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�.�. World economic prospects and policy issues

Following a temporary slowdown in mid-2004, global GDP growth picked up 
through the first quarter of 2005, with robust service sector output more than 
offsetting slowing global growth in manufacturing and, latterly, trade. In the sec-
ond quarter, however, in part reflecting the impact of higher oil prices, signs of 
a renewed “soft patch” emerged, with leading indicators turning downward and 
business confidence weakening in most major economies.

Global headline inflation has picked up slightly in response to higher oil prices, 
but remains at moderate levels. Among the major industrial countries, core in-
flation appears generally contained, inflationary expectations well-anchored and 
wage increases moderate. But inflationary pressures have risen somewhat more in 
emerging markets, with forecasts for 2005 revised upward in most regions. 

While strong demand continues to play a key role in oil market developments, re-
cent price pressures also appear to reflect growing concerns about future tightness 
in oil markets Consistent with this, long-run futures prices have moved increas-
ingly closely with short-run spot prices, suggesting greater uncertainty about the 
stability of long-run market fundamentals. Non-fuel commodity prices, which in 
aggregate remained stable during much of 2004, have since picked up in response 
to both strong demand and supply disruptions.

Financial market conditions remain benign. Long-run interest rates, while vola-
tile, continue to be unusually low around the world; global equity markets have 
remained resilient, supported by strong corporate profits and increasingly solid 
balance sheets. Emerging market financing conditions are also very favorable, in 
part reflecting improved economic fundamentals and the increased presence of 
long-term investors.

Global GDP growth is projected to average 4.3 percent in 2005 and 2006. Within 
this overall picture, global growth is expected to slow slightly through early 2006, 
picking up modestly thereafter with the adverse impact of higher oil prices offset 
by still-accommodative macroeconomic policies; benign financial market condi-
tions, especially low long-run interest rates and increasingly solid corporate bal-
ance sheets.

In policy terms, short-run monetary requirements have become increasingly diver-
gent, reflecting differing cyclical situations. In the United States, the present mea-
sured pace of tightening appears appropriate, although signs of rising labor market 
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Table 1. Overview Of The wOrld ecOnOmic OuTlOOk  (annual percenT change) 

	 2003	 2004	 2005	 2006

	 																													Current	projections

World	output	 4.0	 5.1	 4.3	 4.3

Advanced	economies	 1.9	 3.3	 2.5	 2.7

						United	States	 2.7	 4.2	 3.5	 3.3

						Euro	area	 0.7	 2.0	 1.2	 1.8

										Germany	 -0.2	 1.6	 0.8	 1.2

										France	 0.9	 2.0	 1.5	 1.8

											Italy	 0.3	 1.2	 -	 1.4

										Spain	 2.9	 3.1	 3.2	 3.0

						Japan	 1.4	 2.7	 2.0	 2.0

						United	Kingdom	 2.5	 3.2	 1.9	 2.2

						Canada	 2.0	 2.9	 2.9	 3.2

						Other	advanced	economies	 2.5	 4.4	 3.2	 3.9

										Newly	industrialized	Asian	economies	 3.1	 5.6	 4.0	 4.7

Other	emerging	market	and	developing	countries	 6.5	 7.3	 6.4	 6.1

								Africa	 4.6	 5.3	 4.5	 5.9

							Central	and	Eastern	Europe	 4.6	 6.5	 4.3	 4.6

							Commonwealth	of	Independent	States	 7.9	 8.4	 6.0	 5.7

										Russia	 7.3	 7.2	 5.5	 5.3

										Excluding	Russia	 9.2	 11.0	 7.1	 6.8

								Developing	Asia	 8.1	 8.2	 7.8	 7.2

											China	 9.5	 9.5	 9.0	 8.2

											India	 7.4	 7.3	 7.1	 6.3

											ASEAN-4	 5.4	 5.8	 4.9	 5.4

								Middle	East	 6.5	 5.5	 5.4	 5.0

								Western	Hemisphere	 2.2	 5.6	 4.1	 3.8

											Brazil	 0.5	 4.9	 3.3	 3.5

											Mexico	 1.4	 4.4	 3.0	 3.5

World	trade	volume	(goods	and	services)	 5.4	 10.3	 7.0	 7.4

Import	 	 	 	

											Advanced	economies	 4.1	 8.8	 5.4	 5.8

											Other	emerging	market	and	developing	countries	 11.1	 16.4	 13.5	 11.9

Export	 	 	 	

											Advanced	economies	 3.1	 8.3	 5.0	 6.3

											Other	emerging	market	and	developing	countries	 10.8	 14.5	 10.4	 10.3

Commodity	prices	(U.S	dollars)	 	 	 	

Oil	 15.8	 30.7	 43.6	 13.9

Nonfuel	(	average	based	on	world	commodity	export	weights)	 6.9	 18.5	 8.6	 -2.1

Consumer	prices	 	 	 	

Advanced	economies	 1.8	 2.0	 2.2	 2.0

Developing	countries	 6.0	 5.8	 5.9	 5.7

Six-month	London	interbank	offered	rate	(LIBOR,	percent)	 	 	 	

											On	U.S.	dollar	deposits	 1.2	 1.8	 3.6	 4.5

											On	euro	deposits	 2.3	 2.1	 2.1	 2.4

											On	Japanese	yen	deposits	 0.1	 0.1	 0.1	 0.2

	 	 	 	

Source:	International	Monetary	Fund
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pressures will need to be carefully monitored; further tightening will also likely be 
needed in China. In contrast, monetary policy has remained on hold in the Euro 
zone, where an interest rate cut should be considered. The current accommodative 
stance in Japan remains appropriate and the policy of quantitative easing should 
remain in place until deflation is unambiguously defeated.   

United States and Canada

In the United States, GDP growth remained strong over the first half of 2005, 
underpinned by strong income growth and steady improvements in labor market 
conditions, supportive financial market conditions and rising house prices. While 
business and consumer confidence remain healthy, continuing oil price rises could 
have a significant negative impact on growth in the near term.

While headline inflation has fluctuated around 3 percent in the first half of 2005, 
reflecting higher prices for oil and other raw materials, core inflation has remained 
restrained, running at about 1.7 percent in the first half of the year. However, with 
growth exceeding potential and policy interest rates still below most estimates of 
neutral levels, the Federal Reserve has continued to raise policy rates steadily.

GDP growth is projected to be somewhat weaker than previously expected in the 
latter part of 2005, with private consumption affected by higher gasoline prices and 
population displacement. Growth is expected to return to trend in 2006, driven 
primarily by a pickup in fixed investment, reflecting firms’ healthy balance sheets, 
strong profitability and capital stocks that are below trend in some sectors.

With U.S. growth continuing to outstrip that of other large advanced economies 
in 2005–06 and assuming continued high oil prices, the U.S. current account 
deficit is projected to widen to over 6 percent of GDP in 2005. Looking forward, 
assuming no further real depreciation of the U.S. dollar and a moderate fiscal 
consolidation, the current account deficit will likely remain at this level through 
the rest of the decade.

Real GDP growth has rebounded in Canada, driven primarily by strong consump-
tion, underpinned by strong wage increases and rising house prices. Consumer 
price pressures have remained contained; core inflation remains below 2 per-
cent. Nevertheless, with labor market conditions tightening and unit labor costs 
increasing, price developments need to be monitored carefully and the Bank of 
Canada has appropriately resumed withdrawing monetary stimulus. Fiscal policy 
is expected to remain on a steady course with the general government continuing 
to run a surplus of about 0.5 percent of GDP, while the net public debt ratio is 
projected to decline steadily in the coming years.

Western Europe        

After showing signs of revival in the second half of 2004, domestic demand has 
since slowed considerably across the Western Europe. GDP growth averaged 
around 1.25 percent in the first half of 2005, primarily reflecting a stronger con-
tribution from net exports. Economic performance across the Euro zone remains 
diverse. Among the major countries, domestic demand in Spain and France has 
been relatively strong. In contrast, domestic demand in Germany, and to a lesser 
extent Italy, has been considerably weaker.
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Given the continued weakness of domestic demand, inflationary pressures in the 
Euro zone are easing. While headline inflation remains above 2 percent, in part 
reflecting the impact of higher oil prices, core inflation has slowed significantly.

On the fiscal side, the Euro zone deficit is projected to rise to 3 percent of GDP in 
2005, with five countries-France, Germany, Greece, Italy, and Portugal-expected 
to exceed the 3 percent of GDP limit, in some cases by significant margins.

Looking forward, the outlook is highly uncertain. While confidence indicators 
remain subdued, incoming data - notably for exports and, more tentatively, manu-
facturing - have generally strengthened. Moreover, corporate balance sheets have 
continued to improve, with profitability continuing to rise, aided by prudent wage 
setting; employment has been more resilient than during past cycles. Long-run 
interest rates are at historic lows and solid global growth and recent euro deprecia-
tion should also be supportive. Against this background, expansion is expected to 
gradually regain momentum in the second half of the year, with Euro zone GDP 
growth projected to average 1.2 percent in 2005, rising to 1.8 percent in 2006.

Japan  

The Japanese economy expanded strongly in the first half of 2005, driven by a re-
covery in private final domestic demand. Robust private consumption was under-
pinned by a strengthening labor market - full-time employment is expanding for 
the first time in seven years and wage growth has turned positive - while business 
investment grew strongly as corporate profitability remained high. Net exports, 
however, contributed little to growth, marking a turnaround from earlier in the 
cycle when exports - particularly to China and the rest of emerging Asia - were 
the main engine of growth.

Mild deflation continues, with core CPI declining by 0.2 percent (year-on-year) 
in July and the GDP deflator falling by 0.9 percent (year-on-year) in the second 
quarter of the year. Land prices are also still declining, albeit at a slowing rate. 
Until deflation is decisively beaten, it is important that the Bank of Japan main-
tain its very accommodative monetary policy stance.

Considerable progress has been made in addressing weaknesses in the banking and 
corporate sectors in recent years, which has put the economy in a better position 
to sustain expansion. In particular, the Financial Services Agency has increased 
its regulatory pressure on banks, forcing banks to deal more actively with their 
problem borrowers. As a consequence of these actions and the cyclical recovery in 
the economy, nonperforming loans have fallen by more than one-half among the 
major banks, corporate debt levels have declined, excess capacity in the corporate 
sector has fallen, and return on assets in the banking and corporate sectors has 
increased.

Real GDP is now projected to expand by 2 percent in both 2005 and 2006. 
While domestic demand is recovering, there are downside risks to the outlook, 
particularly given the continued rise in oil prices and the possibility of renewed 
upward pressures on the yen in an environment of large global current account  
imbalances.      
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figure 1. growth of world real gdp

figure 3.  world long-term and short-term interest rate
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Emerging Asia and the Pacific

While growth across the region, aside from China and India, has slowed since mid 
2004, due to recent improvement in the IT sector, pick up in industrial production 
and trade, GDP growth is projected to average over 7 percent in 2005. Inflation 
remains at about 4.0 percent, but a risk of high oil prices remains, which could 
adversely affect economic activities. The risk is especially high in India, Indone-
sia, Malaysia and Thailand, as they have yet to pass through the full effect of past 
increases to domestic prices, in some cases at substantial fiscal cost. 

On the external side, the regional current account surplus is projected to decline 
only modestly, from 4.1 percent of GDP to 3.7 percent of GDP in 2005. How-
ever, this reveals an uneven trend across countries in the region, with a marked 
increase in the current account surplus in China to over 6 percent of GDP, owing 
to rapid growth in manufacturing exports - aided by the ending of textile quotas 
- along with a sharp slowdown in import growth, seemingly related to slowing 
demand for imported capital goods as well as import substitution in some sectors. 
Elsewhere in the region (except Hong Kong SAR and Malaysia), weak current 
account positions reflect a variety of factors, including higher oil prices, slower 
growth in IT exports, exchange rate appreciation (Korea, Taiwan Province of 
China) and country-specific factors, including the adverse effects of the tsunami 
(Thailand). 

There have been similar shifts in the composition of reserve accumulation in the 
region. Although the monthly average pace of reserve accumulation in emerging 
Asia thus far in 2005 remains broadly unchanged from 2003 and 2004, China now 
accounts for nearly two thirds of the regional average, compared with less than 
one-third in the previous two years.

The key challenge facing the region remains achieving an appropriately balanced 
growth consistent with an orderly reduction in external surpluses over the medium 
term. In China, where investment is very strong, this will require a gradual shift 
in the composition of demand toward private consumption, which - at 40 percent 
of GDP - is at a historic low. 

Growth in China is forecast at 9 percent in 2005, continuing to exceed expecta-
tions. Investment growth has moderated somewhat, reflecting a variety of admin-
istrative and monetary tightening measures, but remains above 20 percent. The 
contribution from net exports has risen sharply. With large external surpluses con-
tinuing to add to considerable excess liquidity in the banking system, open market 
operations need to be strengthened to reduce excess liquidity and further monetary 
tightening will be needed if signs of a rebound in investment growth intensify. 
The currency reform in July, comprising an initial 2 percent revaluation of the 
Renminbi, a shift to setting the central rate with reference to a currency basket, 
and an allowable daily fluctuation rate of 0.3 percentage points against the U.S. 
dollar, was an important step toward greater flexibility that, if fully utilized, should 
facilitate the conduct of monetary policy in the period ahead. On the fiscal side, 
the projected reduction in the budget deficit in 2005, along with continued gradual 
fiscal consolidation thereafter, will help address large off-budget fiscal liabilities 
and make room for future demands on public funds arising from population aging, 
bank restructuring, and public enterprise reform. Measures to address rural-urban 
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disparities, including the improvement of conditions for interregional labor mo-
bility, are also needed. More generally, further reform of the banking system and 
public enterprises and the development of domestic capital markets remain critical 
to maintaining macroeconomic stability and ensuring that China’s large savings 
are efficiently utilized to support medium-term growth.

China’s demand for Mongolian agricultural commodities, as well as the world 
market prices for Mongolia’s main export items - gold, copper and cashmere - 
depend directly on China’s ability to moderate its growth to within 7-7.5 percent 
in the near future. 

Economic activity in India is expected to moderate from its strong pace of the past 
two years to around 7 percent in 2005. Strong domestic demand arising from the 
industrial recovery and higher oil prices, have led to a sharp widening of the trade 
balance, but high service exports and remittances are expected to help limit the 
impact on the current account deficit.

After several years of steady and strong growth in Australia and New Zealand, 
the pace of activity is forecast to moderate in both countries. The slowdown in 
Australia reflects a welcome cooling of the housing market and the impact of an 
appreciated exchange rate. Similar trends are at work in New Zealand, although 
weak growth in exports is likely to play a greater role in the slowdown there.

Latin America

In Latin America, growth has moderated to a more sustainable pace after a sharp 
rebound in 2004. Nevertheless, expansion is projected to continue at a solid pace 
with growth remaining above the 1990s average through 2005–06, underpinned 
by growth in both external and domestic demand. Strong commodity and raw 
material exports and, in most large economies, broad terms-of-trade gains are the 
main drivers of current growth. Much stronger current account, external reserve 
and fiscal positions, along with improved macroeconomic policy frameworks, give 
assurance that the current expansion will be more resilient than earlier ones. Some 
countries are now running small current account surpluses and the regional sur-
plus is expected to average more than 0.5 percent of GDP in 2005–06. However, 
manufacturing exports have weakened somewhat in tandem with the slowdown in 
global manufacturing.

Inflation in the region stabilized after the second half of 2004, which saw a moder-
ate rise, but the situation remains volatile with continuing heightened commodity 
price variability. There are some downside risks to the near-term outlook, includ-
ing in particular a weakening of global non-fuel commodities markets, a slowing 
of industrialized country growth, particularly in the United States, or a sharp rise 
in interest rates in industrialized countries. Further increases in oil prices could 
increase vulnerability of net oil importers, although they would further benefit oil-
exporting countries in the region.

High levels of public debt, rising political uncertainties as a result of country-spe-
cific events and the crowded regional election schedule over the next year add to 
these vulnerabilities, underscoring the need for continued sound policy implemen-
tation and cautious debt management.
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Emerging Europe

While strong growth continues in the Baltic countries, driven mainly by domestic 
demand, the general pace of expansion in the region has eased since the middle 
of last year. Exports have been affected by weaker growth in western Europe and 
the appreciation of regional currencies during 2004, while domestic demand has 
slowed as the surge in activity in the run-up to EU accession has abated. Although 
headline CPI inflation increased last year due to a number of EU accession–re-
lated tax adjustments, it is now returning to lower rates. Nevertheless, risks are 
slated to the upside, as credit growth is exceptionally strong, property prices have 
surged and external imbalances are large. Low international interest rates and rela-
tively stable exchange rates have encouraged bank borrowing from abroad. In par-
ticular, credits, which have been financed by bank borrowing from abroad, have 
sharply increased in the Baltic countries, Bulgaria, Hungary and Romania. Rapid 
credit growth has boosted domestic demand, adding to inflationary pressures in 
Romania, Latvia and other Baltic countries. A key question is whether this strong 
credit growth is part of the ongoing process of financial deepening or whether 
some countries are now experiencing a credit boom, with credit expanding at an 
unsustainable pace. With foreign currency lending (mostly in euros) representing a 
large share of outstanding credit, households and small and medium-sized enter-
prises, which have borrowed heavily in recent years, are particularly vulnerable to 
exchange rate movements. The experience in emerging markets shows that credit 
booms can be very costly; they are typically followed by sharp economic down-
turns and financial crises.

Current account deficits remain high in the region, except in Poland. More gen-
erally, fiscal consolidation and tax system revisions will be necessary to reduce 
fiscal and external trade deficits. Monetary policy needs to focus on reducing 
or containing inflation at low levels. Further efforts will be needed to upgrade 
monitoring and supervisory practices and better inform borrowers about the risks 
they face, and how exchange and interest rate movements could affect their  
debt-servicing costs. 

Commonwealth of Independent States

After a remarkable acceleration in 2003–04 (8.4%), real GDP growth in the 
Commonwealth of Independent States (CIS) has slowed noticeably in 2005, to 
around 6 percent. This has especially been the case in the Russian Federation, 
where policy uncertainty, the Yukos affair and sharply higher marginal tax rates 
in the oil sector, to almost 90 percent at prices above USD 25 a barrel, have been 
key factors behind sluggish investment and sharply lower output growth in the oil 
sector.

In Ukraine, political uncertainty has adversely affected activity and investment. 
However, consumption growth has generally remained high, reflecting strong spill-
overs from favorable commodity market developments, strong wage growth, and 
rapid money supply and credit expansion. Inflation is forecast to increase by over 
2 percentage points to 12.6 percent in 2005, reflecting rapid consumption growth, 
production that is close to capacity in some sectors, and continued substantial net 
foreign exchange inflows. There are some upside risks to inflation with widespread 
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pressures for further increases in government spending, partly owing to the oppor-
tunities provided by rising budget surpluses in oil-exporting countries, especially 
in Kazakhstan and Russia. Foreign currency reserves have generally continued to 
rise, as terms-of-trade-related increases in the current account surpluses of major 
energy and metals exporting countries have more than offset increases in capital 
outflows owing to heightened political and policy uncertainty. Despite this, the 
region’s current account surplus is projected to rise further to about 10.5 percent 
of GDP in 2005, on account of the higher oil prices. 

In contrast to favorable short-term prospects, there are some significant downside 
risks to growth in the medium term, due to low investment outlays as a share 
of GDP. It has, on average, remained at about 21 percent of GDP in the CIS 
countries despite a very favorable growth performance, some 5 percentage points 
below the average in the transition economies of emerging Europe. Specifically, 
investment outside the commodity-producing sectors has been low. A more hospi-
table business climate is an essential precondition for more investment, as well as 
reforms to fully develop the institutions and structures to support property rights 
and competition, with rule-based government interventions guided by transparent 
objectives.

Africa

Growth in sub-Saharan Africa is expected to slow to 4.8 percent this year. Im-
proved domestic macroeconomic policy is forecasted to deliver the lowest inflation 
in 30 years. Moreover, strength of global demand, progress with structural reforms 
and fewer armed conflicts, contributed to the positive outcome. 

Oil-exporting countries in the region are benefiting from the continuing increase 
in oil prices, but with non-oil commodity prices not rising as strongly as in 2004, 
other countries, particularly those with large cotton and textile sectors, are facing a 
much more challenging environment. Poor harvests have affected several countries 
in eastern and southern Africa and resulted in food production shortfalls.

Looking forward, despite the favorable short-term outlook, most African countries 
still face enormous challenges in achieving the strong growth rates that are needed 
to substantially reduce poverty. The share of the working-age population in sub-
Saharan Africa is starting to rise, and is projected to increase substantially over 
the next 40–50 years, which could help strengthen growth prospects if these ad-
ditional workers are absorbed into the labor force. This could raise savings, which 
in turn would help finance additional investment and boost output. An emphasis 
also needs to be placed on developing the infrastructure to support private sec-
tor activity - on a broad range of measures infrastructure development in Africa 
lags far behind other developing countries - as well as on increasing investment, 
including in human capital, and on making labor markets more flexible. Building 
the economic and political institutions that are critical for developing a vibrant 
economy based on the private sector are important, while trade openness, educa-
tion, transparency, and external anchors all play important roles in developing 
strong and effective institutions. The global community also needs to play a role 
in supporting Africa’s reform efforts. 
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Middle East

Reflecting terms-of-trade gains, and with crude oil production in the region in-
creasing to a 20-year high, oil-exporting countries, which account for more than 
95 percent of the region’s output, have enjoyed a robust growth performance and 
external current account and fiscal balances have improved dramatically. Given 
the favorable oil market outlook, regional GDP growth is projected at 5.4 percent 
in 2005. A sharply higher oil price has contributed to quickly accumulating oil 
export revenues. 

