0.0 na
Share of trade with non-transition countries (in per cent) 75.1 76.4 75.8 78.6 78.5 77.9 na
Share of trade in GDP (in per cent) 100.1 104.2 99.4 97.2 100.5 108.0 na
Tariff revenues (in per cent of imports) 3.5 3.7 3.9 4.0 4.3 4.2 na
EBRD index of price liberalisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of forex and trade liberalisation   4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of competition policy 1.7 1.7 2.0 2.0 2.3 2.3 2.3

Financial sector 
Number of banks (foreign-owned) 17 (4) 17 (4) 17 (4) 16 (5) 16 (6) 16 (6) na
Asset share of state-owned banks (in per cent) 6.2 5.3 3.8 0.0 0.0 0.0 na
Asset share of foreign-owned banks (in per cent) na 38.9 39.1 45.8 46.4 40.8 na
Non-performing loans (in per cent of total loans) 4.8 6.0 5.6 4.7 3.2 7.1 na
Domestic credit to private sector (in per cent of GDP) 26.6 28.4 30.6 33.6 32.4 29.8 na
Domestic credit to households (in per cent of GDP)  7.6 9.8 11.4 13.5 18.1 16.1 na
– Of which mortgage lending (in per cent of GDP) na na 1.3 1.9 3.2 3.6 na
Stock market capitalisation (in per cent of GDP) 3.0 1.4 2.0 3.5 15.6 8.4 na
Stock trading volume (in per cent of market capitalisation) 2.2 2.3 6.0 13.5 14.7 10.2 na
Eurobond issuance (in per cent of GDP) na na na na na na na
EBRD index of banking sector reform 2.3 2.3 2.3 2.3 2.7 2.7 2.7
EBRD index of reform of non-bank financial institutions 2.0 2.0 2.0 2.0 2.0 2.3 2.3

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 5.6 (12.8) 5.8 (17.0) 6.1 (21.9) 6.2 (30.0) 6.2 (35.1) 6.2 (35.1) na
Internet users (per 100 inhabitants) 5.8 7.9 10.5 12.0 12.3 12.3 na
Railway labour productivity (1990=100) 159.8 189.2 202.6 198.3 186.2 179.2 na
Residential electricity tariffs (USc kWh) 4.6 4.6 5.0 5.0 4.9 5.5 na
Average collection rate, electricity (in per cent) 99 104 100 100 100 94 na
GDP per unit of energy use (PPP in US dollars per kgoe) na na na na na na na
EBRD index of infrastructure reform 2.0 2.0 2.0 2.0 2.0 2.3 2.3
– Electric power 2.3 2.3 2.7 2.7 2.7 2.7 2.7
– Railways 2.0 2.3 2.3 2.3 2.3 2.3 2.3
– Roads 1.7 1.7 1.7 1.7 1.7 1.7 1.7
– Telecommunications 2.7 2.7 2.7 2.7 2.7 3.0 3.0
– Water and wastewater 2.0 2.0 2.0 2.0 2.0 2.0 2.0

1 Estimate is for the poor households in Ulaanbaatar, based on UNDP’s survey “Impact of Utility Charges on Poor Households” in Ulaanbaatar.



Macroeconomic indicators
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 5.9 10.1 7.3 8.6 10.2 8.9 1.0
Industrial gross output 3.0 15.0 9.6 7.0 6.9 1.5 na
Agricultural gross output 3.7 17.7 10.7 7.5 15.8 5.0 na

Employment (Percentage change)
Labour force (end-year)1 6.4 2.7 1.5 4.2 1.1 1.3 na
Employment (end-year) 6.4 2.6 1.9 4.3 1.4 1.7 na

(In per cent of labour force)
Unemployment (end-year)2 3.5 3.6 3.3 3.2 2.8 2.8 na

Prices and wages (Percentage change)
Consumer prices (annual average) 5.1 8.3 12.7 5.1 9.0 26.7 8.1
Consumer prices (end-year) 4.7 11.0 9.5 6.0 15.1 23.2 7.5
Producer prices (annual average) na na na na na na na
Producer prices (end-year) na na na na na na na
Gross average monthly earnings in economy (annual average) 22.0 30.4 5.4 26.2 35.5 na na

Government sector (In per cent of GDP)
General government balance3 -3.7 -1.9 2.6 3.3 2.8 -5.0 -6.0
General government expenditure3 37.1 35.0 27.5 33.3 38.1 40.2 na
General government debt4 87.7 72.2 56.6 43.0 36.3 33.2 na

Monetary sector (Percentage change)
Broad money (M2, end-year) 49.6 20.5 37.2 30.8 57.3 -5.5 na
Domestic credit (end-year) 160.8 19.9 35.9 -7.4 72.5 24.6 na

(In per cent of GDP)
Broad money (M2, end-year) 42.4 39.3 41.8 40.9 52.0 36.9 na

Interest and exchange rates (In per cent per annum, end-year)
Central bank bills rate 11.5 15.8 4.8 6.4 9.9 14.8 na
Deposit rate5 14.0 13.2 12.6 13.5 13.4 11.7 na
Lending rate5 25.5 24.0 21.6 20.0 17.1 18.6 na

(Togrog per US dollar)
Exchange rate (end-year) 1,168.3 1,211.8 1,221.0 1,165.0 1,170.0 1,267.0 na
Exchange rate (annual average) 1,142.7 1,185.2 1,205.2 1,179.7 1,169.8 1,165.7 na

External sector (In millions of US dollars)
Current account -98.6 26.6 29.2 222.0 265.0 -721.9 -262.0
Trade balance -199.3 -149.1 -155.0 29.0 -54.0 -612.5 -201.0
– Merchandise exports 627.3 872.0 1,069.0 1,545.0 1,949.0 2,534.5 1,858.0
– Merchandise imports 826.6 1,021.1 1,224.0 1,516.0 2,003.0 3,147.0 2,059.0
Foreign direct investment, net 131.5 129.0 258.0 290.0 360.0 585.5 409.9
Gross reserves, excluding gold (end-year) 178.0 208.0 333.0 718.0 1,001.0 657.0 na
External debt stock 1,287.0 1,429.0 1,433.0 1,529.0 1,703.0 1,961.0 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year) 2.0 1.8 2.5 4.6 5.0 2.2 na

(In per cent of exports of goods and services)
Debt service 34.0 7.4 2.9 2.2 2.1 2.0 na

Memorandum items (Denominations as indicated)
Population (end-year, million) 2.6 2.6 2.6 2.6 2.6 2.7 na
GDP (in billions of togrog) 1,660.4 2,154.2 2,779.6 3,715.0 4,599.5 6,130.3 6,294.0
GDP per capita (in US dollars) 562.7 695.2 871.4 1,191.4 1,489.4 1,970.4 na
Share of industry in GDP (in per cent) 25.3 29.9 31.1 36.0 35.3 34.0 na
Share of agriculture in GDP (in per cent) 20.1 20.9 21.7 19.5 20.5 18.8 na
Current account/GDP (in per cent) -6.8 1.5 1.3 7.0 6.7 -13.7 -6.0
External debt – reserves (in US$ million) 1,109.0 1,221.0 1,100.0 811.0 702.0 1,304.0 na
External debt/GDP (in per cent) 88.6 78.6 62.1 48.6 43.3 37.3 na
External debt/exports of goods and services (in per cent) 154.1 118.2 96.6 75.3 67.5 65.3 na

1 Economically active population registered at the employment registration office.
2 Officially registered.
3 General government revenue and expenditure include grants and net lending.
4 Direct and assumed debt of the central government and loans guaranteed by the government.
5 Weighted average over all maturities.