Despite strong domestic demand, inflation has generally remained subdued, owing 
both to considerable flexibility and openness in product markets and to low global 
inflation, except in the Islamic Republic of Iran, where strong domestic demand 
and expansionary monetary policy have kept inflation above 15 percent.

The regional current account surplus is projected to rise further to around 21 
percent of GDP in 2005. With a significant proportion of the oil revenue increase 
expected to be permanent, managing these revenues will be a central challenge. 
These revenues provide the opportunity to finance reforms that would generate 
employment for the rapidly growing working-age population. Priority should be 
given to expenditure that will have a lasting impact on growth, productivity and 
standards of living. 

�.�. World market prices and interest rates

Global headline inflation remains moderate despite a slight pick-up in response 
to higher oil prices. Core inflation appears generally contained and inflationary 
expectations are well-anchored among the major industrialized countries, while 
inflationary pressures have been higher in emerging markets and inflation has risen 
in most regions there through 2005.

Financial market conditions remain benign. Long-run interest rates, while vola-
tile, continue to be unusually low around the world. 

The U.S. budget and current account deficits have been widening. According to 
the recent views of many economists, should the U.S. Dollar weaken, Asian cen-
tral banks could begin selling their U.S. treasuries holdings leading to increased 
volatility in securities markets and exchange rates.

Despite a further rise in the U.S. current account deficit, the U.S. Dollar ap-
preciated modestly in trade-weighted terms over the first eight months of 2005. 
Movements in industrial country currencies varied widely, with the Canadian 
Dollar appreciating further and the Yen and Euro depreciating, the latter seem-
ingly reflecting increasingly unfavorable short-term interest rate differentials and 
growing political uncertainties in Europe following the rejection of the European 
Union’s constitution in France and Netherlands.

Among emerging markets, bilateral exchange rate movements against the U.S. 
Dollar have been varied but trade-weighed exchange rates have generally appreci-
ated, except in ASIAN-4 (Indonesia, Malaysia, the Philippines and Thailand).

On July 21, China relaxed its policy of pegging the Renminbi and embarked instead 
on a managed floating exchange rate regime based on a reference basket of curren-
cies including the U.S. Dollar, Euro, Yen, and South Korean won. As a result of 
this reform, the RMB exchange rate against the U.S. Dollar shifted from 8.28 to 
8.11. Before the revaluation Chinese currency was traded on the Mongolian foreign 
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exchange market at 144.1 MNT to the RMB. After the reform this exchange rate 
jumped to 148.0 MNT to the RMB, which also had a knock-on effect on the 
Togrog to U.S. Dollar exchange rate.

Movements in other regional currencies, except the Indonesian Rupiah which ap-
preciated sharply in late August 2005, were generally modest.

World commodity market prices

The overall index of primary commodity prices increased by 29.0 percent in U.S. 
Dollar terms during the first eight months of 2005. Energy prices, which rose by 
41.0 percent, remained the main driver of the index, reflecting strong growth in 
crude oil consumption and expectations of tight crude oil and product markets 
going forward. As a result, and as was clearly demonstrated by the initial impact 
of Hurricane Katrina on crude oil and petroleum product prices, both spot and 
futures prices of oil and petroleum products have become extremely sensitive to 
short-term developments.

In contrast to the energy component, the non-fuel commodity price index rose by 
only 5.0 percent in U.S. Dollar terms over the same period, led by metal and food 
prices. Metal prices rose by 9.0 percent, largely because of robust demand arising 
from the current global economic expansion. Food prices rose by 4.0 percent ow-
ing to strong demand growth in China.

Reduced harvests in South America and a lower than usual North American grain 
output placed upward pressure on agricultural product prices.

Crude oil

Crude oil prices continued to rise during the reporting year despite OPEC’s sys-
tematic efforts to ease fears about potential supply shortages and the fact that 
growth in crude oil consumption has been broadly in line with expectations.

While shortfalls in non-OPEC (Organization of the Petroleum Exporting Coun-
tries) supply have contributed to the rise, it appears that crude oil prices are in-
creasingly being driven by expectations of future tightness in the market. These 
expectations are based on forecasts of continued robust global economic growth, 
low spare capacity among OPEC producers, and fear that the recent slowdown in 
non-OPEC production may be somewhat permanent. Moreover, uncertainty over 
future petroleum supplies has been exacerbated by unstable policies in Iraq, Iran, 
Venezuela and Nigeria. Even long-dated futures prices are now more responsive 
to daily market news, prompting some analysts to argue that speculative activity is 
having an excessive influence in crude oil futures prices.

The sensitivity of prices to short-term developments was strikingly demonstrated 
by the damage recently caused by Hurricane Katrina to the oil and gas infrastruc-
ture in the Gulf of Mexico, which is responsible for 20.0 percent of daily domestic 
U.S. crude oil production and nearly 50.0 percent of its total refinery capacity. 
Crude oil, gasoline and natural gas prices spiked following the hurricane on August 
31, but eased somewhat following decisions by the U.S. Administration and the 
International Energy Agency to release oil from their strategic reserves (the latter 
to bolster global crude oil supplies by 2 millions of barrels a day for 30 days), and 
an offer by Saudi Arabia to increase its crude oil production by 500,000 barrels a 
day. While the impact of Hurricane Katrina on crude prices is likely to be tempo-
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rary, a consequence of the actions taken by the International Energy Agency and 
others may yet trigger some weakening in crude oil prices in the period ahead. 
Product prices are likely to remain high and volatile for sometime yet because of 
delays restoring refinery production.

Oil exporting countries experienced a substantial economic improvement in oil 
production as a result of high oil prices. However, the existing high oil prices 
continued to have negative impacts including increasing current account deficits 
and domestic prices among oil importing countries. High oil prices in Mongolia 
push up domestic fuel prices, and consequently the prices of other consumer 
products, bringing up inflation. The world now faces the necessity of appropriate 
macroeconomic policies to reduce the negative impact of high oil prices on global 
economic growth.

Non-energy commodity prices 

Average non-energy prices rose by 5.0 percent in U.S. Dollar terms during the 
first eight months of 2005, with metals and food prices being the main drivers of 
the non-energy index. While most metals markets reacted to further reductions 
in inventory positions and specific mining company labor issues, strong Chinese 
demand for soybeans pushed the food index higher. Looking forward, the upward 
momentum in non-energy commodity prices is expected to ease for the remainder 
of 2005 as supply responds strongly to 2004 prices. On average, the non-energy 
commodity price index for 2005 is projected to register an overall gain of 9.0 
percent.

Metals prices have increased by 9.0 percent since the beginning of year and are 
now expected to plateau, reflecting an easing in the overall tightness of the metals 
sector.

Robust demand for construction and manufacturing products in both the United 
States and China contributed to increased metals prices through 2004, and contin-
ues to do so in 2005. Robust demand for steel has resulted in a significant increase 
in iron ore - steel producers signed new contracts to purchase iron ore at prices 
71.5 percent higher than in the previous year.

Copper prices rose by 20.0 percent to an all-time high as inventory levels of cop-
per fell to historical lows and recent strikes by mine workers threatened world sup-
plies. Uranium prices, meanwhile, increased by 44.0 percent in response to higher 
demand while aluminum prices increased only slightly, reflecting the impact of a 
significant growth in exports from China.

Chinese demand, coupled with poor weather conditions in key growing areas, 
has pushed soybean prices up 18.0 percent since January. Salmon prices rose by 
21.0 percent during a period of robust demand and limited supply. Banana prices, 
however, declined by 43.0 percent over the same period as supplies outpaced con-
sumption in European markets where consumers switched to local fruits owing to 
hotter than normal weather conditions.

Softwood prices in particular have declined by around 14.0 percent since January, 
after rising by around 15.0 percent in 2004. Cotton prices have risen 5.0 percent 
owing to strong Chinese demand and rubber prices have strengthened 35.0 percent 
since January due to higher oil prices, which have raised synthetic rubber prices, 
and temporary supply disruptions of natural rubber that restricted substitution.
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Looking forward, increased demand for raw materials is expected as a result of 
strong global economic growth. This should help to keep agricultural raw materials 
prices from contracting further in 2005, especially in the case of timber.

Hurricane Katrina, which devastated ports and cities in the southern U.S., appears 
to have had only a temporary impact on specific non-fuel commodity markets. 
The temporary closure of ports and transportation blockage in the Mississippi 
River slowed down U.S. exports of soybeans, wheat and corn. Hurricane Katrina 
also damaged cotton crops from Mississippi to Georgia.

The current status of stockpiles of a significant amount of coffee and base metals, 
including nearly half of the world’s inventories of zinc, remains unknown. Lumber 
prices have raised on expectations of significant construction activities to rebuild 
affected areas.
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�.�. General overview

Mongolia’s macro economic environment has held comparatively stable in recent 
years. Preliminary estimates put real economic growth in the reporting year at 
6.2 percent. Although the prices of fuel, electricity, thermal energy and foodstuffs 
increased, annual inflation was maintained at a single-digit level. In 2005, CPI 
inflation reached 9.5 percent. The Bank of Mongolia successfully raised official 
foreign currency reserves back to the level prior to the debt payment to Russia. 
Moreover, the general government fiscal balance recorded a surplus. All these fac-
tors have facilitated the economic development of the country.

In the reporting year GDP growth was estimated at 6.2 percent, less than in the 
preceding year, but around 2.0 percentage points higher than average growth 
over the last 5 years. The economy surged on the back of strong preformances 
in mining and quarrying, agriculture, hunting and forestry, retail trade and repair 
of household goods, transport, storage and communications sectors. In addition, 
the recent development of financial intermediation and construction have made 
a noticeable contribution to economic growth. However, a 24.1 percent fall in 
manufacturing output had a negative impact on GDP growth with manufacturing 
of apparel declining by 66.1 percent and textiles manufacturing dropping  40.4 
percent.

Since mining and quarrying is the largest industrial sector in Mongolia, the posi-
tive changes in mining production had a substantial impact on the overall industri-
al output figures. Correspondingly mining of metal ores, which dominates mining 
and quarrying in Mongolia, had the major impact on output of the sector. Mining 
and quarrying industry output grew by 11.3 percent compared with 2004, within 
which mining of metal ores went up by 11.1 percent. Gold extraction increased 
by 25.4 percent over the same period. Higher production in the sector was a result 
of intensified foreign and domestic investment in mining and quarrying, and the 
exploitation of new production capacity. In 2005, the Olon Ovoot plant expansion 
was began and Tavtyn gold mining plant was established. Moreover, the Boroo 
Gold company, which started exploitation in 2004, increased its gold extraction.

At the same time, agricultural, hunting and forestry sectors, which account for 
20 percent of the GDP (the 10-year average is 30 percent), grew by 7.7 percent. 
Preliminary results from the annual livestock census show that at the end of 
2005 30.4 million head of livestock were counted, 8.5 percent more than in the  
previous year.
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Termination of the WTO Multi-Fiber Agreement on January 1, 2005 led to the 
decline in Mongolia’s manufacturing industry. However, this was somewhat miti-
gated as Mongolia was granted GSP+ status, and thus allowed duty and quota-free 
access for 7,200 products to markets in 25 EU countries. Moreover, in order to 
facilitate continued textiles and clothing manufacturing, Mongolian government 
amended tax and social insurance requirements from manufacturing these prod-
uct. These measures have combined to produce conditions to stop the manufac-
turing industry plunge.

Inflation, which reached 11.0 percent in 2004, moderated to 9.5 percent in the re-
porting year. Domestic prices of petroleum products rose due to sustained high oil 
prices on the world market and increased taxes on oil product exports from Russia 
(Mongolia’s main supplier). This rise in prices translated into higher consumer 
product prices, especially those of meat and meat products, and strengthened 
inflationary pressures. The average price of Petroleum A-76 rose 27.9 percent on 
2004, and that of Petroleum A-93 by 30.2 percent in the same period. The price 
of Petroleum A-76 rose from MNT 650 to MNT 730 in June 2005 alone, sub-
sequently staying comparatively stable for a period, before growing again by 0.8 
percent to MNT 736 in December. The price of Petroleum A-93 increased from 
MNT 730 to MNT 790 in May, then held unchanged for seven months before 
growing again by 1.3 percent to MNT 800 in December.

Table 2. annual real gdp grOwTh  (percent)

	 2000	 2001	 2002	 2003	 2004	 2005

GDP	 1.1	 1.0	 4.0	 5.6	 10.6	 6.2

Agriculture,	hunting	and	forestry	 -14.9	 -18.3	 -12.4	 4.9	 17.7	 7.7

Mining	and	quarrying	 6.6	 9.0	 -8.2	 -2.3	 34.3	 11.3

Manufacturing	 -3.3	 33.2	 19.0	 4.3	 1.3	 -24.1

Electricity,	thermal	energy	 0.4	 2.7	 3.2	 1.1	 6.3	 4.2

Construction	 -14.6	 12.4	 14.9	 44.2	 0.1	 11.9

Wholesale	and	retail	trade	 26.1	 8.6	 12.8	 7.1	 6.3	 9.4

Transport,	storage	and	communications	 25.2	 12.9	 15.9	 11.1	 10.6	 10.7

Financial	intermediation	 7.0	 21.1	 6.6	 24.5	 19.5	 16.7

Real	estate,	renting	and	business	activities	 12.5	 6.0	 23.4	 21.1	 16.4	 5.4

Education	 3.2	 1.1	 4.7	 -4.3	 -6.6	 -0.3

Health	and	social	security	 -0.1	 3.8	 1.2	 -2.1	 5.3	 1.6

Community,	social	and	personal	services	 57.1	 9.5	 48	 -1.5	 19.9	 3.3

Indirect	services	of	financial	institutions	 30.5	 36.1	 5.4	 23.9	 26.5	 2.1
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Food prices, which are given the heaviest weighting in the CPI basket of goods, 
increased by 15.6 percent, contributing to annual headline inflation of 9.5 percent. 
Meanwhile, core inflation was estimated at a modest 3.5 percent. Core inflation 
measures the change in average consumer prices excluding 28 items in the CPI 
basket prone to volatile price movements such as meat, dairy products and veg-
etables. In the reporting year, prices of meat and meat products rose 32.2 percent, 
the highest rise in any single category of goods. The Bank of Mongolia notes that 
the Mongolian government is in a position where it can regulate and manage fac-
tors influencing the supply of meat and petroleum products that have a significant 
impact on CPI, in order to maintain control over inflation,. For instance, it is 
essential to elaborate the meat supply chain, including preservation and refrigera-
tion, and to provide financial support to meat suppliers. The monopolistic sup-
ply of petroleum products should be discontinued and excise duty on petroleum 
products could be used to smooth oil price peaks. The Mongolian government has 
already started to address these issues: the government offered financial incentives 
for producers who preserved certain stock of meat to be supplied to the Ulaan-
baatar city market in the off season, to maintain stable meat prices and avoid 
seasonal price gallops,.

In the reporting year, Mongolia recorded a budget surplus of MNT 83.0 billion, 
and the excess of current revenue over current expenditure comprised MNT 240.2 
billion. The budget surplus and increased current revenue were due to factors such 
as the transfer of dividends for previous years by the Mongolian-Russian joint ven-
ture Erdenet to the government budget, high gold and copper prices on the world 
market, and proper management of budget spending. Under favorable condi-
tions of high gold and copper prices at the world market, Mongolia’s government 
should aim to settle debts with the Bank of Mongolia and use remaining gold and 
copper export revenue to establish a Stabilization Fund. Spending the revenues 
from gold and copper exports for current expenditures, such as rise in wages and 
pensions, could lead to negative political consequences should the price of these 
commodities fall in future.

The minimum wage was raised to 251 togrog 48 mongo per hour and MNT 42,500 
per month on July 1, 2005. In the reporting year, the number of registered un-
employed dropped by 2,600 persons to 32,900 persons, 7.4 percent lower than in 
2004. 53,100 new jobs were created.

Preliminary data for 2005 show that exports totaled USD 1,053.7 million, while 
imports reached USD 1,148.7 million, leaving a foreign trade deficit of USD 95.0 
million. This foreign trade deficit was by USD 56.4 million, or 37.3 percent, down 
from its 2004 level and equivalent to 5.1 percent of GDP. Mineral product exports 
(42.3 percent of total exports) grew by USD 96.2 million, or 27.2 percent, over 
the year, while exports of precious and semi-precious stones, metals and jewelry 
(31.2 percent of total exports) rose by USD 88.3 million, or 26.6 percent, leading 
to growth in total exports. The rise in world market prices for Mongolia’s main 
export commodities such as gold and copper increased the value of total exports, 
while increased oil prices had a greater impact on total imports. Compared with 
the preceding year, total imports increased by USD 127.5 million, or 12.5 percent, 
of which petroleum product imports increased by USD 75.6 million, or 36.6 per-
cent. The share of petroleum products as a percentage of total imports increased 
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Box 1. GDP growth in transition countries

Region Country 2000 2001 2002 2003 2004 2005 Average

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

China

Laos

Viet Nam

Average

Mongolia1
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7.3

5.4

2.9

3.9

7.9

5.2

6.9

3.9

4.0

1.8

2.0

4.5

4.1

4.6

5.9

6.2

5.8

1.9

9.8

5.4

2.1

10.0

8.3

18.6

5.9

3.8

7.0

8.4

8.0

5.8

6.8

7.3

1.1

7.2

4.0

4.4

2.6

6.5

3.8

8.0

6.4

1.0

5.3

3.8

-4.5

2.7

3.9

9.6

6.5

4.7

4.7

13.5

5.3

6.1

5.1

10.2

15.9

9.2

4.1

7.9

5.5

7.5

5.8

6.9

6.4

1.0

3.4

4.8

5.2

1.5

7.2

3.5

6.4

6.8

1.4

4.9

4.6

0.9

3.5

4.2

13.2

8.1

5.0

5.5

9.8

0.0

7.8

4.7

9.1

8.1

5.2

3.1

6.6

5.2

8.3

5.8

7.1

6.6

4.0

6.0

4.5

4.3

3.2

6.7

2.9

7.5

9.7

3.8

5.2

4.5

2.8

2.7

4.9

13.9

11.5

7.0

11.1

9.3

7.0

6.6

7.3

10.2

7.7

9.4

1.5

8.5

7.1

9.5

5.8

7.3

7.4

5.6

5.9

5.6

3.8

4.4

7.8

4.2

8.5

6.7

5.4

8.3

5.5

2.9

4.2

5.6

10.1

10.2

11.0

6.2

9.4

7.1

7.3

7.1

10.6

7.2

12.1

7.4

8.8

7.7

9.5

6.4

7.7

7.8

10.6

6.0

5.5

3.5

5.0

7.0

3.5

7.5

6.8

3.5

5.5

5.3

3.5

3.8

5.1

10.0

20.0

8.0

8.5

9.0

2.5

6.5

6.0

8.0

7.0

4.0

4.0

7.8

6.3

9.0

7.3

7.5

7.5

6.2

6.0

5.0

4.0

3.4

7.2

3.9

7.5

6.7

3.2

5.2

4.3

1.7

3.5

4.7

10.5

10.4

6.9

6.3

10.1

4.6

6.1

6.7

9.4

10.8

7.6

4.0

7.8

6.7

8.6

6.2

7.2

7.2

4.8
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16 years have passed since transition countries began the shift from a centralized, 

socialist system to a market economy. GDP growth in these countries, the principle 

economic indicator, has differed across the beginning, middle and final of the period 

reflecting the different situation of each country. GDP growth across selected transi-

tion economies was compared to growth of Mongolia in this box. 

Among Central and East European (CEE) countries, average GDP growth in the Bal-

tic states was highest due to a favorable external environment and strong domestic 

demand, and was lowest in Macedonia. GDP growth was generally stable across the 

countries in the region, fluctuating between 4.2-5.6 percent. This has resulted from a 

slowdown in economic growth associated with joining the European Union and weak 

demand in the region.

Average GDP growth in Commonwealth of Independent States (CIS) countries for 

2000-2005 was relatively high: between 6.6-8.8 percent. In particular, high growth 

was recorded in countries such as Armenia, Azerbaijan, Kazakhstan, Tajikistan and 

Turkmenistan. Uzbekistan and Kyrgyzstan saw the slowest economic growth in the 

region. Despite accelerating growth in 2003-2004, economic growth in the region 

slowed in 2005. This was due to many factors, but among the most significant were: 

uncertain Russian policies, accusations surrounding YUKOS, and increasing levels 

of taxation. Ukrainian political uncertainty also had a negative impact on investment 

and other activities, and it cut GDP growth in the country by more than 8.0 percent on 

the previous year.

In terms of economic growth statistics, China has consistently led developing Asian 

countries, while among our selected countries the Lao People’s Democratic Republic 

has been lagging. Average GDP growth of the four selected countries has been stable 

at around 6.4-7.8 percent.

In the case of Mongolia, GDP growth for 2000-2005 fluctuated between 1.0 and 10.6 

percent recording an average of 4.8 percent. This was higher than the CEE region, 

but lower than both the CIS region and developing Asian countries. Vietnam, Cam-

bodia, Uzbekistan, Tajikistan, and Kyrgyzstan recorded lower GDP per capita than 

Mongolia.  
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by 4.3 percentage points from 20.2 percent in 2004 to 24.5 percent in 2005. 88.3 
percent of total petroleum product imports came from the Russian Federation. 
Imports of petroleum products from Kazakhstan rose by 118.3 percent and from 
China by 63.6 percent, alongside an expansion in the number of petroleum prod-
uct suppliers.

Net foreign reserves increased by USD 134.4 million to USD 298 million, exhib-
iting a rise of 82.1 percent from 2004. This shows an increase of 131.0 percent, 
or USD 169.0 million, from that of the year 2003, when the debt to the Russian 
Federation was settled. The Bank of Mongolia has successfully built foreign re-
serves back to their level of December 2003, when the debt repayment was made. 
This was a remarkable stride forward, strengthening the economic security of the 
country.

The nominal exchange rate of the Togrog depreciated against the U.S. Dollar 
by 1.0 percent from the end of the previous year. Average annual depreciation is 
estimated at MNT 1, or 0.1 percent. Hence, the Togrog exchange rate was com-
paratively stable during the reporting year.

Industry

Over the reporting period, total industrial production climbed up to MNT 813.1 
billion (at 2000 base price), lower by MNT 35.6 billion, or 4.2 percent, from the 
previous year. Mining and quarrying production grew 11.3 percent, and electricity 
generation, thermal energy, and water supply outputs rose 4.3 percent. The manu-
facturing sub-sector production, however, declined 23.9 percent.

Manufacturing of food products and beverages increased by 1.3 percent, manufac-
turing of base metals grew by 31.3 percent over the year, while textiles, garment 
manufacturing and fur processing declined by 40.4 and 66.1 percent respectively. 
The drop in textiles and garment manufacturing was caused by the closure of some 
enterprises previously supported by foreign investment.

Of the commodities covered in statistical surveys, production of 118 products 
grew while production of 98 other products decreased. Production of electric-
ity, thermal energy, coal, molybdenum concentrate (47%), gold, copper (99%), 
steel, metal foundries, combed down, cement, sausages, flour, bakery products, 
soft drinks, and spirits picked up. Meanwhile, production of crude oil, iron, cop-
per concentrate (35%), fluorspar concentrate, knitted goods, carpets, camel wool 
blankets, sawn wood, lime, newspaper, meat, bread, macaroni noodles, alcohol 
and wine dropped.

Industrial output sales (at current prices) reached MNT 1463.3 billion, of which 
MNT 773.1 billion worth of products were supplied to foreign markets. Products 
sold to foreign markets comprised 69.9 percent of mining and quarrying output 
and 33.0 percent of total manufacturing output.

Mining and quarrying sector sales accounted for 66.4 percent of total industry sales, 
while manufacturing sector made up 19.5 percent, electricity and thermal energy 
and water supply sectors 14.1 percent. Industrial output sales in Ulaanbaatar city 
accounted for 54.1 percent of the total and Orkhon Aimag 32.8 percent.
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Box 2. Balance of trade in transition countries 

Sources:
1Transition Report 2005, EBRD
2Key Indicators 2005, ADB
3Bank of Mongolia

* Estimated data
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Region Country 2000 2001 2002 2003 2004 2005*

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average

Mongolia3
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The average trade deficit has been stable among transition countries in Central and 

Eastern Europe, fluctuating around 11-12 percent between 2000 and 2005. Compared 

with 2004, the 2005 trade balance narrowed in the Czech Republic, Hungary, Estonia 

and Latvia due to strong increases in their exports. However, ongoing increases in 

consumption and investment, fuelled by expanding credit, have led to higher import 

levels and trade deficits in Lithuania and Slovak. Equally, one of the consequences of 

rapid credit growth in Bulgaria, Croatia, Romania, Albania and Macedonia has been 

the continued high trade deficits.

In recent years the average trade deficit among countries in the Commonwealth of 

Independent States is following a declining trend. Azerbaijan saw the most significant 

increase in its trade surplus due to completion of the BTC (Baku-Tbilisi-Ceyhan) oil 

pipeline, with a consequent jump in its export growth. Kazakhstan, the Russian Fed-

eration, the Ukraine and Uzbekistan all recorded significant trade surpluses on the 

back of high commodity exports, but trade deficits in Armenia, Georgia, the Kyrgyz 

Republic, Moldova and Tajikistan have remained high.

The average trade deficit among the developing Asian countries Cambodia, Lao PDR, 

Vietnam and China is on a slowly increasing trend. Exports and imports are declin-

ing, but imports at a more moderate pace than exports, due to the import-dependent 

nature of the economy. As a result, the trade deficit in Cambodia is widening further. 

Due to strong export growth the trade deficit in Lao PDR declined in 2005. Vietnam-

ese imports increased due to high commodity prices on the world market and as a re-

sult, its trade deficit widened further. Meanwhile, the Chinese trade surplus remained 

high as a consequence of strong export growth and a reluctance to appreciate the 

Renmimbi.

Although trade deficit in Mongolia remained relatively high between 2000 and 2004, 

strong growth in world market prices for gold, copper and cashmere, which represent 

67.2 percent of total exports, played an important role in increasing exports and cut-

ting the trade deficit in 2005.
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Agriculture

Preliminary results of the annual livestock census suggest that 30.4 million live-
stock were counted, 254,200 of which were camels, 2.0 million horses, 2.0 million 
cattle, 12.9 million sheep and 13.3 million goats. The total number of livestock 
increased by 2.4 million head, or 8.5 percent, on the previous year. Considering 
livestock variation by type, horses increased by 23,800 head, cattle by 122,000 
head, sheep by 1.2 million head and goats by 1.0 million head, while the number 
of camels fell by 2,400 head.

The number of livestock in 19 aimags increased by 17,800 to 294,700 head, or 
2.7 to 20.4 percent. Aimags such as Khovsgol (2,504,300 head), Ovorkhangai 
(2,301,200 head), Arkhangai (2,194,900 head), Zavkhan (2,102,100 head), and 
Uvs (2,021,300 head) lead in terms of number of livestock. However, livestock in 
Sukhbaatar, Dornogovi, and Bayan-Olgii declined by 26,200 to 56,900 head, or 
1.9 to 4.7 percent.

In 2005, 9.9 million female livestock, 85.0 percent of the female livestock, were 
breeding stock. New-born livestock as a proportion of total breeding stock fell by 
2.5 percentage points over 2004 and the number of survivals touched 9.3 million 
head, or 94.1 percent of the total number of new-born livestock. This was 36,800 
more than in the previous year.

677,200 livestock were lost in the year, 385,500 up on 2004. A harsh winter at the 
beginning of 2005 was the primary cause of this rise in livestock losses. Livestock 
losses resulting from this weather condition made up 67.4 percent of all losses, 
while 11.2 percent of losses were attributed to disease.

During the reporting year, 75,200 tons of crops, 82,700 tons of potatoes, and 
64,000 tons of other vegetables were harvested. The country experienced a drop of 
63,300 tons, or 45.7 percent, in crop production, growth of 14,900 tons, or 30.2 
percent, in production of other vegetables and a rise of 2,600 tons, or 3.2 percent, 
in potato production over the 2004 figures.

Of the total crop, 41.1 percent was harvested in Selenge Aimag, 17.8 percent in 
Bulgan Aimag and 10.8 percent in Khentii Aimag. The potato harvest in Tov 
Aimag accounted for 26.8 percent of the total harvest, while Selenge Aimag ac-
counted for 20.1 percent, in Khovd Aimag 8.5 percent, and Bulgan Aimag 7.1 
percent. Of the total vegetable crop, 24.3 percent was harvested in Selenge Aimag, 
18.6 percent in Darkhan-Uul Aimag, 16.3 percent in Tov Aimag, and 14.7 percent 
in Khovd Aimag.

On average, 470kg of crop and 8480kg of potatoes were harvested per hectare, 
down 330 kg and 350kg from 2004, respectively.

830,700 tons of fodder and 26,500 tons of supplementary livestock feed were pre-
pared in the reporting year. This was an estimated fall on 2004 of 19,800 tons, or 
2.3 percent, in prepared fodder and 3,900 tons, or 12.9 percent, in supplementary 
livestock feed.

In 2005, harvest was collected from 189,500 hectares, which is by 10,900 hectares, 
or 5.5 percent, less than in 2004. The reasons for this drop were cold weather 
conditions in the planting season and increased costs of farming. In addition, the 
government stopped lending seeds to farmers.
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Unfavorable weather conditions, especially drought during the harvesting period, 
stunted the growth of wheat crops. The decline in wheat production, which is a 
substantial component of overall arable farming output, caused a noticeable fall 
in overall crop production. Moreover, financial constraints on farming enterprises 
and a shortage of experienced employees also contributed to this drop.

Construction

In the reporting year, construction companies performed construction and capital 
repair works worth MNT 175.9 billion, up 8.9 percent on the previous year.  At 
the same time, construction funds worth MNT 50.1 billion were also launched.

144 contsruction works were completed in 2005 including 81 housing projects 
covering 227,000 square meters (2,700 apartments), 23 trade and service centres 
(46,400 square meters), 6 hotels and cafeterias (1,600 square meters), and 3 in-
dustrial projects (3,000 square meters).

389.4 kilometers of asphalt roads costing MNT 22.0 billion were financed from the 
state budget, while 746.9 kilometers of non-asphalt roads worth MNT 3.2 billion 
were funded using foreign investment resources.

Transportation

In 2005, 25.2 million tons freight and 192.7 million passengers (on a gross basis) 
were carried by all means of transportation. Freight transportation was up 3.6 mil-
lion tons, or 16.7 percent, on the previous year while passenger transportation was 
1.5 million passengers, or 0.8 percent, down. 

Total transportation revenue grew 34.2 percent over the same period to MNT 
327.1 billion. Each mode of transportation contributed as follows: railway trans-
portation increased by 43.4 percent, air transportation 10.5 percent, and auto 
transportation 0.3 percent.

Rail freight transportation rose 11.1 percent while passenger transportation  de-
clined 2.3 percent. Overall however, railway transportation revenue was regener-
ated on the back of a passenger ticket price rise on April 1, 2005. A 1.5 million 
ton growth in freight transporation also contributed.

Freight transportation by road grew 27.2 percent, while passenger road transpor-
tation  fell 0.7 percent. According to motor vehicle inspection results, 131,200 
motor vehicles were registered, 10,800, or 8.9 percent, more vehicles than in the 
previous year. Of all motor vehicles, 77.4 percent were privately owned, up 2.4 
percentage points on 2004.

Air freight transportation declined by 11.5 percent, and passenger transportation 
also fell by 6.6 percent. This was largely due to a reduction in the number of do-
mestic flights in the reporting year.

Communications sector revenues stood at MNT 128.4 billion over 2005, of which 
MNT 97.1 billion, or 75.6 percent, were receipts from private individuals. Com-
munication services in Ulaanbaatar city accounted for 88.6 percent of total com-
munication sector revenues, while receipts from private individuals in the city 
accounted for 90.9 percent of total revenue collected from private individuals.
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The number of operational telephone lines rose 4.4 percent to159,300, while use 
of wireless and mobile telephones expanded by 9.1 percent and 28.3 percent to 
23,000 and 570,900 respectively.

In the communications sector, the government implemented “Nationwide com-
puter use” and “E-Mongolia” programs to improve computer education. More-
over, communication cables in the western region of the country were replaced 
with high-tech fibre optic cables and wireless internet technology was introduced, 
accelerating the development of the communcations.

�.�. Public finance

In recent years, progress has been made stabilizing macroeconomic conditions 
and implementing medium-term fiscal reforms. Mongolia’s fiscal policy has been 
directed toward strengthening these achievements, sustaining economic growth, 
reducing the state budget deficit and public debt.

In compliance to the Law on Management and Finance of State Organizations, 
measures taken to improve accountability of the budget administrative bodies and 
planning of the budget, along with improved financial and tax policies to support 
economic growth, has resulted in stable and strong fiscal performance in Mongolia 
and the budget deficit has declined over the last three years.

According to preliminary results, budget revenue in 2005 stood at MNT 833.3 bil-
lion (36.8 percent of GDP) and budget expenditure at MNT 750.3 billion (33.1 
percent of GDP); thus, the current account finished the year in surplus by MNT 
240.2 billion (10.6 percent of GDP) and the overall budget surplus ended the year 
at MNT 83.0 billion (3.7 percent of GDP).

The general government budget recorded a surplus for the first time. A transfer of 
dividends by Mongolian-Russian joint venture Erdenet in the second quarter of 
2005, following a decision made by the Board of Representatives of both coun-
tries, and the high price of major export commodities such as gold and copper 
in the world market are largely responsible for the budget surplus. Tax revenues 
exceeded projections by MNT 42.6 billion and current expenditures were by MNT 
33.9 billion, or 4.2 percent, lower than planned. Furthermore, strengthened tax 
collection, adoption of the new ‘Free Balance’ program, and improved account-
ability also contributed to build-up in budget revenue.

General government budget revenue 

In 2005, budget revenue reached MNT 833.3 billion, by MNT 92.1 billion or 12.4 
percent, up on expectations. Budget revenue was by MNT 135.9 billion, or 19.5 
percent, higher than in the previous year.

Of total budget revenue, 99.5 percent (MNT 829.2 billion) was accounted for by 
current account revenue, 0.4 percent (MNT 3.0 billion) by grant, and 0.1 percent 
(MNT 1.1 billion) by capital revenue. Current account revenue accounted for 0.5 
percentage points more than in the previous year, while the proportion accounted 
for by grants fell 0.5 percentage points. Capital revenue share stayed unchanged. 
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Current account revenue accounted for 99.5 percent of all revenues. Within this, tax 
revenue was by MNT 75.6 billion, or 12.3 percent, higher than projected. Income 
tax revenue was by 29.4 percent, or MNT 40.3 billion, above projections, social 
security contributions and taxes on foreign trade were also higher: by 8.7 percent, 
or MNT 7.5 billion and 24.5 percent or MNT 11.2 billion, respectively. Property 
tax receipts were down 3.1 percent, or MNT 0.2 billion, and domestic goods and 
services tax receipts were down 2.6 percent, or MNT 7.2 billion, on projections.

Revenue from goods and services taxes under-performed due to value-added tax 
(VAT) returns of MNT 12.2 billion above projection. In addition, projected VAT 
receipts also over-performed by MNT 7.6 billion, of which VAT receipts from do-
mestic goods and services over-performed by MNT 11.0 billion, and receipts from 
VAT on imports by MNT 8.8 billion.

In the reporting year, excise duty receipts were by MNT 13.0 billion, or 14.2 per-
cent, down on projections owing to a drop in the volume of imported and domesti-
cally produced alcoholic beverages, and over-estimated projections.

Special purpose revenue fell short of projections by MNT 1.8 billion, or 14.3 per-
cent, as result of the reduced volume of imported petroleum products. A rise in 
petroleum product prices on the world commodities market cut into demand for 
these products.

Table 3. general gOvernmenT budgeT  (bln togrogs)

	 2004	 																		2005	 										Changes	in	percent

		

Total	revenue	and	Grant	 697.4	 100.0	 741.2	 833.3	 100.0	 119.49	 112.43

Current	revenue	 690.5	 99.01	 738.5	 829.2	 99.51	 120.09	 112.28

			Tax	revenue	 578.8	 83.82	 614.5	 690.1	 83.22	 119.23	 112.30

						Income	tax	 143.3	 20.75	 137.1	 177.4	 21.39	 123.80	 129.39

						Social	security	contributions	 79.6	 11.53	 86.0	 93.5	 11.28	 117.46	 108.72

						Taxes	on	property	 5.6	 0.81	 6.5	 6.3	 0.76	 112.50	 96.92

						Taxes	on	goods	and	services	 243.8	 35.31	 277.6	 270.4	 32.61	 110.91	 97.41

						Taxes	on	foreign	trade	 44.7	 6.47	 45.8	 57.0	 6.87	 127.52	 124.45

						Other	taxes	 61.8	 8.95	 61.5	 85.5	 10.31	 138.35	 139.02

		Non-tax	revenue	 111.7	 16.02	 124.0	 139.1	 16.69	 124.53	 112.18

		Capital	revenue	 0.8	 0.11	 0.4	 1.1	 0.13	 137.50	 275.00

Grant	 6.1	 0.87	 2.3	 3.0	 0.36	 49.18	 130.43

Total	expenditure	and	Net	lending	 713.9	 100.0	 806.9	 750.3	 100.0	 105.10	 92.99

Current	expenditure	 525.9	 73.67	 590.3	 589.0	 78.50	 112.00	 99.78

						Expenditures	on	goods	and	services	 345.1	 65.62	 370.1	 375.2	 63.70	 108.72	 101.38

						Interest	payments	 22.1	 4.20	 28.6	 20.7	 3.51	 93.67	 72.38

						Subsidies	and	transfers	 158.7	 30.18	 191.6	 193.1	 32.78	 121.68	 100.78

	Capital	expenditure	 102.0	 14.29	 98.3	 85.3	 11.37	 83.63	 86.78

	Lending	(net)	 86.0	 12.05	 118.3	 76.0	 10.13	 88.37	 64.24

	Current	balance	 164.6	 	 148.2	 240.2	 	 145.93	 162.08

	Overall	balance	 -16.5	 	 -65.7	 83.0	 	 -503.03	 -126.33

Financing	 16.5	 	 65.6	 -83	 	 -503.03	 -126.52

	Foreign,	net	 60.6	 	 134.1	 82.9	 	 136.80	 61.82

	Domestic,	net	 -44.1	 		 -68.5	 -165.9	 		 376.19	 242.19

	 Actual	 Weight	 projection	 Actual		 Weight	 Over		 Over		
	 	 	 	 	 	 2004	 		projection
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Region Country 2000 2001 2002 2003 2004 2005*

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average
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Box 3. Ratio of fiscal balance to gross domestic product in transition 
economies

Sources:
1Transition Report 2005, EBRD
2Key Indicators 2005, ADB

O/w 2005 indicators – Asian Development Outlook 2005, ADB
3Ministry of Finance, National Statistical Office

* Estimated data
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The process of transition from a centrally planned to a market economy has been proceed-
ing smoothly for most countries. Improvements in governance, enterprise restructuring 
and the financial sector have been the main features of progress in recent years. Many 
transition countries have lessened the burden of business regulation, such as licensing 
and tax administration, which created a better business environment. However, significant 
obstacles remain for some countries such as tackling fiscal deficits, reducing current ac-
count deficits, and keeping rising levels of inflation under control.

The average ratio of budget deficit to gross domestic product (GDP) in Central Eastern 
European (CEE) countries showed a downward trend in 2000-2004, but increased by 0.4 
percentage points in 2005. Rising budget deficits in the Czech Republic and Hungary 
and a reduced budget surplus in Bulgaria contributed to this. The prospect of elections in 
these two countries in 2006 stalled fiscal improvement and so the fiscal deficit deteriorat-
ed. Moreover, the Czech government’s decision to postpone adoption of the Euro implied 
some reluctance to rein in fiscal spending. In 2005, the share of fiscal surplus to GDP in 
Bulgaria accounted for 1.0 percent, compared to a 1.8 percent in the preceding year. This 
was due to fiscal relaxation ahead of parliamentary elections in 2005 and the decision to 
raise the minimum wage by 25 percent.

The average ratio of budget deficit to GDP in the Commonwealth of Independent States 
(CIS) region has been declining since 2000, but it recorded an increase of 1.0 percent-
age points in 2005. High commodity prices on the world commodities market gener-
ated fiscal surpluses in some countries and put those governments under increasing 
domestic spending pressure. Creation of oil funds and related regulations in Azerbai-
jan, Kazakhstan and the Russian Federation played an important role in reining in pub-
lic expenditure. In 2005, the same three countries recorded budget surpluses. Broad-
ened tax base in Georgia increased tax revenues, despite reduced tax rates. However 
in 2005 a large increase in investment and expenditures, especially for the infrastruc-
ture restoration, resulted in an expanded budget deficit. In Uzbekistan the fiscal defi-
cit also rose. These changes in the fiscal balances defined the overall picture in the  
CIS region.

The average ratio of budget deficit to GDP in developing Asian countries rose by 0.3 per-
centage points in 2005. The Chinese fiscal deficit declined, while budget deficits in the Lao 
People’s Democratic Republic (Lao PDR) and Viet Nam deteriorated. Fiscal revenues in 
China expanded, driven by high levels of economic and trade activity. The Chinese govern-
ment reduced the level of the value-added tax for new machinery bought by enterprises. 
In addition, the government started gradual phase-out of agricultural tax. Reduced trade 
tariffs together with the above measures generate fall in tax revenues, but strengthened tax 
collection raised fiscal revenues and improved the overall budget picture. Moreover, the fis-
cal deficit narrowed owing to limitations in the issuance of long-term government bonds. In 
Viet Nam, government revenues benefited from strong economic growth and high world oil 
prices (Viet Nam is a net exporter of oil). However, budget expenditures grew as a result of 
increased spending due to avian influenza and other financial reforms. The increased fiscal 
deficit in Lao PDR resulted from an increase in current expenditures such as wages, transfers, 
and interest payments. Given the extremely low domestic revenue base, slow pace of eco-
nomic growth, and sustainable public external debt, Cambodia’s budget deficit-to-GDP ratio  
remained high.

In 2000-2003, Mongolia’s general government budget deficit as a percentage of GDP was 
higher than in other countries covered by the survey. In 2004, the ratio of budget deficit to 
GDP in Mongolia was 1.3 percentage points lower than the CEE region average and 3.2 
percentage points lower compared to the developing Asian countries, but it was 0.6 per-
centage points higher than the CIS region indicator. In 2005, the budget recorded a surplus 
and the ratio improved substantially. The budget surplus, equivalent to 3.7 percent of GDP, 
moved Mongolia to second place among the 30 countries covered by the survey. The Rus-
sian Federation also showed a budget surplus and had the highest ratio of fiscal balance 
to GDP at 7.6 percent. Although Mongolia had some success improving the budget in the 
reporting year, it had the highest deficit-to-GDP ratio in 2000-2003 implying a need for 
measures to be taken to maintain positive results.
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Region Country 2000 2001 2002 2003 2004*

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average
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Box 4. Ratio of budget revenue to gross domestic product in transi-
tion economies

Sources:
1Transition Report 2005, EBRD
2Key Indicators 2005, ADB
3Ministry of Finance, National Statistical Office

*Estimated data
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The average ratio of budget revenue to GDP in Central and Eastern European coun-

tries has been decreasing since 2004, but it rose in 2003 and 2004.  While budget 

revenue increased sharply in Slovakia, it fell in Lithuania in 2004.  Increases in for-

eign investment and a significant appreciation of the national currency in Slovakia 

reflect the effect of increases in indirect taxes, regulated prices, falling food prices, 

and strong retail competition.

Since 2000, the proportion of budget revenue to GDP in the Commonwealth of In-

dependent States increased by 0.7 points on average.  Increases in prices of some 

raw products and oil on the world market improved the budget composition of min-

eral-extracting countries.  Georgia has privatized some of its important enterprises, 

which accelerated its economic growth, and it improved its tax administration, took 

anti-corruption measures, and continued on the construction of oil and gas pipelines.  

Moreover, bilateral agreements for debt relief have been reached between Georgia 

and the Paris Club and relief worth USD 94 million from the Russian Federation has 

also had a favorable effect on the Georgian budget.  Despite political uncertainties, 

foreign investment in the energy sector is likely to increase.  In the Ukraine, signifi-

cant increases in minimum wages and pensions led to increased demand for imports, 

causing the trade surplus and budget revenue to shrink.

The average ratio of budget expenditure to GDP among developing Asian countries 

decreased 0.5 points in 2004.  While the budget revenues of China and Vietnam 

have increased, Cambodian budget revenue stayed the same.  The improvement in 

Chinese budget revenue resulted from regulation of the macro-economic structure 

and maintained stable growth.  In the frame of the adjustment, China entered the 

WTO and its scale of production, foreign trade and agriculture have continued to 

rise, with favorable consequences for both public and private revenues.  Although 

measures such as reducing Value-Added Tax on commercial purchases of machinery 

and technology, gradual phase-out of agricultural taxes, and decreasing foreign trade 

taxation should reduce budget revenue in theory, strengthened tax collection actually 

increased budget revenue.  Vietnam, as a net oil exporter, took advantage of rising oil 

prices on the world market to raise its budget revenue.

In Mongolia between 2000 and 2004, budget expenditure as a percentage of GDP 

was higher than the average rate among Commonwealth of Independent States and 

developing Asian countries.  Moreover, it was also high in 2001 and 2002, compared 

with Central and Eastern European countries, but compared against the same coun-

tries it was 2.9 points lower in 2000, 0.3 points lower in 2003, and 1.2 points lower in 

2004.  In 2004, Mongolian budget expenditure constituted 36.5 percent of GDP, plac-

ing it 12th out of the 30 countries studied.
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Region Country 2000 2001 2002 2003 2004*

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average
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Box 5. Ratio of budget expenditure to gross domestic product in  
transition economies

Sources:
1Transition Report 2005, EBRD
2Key Indicators 2005, ADB
3Ministry of Finance, National Statistical Office

* Estimated data
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The average ratio of budget expenditure to GDP in Central and Eastern European 

countries has been stable since 2000.  While budget expenditure has decreased in 

the Czech Republic, Hungary and Romania, it increased sharply in Slovakia.  Al-

though efficient expenditure on much-needed but under-resourced sectors was car-

ried over to reduce budget expenditure in the Czech Republic, further actions such as 

cutting social welfare expenditures and reducing direct taxation, are needed.  

The average proportional share of budget expenditure to GDP in the Commonwealth 

of Independent States has been increasing since 2001, but steadied in 2003 and 

2004.  Moldova, which is trying to solve its foreign debt problems and is heavily de-

pendent on agriculture and remittances, continues to be vulnerable to external shocks, 

adversely affecting its budget composition.  Moreover, the Russian Federation has re-

paid some of its debt to the Paris Club and fully repaid its USD 3.3 billion debt to the 

IMF, with a consequent increase in  budget expenditures.

The average ratio of budget expenditure to GDP among developing Asian countries 

increased by 0.2 percentage points in 2004.  Although Chinese budget expenditure 

fell, budget expenditure in Lao PDR and Cambodia remained the same.  The Chinese 

government has reduced its expenditures by limiting the issuance of long-term bonds.  

Moreover, the growing ratio of the budget expenditure to GDP in Lao PDR is mainly 

to do with increases in budget expenditures such as wages, transfers and interest 

rates.

In Mongolia, budget expenditure as a proportion of GDP has been notably high be-

tween 2000 and 2004, compared with average rates in the Commonwealth of Inde-

pendent States and among developing Asian countries.  Moreover, between 2000 and 

2003, the ratio was also high when compared with average rates among Central and 

Eastern European countries, but was 2.8 points lower than the Central and Eastern 

European countries in 2004. Croatian budget expenditures were highest, constituting 

52.0 percent of GDP.  In 2004, Mongolian budget expenditure constituted 37.4 per-

cent of GDP, ranking tenth out of the 30 countries studied.
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MNT 15.0 billion, 12.2 percent, more non-tax revenue was collected than pro-

jected. Public enterprises paid dividends worth MNT 19.1 billion, of which MNT 

14.4 billion was the dividend payment for the 2003 by the Mongolian-Russian joint 

venture Erdenet. Revenues from fines was greater by 29.8 percent, or MNT 3.7 bil-

lion togrogs, over projections owing to receipts from on-lending, that came in MNT 

2.2 billion above projections. Operating revenues of the public sector reached 95.7 

percent of the projection, falling short by MNT 3.0 billion. 

General government budget expenditure

Budget expenditure reached MN 750.3 billion in the reporting year, MNT 56.5 

billion or 7.0 percent less than planned.  Despite this, the figure is by MNT 36.4 

billion or 5.1 percent, higher than that in 2004. A comparison of budget expen-

diture growth (5.1 percent) against budget revenue growth (19.5 percent) reveals 

that budget revenue growth exceeded budget expenditure by MNT 99.5 billion, or 

14.4 percentage points.

In 2005, planned current expenditure under-performed by MNT 1.3 billion, or 

0.2 percent, capital expenditure by MNT 13.0 billion, or 13.2 percent, and net 

lending by MNT 42.3 billion, or 35.8 percent. Expenditure on goods and services, 

subsidies and transfers over-performed.

Current expenditure (an essential part of total budget expenditures) was reduced 

by MNT 1.3 billion owing to a saving of MNT 7.9 billion in interest payments. 

Expenditure on goods and services exceeded projections by MNT 5.1 billion, and 

subsidies and transfers by MNT 1.5 billion.

Current expenditure comprised 78.5 percent of total budget expenditure, capital 

expenditure 11.4 percent and net lending 10.1 percent. Expenditure on goods and 

services made up 63.7 percent of total current expenditures, subsidies and transfers 

32.8 percent, and interest payments 3.5 percent. In comparison with the same pe-

riod of the previous year, the level of current expenditure as a percentage of total 

budget expenditures rose by 4.8 percentage points, while the proportion accounted 

for by capital expenditure and net lending declined by 2.9 and 1.9 percentage 

points, respectively.

The proportion of current expenditures accounted for by interest payments and 

expenditure on goods and services dropped 0.7 percentage points and 1.9 per-

centage points respectively, while the proportion accounted for by subsidies and 

transfers increased 2.6 percentage points.

Local government budget

According to preliminary results for 2005, local government revenue over-per-

formed against plans by MNT 8.2 billion or 12.9 percent, and expenditure ex-

ceeded projections by MNT 6.7 billion or 9.2 percent.
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In the reporting year, all aimags successfully performed their revenue plans. Dund-

govi, Tov, Uvs, and Sukhbaatar aimags over-performed by 20.3 to 39.4 percent.

Subsidies from the general government budget to local government were valued 

at MNT 6.4 billion, hence financing exceeded plans by MNT 0.4 billion, or 6.9 

percent.  A rise in expenditures for heating and water supplies in the aimags led to 

a growth in debt held by local public sector organizations. Extra subsidies worth 

MNT 409.2 million, provided to local government for debt relief, led to over-ex-

penditure.

On the other hand, local government met projections for revenue collection and 

transferred MNT 23.8 billion to the state budget.

�.�. Balance of Payments

World oil market

Natural disasters and political and economic instability in large oil supplying econ-

omies such as Iran, Iraq and Venezuela led to sharply increased oil prices, which 

subsequently affected the stability of global economic growth, especially among 

developing countries. Hurricane Katrina damaged the main oil processing area in 

the USA and caused a dramatic leap in the price of oil, which reached USD 71 

per barrel; its highest level for 25 years. 

Over the reporting year, OPEC countries, which supply more than 40 percent of 

daily global consumption, increased daily extraction to 28 million barrels; up from 

23.5 million barrels in 2004. Non-OPEC countries reached maximum capacity, 

and extraction in some countries, such as Norway, declined.

There is no longer any notion of over-supply in the world oil market, and conse-

quently the prices of oil and oil products have continued to rise.

Commodity market

Economic growth in the USA, Japan’s economic recovery, and rapid economic 

growth in China, India, Brazil and some Asian countries increased demand for 

commodities and, accordingly, prices.

Rising gold prices on the world market were not only due to increased demand, 

but also to inflation, exchange rate volatility, and the diminishing quantity of gold 

mined at a global level. Some mines in South Africa closed and mining there fell 

15 percent.

In the first half of 2005, world copper producers supplied 8.05 million tons 

of refined copper, against demand of 8.27 million tons, so the market experi-

enced a shortage of 219,000 tons. In 2004 the shortage on the world market was  

790,000 tons.
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Demand for copper increased due to economic growth among large economies. 

Copper mining has increased in recent years, but there continues to be a shortage 

at market and as a result the price of copper remains high.

15,800 tons of cashmere were supplied at the world market in 2000, of which 

11,100 tons, or 70.0 percent, was supplied by China. Starting in 2005, foreign 

trade liberalization activities included abolishment of the quota system on Chinese 

textile products by some of the world’s biggest markets. This event was welcomed 

by China, which set a goal of increasing exports and becoming the world’s top 

supplier of cashmere products.

On one hand, abolishment of the quota system was unfavorable for Mongolian 

cashmere producers, but on the other hand the favorable conditions were brought 

in by the European Union, when it included the Mongolian cashmere sector in its 

list of countries with discounted tariffs.

Foreign trade index

Mongolian imports and exports are growing year-on-year, indicating expansion of 

the Mongolian economy and a favorable domestic business environment.

In 2005, the export price index increased 20.0 percentage points on the previous 

year, reaching 149.0 percent against the base year 2000. Meanwhile, the import 

price index rose 14.0 points on the previous year, reaching 139.0 percent.

The increased export price index was due to increased world market prices for 

Mongolia’s major export products such as copper and gold. High global oil prices 

affected the import price index. Oil imports, which made up 24.5 percent of 

Mongolia’s total imports in 2005, increased by 36.6 percent. 

At the end of 2005, Mongolian imports reached USD 1.1 billion and exports 

reached USD 1.0 billion for the first time, improving the import/export ratio to 

91.73 percent, the highest level for 6 years.

Over the reporting year the terms of trade index moved up by 7.0 percent on the 

base year 2000, but fell 7.0 points on 2004.

Current account

In the fiscal year the current account balance showed a surplus of USD 104.3 mil-

lion, an increase of USD 40.9 million on the previous year and equal to 5.6 per-

cent of estimated GDP. The trade deficit improved three-fold compared with the 

previous year, reaching USD 9.2 million. This substantial increase in the current 

account surplus was mainly due to favorable balances of the goods and services 

accounts in the third and fourth quarters and inclusion of the current transfers: 

in particular, remittances from Mongolians working abroad and the significant 

amount of foreign grants received.
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Box 6. Ratio of current account balance to gross domestic product in 
transition economies 

Sources:
World Economic Outlook, September 2005, IMF

* Estimation
1Bank of Mongolia
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Region Country 2000 2001 2002 2003 2004 2005*

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average

Mongolia1
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Rapid expansion in domestic credit has sustained consumption and investment in 

transition economies. On the other hand, increased domestic credit has widened for-

eign trade deficits and current account deficits. Therefore, reducing current account 

deficits is a key issue for transition countries.

The average ratio of current account deficit to gross domestic product (GDP) in Cen-

tral Eastern European (CEE) countries has remained high. This ratio is especially 

high in the Baltic States, and it widened in Lithuania in 2005. In the Baltic States, 

ongoing increases in consumption and investment, fuelled by expanding credit, have 

led to higher import levels. In 2005, the ratio of current account deficit to GDP in the 

Czech Republic fell by 1.7 percentage points due to a rapid rise in exports, while in 

Poland the trade deficit narrowed as imports declined. In the Slovak Republic, the 

current account deficit as a percentage of GDP widened rapidly on the back of ris-

ing private consumption and investment. Growing current account deficits in Bulgaria 

and Romania have been driven by increased private consumption, fuelled in turn by 

credit expansion as banking systems have developed further. In addition, European 

Union accession expectations, ongoing privatizations and progress with disinflation 

intensified the investment process, influencing increasing current account deficits. 

Deficits in some transition economies may be exaggerated by the under-recording of 

remittances from workers employed abroad.

The average ratio of current account deficit to GDP in the Commonwealth of Indepen-

dent States (CIS) region was increasing in the years following 2000, before showing a 

1.4 percentage points decline in 2005. Azerbaijan saw the most significant reduction 

of 17.6 percentage points owing to completion of the Baku-Tbilisi-Ceyhan oil pipeline 

and a consequent jump in exports. Kazakhstan, the Russian Federation, the Ukraine 

and Uzbekistan recorded significant current account surpluses on the back of high 

commodity exports.

The average ratio of current account deficit to GDP in developing Asian countries 

increased between 2001 and 2005, but the trend is different among the four countries 

covered by the survey. China recorded current account surpluses, which again rose 

in 2005. In Cambodia, the Lao People’s Democratic Republic and Viet Nam the cur-

rent account deficit widened. In these countries imports grew at a greater pace than 

exports.

In the reporting year, Mongolia’s terms of trade and services account improved, re-

sulting in a current account surplus. Comparison of the current account balance to 

GDP ratio of countries covered by the survey showed Mongolia in second place after 

the Russian Federation. Although this reflected positive results, Mongolian economic 

growth remained dependent on the world market prices of gold and copper. There-

fore, it is imperative to establish a Stabilization Fund from the proceeds of current gold 

and copper exports, and to establish clear rules on how to spend it, in order to sustain 

development of the country over the long-term.
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The inflow of private remittances from abroad fell USD 21.2 million to USD 

174.2 million over the year alongside a reduced transfer volume through banks and 

other official channels. Nevertheless, the ratio of inflow of private remittances to 

GDP is 9.4 percent. The Government of Mongolia also benefited by USD 88.0 

million in the form of irrevocable aid from international institutions and foreign 

governments. In 2005, the service account deficit stood at USD 61.5 million.

Foreign trade

Preliminary data from the General Customs Department of Mongolia show a 

USD 311.6 million, or 16.5 percent, increase in the total volume of foreign trade 

turnover over the previous year, bringing the total to USD 2202.4 million in 2005. 

The 2005 trade deficit totaled USD 95.0 million, down by USD 56.4 million from 

that of 2004. The steps taken to liberalize foreign trade since 1991 have stimu-

lated foreign trade, enhanced the structure, quality and level of consumption, and 

boosted economic development. In the Balance of Payments, imports are con-

verted from a C.I.F. basis to an F.O.B. basis in order to estimate transportation 

and insurance costs. After this conversion, imports equaled USD 1065.0 million 

and the trade in goods account deficit was USD 9.2 million.

The favorable foreign trade environment resulting from higher commodities prices, 

especially the prices of Mongolia’s main export items: copper, gold and cashmere, 

which make up 67.2 percent of total exports, has driven both the increase in export 

revenue and decrease in trade deficit.

Mongolian gold exports have been steadily increasing in recent years, now becom-

ing Mongolia’s major export commodity. In 2005, Mongolia exported 23.8 tons of 

gold, equivalent in value to 31.5 percent of total export revenue. Gold exports had 

increased 4.5 tons, or 23.0 percent, on the previous year.

On the other hand, in order to hedge against the inflation caused by increasing oil 

prices and exchange rate fluctuations, central banks and oil exporting countries 

are increasing their gold purchases, a demand that also drove up gold prices on 

the world market in 2005.

The world market price of one ounce of gold on December 12, 2005, USD 541, 

was the highest in 24 years. By December 29, 2005, gold prices had fallen back to 

USD 513.28, nevertheless an increase of 18.0 percent on the previous year (Fig-

ure 12). The average price of one ounce of gold in 2005 was 5.5 percent higher  

than in 2004.

A global trend has been of gold purchases increasing during times of inflation, and 

especially during geopolitical disruptions such as the current situation between 

the United States and Iran. For instance, in 1980 a surprise inflation hike of 12 

percent in the U.S. triggered a skyrocketing of gold prices to USD 873 on the 

world market.
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In the reporting year, 95.2 percent of exported mineral products were accounted 

for by copper concentrate, molybdenum concentrate, fluorspar, crude oil and 

coal. In 2005, USD 584.5 thousand tons of copper concentrate has been exported 

with export revenue of USD 324.6 million. Copper concentrate is Mongolia’s 

second most important export commodity, accounting for 30.7 percent of total 

exports by value in 2005.

Comparing copper volumes in 2005 with those of 2004, copper concentrate ex-

ports have risen by 22,100 tons. 95.2 percent of copper concentrate was exported 

to China. Mongolia’s gross copper export accounts for about 4 percent of global 

copper exports.

Cashmere is Mongolia’s third largest export commodity by volume. In the report-

ing year, Mongolia exported 2,400 tons of raw cashmere and 482,500 cashmere 

products earning USD 93.8 million, equivalent to 8.8 percent of total exports.

As Mongolia imports 100 percent of its oil supply, global oil market trends have a 

direct effect on Mongolia’s trade environment. Although the volume of oil import-

ed by Mongolia fell by 5.7 percent in 2005, import expenditure increased by USD 

75.6 million due to an increase in oil prices from USD 374.6 to USD 537.9. 

Mongolia consumed 542.4 thousand tons of oil in 2005. The rate of consumption 

increased by 21.8 percent on the 2000 level, yet fell 5.6 percent against 2004. The 

decline in gross oil consumption in 2005 is directly related to oil prices. Import 

levels were affected by both shifting oil prices and exchange rate depreciation.

Measures taken to increase GDP, develop domestic industries, in addition to 

growing remittances from Mongolians abroad, expanding use of automobiles and 

modern technology are increasing the demand for oil.  

Table 4. impOrTs Of peTrOleum prOducTs  (ton)

	 2000	 445,322.56	 100.0

	 2001	 493,720.55	 110.9

	 2002	 453,622.70	 101.9

	 2003	 513,551.10	 115.3

	 2004	 574,847.70	 129.1

	 2005	 542,419.20	 121.8

	 Year	 Annual	imports	 Changes	index
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Services and Transfers

In the reporting year, service account receipts rose to USD 414.4 million while 
payments equaled USD 475.9 million, resulting in a service account deficit of 
USD 61.5 million. Gross receipts increased by USD 76.2 million, while payments 
fell by USD 27.6 million. The significant increase in service receipts resulted 
mainly from transportation service receipts, which increased by USD 74.8 million 
from a USD 91.8 million deficit in 2004 to a USD 17.0 million deficit in 2005. 
The large increase was mainly due to increased freight transportation receipts and 
receipts from services related to transportation due to increased activity and cov-
erage of road, air, and railroad transportation services as well as increased transit 
and charter flight charges.

Furthermore, expenditures of the tourism sector fell by USD 22.1 million, leaving 
travel services with a balance of USD 13.8 million. In the reporting year, Mon-
golia hosted a total of 344,600 visitors of whom 338,700 were on personal travel. 
This generated USD 176.8 million in revenue, which is equal to 53.3 percent of 
gold and 54.5 percent of copper concentrate export revenues respectively.

The USD 225.2 million current transfers surplus includes USD 88.0 million re-
ceived by the Mongolian Government in technical assistance, and substantial 
inflow of private remittances from Mongolians abroad.

The inflow of private remittances declined 10.8 percent on last year alongside 
the reduced volume of transfers through banks and other official channels from 
countries such as Great Britain and Germany, as well as from South Korea where 
the transfer services run by five Mongolian commercial banks were closed due to 
illegalities in their operations.
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There was no change in the value of irrevocable aid received from international in-
stitutions and foreign governments by the Mongolian government, thus positively 
affecting the surplus in current transfers.

Capital and Financial Account

The Capital and Financial account showed a surplus of USD 43.4 million; an 
increase of USD 66.5 million on the previous year.

In 2005, foreign direct investment was equal to 9.8 percent of GDP. There was a 
financial account surplus due to foreign direct investment of USD 182.3 million, 
which increased 96.2 percent on the previous year. Other investments remained in 
deficit by USD 138.9 million due to gold exports of some mining companies that 
did not return as revenue to the reporting economy.

According to the Foreign Investment and Foreign Trade Agency, 988 foreign and 
joint venture companies registered to invest a total of USD 331.7 million in Mon-
golia in 2005. 93.2 percent of total investment was accounted for by companies 
from China, South Korea, Russia, Great Britain, the USA, Japan, Italy and the 
Ukraine.

The mining sector continued to attract most investment, at 61.0 percent of the 
total investment, followed by the retail and food sector with 17.0 percent and the 
banking and financial sector with 3.0 percent. In the banking and financial sec-
tor, foreign direct investment fell by 56.5 percent, while in the mining sector it 
increased by 30.1 percent on 2004. In previous years, investment in the banking 
sector was relatively high due to banking privatizations.

In 2005, Government medium- and long-term loan disbursements were made 
worth USD 96.2 million, of which loans from the Asian Development Bank, the 
World Bank and the Government of Japan accounted for 71.6 percent. Mongolia 
paid USD 151.2 million in principal debt payments in 2005, which is  equal to 8.1 
percent of GDP, while USD 16.2 million in payments were made for interest.

Brief review of the domestic 
economy
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Region Country 2000 2001 2002 2003 2004 Average

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

China

Laos

Viet Nam

Average

Mongolia3

Box 7. Foreign Direct Investment in transition countries 

Source: 
1 Transition Report, EBRD, 2005
2 World Investment Report, United Nations 2004, 2005
3 World Bank
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For any country, foreign direct investment (FDI) has both direct and indirect effects on 

economic growth at the macroeconomic level. The results of empirical studies show 

that FDI has an exogenous positive effect on economic growth in most countries.

For some countries in Central Eastern Europe (CEE) such as Romania, Estonia and 

Bulgaria the ratio of FDI to GDP has been increasing in recent years, while in the 

Czech Republic, Slovak Republic and Poland the ratio has been falling, and the pic-

ture has been stable in other countries. The average ratio of FDI to GDP in the region 

was comparatively high and stable until 2002. In 2003, the average ratio declined 

dramatically due to lower FDI in Hungary and the Czech Republic. However, in 2004, 

rising FDI in the Slovak Republic, Czech Republic, Romania and Poland played a ma-

jor role in increasing the average ratio. The ratio in these countries was higher than in 

the rest of the region, which has been consistently lower than averages elsewhere.

In recent years in the Commonwealth of Independent States (CIS), the ratio of FDI 

to GDP has increased in Azerbaijan, Kazakhstan, the Kyrgyz Republic and Georgia, 

while falling in Moldova and Belarus, and showing no clear direction elsewhere due 

to instable foreign investment in many transition economies. In 2004, the region’s 

average ratio of FDI to GDP almost doubled compared to the ratio in 2000, because 

of intense growth of FDI in Georgia, Kazakhstan and Tajikistan. The ratio of FDI to 

GDP in Azerbaijan, Georgia, Kazakhstan and Moldova is consistently higher than the 

regional average.

The ratio of FDI to GDP is higher in Lao PDR and Cambodia than in other countries, 

despite the fact that FDI is lower in those countries than others in the region. In 2004, 

the ratio in Lao PDR was triple that of the previous year, due to rapid growth in FDI. 

The ratio is tending to increase in all developing Asian countries in recent years, but 

many economies are not completely stabilized and so there is no favorable environ-

ment for launching FDI, leading to FDI instability in these countries. The ratio of FDI to 

GDP in Viet Nam is higher than the regional average, but is volatile in other countries. 

China is one of the few countries attracting a large amount of FDI, and this level is 

steadily increasing. China received 60-65% of all FDI in Asia in recent years.

FDI in Mongolia has shown stable growth in recent years. In particular, the mining, 

trade and service sectors have been the most attractive sectors for FDI. In 2004, 3042 

enterprises with FDI registered at the Foreign Investment and Foreign Trade Agency 

and about USD 1.2 billion in gross investment was made from 73 countries. The ratio 

of FDI to GDP in Mongolia is similar to that in Bulgaria, Estonia, Croatia and Slovenia 

among CEE countries, Armenia, Georgia, Moldova and Tajikistan among CIS coun-

tries, and it is higher than those of developing Asian countries. Increasing FDI in Mon-

golia has had a positive effect on economic growth, albeit with some time lag.

Brief review of the domestic 
economy
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Table 5.  balance Of paymenTs   (mln usd)

	 	 	 	 								
	 	 	 2005	 	
	 I	 II	 III	 IV	 Preliminary

I.	Current	account												 12.6	 -32.8	 47.4	 77.1	 104.3
		À.	Trade	Balance	 -42.4	 -75.3	 -8.8	 55.8	 -70.7
								a.	Goods			 -30.6	 -52.4	 -2.5	 76.3	 -9.2
												1.	Export	f.o.b.	 168.9	 215.6	 285.3	 386.0	 1055.8
																1.1.	Copper	concentrate			 73.8	 52.8	 85.6	 112.4	 324.6
																1.2.	Non-monetary	gold	 29.7	 80.8	 71.2	 149.8	 331.4
																1.3.	Other	 65.5	 81.9	 128.6	 123.9	 399.8
												2.	Import	f.o.b.	 -199.6	 -268.0	 -287.9	 -309.7	 -1065.0
								b.	Services			 -11.8	 -22.9	 -6.3	 -20.6	 -61.5
														1.	Transportation	/net/	 8.6	 -3.9	 -16.0	 -5.7	 -17.0
														2.	Travel	/net/,	of	which:	 -0.5	 16.0	 32.7	 3.0	 51.1
																	-	Tourism	/net/	 -3.2	 9.9	 26.2	 -1.8	 31.2
														3.	Communication	services	/net/	 -3.4	 -2.4	 -0.3	 -2.8	 -8.9
														4.	Construction	services	/net/	 -0.2	 -2.5	 -0.1	 0.1	 -2.7
														5.	Insurance	services	/net/	 -2.1	 -3.8	 -4.0	 -2.9	 -12.9
														6.	Other	services	/net/	 -14.2	 -26.2	 -18.4	 -12.3	 -71.1
		B.	Net	Income	 -5.1	 -7.7	 -8.9	 -28.6	 -50.2
								a.	Compensation	of	employees	/net/	 0.8	 1.5	 0.1	 0.3	 2.8
								b.	Investment	income	/net/	 -5.8	 -9.2	 -9.0	 -28.9	 -52.9
		C.	Current	transfers	 60.1	 50.1	 65.1	 49.9	 225.2
								a.	General	government	/net/	 23.3	 21.9	 23.3	 19.4	 88.0
								b.	Private	remittances	 35.1	 27.1	 41.3	 30.2	 133.8
															1.	Credit	 44.0	 38.7	 52.3	 39.2	 174.2
															2.	Debit	 8.8	 11.6	 11.0	 9.0	 40.4
								c.	Other	transfers	/net/	 1.6	 1.1	 0.5	 0.2	 3.4
II.	Capital	and	Financial	Account		 47.3	 -14.2	 -3.5	 13.7	 43.4
				À.	Capital	Account		 0.0	 0.0	 0.0	 0.0	 0.0
				B.	Financial	Account	 47.3	 -14.2	 -3.5	 13.7	 43.4
								a.	Direct	investment	/net/	 79.7	 29.6	 32.0	 41.0	 182.3
								b.	Portfolio	investment	 0.0	 0.0	 0.0	 0.0	 0.0
													1.	Assets	 0.0	 0.0	 0.0	 0.0	 0.0
													2.	Liabilities	 0.0	 0.0	 0.0	 0.0	 0.0
								c.	Other	investment	 -32.4	 -43.8	 -35.5	 -27.3	 -138.9
												1.	Trade	credits	/net/	 -6.3	 9.1	 1.9	 2.3	 7.0
												2.	Loans	/net/	 17.7	 -29.0	 -2.6	 10.5	 -3.4
																2.1	Long-term		 17.1	 2.5	 27.1	 24.9	 71.6
																				2.1.1	Assets		 0.0	 0.0	 0.0	 0.0	 0.0
																								2.1.1.1	Government	 0.0	 0.0	 0.0	 0.0	 0.0
																								2.1.1.2	Other	sectors	 0.0	 0.0	 0.0	 0.0	 0.0
																				2.1.2	Liabilities	 17.1	 2.5	 27.1	 24.9	 71.6
																								2.1.2.1	Disbursement	 22.4	 10.1	 30.9	 33.8	 97.2
																											2.1.2.1.1	Government	 22.4	 10.1	 29.9	 33.8	 96.2
																											2.1.2.1.2		Other	sectors	 0.0	 0.0	 1.0	 0.0	 1.0
																								2.1.2.2	Principle	debt	payment	 5.2	 7.7	 3.8	 8.9	 25.6
																											2.1.2.2.1	Government	 2.0	 5.8	 1.9	 7.0	 16.6
																											2.1.2.2.2	Other	sectors	 3.2	 1.9	 1.9	 1.9	 9.0
																2.2	Short-term		 0.5	 -31.5	 -29.7	 -14.4	 -75.0
																				2.2.1	Assets	 -1.9	 4.5	 -3.9	 -0.1	 -1.4
																				2.2.2	Liabilities	 2.5	 -36.0	 -25.8	 -14.3	 -73.6
																									2.2.2.1	Disbursement	 33.2	 2.6	 13.0	 3.2	 52.0
																									2.2.2.2	Principle	debt	payment	 30.8	 38.6	 38.7	 17.5	 125.6
												3.	Currency	and	deposits	/net/	 -43.7	 -23.9	 -34.8	 -40.1	 -142.5
												4.	Other	net	assets			 0.0	 0.0	 0.0	 0.0	 0.0
III.	Net	Errors	and	Omissions	 -37.1	 72.7	 -1.0	 -47.8	 -13.2
IV.	Overall	Balance	of	Payments	 22.9	 25.7	 42.9	 43.0	 134.5
V.	Reserve	assets	 -22.9	 -25.7	 -42.9	 -43.0	 -134.5
				À.		Monetary	gold	 33.7	 13.3	 14.1	 -75.1	 -14.0
				B.		Other	net	claims	 -13.7	 10.3	 25.9	 116.9	 139.4
				C.		Use	of	Fund	credit	 -2.9	 -2.1	 -2.9	 -1.2	 -9.1
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�.�. Prices and wages

Consumer goods prices were relatively volatile in 2005. Growth in inflation was 
chiefly caused by appreciation in the prices of oil and gas, which are the primary 
cost components of goods and services. Also, a shortage of consumer goods and 
seasonal price rises further contributed into inflationary pressures. Thus, core in-
flation was comparatively lower than inflation in 2005.

Inflation grew at a consistently high rate from the beginning of the year: average 
monthly increase in inflation was 2.2 percent until June when it reached 13.6 
percent, the highest rate since July, 2001. However, the excessive inflation growth 
ended by July, and the months of August, September and October were character-
ized by a deflationary cycle, which brought the annual inflation rate down to 9.5 
percent. The dynamics of the consumer price index have shown that the general 
index tends to rise during the first half of the year, before falling back over sum-
mer, only to rise again at the end of the year. This trend has proven to be fairly 
stable in past years. For instance, summer deflation has taken off in July (June in 
some years) and continued until August or September for several years now. This 
is mainly because the supply of meat, vegetable and dairy products, which have 
a large weighting in the consumer basket, tends to increase during the summer, 
contributing to the decline in general prices and foodstuff prices.

The transportation and communication services index grew at 5.9 percent in 2005 
due to the increased prices of oil and gas; its effect on growth in the general index 
was approximately 0.8 units. On the other hand, the seasonal hike in foodstuff 
prices increased by 15.6 percent over the previous year, contributing 9.6 percent 
increase to the general index. This shows that the annual inflation rate of 9.5 per-

Table 6. inflaTiOn and cOre inflaTiOn

	 2001	 2002	 2003	 2004	 2005

1	 4.9	 1.9	 0.5	 0.2	 0.5	 -1.2	 1.5	 -0.1	 2.1	 0.0

2	 1.6	 -0.3	 0.7	 -0.6	 1.0	 -0.6	 2.1	 0.3	 3.3	 0.9

3	 2.7	 -0.1	 -1.4	 -1.3	 1.5	 -1.0	 0.9	 0.4	 0.5	 0.4

4	 1.8	 0.4	 1.2	 -0.4	 2.6	 0.2	 1.2	 0.0	 3.0	 -0.1

5	 2.3	 -0.4	 1.0	 -0.4	 2.7	 -0.2	 0.9	 -0.3	 1.8	 -0.3

6	 -3.7	 -0.1	 -0.5	 -0.1	 -2.0	 0.2	 0.3	 0.1	 2.1	 0.2

7	 -2.0	 -0.1	 -0.9	 0.4	 -1.1	 0.8	 1.7	 1.2	 0.1	 -0.1

8	 -3.2	 0.5	 -2.0	 0.2	 -3.9	 0.8	 0.4	 3.3	 -3.3	 1.2

9	 -2.0	 0.7	 -0.8	 0.4	 0.1	 2.2	 -0.4	 1.1	 -0.5	 1.4

10	 1.3	 2.0	 0.9	 1.2	 1.0	 3.4	 0.2	 2.2	 -1.4	 0.5

11	 2.4	 2.4	 1.6	 1.2	 1.2	 0.0	 0.8	 0.4	 0.1	 0.0

12	 2.1	 -0.6	 1.6	 0.5	 1.1	 -0.7	 0.9	 -0.5	 1.3	 -0.5

end	year	 7.9	 6.4	 1.7	 1.5	 4.7	 4.0	 11.0	 8.5	 9.5	 3.5

months	 inflation	 core		 inflation	 core	 inflation	 core	 inflation	 core	 inflation	 core	
	 	 inflation	 	 inflation		 	 inflation	 	 inflation	 	 inflation	
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cent was largely due to increased foodstuff prices.

Since the prices of food products, especially meat, are driving inflation, it is im-
portant to stabilize the price of meat. At the end of the summer and beginning of 
autumn, the prices of mutton and beef commonly fall due to supply growth. If a 
sizeable quantity of meat were stockpiled during this period and brought to market 
during the supply shortage of winter and spring, it should be possible to prevent 
excessive price increases and speculative maneuvers by meat vendors.

The National Statistical Office (NSO) set the 2000 as the base year in its Con-
sumer Price Index calculations. However, consumer preferences may have shifted 
since 2000. As a result it has now become necessary to re-examine average house-
hold consumption patterns and to reconsider the composition of the consumer 
basket and its weighted components. For example, food products had a great 
impact on the annual inflation rate in 2005. However, the increase in prices of oil 
and gas, hot water and electricity influenced people’s livelihoods just as much as 
increased foodstuff prices.

The NSO calculates average monthly wages every quarter. According to these 
calculations, the average monthly wage at the end of 2005 was MNT 101,200. 
Growth in average monthly wages was 8.7 percent, which is 0.8 percent below 
inflation. In other words, real wages have fallen.

A sectoral analysis of average monthly wage growth shows that the wages of work-
ers in the hospitality, construction, energy, financial regulation, mining, trans-
portation, telecommunication and storage sectors exceed the national average by 
MNT 9,700 to MNT 62,700, whereas the wages of workers in agriculture, forestry, 
real estate, business operations, health and social programs, social services and 
individual services are MNT 8,400 to MNT 48,400 below the national average.

All branches of macroeconomic theory maintain that wage growth without corre-
sponding labor productivity growth is undesirable. It is suggested that wages must 
either be brought down or sustained at a stable level if productivity growth is neg-
ligible. The government has officially announced that the wages of civil servants 

Table 7. cOnsumer price index

	 2000	 2005

Foodstuff	 153.3	 115.6

Clothes	&	Shoes	 111.3	 99.6

Housing,	Heating	&	Electricity	 135.8	 104.3

Household	Goods	 111.4	 105.2

Medical	Care	 126.5	 107.2

Transport	&	Communications	 138.5	 105.9

Education	&	Recreation	 129.7	 105.5

Other	Goods	&	Services	 136.2	 102.7

Overall	index	 139.6	 109.5
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Table 8. emplOyees’ mOnThly average wage by indusTries  (in thousand togrogs)

		 2002	 2003	 2004	 2005	 Annual		

	 	 	 	 	 growth

Agriculture	 46.2	 48.0	 52.6	 52.8	 0.4

Mining	and	quarrying	 77.4	 88.7	 89.7	 122.8	 36.9

Manufacturing	 68.7	 82.7	 92.8	 100.5	 8.3

Energy	 81.0	 97.1	 111.8	 119.6	 7.0

Construction	 90.6	 85.9	 99.6	 110.9	 11.3

Trade	 57.6	 64.6	 73.8	 73.0	 -1.1

Hotels	 80.4	 88.0	 100.4	 116.1	 15.6

Transport	and	communications	 90.9	 106.1	 109.0	 112.4	 3.1

Financial	regulation	 83.2	 103.8	 125.4	 163.9	 30.7

Real	estate,	business	activities	 55.3	 65.3	 66.0	 68.3	 3.5

Administration	 66.5	 78.2	 94.4	 106.2	 12.5

Education	 64.5	 77.5	 88.2	 92.8	 5.2

Health	and	recreation	 51.5	 60.8	 79.9	 84.6	 5.9

Social	services	 50.7	 53.7	 62.4	 68.4	 9.6

Overall	average	 71.3	 81.5	 93.1	 101.2	 8.7

will be increased by 30 percent in 2006. Civil servants constitute 11.5 percent of 
the employed labor force in Mongolia. Since this is a considerable proportion, it is 
necessary to thoroughly research the effects of this wage increase on the economy 
as a whole. Household consumption patterns show that the great majority of all 
households spend all of their income during the same month they earn it. In other 
words, higher wages will increase consumer expenditure, which may in turn affect 
demand-driven inflation. As a consequence, higher inflation will have a negative 
effect on real wages. Thus, wage increases could lead to undesirable outcomes. On 
the other hand, wages in the civil service are below the national average.  

�.�. Labor market

At the end of 2005, the total population of Mongolia was 2,562,400, of whom 
1,673,600 were of working age, 1,001,200 were in the labor force and 968,300 
were employed. 

According to the administration register report, 278,900 people were unemployed 
in 2005. If we exclude inactive people such as infants, pensioners, patients, and 
in-patients, this shows that around 197,000 people were unemployed. At the end 
of the reporting year, the number of people registered unemployed was 32,900, 
lower by 7.4 percent, or 2,600 people, from the previous year. 

Breaking out unemployment by age shows that 22.8 percent of the unemployed 
are between the ages of 16 and 24, 33.3 percent are between the ages of 25 and 
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Box 8. Inflation in transition economies 

Sources:
World Economic Outlook, September 2005, IMF

* Estimation
1Bank of Mongolia
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In 2005, the main challenges for transition countries were tackling fiscal and current 

account deficits and keeping rising levels of inflation under control.

The average inflation rate among Central and Eastern European (CEE) countries 

showed a downward trend in 2000-2003, but then rose to 4.4 percent in 2004. Head-

line CPI inflation increased due to a number of EU accession related Value-Added Tax 

and customs tariff adjustments. Although oil prices went up in 2005, average inflation 

dropped to 3.6 percent. This was largely a reflection of tighter monetary policies in 

Hungary, Poland and the Slovak Republic. However in Estonia, Latvia, and increas-

ingly in Lithuania, inflation remaines a concern. The higher rates in these countries 

were due to internal factors such as rapid credit growth, rising wages, increasing 

food prices, and external factors including the oil price boom, and Euro depreciation 

against the US Dollar. In 2005, among CEE countries, Romania recorded the high-

est inflation at 8.8 percent but this conceals the fact that inflation in Romania actually 

declined to this level from 11.9 percent in 2004.

The average rate of inflation in the Commonwealth of Independent States (CIS) re-

gion was 31.4 percent in 2000. It then declined over the next four years, reaching 

8.6 percent in 2004. In 2005, average inflation increased by 1.7 percentage points to 

10.3 percent. High foreign currency inflows from booming commodity exports led to 

increased foreign reserves. In most cases, the resulting rise in reserve money was not 

sterilized. Improved liquidity of the banking system led to sharp credit expansion and 

consequent rise in inflation. The inflation rate was significant within the region, except 

Armenia. Reducing inflation required prudent managing of revenue gains from com-

modity exports in Kazakhstan, Azerbaijan, the Russian Federation and the Ukraine. 

Moreover, monetary policy and banking supervision need to be directed at dealing 

with the challenges of rapid credit growth.

Average rate of inflation among developing Asian countries was at 5.3 percent in 

2000, before declining to 2.2 percent in 2001, rising again in subsequent years. Aver-

age inflation fell once more 1.3 percentage points in 2005. In China, the rise in prices 

of electricity and coal affected prices of other commodities, strengthening the price 

pressures. But price pressures were also eased by overcapacity in some industries. 

In the Lao People’s Democratic Republic (Lao PDR) food prices, which account for 

46.2 percent of the CPI basket, were relatively stable. In addition, continued monetary 

discipline by the Bank of the Lao PDR and new revenue raising measures taken by 

the authorities allowed the inflation rate to decrease.

In 2002, inflation in Mongolia was relatively low compared with all countries covered 

by the survey, increasing in 2003 and 2004, placing Mongolia among the countries 

with high inflation rates. In 2005, inflation in Mongolia was 5.9 percentage points 

higher than in the CEE region and 3.9 percentage points higher than developing Asian 

countries, but was 0.8 percentage points lower than in the CIS region. In transition 

economies, rapid credit growth and strengthened consumption have resulted in rising 

price pressures. This raised concerns that need to be addressed within the framework 

of monetary policy and banking supervision. Rising inflation in Mongolia was caused 

by supply-side factors, but authorities should also pay appropriate attention to pos-

sible risks arising from the credit growth of recent years.
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34, 28.9 percent are between the ages of 35 and 44, and 15.1 percent are between 
the ages of 45 and 59. 

Furthermore, breaking out the unemployment statistics by level of education re-
veals that 11.0 percent have higher education, 8.3 percent have specialized sec-
ondary education, 10.0 percent have technical and vocational training, 65.3 per-
cent have upper and compulsory secondary education, 4.8 percent have primary 
education and that 0.7 percent have no formal education.

In 2005, 56,400 people were newly registered at the city and municipal labour 
bureaus and 42.1 thousand people were newly employed.
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Deposit and credit activity among banks intensified over the reporting year, owing 
to continuously strengthening public confidence in banks, expanding scope and 
accessibility of banks’ products and services. This effect is the result of concerted 
efforts to deepen financial intermedeation and increase economic growth.

Banking sector indicators expanded: namely, total assets grew by 42.9 percent, 
total credit by 41.8 percent and capital by 23.9 percent while a banking sector 
quality indicator, non-performing loans as a proportion of total outstanding loans, 
declined by 0.6 percentage points on the previous year. Due to increasing inflation 
over the first half of the year, as measured by the Consumer Price Index, the Bank 
of Mongolia pursued a policy of diminishing growth in monetary aggregates by 
issuing a larger quantity of central bank bills (CBB). This contributed to reducing 
inflation, which stood at 9.5 percent at year’s end.

The majority of money supply growth was due to growth in quasi money. Foreign 
currency deposits made up the bulk of quasi money growth in 2004, while growth 
in togrog deposits climbed higher than foreign currency deposits in 2005. This was 
a result of strengthening public confidence in the domestic currency and also the 
higher interest rates to earned on togrog deposits than on foreign currency deposits 
and depreciation of the nominal togrog to US dollar exchange rate over the year.

�.� Money supply 

In the reporting period, money supply in the economy rose 38.1 percent, or 
MNT 323.1 billion from the beginning of the year, reaching MNT 1.17 trillion 
for the first time in Mongolian economic history. The majority, 85.2 percent, of 
the money supply growth was provided by quasi money growth even though it fell 
8.9 percentage points from its level the previous year. The contribution of money 
M1 (currency outside the banks and demand deposits) to money supply growth 
increased 8.9 percentage points from the previous year to 14.8 percent. In com-
parison with the previous year, money supply growth increased by MNT 179.4 
billion, or 17.7 percentage points. 

Trends in the composition of money supply development show that annual growth 
of monetary aggregates, which fell last year, increased in 2005. Specifically, an-
nual growth in money M1 increased by 17.6 percentage points, togrog deposits 
by 26.3 percentage points and foreign currency deposits by 7.3 percentage points 

MONETARY AND FINANCIAL   
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respectively. They then pushed up growth in money M2 by 17.7 percentage points 
in the reporting period. The majority of growth in money supply was provided by 
growth in quasi-money, in particular, the togrog denominated deposits, showing 
that accumulation of money as capital for individuals and enterprises has increased 
due to an increase in money supply in the economy and deepening financial in-
termediation.

Looking at the components of money supply, currency outside banks showed a 
strong down trend over the last few years, before growing a little at the beginning 
of 2005 and maintaining this level for the rest of the year while togrog demand 
deposits remained unchanged. In relation to fluctuations in the togrog exchange 
rate, the share of togrog deposits to total money supply peaked at the beginning of 
the year and the third quarter while the share of foreign currency deposits rose in 
the second and fourth quarters.

It could be said that growth in money supply has basically met demand for money 
since credit in the economy has rapidly increased. Total outstanding credit is-
sued by banks to individuals and enterprises, which accounted for 78.3 percent of 
money supply growth, rose MNT 253.1 billion, or 41.7 percent, in the reporting 
year. On the other hand, this was also influenced by a steady drop in the inflation 
rate from the second half of the year onward.

Examination of annual growth of money supply through the lens of changes in net 
foreign assets and net domestic assets shows that the majority (80.2 percent) of 
money supply growth, which was provided by net domestic assets in the previous 
year, was generated by net foreign assets. 19.8 percent was provided by net domes-
tic assets. This can be explained by the sharp changes in net foreign and domestic 
assets at the end of 2004, which affected their progress in 2005. Annual rate of 
growth in net domestic assets fell by 8.0 percentage points to 11.9 percent while 
growth in net foreign assets rose 62.0 percentage points to 83.3 percent. These an-
nual changes in foreign and domestic assets over the previous year had a relatively 
stabilizing effect on the annual growth of money supply over the year.

In the reporting year, net domestic credit from the banking sector increased by 
26.1 percent, or MNT 168.7 billion. This pushed up net domestic assets by 11.9 
percent, or MNT 63.9 billion. From the beginning of 2005, receivables of the 

	

Table 9. main raTiOs Of The financial secTOr (in percent) 

	 2000	 2001	 2002	 2003	 2004	 2005

M2/GDP	 25.4	 29.7	 37.9	 48.1	 44.3	 51.6

Loans/GDP	 6.6	 12.1	 18.7	 30.3	 31.8	 37.9

Deposits/GDP	 9.1	 12.1	 17.6	 24.9	 27.0	 30.6

Currency	outside	banks/M2	 39.0	 33.0	 25.7	 18.7	 16.9	 13.0

Loans	outstanding	(billion	togrogs)	 66.8	 135.1	 231.4	 442.1	 606.8	 859.9
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Box 9. Growth of money supply in transition countries

Source: 
2 Transition Report, EBRD, 2005
3 Asian Development Outlook 2005, Table A9 
* A country’s web site of central bank
* www.cbonds.info/eng/news
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1 Money supply or Ì2 is defined as the sum of Ì1 and quasi money where Ì1 denotes currency in circulation plus demand deposits 
and quasi money consist of time and savings deposits including foreign currency deposits. For Croatia, money supply is repre-
sented by M4, defined as M1 plus kuna denominated time deposits and foreign currency deposits. While for Belarus, Georgia and  
Kazakstan, money supply is represented by M3, defined as M2 plus other assets that are less liquid than what would be classified 
under M2 and M1.  
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Average growth of money supply in Central and Eastern Europe was 19.4 percent in 2005. 
Within this figure, the highest growths were 38.7 percent in Latvia, 33.9 percent in Ro-
mania and 32.9 percent in Lithuania. In Latvia the majority, 82.3 percent, of the annual 
growth in money supply came from a change in M1, while the remaining 17.7 percent has 
been provided by changes in quasi money. If we consider the growth in more detail, M1 in-
creased by 870 million Lat, of which 83.8 percent resulted from growth in Lat denominated 
current accounts in banks and 16.2 percent came from currency outside banks. In other 
words, the majority of money growth came from the growth in Lat denominated current ac-
counts. In Romania, 71.6 percent of growth has been provided by growth in quasi money 
and 28.4 percent by growth in M1. In Lithuania, 59.3 percent of growth was due to growth 
in M1 and 40.7 percent from growth in quasi money. In Romania, M1 increased by 9.3 bil-
lion Ron, of which 57.7 percent was due to growth in Ron denominated current accounts 
in banks and 42.3 percent from currency outside banks. Quasi money increased by 12.6 
billion Ron, of which 80.8 percent came from Ron denominated savings and 19.2 percent 
from foreign currency denominated savings. In other words, the majority of money growth 
was due to growth in savings. In Lithuania, M1 increased by 4.2 billion Litas, of which 
76.5 percent came from growth in Litas denominated current accounts in banks and 23.5 
percent from currency outside banks. Quasi money increased by 2.9 billion Litas, of which 
64.4 percent came from foreign currency denominated savings and 35.6 percent from Litas 
denominated savings. Thus, majority of the money growth came from growth in domestic 
currency denominated current accounts.

Average growth of money supply in the Commonwealth of Independent States (CIS) was 
higher than other selected countries’ averages. Average growth of money supply in the 
CIS (not including Turkmenistan and Uzbekistan) ran at 31.4 percent in 2005. Of this, the 
highest growth was 53.9 percent in Ukraine, 36.3 percent in the Russian Federation and 
36.7 percent in Moldova. If we consider growth in more detail, 53.5 percent of the Ukraine’s 
annual money supply growth came from changes in quasi money and 46.5 percent from 
changes in M1; in the Russian Federation, 52.5 percent came from growth in M1 and 47.5 
percent from growth in quasi money; in Moldova, 59.2 percent came from growth in M1 and 
40.8 percent from growth in quasi money. In the case of the Ukraine, the majority of money 
growth was provided by growth in savings, while the Russian Federation and Moldova saw 
growth driven by M1. In Moldova, M1 increased by 1.8 billion Lei, of which 50.7 percent 
came from growth in Lei denominated current accounts in the banks and 49.3 percent from 
currency outside banks. In other words, the majority of money growth was provided by 
growth in Lei denominated current accounts.

Asian Development Bank economists projected that average money growth in Asian 
emerging market countries fell by 3.2 points to 19.3 percent over the reporting period. 
Money supply growth in Cambodia increased 14.8 points to 30.1 percent in 2004. The 
main reason for this increase was a rise in net foreign assets held by the banking sector, 
reflecting an improved overall balance on the external account and robust growth in credit 
to the private sector. Money supply growth in China slowed by 5.0 points to 14.6 percent. 
Growth in total bank deposits slowed in the third quarter due to negative real deposit rates. 
Deposit growth picked up again after the People’s Bank of China, the central bank, raised 
interest rates in October.

The average growth of money supply in Mongolia was the lowest among the countries 
studied in 2000, and the highest in 2003. At the end of 2005, money supply growth in-
creased by 17.7 points, to 38.1 percent from the end of previous year. The majority, 73.1 
percent, of the annual money supply gowth came from changes in quasi money while 26.9 
percent came from changes in M1. If we consider growth in more detail, M1 increased by 
47.8 billion togrogs, of which 81.5 percent came from growth in banks’ togrog denominated 
current accounts and 18.5 percent from currency outside banks. Quasi money increased 
by 275.3 billion togrogs, of which 56.3 percent came from togrog denominated savings 
and 43.7 percent from foreign currency denominated savings. In other words, the bulk of 
money growth has been provided by the growth in savings.
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banking system from Government fell steadily, while deposits of the Govern-
ment increased through the year. Net credit to Government turned negative, or 
deposits by Government rose above credits, starting in July, 2005. This is a result 
of increased income tax receipts to the budget. In the reporting year, credit to the 
public sector grew 71.6 percent, or MNT 21.5 billion, and net credit to the private 
sector by 41.6 percent, or MNT 221.8 billion. Past due loans fell by 3.2 percent, 
or MNT 0.7 billion, while substandard, doubtful and loss-making loans increased 
by 26.5 percent, or MNT 10.4 billion.

As a result of net foreign assets increasing by 83.3 percent, or MNT 259.2 billion, 
net official foreign reserves were pushed up by 82.2 percent, or USD 134.4 mil-
lion, in the reporting period. This growth in net foreign official reserves was also 
affected by an 89.1 percent, or USD 116.9 million, increase in time deposits at 
foreign banks and a 42.7 percent, or USD 21.6 million, increase in foreign govern-
ment securities held by the Bank of Mongolia.

Narrow Money M1

As of the end of 2005, narrow money (M1) had risen by 21.6 percent, or MNT 47.8 
billion, to MNT 269.1 billion togrogs, which is 23.0 percent of total money supply. 
As the scope for using non-cash payment instruments expanded, the growth of to-
grog demand deposits became a main determinant in narrow money (M1) growth. 
Growth in togrog demand deposits at banks contributed to 81.5 percent of narrow 
money growth while the remaining 18.5 percent was due to currency held outside 
banks. Although the rise in togrog demand deposits led to a 17.6 percentage point 
increase in narrow money (M1) growth; the share of narrow money in total money 
supply fell 3.1 percentage points due to high growth in quasi money.

In 2005, currency held outside banks rose by 6.2 percent, or MNT 8.9 billion, 
while cash in banks rose by 57.2 percent, or MNT 14.3 billion, and togrog demand 
deposits rose by 50.0 percent, or MNT 38.9 billion. As regards demand for narrow 
money in the economy, the annual growth of narrow money rose consistently in 
the beginning of a year. Annual growth in togrog deposits dropped off in January 
and then rose though the rest of the year, whereas currency held outside banks 
rose through the summer and fell at other times of year.

Due to a slowdown in agricultural production and mining sector operations over 
the first quarter, which resume in the second quarter, demand for currency outside 
banks falls during the first quarter and picks up in the second quarter every year. 
There is a tendency for cash to flow back to banks from these two sectors in the 
latter half of the year, leading to a drop in currency held outside the banks, which 
was apparent over the last few years.  In 2005 this tendency was continued and 
the seasonal fluctuation in currency outside banks was relatively mild. Although 
this seasonal tendency has a strong influence on both money M1 and M2, there 
has been declining seasonality in money M2 following changes in the share of 
narrow money (M1) and quasi money in the total money supply. This shows that 
quasi money has developed without a seasonal trend and that seasonality of narrow 
money (M1) and its share in total money supply have fallen.
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figure 29. broad money m2, m1, Quasi money (12-month changes)

figure 31. index of adjusted seasonal fluctuations

figure 30. narrow money, m1 (12-month changes)
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Quasi Money

During the reporting year quasi money rose by 44.0 percent, or MNT 275.3 bil-
lion, to MNT 901.0 billion, equal to 77.0 percent of total money supply. As the 
Togrog exchange rate against the US Dollar tended to appreciate over the report-
ing year, public interest in togrog denominated holdings rose and, as a conse-
quence, growth in togrog time deposits made up the major component of quasi 
money growth. This was also affected by higher interest rates offered by banks on 
togrog time deposits as opposed to foreign currency deposits. In the previous year 
the contribution of togrog deposits to quasi money growth was lower than that 
of foreign currency deposits, but this situation was reversed in 2005. The growth 
in togrog deposits made up 56.3 percent of quasi money growth while growth in 
foreign currency deposits accounted for the remaining 43.7 percent in 2005.

Togrog deposits and foreign currency deposits increased by MNT 155.1 billion and 
MNT 120.2 billion, reaching MNT 456.0 billion togrogs and MNT 445.0 billion, 
respectively.

The change in foreign currency deposits was directly related to fluctuations in the 
exchange rate. The annual growth in togrog deposits, which was declining in the 
previous year, increased from 24.3 percentage points to 51.5 percentage points in 
2005. The annual growth in foreign currency deposits was relatively stable at the 
start of 2005. However, owing to exchange rate fluctuations, it rose in the third 
quarter before falling in the fourth quarter and its ratio to the quasi money fluctu-
ated between 48.9 and 52.8 percentage points. At the end of the reporting year, 
togrog deposits accounted for 50.6 percent of total deposits, while foreign currency 
deposits made up 49.7 percent. In comparison with 2004, the proportion of togrog 
deposits increased by 2.5 percentage points while the contribution made by foreign 
currency deposits declined by the same amount.

Velocity and the Money Multiplier

The velocity of money is the rate of turnover of a unit of money when buying 
the total amount of new value-added by industries, or production in the economy 
(GDP). At the end of the year the velocity of money fell 0.2 percentage points 
from the previous year to 1.94, due to higher growth in money supply than nomi-
nal GDP. 

The money multiplier tells us how much the money supply changes for a given 
change in reserve money. The money multiplier in 2005 rose by 0.55 percentage 
points from the previous year, reaching 4.16. This was its highest level in recent 
years. This sharp increase in money multiplier resulted from maintenance of re-
serve money growth by the Bank, by issuing a high amount of CBB to reduce 
inflation rates.

�.� Money market 

Within the money market, short-term financial instruments with high liquidity 
and acceptable risk are traded and refinanced. Currently, the main participants in 
the money market are the Central Bank, the Government and commercial banks. 
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Money market activities are quickly stabilizing and its scope growing compared to 
those of other markets.

The money market plays a significant role efficiently distributing financial re-
courses in the financial sector. Developing this market in Mongolia will lead to 
enhanced ability of banks, as the main intermediaries, to mobilize and collect 
financial resources in the short term. Therefore, the money market plays an im-
portant role in meeting the reserve requirements for banks and in projecting cash 
flows by managing their reserves efficiently.

In 2005, transactions worth MNT 749.7 billion were made on the inter-bank mar-
ket, excluding overnight treasury fund loans. This represents an increase of 23.9 
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percent on the previous year, showing that the inter-bank market activities have 
been growing year on year. Examining transactions by type, MNT 490.1 billion, 
or 65.3 percent of total transactions, were overnight loans; MNT 154.6 billion, or 
21.1 percent of total transactions, were secondary market CBB trades; MNT 88.6 
billion, 11.8 percent of total transactions, were CBB repo contracts, and MNT 
12.8 billion, 1.7 percent of total transactions, were inter-bank loans.

Development of the inter-bank market transactions in 2005 show that there has 
been a sharp increase in trades to MNT 120.6 billion in September, which is the 
highest monthly level recorded in the Mongolian banking sector.

Compared with the previous year, repo contracts fell 4.3-fold, while overnight 
loans picket up 4.7-fold. The main reason for increasing bank preference for over-
night loans was its rapid nature. Secondly, there is no requirement for collateral 
on overnight loans, while banks are required to pledge assets, such as securities, 
to enter into a repo contract. The majority of banks borrowing overnight loans 
were small banks that did not have sufficient securities to cover a repo contract. 
Moreover, government bonds are not traded on a regular basis on the financial 
market.

In 2005, banks borrowed overnight loans worth MNT 30.0 billion from the Trea-
sury Fund, which declined by MNT 4.5 billion on the previous year. Banks traded 
Government bonds with a nominal value of MNT 2.0 billion among themselves 
through repo contracts.

The weighted average interest rate of all transactions made on the inter-bank 
market over the year was 9.25 percent, down 5.11 points on the previous year and 
1.0 percentage down on the year before that. This was the result of higher excess 
reserves held by banks and lower CBB interest rates.

The Bank of Mongolia issued MNT 1.4 trillion in CBB with 4 different maturities 
(7, 14, 28 and 91 day) to banks, which is 38.9 percent, or MNT 395.0 billion, 
higher than in the previous year.

In 2005 the Government sold short-term securities worth MNT 8.9 billion twice 
to banks and enterprises and repaid MNT 329.3 million in interest payments. In 
April 2005, the Ordinary Government Security held by the Savings Bank, worth 
MNT 8.5 billion, was replaced with 85,000 Government short-term discounted 
bonds with a nominal value of MNT 100,000, with maturities of 28-315 days and 
discounted interest rates of 13.3 to 15.22 percent. According to the repayment 
schedule, MNT 500.0 million of these replaced bonds were repaid each month 
in May, June and July, MNT 1.0 billion in September and MNT 2.0 billion re-

Table 10. TransacTiOns in The inTerbank markeT

	 1	 2	 3	 4	 5	 6	 7	 8	 9	 10	 11	 12

Total	amount	(billion	togrogs)	 43.8	 19.9	 52.3	 50.9	 59.8	 34.8	 91.2	 63.3	 120.6	 114.8	 23.4	 74.9

Interbank	weighted	average	rate	 15.4	 14.1	 7.5	 5.1	 8.9	 5.7	 5.4	 5.0	 11.7	 10.7	 5.1	 12.3
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spectively, in the months of October and December. At the end of the year the 
outstanding balance was MNT 2.0 billion.

Rapid growth in bank deposits, and increase in banks’ liquidity and indepen-
dence are promoting the deepening of financial intermediation. Efficient alloca-
tion of resources through the banking sector is now creating market conditions 
for stimulating productivity in the real economy. Growth of credit issued from 
banks to the real sector, growth of bank deposits and the steady fall in interest 
rates on banks loans are demonstrating that the financial sector is serving the real  
economy well. 

�.� Capital market

At the end of the reporting year 392 companies has registered 2.2 billion shares 
on the Mongolian Stock Exchange (MSE) and the total market capitalization of 
those companies reached MNT 55.7 billion, highest level in 8 years. This was 
partly related to an increase in volume of shares, as well as the increase in value of 
shares after a sustained 2-year bear market ended in the reporting year. 66 com-
panies, 16.8 percent of those registered, are partly state-owned; on average 60 to 
108 companies participated in trade each month.

Stock exchange

In the 2005 financial year, the MSE held 253 sales of a total 25.9 million shares, 
121 sales of a total 305,300 corporate bonds and 1 sale of 70,000 Government 
bonds. The total value of trading in the year touched MNT 12.0 billion. Of this, 
56.7 percent was accounted for by trade in Government bonds, 22.5 percent by 
trade in corporate bonds and 20.8 percent by trade in shares. The trade value of 
Government bonds and corporate bonds fell by 45.7 and 4.1 percent respectively, 
while the trading value of corporate shares rose 2.9-fold on the previous year.

Bond trading

The MSE held a trade in 70,000 Government discounted bonds worth MNT 6.8 
billion with maturity dates of 28, 56, 91, 147, 203 days on the Febuary 7, 2005. 
Only banks were party to this trade. From the trade in corporate bonds 2,400 
Shine Zuun bonds were sold at an aggregate value of MNT 237.5 million, 8,200 

Table 11. capiTal markeT TransacTiOns (million togrog)

	 	 	 	

	 Transactions	amount	 Change

	 2004	 2005	 amount	 percent

Government	bonds		 12463.8	 6767.7	 -5,696.1	 -45.7

Corporate	bonds	 2776.5	 2663.7	 -112.8	 -4.1

Shares		 654.0	 2547.3	 1893.3	 289.5

Monetary and financial sector 
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Niislel Orgoo bonds were sold at a value of MNT 400.9 million, 46,600 Puma 
bonds were sold for MNT 465.7 million, 12,200 Anod bonds were sold for MNT 
121.8 million, 100,000 Govi bonds were sold for MNT 1.0 billion, and 37,200 
Buteen Baiguulalt bonds were sold for MNT 371.5 million, together constituting 
the bulk of the bonds traded over the year. 

Securities trading

In the reporting year an average of 102,600 shares were traded at a value of MNT 
10.1 million each day. The most active securities by trade volume were shares in 
Technic Import, UB BUK, NIC, Bornuur and Baganuur. By trade value, shares 
in UB BUK, NIC, Technic Import, Telecom Mongolia and Bornuur were most 
actively traded.

The TOP-20 index ended the year at 995.3 points, up 404.6 points, or 68.5 per-
cent, on the same period in 2004. This increase was due to the rising value of 
shares in Technic Import, Spirt Bal Buram, Bornuur, Erdenet Khivs, Telecom 
Mongolia and Auto Diesel.

The agriculture subindex rose 28.7 percent, trade and services by 8.2 percent, min-
ing by 7.7 percent and the total index by 3.0 percent while industry and construc-
tion subindices were unchanged. Based on the State Property Commitee resolu-
tion issued on Febuary 3, 2005, state owned 6.3 million shares in Berkh-Uul Co 
Ltd., which is 33.0 percent of all shares, were traded as a single bundle at a total 
value of MNT 94.4 millon on the MSE on February 25, 2005.

In 2005, an incredible development in trade indices shook the Mongolian Stock 
Exchange from its sleepiness. The total value of capital market transactions peaked 
to its highest level in years, from its lowest level in last year. Related with the 
growth in money supply and excess reserves on the money market, individuals and 
enterprises have started demanding shares and bonds on the capital market instead 
of holding cash. This could have had a knock-on effect on share prices, leading to 
the rising market value of the TOP 20 index.

Table 12. changes in lisTed securiTies 

	 2004	 2005	 Change

Number	of	registered	companies	 395	 392	 -3

								-	Partly	state	owned	 67	 66	 -1

								-	Private		 328	 326	 -2

Number	of	companies-participants		

(accumulated	number):	 1215	 1046	 -169

Number	of	listed	shares	(mln)	 2015	 2161	 147

								-	Partly	state	owned		 1753	 1877	 124

								-	Private	 262	 285	 23

Monetary and financial sector 
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As of the end of 2005, 17 banks were carrying out an activity in Mongolia and 
732 subsidiaries of these banks across the country (including 107 branches, 590  
payment and settlement centers and 31 cash offices) were providing banking  
service to customers.

In 2005, of 17 commercial banks 1 was state-owned, 2 had minor state partici-
pation and the remaining 14 banks were under full private ownership. Of the 14 
privately owned banks, 6 had participation of foreign ownership (of which, the 

BANK AND FINANCIAL  
  SECTOR DEVELOPMENT4

Table 13. banks’ branches and uniTs

	 2005	 2004	 2003	 2005	 2005

	 	 	 	 2004	 2003

1		 Agricultural	 397	 390	 374	 7	 23

2		 Trade	and	development	 17	 15	 18	 2	 -1

3		 Savings	 45	 45	 40	 0	 5

4		 Golomt	 23	 16	 11	 7	 12

5	 	Mongol	Post	 86	 83	 73	 3	 13

6	 	Erel	 5	 3	 4	 2	 1

7		 Ulaanbaatar	city	 9	 10	 16	 -1	 -7

8		 Capital	 18	 10	 9	 8	 9

9		 Transport	Development	 4	 5	 3	 -1	 1

10		Credit	 9	 8	 8	 1	 1

11		Zoos	 33	 27	 17	 6	 16

12		Anod	 23	 23	 18	 0	 5

13		Inter	 1	 2	 4	 -1	 -3

14		Capitron	 20	 11	 6	 9	 14

15		XAC	 40	 34	 32	 6	 8

16		Menatep	 1	 1	 1	 0	 0

17		Chinggis	khaan	 1	 1	 1	 0	 0

	 Total	 732	 684	 635	 48	 97

Bank and financial sector  
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controlling interest of 5 banks is owned by foreign investors). As of 2002, state-
owned and state-participated banks held 28 percent of deposits and 10 percent of 
current accounts in the domestic banking sector, but in 2005 these indicators fell 
to 10.8 percent and 8.5 percent respectively.

Although bank and financial sector activities intensified and outstanding loans rose 
dramatically, production in the industrial sector dropped. This is due to the fact 
that the majority of the loans were granted to the non-industrial sector.

In recent years, banks have been adopting new technologies, including non-cash 
settlements and Internet banking. Furthermore, banks have been focusing on pro-
viding tailor-made services to individual customers by diversifying basic banking 
services and products, such as deposits and loans. Thus the very expansion of 
banking services has been a major cause for the rapid growth in microfinance de-
velopment, poverty reduction and declining unemployment.

In the reporting year, by introducing new financial products and offering incen-
tives, the number of current account holders grew by 29.9 percent to 899,600, the 

Table 14. number Of emplOyees

	 	 2005	 2004	 2003	 2005	 2005

	 	 	 	 	 2004	 2003

1	 Agricultural	 2226	 1951	 1787	 14.1	 24.6

2	 Trade	and	development	 530	 439	 412	 20.7	 28.6

3	 Savings	 497	 463	 53	 7.3	 837.7

4	 Golomt	 404	 332	 262	 21.7	 54.2

5	 Mongol	Post	 611	 520	 448	 17.5	 36.4

6	 Erel	 43	 44	 44	 -2.3	 -2.3

7	 Ulaanbaatar	city	 149	 150	 117	 -0.7	 27.4

8	 Capital	 121	 93	 81	 30.1	 49.4

9	 Transport	Development	 53	 68	 53	 -22.1	 0.0

10	 Credit	 86	 75	 81	 14.7	 6.2

11	 Zoos	 441	 365	 217	 20.8	 103.2

12	 Anod	 423	 436	 328	 -3.0	 29.0

13	 Inter	 40	 40	 60	 0.0	 -33.3

14	 Capitron	 219	 149	 98	 47.0	 123.5

15	 XAC	 617	 460	 424	 34.1	 45.5

16	 Menatep	 13	 16	 16	 -18.8	 -18.8

17	 Chinggis	khaan	 60	 41	 34	 46.3	 76.5

	 Total	 6533	 5642	 4515	 15.8	 44.7

Bank and financial sector  
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number of depositors grew 19.5 percent to 627,600, and borrowers 33.2 percent to 
322,700, showing  the broadening of financial services and growing public confi-
dence in the banking system.

The number of financial institutions other than banks has grown dramatically. For 
instance, at the end of 2001 there were 24 non-bank financial institutions and 78 
savings and credit unions. By the end of 2005, those figures had grown to 150 
and 700 respectively. As a consequence of growing pressure from these financial 
institutions, the banks are now obliged to make their marketing strategies more so-
phisticated and competitive. For some banks, the manifestation of these strategies 
is taking the form of offering high deposit rates to costumers, which is benefiting 
depositors, but is precluding rate cuts on loans.

�.� Banking sector

The State Monetary Policy Guideline, carried out during the banking crisis was 
focused on ensuring stability in the financial sector and improving the sophisti-
cation of bank infrastructure rather than promoting competition in the banking 
sector. As a result of these operations, the banking environment is gradually sta-
bilizing and so profitability and the ability of banks to bear various types of risks 
is improving.

In 2005, money supply (M2) increased by 38.1 percent and its share in GDP has 
grown by 7.3 units to 51.6 percent. The ratio of outstanding loans to GDP is ris-
ing steadily; in 2005 the ratio reached a 37.9 percent. Due to increase in nominal 
GDP, the share of equity in the banking system to GDP climbed up by 0.4 units 
to 9.1 percent. In the future, banking capital is likely to grow considerably fol-
lowing a decree from the Governor of the Bank of Mongolia stating that banks 
should increase their capital reserves to MNT 8.0 billion by the end of March, 
2006. Increasing minimum capital requirement in banks should increase resilience 
to various types of risks, improve public confidence in the banking system, bring 
greater exposure to individual borrowers and the scope of financial intermediation 
should be broadened. The share of currency outside banks in GDP has fallen ev-
ery year for the last four years, again indicating that public confidence in banking 
system has grown.

In the reporting year, the amount of total assets held by banks grew 42.9 percent, 
or MNT 476.2 billion, and its ratio to GDP increased by 11.9 points to 69.9 per-
cent. The growth in total assets resulted from a 34.1 percent, or MNT 176.5 bil-
lion, increase in deposits (of which, MNT 134.7 billion accounts for deposits from 
individuals), 69.8 percent, or MNT 129.9 billion, pick up in current accounts, 
76.5 percent, or MNT 53.6 billion, increase in liabilities to other financial institu-
tions, and 23.9 percent, or MNT 40.0 billion, increase in capital.

Loans constitute the majority of growth in bank liabilities: the rise in credit ac-
counted for 53.1 percent of asset growth. While other types of banking assets built 
up, value of real estate ownership decreased. At the end of 2005, net credits ac-
counted for 52.0 percent of total assets, assets at domestic and foreign banks 16.4 
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percent and cash holdings and current accounts at the Central Bank accounted for 
7.9 percent. Thus, compared to the previous year, the share of assets positioned 
at other banks and financial institutions in total assets rose by 3.5 units, and the 
share of other assets stabilized.

The majority of liabilities attracted by current accounts and deposits were allocat-
ed to lending, which was a similar asset-liability pattern to that of previous years. 
Diversification of lending products, longer durations and lower interest rates were 
the main advances in bank lending activities in the reporting year. In the previous 
year, 19.4 percent of all loans outstanding were loans with a term of more than 
one year. In the reporting year this ratio grew by 5.4 units to 24.8 percent. There-
fore, launching new services and financial products brought a variety of income 
streams to banks; it could also be considered a strategy of raising bank liabilities 
by attracting customers.

Compared to the previous year, pre-tax profits at banks grew by 23.6 percent to 
MNT 20.3 billion as a result of a dramatic increase in total revenue (27.9 percent) 
and total expenses (28.6 percent). Of total profits, MNT 7.3 billion is accounted 
for by the Trade and Development Bank, MNT 4.6 billion by Agricultural Bank, 
MNT 2.0 billion by Golomt Bank, MNT 1.5 billion by Khas Bank, and MNT 
1.3 billion by Zoos Bank while Menatep Bank suffered a loss of MNT 0.2 billion. 

Over the last two years both weighted average lending rates and lending rates de-
flated by real income have been in constant decline, but the nominal lending rate 
is unlikely to fall as apparent in the competition of banks by interest rate to raise 
deposits, thus strengthening their positions in the domestic financial market. Due 
to this competition, return on assets (ROA) dropped by 0.3 units to 1.5 percent 
from that of 2004.

Due to the widened scope of private businesses and corporate bodies and their 
growing needs for multi-faceted financial services, banks are focusing on introduc-
ing a wide-range of financial products, to increase revenues not only through loan 
rates but also from various commission fees. Commission incomes in the reporting 
year grew by MNT 6.2 billion, or 44.2 percent, to MNT 20.1 billion compared with 
the previous year.

	

Table 15. lOans, nOn-perfOrming lOans, depOsiTs and currency OuTside banks (in billion of togrog)

	 	 	 	 																					

	 	 2000	 2001	 2002	 2003	 2004	 2005

1	 Total	loans	outstanding	 66.8	 135.1	 231.4	 442.1	 606.8	 859.9

	 Growth	(%)	 	 102.2	 71.3	 91.1	 37.3	 41.7

2	 Non-performing	loans	 14.6	 9.1	 11.7	 21.1	 39.1	 49.5

		 Growth	(%)	 	 -38.0	 29.5	 79.7	 85.4	 26.5

3	 Deposits	 92.7	 134.6	 218.4	 363.5	 516.8	 693.4

	 Growth	(%)	 	 45.2	 62.2	 66.5	 42.2	 34.2

4	 Currency	outside	banks	 100.9	 109.2	 120.8	 131.5	 143.5	 152.4

	 Growth	(%)	 	 8.2	 10.6	 8.9	 9.1	 6.2

Bank and financial sector  
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�.� Non-Bank Financial Institutions

In the reporting year, the Governor of the Bank of Mongolia approved licenses for 
37 new Non-Bank Financial Institutions (NBFIs). According to Governor of the 
BOM Resolution No.129, 2005, the license of one NBFI was revoked following 
its merger with another financial institution. At the end of 2005, the number of 
operating NBFIs reached 150, up 31.6 percent, or 36 institutions, from 2004.

NBFIs were classified by activity as stated in the Law on Non-Bank Financial Ac-
tivities as follows: providing loans 144, foreign currency trading 50, trust services 
16, financial leasing 13, factoring 5, remittances 19, electronic transactions 1, 
financial consulting 1. These activities were carried out in accordance with license 
terms and additional permissions.

In the reporting year, an NBFI each started activities in Orkhon, Dornod, Uvs, 
Govi-Altai, Khovsgol, Bayankhongor, and Arkhangai aimags. Hence, the number 
of NBFIs operating in rural areas expanded to 23. Total assets held by these NB-
FIs were worth MNT 888.3 million, which represents 2.3 percent of total assets 
held by all NBFIs.

Table 16. banks’ incOme and expenses  (mln togrog)

	 	2005																								2004																2005/2004

	 amount	 percent	 amount	 percent	 amount	 percent

Total	income	 207338.5	 100.0	 162169.4	 100.0	 45169.2	 27.9

	 					Interest	 166622.5	 80.4	 134074.5	 82.7	 32548.1	 24.3

	 					Trading	 13491.0	 6.5	 8316.7	 5.1	 5174.4	 62.2

	 					Forex	valuation	 1354.9	 0.7	 846.5	 0.5	 508.4	 60.1

	 					Fees	 20131.4	 9.7	 13958.2	 8.6	 6173.2	 44.2

	 					Other	 5738.7	 2.8	 4973.6	 3.1	 765.1	 15.4

Total	expenses	 178378.9	 100.0	 138733.9	 100.0	 39645.0	 28.6

	 					Interest	 87738.7	 49.2	 65867.0	 47.5	 21871.7	 33.2

	 					Provisions	 20535.8	 11.5	 21978.2	 15.8	 -1442.4	 -6.6

	 					Trading	 7415.8	 4.2	 2471.0	 1.8	 4944.8	 200.1

	 					Forex	valuation	 0.0	 0.0	 0.0	 0.0	 0.0	

	 					Personnel	 25857.1	 14.5	 19476.0	 14.0	 6381.0	 32.8

	 					Depreciation	 5343.8	 3.0	 4291.7	 3.1	 1052.1	 24.5

	 					Other	 31487.8	 17.7	 24649.9	 17.8	 6837.9	 27.7

Net	profit	before	tax	 28959.6	 14.0	 23435.5	 14.5	 5524.1	 23.6

Tax	 	 8693.7	 4.9	 6174.7	 4.5	 2519.0	 40.8

Net	profit	 20265.9	 9.8	 17260.7	 10.6	 3005.2	 17.4
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Of the NBFIs, 7 carry out activities in Dornod Aimag, 3 in Darkhan-Uul Aimag, 
2 in Zavkhan Aimag, 2 in Arkhangai Aimag, 2 in Khovsgol Aimag, and there is 
one each in Tov, Selenge, Sukhbaatar, Orkhon, Govi-Altai, Uvs, and Bayank-
hongor aimags. There were no newly-established NBFIs in Bayan-Olgii, Bul-
gan, Govi-Altai, Govisumber, Dornogovi, Dundgovi, Khovd, and Khentii aimags. 
Moreover, the Bank of Mongolia took policy measures to boost the operations 
of NBFIs by encouraging foreign investment in the financial sector. The Bank 
encouraged international financial organizations to establish NBFIs with special 
legal status. “Imperial Gold” Ltd. received a license to conduct activities as an 
international financial organization under BOM Governor Resolution No.574, 
issued in December 2005.

In the reporting year, ‘Future Evolution’ Ltd., supported with 100 percent foreign 
investment, was granted a license to conduct non-bank financial activities. As a 
result, the number of NBFIs with foreign investment rose to 13. Total assets held 
by these NBFIs reached MNT 11.3 billion, or 29.5 percent of total assets of all 
NBFIs, and their capital accounted for MNT 7.3 billion, making up 28.6 percent 
of total capital.

Breaking down NBFIs by the origin of their investment shows that 2 NBFIs were 
financed by the EU TASIS program and the international non-governmental or-
ganization ‘World Vision’, and another 10 NBFIs were supported with full or joint 
foreign investment. There were 3 NBFIs with Japanese investment, 2 with British, 
2 with Chinese, and 3 with full Russian, Italian and Korean ownership.

Under the Household Sustainable Livelihoods Project Micro-Finance Develop-
ment Fund, implemented in collaboration with the International Development 
Association (World Bank Group), and the Project on Ger District Development 
under the Japanese government’s Poverty Alleviation Program, NBFIs contrib-
uted to generating new jobs, reducing poverty, raising the income of poor and 
vulnerable households.

Balance sheet data from the 22 institutions, or 14.7 percent of the total number, 
were included in NBFI consolidated data, even though they have not yet started 
activities after they have been granted licenses.

In the reporting year, the number of NBFI branches in Ulaanbaatar city and the 
aimags were estimated at 34. The number of their shareholders and employees 
reached 411 and 546, respectively. Moreover, NBFIs provided financial services 
to about 51,200 customers. 

The average lending rates offered by NBFIs were 3.0-3.5 percent per month, while 
the average deposit rates for financial resources were 0.5-2.0 percent per month. 

In comparison with the same period of the previous year, total assets grew by 
MNT 9.8 billion, or 34.0 percent, on the back of increased sources, reaching 
MNT 38.4 billion.  Although interest-bearing assets rose from MNT 17.1 billion to 
MNT 19.3 billion in the reporting year, their pace of growth was lower than that 
of total assets, and as a result their share in total assets declined from 59.5 percent 
to 50.2 percent. Growth in cash led to a rise in its percentage share of total assets 
from 28.6 percent to 37.4 percent. Fixed assets increased from MNT 1.9 billion to 
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MNT 2.8 billion, and its share in total assets grew from 6.9 percent to 7.3 percent. 
Loss provisions made up 2.8 percent of total assets, up from 2.7 percent in 2004.

Total NBFI assets comprised 2.4 percent of the total bank sector assets, while the 
return on those assets (ROA) stood at 3.6 percent.

In the reporting year, total liabilities and capital rose by MNT 9.8 billion, or 34.0 
percent, to MNT 38.4 billion owing to the rise in operating NBFIs to 150 and to 
the growth of paid-in capital from MNT 17.8 billion to MNT 25.3 billion.

In comparison with the previous year, the capital growth rate was higher than that 
of total liabilities and capital, and by consequence, its share widened from 72.4 
percent to 79.1 percent. Total liabilities made up 20.9 percent of total assets, down 
from 27.6 percent in 2004.
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Capital comprised 79.1 percent of total liabilities and capital. This was in compli-
ance with a provision in the Law on Non-Bank Financial Activities, stipulating 
that NBFIs should only conduct activities funded using their own resources. This 
implies that NBFIs have properly attracted resources. NBFI capital accounted for 
14.7 percent of total banking system capital, and return on equity was estimated 
at 4.8 percent.

In order to expand activities, NBFIs have attracted resources by borrowing from 
banks and other financial institutions, collaborated in the implementation of vari-
ous projects, providing trust services. This led to the recorded upward trend in total 
liabilities. Resources generated by NBFIs facilitated the development of financial 
intermediation, but, on the other hand, also raised the level of risk in certain areas 
that could contribute to future financial challenges.

8 NBFIs provided trust services worth MNT 1.1 billion, of which trust services 
worth MNT 321.6 million were provided by Mon-Arvissan, MNT 73.1 million by 
Bats Credit, MNT 427.6 million by Deltasan, and MNT 205.3 million by Khatan 
Suld. However, the legal foundation for providing trust services was weak, as a 
consequence, there were a few cases of NBFIs violating legislation by transferring 
resources attracted through trust servicing into deposits.

In order to raise NBFI capital and diminish risk, the minimum requirement for 
paid-in capital was increased by BOM Governor Resolution No. 461, issued in 
2005. Under the resolution, NBFIs carrying out activities in Ulaanbaatar city are 
required to establish paid-in capital of at least MNT 200.0 million, those operat-
ing in Darkhan Soum, Darkhan-Uul Aimag and Bayan-Ondor Soum, Orkhon 

Table 17. nbfi’s asseTs  (mln togrog)

	 	2004	 2005	

	 Amount	 Weight	 Amount	 Weight

Current	assets	 26,564.4	 92.7	 35,441.9	 92.3

			Cash	 8,184.1	 28.6	 14,361.5	 37.4

			Loans	(net)	 16,862.4	 58.8	 18,852.7	 49.1

			Receivables	on	financial	leasing	and		

			factoring	(net)	 204.6	 0.7	 426.8	 1.1

			Provisions	 765.9	 2.7	 1,059.7	 2.8

			Accrued	interest	receivables	 369.8	 1.3	 456.7	 1.2

			Claims	(net)	 -	 	 462.7	 1.2

			Other	assets	 925.4	 3.2	 868.2	 2.3

Noncurrent	assets	 2,089.2	 7.3	 2,976.4	 7.7

			Fixed	assets	(net)	 1,980.3	 6.9	 2,790.8	 7.3

		Other	real	estate	owned	(net)	 108.9	 0.4	 185.7	 0.5

Total	assets	 28,653.6	 100.0	 38,418.4	 100.0
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Aimag are required to have MNT 100.0 million, and in other aimag centers the 
requirement is for MNT 10.0 million. Moreover, NBFIs conducting electronic 
transactions, remmitances and trust services should have paid-in capital of at least 
MNT 500.0 million.

Further state regulation of issues such as the introduction of new financial prod-
ucts, expansion of financial intermediation, and development of fair competitive-
ness will facilitate deepening financial intermediation in its classic form, according 
to best international practices and reduce risk in the financial sector.

In the reporting year, net after-tax-profit stood at MNT 1.2 billion, down MNT 
160.6 million, or 13.2 percent, from 2004. This decline resulted from expenditure 
growth as a result of expanding the NBFI framework, a rise in attracted resources, 
and expanding financial intermediation. In other words, expenditure outstripped 
revenue growth.

Of all NBFIs, 112 (74.7%)caried out profitable activities with profit ranging from 
MNT 100 to MNT 130.3 million. However, 24 NBFIs ended the year with losses 
mainly due to high expenditures related to specific activities, growth in non-per-
forming loans and subsequent provisions, slow rise in income compared to expen-
diture growth,  and unstable activities.

Total NBFI profit reached MNT 798.2 million and average profits of MNT 12.0 
million were generated by the 112 profitable NBFIs.

Total income grew by MNT 0.9 billion, or 13.9 percent, from 2004 reaching MNT 
7.7 billion, owing to a rise in total liabilities of MNT 9.8 billion, or 34.0 percent, 
and growth in interest-bearing assets to MNT 19.3 billion.

Loan interest income made up 64.6 percent of total income. Its share in total 
income declined from 67.8 percent in 2004. However, the share of income from 
foreign currency revaluation, trading, remittances, and other sources as a propor-
tion of total income rose. This reflected widening activities of NBFIs, and growth 
of income sources other than lending.

Total NBFI expenses grew in all items to MNT 6.4 billion due to expanding ac-
tivities and raised liabilities. This represents a growth of MNT 1.1 billion, or 20.4 
percent, from 2004. 

Table 18. lOans and TOTal asseTs Of nbfis and banks  (bln TOgrOg)

	 	 2005	 2004	 2003	 2005/2004	 2005/2003

NBFIs	 Loans	 18.9	 16.9	 11.5	 11.8	 64.4

	 Assets	 38.4	 28.7	 18.9	 34.1	 103.2

Banks	 Loans	 859.9	 606.8	 442.1	 41.7	 94.5

	 Assets	 1,585.0	 1,108.8	 826.1	 42.9	 91.9

NBFIs	/	Banks	 Loans	 2.2	 2.8	 2.6	 -0.6	 -0.4

	 Assets	 2.4	 2.6	 2.3	 -0.2	 0.1
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NBFIs attracted resources by providing trust services. Lending intensified and 
the number of NBFIs involved in on-lending within various projects increased. 
Hence, associated costs grew. Also, a rise in the number of NBFIs and the services 
being offered led to growth in operating expenses. In addition, expenses related 
to the revaluation of foreign currencies and trading were raised. Other reasons for 
expenditure growth were increased total loans and an increase in non-performing 
loans that required raised loan provisions. NBFIs paid taxes of MNT 285.7 million 
in the reporting year.

Table 19. nbfi’s liabiliTies  (mln togrog)

	 	2004	 	 2005

	 Amount	 Weight	 Amount	 Weight

Financial	sources	 7,001.5	 24.4	 7,135.6	 18.6

			Loans	from	banks	and	financial	institutions	 3,814.0	 13.3	 4,206.3	 10.9

			Mutual	trust	services,	Factoring,	Remittances	 2,728.8	 9.5	 1,888.4	 4.9

			Other	resources		 29.3	 0.1	 14.0	 0.0

			Project	loan	financing		 429.4	 1.5	 1,026.8	 2.7

Other	liabilities	 901.8	 3.1	 883.0	 2.3

			Accrued	interest	payables	 85.1	 0.3	 118.4	 0.3

			Other	liabilities	 816.7	 2.9	 764.6	 2.0

Total	liabilitiesð	 7,903.3	 27.6	 8,018.6	 20.9

Capital	 20,750.3	 72.4	 30,399.7	 79.1

			Common	stock	 17,812.1	 62.2	 25,316.1	 65.9

			Preferred	stock	 110.0	 0.4	 268.0	 0.7

			Subordinated	debt	/more	than	5	years/	 657.1	 2.3	 1,169.8	 3.0

			Reserve	fund	 12.1	 0.0	 908.8	 2.4

			Social	development	fund	 5.2	 0.0	 43.0	 0.1

			Revaluation	fund	 227.8	 0.8	 73.9	 0.2

			Profit/loss	of	current	year	 1,376.9	 4.8	 1,216.3	 3.2

			Accumulated	profit/loss	 549.2	 1.9	 798.2	 2.1

TOTAL	LIABILITIES	AND	CAPITAL	 28,653.6	 100.0	 38,418.4	 100.0
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�.� Monetary Policy Implementation

To give some background on the money market situation in 2005, ever present 
excess reserves were the distinctive feature of this year, due to the rapid growth 
in bank deposits, which was outstripping the ability of banks to convert excess 
reserves into other assets. On the other hand, this year was made more interesting 
by the following developments: inflation increased dramatically in the first half 
of the year due to the effects of oil price rises; the togrog exchange rate against 
foreign currencies held  relatively stable, if not slightly appreciating, and the level 
of interest rates was reduced.

Consumer prices rose to their highest level in 5 years in June, when inflation 
was measured at 17.8 percent on a year-to-year index. The Bank was required 
to change its operational policy since actual reserves on the money market and 
banks’ excess reserves were continuing to grow, despite tight monetary policy. In 
other words, the rate offered on CBB was cut rapidly due to high demand for 
the bills, which was caused by higher excess reserves at the money market, even 
though tight monetary policy requires increase in CBB rates. Therefore, the Bank 
pursued monetary policy in a flexible way based on the current situation of mon-
etary aggregates. Higher excess reserves at banks led to increased demand for CBB 
that then led to a rapid fall in CBB rates. Moreover, this reduction in CBB rate, a 
basic rate of other transactions on the money market, also led to a significant fall 
on the money market rate.

Currency outside banks, the component of the reserve money that has a strong 
effect on inflation, declined consistently, reaching 54.2 percent by the end of the 
year. Along with a fall in the growth of currency outside banks, growth in banks’ 
reserves increased until this became worth 45.8 percent of total reserve money. 
The Bank conducted works to control and forecast the level of excess reserves in 
the banking system to manage the development of reserve money efficiently over 
a short period. Forecasting excess reserves has a significant impact on monetary 
policy in terms of controlling reserve money and, as a consequence, forecasting 
money supply through the money multiplier.

Reserve Money 

In 2005 growth in reserve money rose by 2.7 percentage points on the previous 
year to reach 19.7 percent. There was 6.2 percent growth in currency held outside 
banks, a fall of 3.0 percentage points on 2004. Currency held outside banks as a 
proportion of total reserve money has been in decline since 1996. This trend has 
also continued and the proportion again fell to 54.2 percent by year’s end, 27.3 
percentage points below 1996 levels. Growth in banks’ reserves rose, making up 
the majority, 81.0 percent, of reserve money growth in the reporting year while 
growth in currency outside banks fell.

As a result of the broadening scope of financial intermediation, build-up in banks’ 
reserves and fall in currency outside banks, the seasonality of reserve money has 
been diminishing in recent years. This tendency was again true in the reporting 
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year, but seasonal fluctuations in bank reserves have been rising since 2000 (as 
seen on the graph).  The major reason for this volatility since 2000 is high accu-
mulation of excess reserves during the months of January and February in which 
banks issue fewer loans. In February 2005 this trend reached its highest level for 
over nine years, confirming the prior conclusion that the reporting year 2005 was 
a unique period of high excess reserves.

An important feature of the currency held outside banks is that it tends to rise 
from April reaching its peak in August. This trend has taken place every year for 
the last 8 years; the current year was no exception. 

In 2005, following the seasonal pattern of currency held outside banks, reserve 
money was 4.1 to 6.0 percent lower than average over the first three months of 
the year. It then returned to average in the second quarter, between July and Sep-
tember it was 4.7 to 8.1 percent higher than its average and during the last three 
months of the year it was 2.1 to 7.9 percent lower than its average. 

In the reporting year the Bank continued to fix its attention on improving re-
serve money programming and fixing sources for information. As a result, the 
Bank achieved its target of keeping year-to-year growth in reserve money under  
20 percent.

Central Bank Bills 

During the reporting year the commercial banks possessed an average MNT 77.0 
billion of CBBs each day, 53.1 percent higher than in the previous year, in an ef-
fort by the Bank to restrict the growth of money supply. 

The Bank organises CBB trades as auctions, or by fixing the value of the CBB 
according to each bank’s bidding price based on a distribution starting from the 
lowest bank bid rate until all CBBs have been issued.  

In 2005 the Bank organized 97 auctions with a combined nominal value of MNT 
1.4 trillion of CBBs, sold for MNT 1409.5 billion. The amount of CBBs purchased 
by banks reached MNT 126.0 billion at the end of the year. 

In the reporting year the Bank announced an average of MNT 81.3 billion sales of 
CBBs each day while the average offer of banks for purchase of CBBs was MNT 
96.4 billion per day. 

The CBB rate plays an important role in the money market since participants on 
the market make their financial decision based to some extent on movements in 
this rate.  In 2005, the daily weighted average rate on CBBs was 8.58 percent, a 
drop of 4.1 points on the previous year. The weighted average rate of CBBs at the 
end of the year was 4.75 percent, which is 11.0 points, or 3.3 times, lower than in 
2004 and 6.7 points, or 2.4 times, lower than in 2003. The Bank paid MNT 6.0 
billion to banks in interest on CBBs in the reporting year.
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In 2005 CBBs worth MNT 327.8 billion were traded on the secondary market on 
214 occasions. Of these, banks traded CBBs worth MNT 190.6 billion with each 
other on 115 occasions and CBBs worth MNT 137.2 billion were traded through 
repo agreements on 99 occasions. The amount of CBBs traded at the secondary 
market rose by 72.0 percent, or MNT 79.8 billion, whereas the amount of CBBs 
traded by repo agreement fell by 62.5 percent, or MNT 228.7 billion, compared 
with  the previous year. 

Required Reserves 

In order to conduct state monetary policy, coordinate reserve money and money 
supply, the Bank imposes a reserve requirement equal to 14.0 percent of a bank’s 
deposits on all commercial banks. The Bank also monitors banks’ compliance with 
this reserve requirement.

Principles of compilation and monitoring of the reserve requirement, fining  in the 
case of non-compliance was put in place by a Regulation approved by the Gover-
nor in 2001. In 2005 several amendments were made by the Governor’s Resolu-
tion No. 397, on August 30, 2005, to clarify, eliminate clauses with ambiguous 
meanings, and streamline the regulation. According to the revised regulations, 
banking system reserves complied with the reserve requirement in every month 
of 2005. The daily average current account balance held by banks with the Bank 
was MNT 58.9 billion, well above the required MNT 43.3 billion, which shows 
that there was MNT 15.6 billion in excess reserves on average each day. The daily 
average excess reserves held by banks grew by MNT 8.4 billion over the year. Pen-
alties worth MNT 16.8 million were imposed on 6 banks that fell short of required 
reserves on 14 occasions.

In 2005, required reserves increased by 25.0 percent, bank’s ready reserves by 
41.0 percent and excess reserves doubled over the 2004 average. This increase in 
reserves has been feeling the effect of consistent growth in banks’ deposit and cur-
rent accounts for the last few years. More specifically, it was clearly shown that 
the money capital held by private individuals and enterprises in Mongolia has been 
accumulating and their activities expanding. On the other hand, high excess re-
serves could also have been accumulated because of poor management by banks in 
terms of allocating their reserves and also a shortage of more flexible and less risky 
instruments and products in the financial market. Low level of development in the 
capital market is related with this as well. Therefore, the Government, the Bank 
of Mongolia and the banks need to work proactively to use domestic resources to 
their fullest extent and to strengthen development of financial markets.

Central Bank financing

Central bank financing is one of the key monetary policy tools and the rate for 
this finance serves as a signal for the market, which is needed in managing reserve 
money and money supply. However, the situation in the banking and financial 
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sector in recent years has led to creation of circumstances for dropping this instru-
ment. For instance, rapid growth in banks’ deposits have outstripped banks’ ability 
to issue new credit, leading to accumulated excess reserves. This means there has 
been no need for banks to borrow short-term money from the Bank since banks 
were able to finance their temporary liquidity from other banks, which can eas-
ily access excess reserves on the inter-bank market. On the other hand, the Bank 
pursued a policy of not using refinancing and kept central bank financing interest 
rates high to create the possibility for banks to obtain funds through the inter-
bank market when there are high excess reserves in the banking system. Therefore, 
in 2005 instruments such as overnight loans, repo contracts and secondary CBB 
contracts were actively traded through the inter-bank market. 

Net credit to the Government

As of the end of the reporting year, banking system receivables from the Gov-
ernment stood at MNT 102.5 billion, Government deposits reached MNT 146.4 
billion and net credit ended at MNT -43.8 billon. Government deposits rose by 
MNT 50.4 billion on the previous year while Government receivables and net 
credit fell by MNT 34.0 billion and MNT 84.4 billion, respectively.

Receivables from the Government

Ç96.9 percent of the receivables from the Government (MNT 99.4 billion) was to 
be paid to the Bank and the remaining 3.1 percent (MNT 3.1 billion) was to be 
paid to other banks.

The composition of Government receivables was as follows: 92.0 percent was in 
outstanding loans to be paid by the Ministry of Finance that were obtained to  re-
pay the debt to the Russian Federation, 4.9 percent were receivables relating to the 
Bank’s net income calculation for 2003, 2.0 percent was in Ordinary Government 
Security for Bank Restructuring replaced by short-term discounted bonds with the 
Savings Bank, 0.6 percent was tax prepaid by banks to the Government budget, 
0.4 percent was Ordinary Government Security for Bank Restructuring held by the 
Trade & Development Bank  and 0.2 percent was accrued interest receivables held 
by banks on Government bonds.

(1) The Bank of Mongolia receivable for the debt repayment from the Government

USD 37.0 million and MNT 11.7 billion was paid in 2004 and USD 11.2 million 
was paid in 2005 from a total outstanding loan amount of USD 137.0 million. The 
loan was issued to the Government by the Bank of Mongolia in December 2003 
to support repayment of debt, on soft terms, to the Russian Federation. At the 
end of the year, remaining outstanding debt was reduced to USD 77.29 million (or 
MNT 94.4 billion). Under resolution #8 of the Ikh Hural (Mongolian Parliament) 
issued on January 20, 2005 an interest rate of 1 percent per annum was imposed 
on this receivable item.

Central bank  
activities



��

(2) Receivables related with the Bank of Mongolia net income calculation

MNT 5.0 billion was transferred to the Ministry of Finance in December 2003 as 
a prepayment of net income concerning a projection in the state budget. However, 
the Bank operated in 2003 without a net income. In 2005 the desicion was made 
to pay back this transfer and the prepayment was rebooked as a Bank of Mongolia 
receivable from the Government.
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(3) The Ordinary Government Security for Bank Restructuring and its replacement 
with  a short term discounted bond

At the end of 2005 the Ordinary Government Security for Bank Restructuring 
held by the Savings Bank, which was replaced by short-term discounted bonds, 
amounted to MNT 2.0 billion and the Ordinary Government Security for Bank 
Restructuring with the Trade & Development Bank was valued at MNT 372.8 
million.

A/ The Ordinary Government Security for Bank Restructuring replaced by the short 
term discounted bonds held by Savings Bank

Based on resolution #82 by the Minister of Finance, issued on April 8, 2005, 
MNT 8.5 billion in Ordinary Government Security for Bank Restructuring, held 
by the Savings Bank, was replaced by short-term discounted bonds. It was issued 
as 85,000 bonds with a nominal value of MNT 100,000, maturities of 28 to 315 
days and a discount rate of 13.3 to 15.22 percent per annum.

MNT 6.5 billion of the replaced Government bonds was paid and the amount 
remaining in this bond was MNT 2.0 billion by the end of the year.

B/ The Ordinary Government Security for Bank Restructuring with Trade & Develop-
ment Bank 

MNT 1.7 billion in receivables held by the Trade & Develoment Bank, which 
was tranferred from the former banking system, and loan issued by the Govern-
ment decision made before the transition to a market economy, was changed to 
Ordinary Government Security for Bank Restructuring at the bank according to 
resolution # 234 from the Minister of Finance issued on  July 14, 1997.

MNT 1237.5 million of the bonds have been paid back to the Trade & Develop-
ment Bank since this time and as of the end of 2005, MNT 372.8 million was 
remaining as receivables in the bank’s financial statement.

(4) Tax prepaid by banks to the state budget and accrued interest receivables on 
Government bonds

At the end of the year the total amount of tax prepaid to the state budget was 
MNT 580.8 million from 6 banks and accrued interest receivables on Government 
bonds was MNT 213.4 million to three banks.

By the end of the reporting year banks’ receivables from Government were MNT 
0.8 billion. Of these, 73.1 percent was prepaid tax and the remaining 26.9 percent 
was accrued interest receivables. The majority, 80.1 percent, of prepaid tax was 
paid by the Savings Bank while 55.8 percent of accrued interest receivables was a 
claim from the Trade & Development Bank.

Government deposits

Government deposits stood at MNT 146.4 billion at the end of the reporting year, 
up by 52.5 percent from the end of the previous year. 61.7 percent of Govern-
ment deposits were placed with the Bank and the remaining 38.3 percent was at  
other banks.
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69.8 percent of total Government deposits were concentrated in the Single Trea-
sury Account and the Government current account. 18.1 percent was in time and 
demand deposits and 12.1 percent was in the Government financing fund.

On-lending by the Bank of Mongolia

1. Agricultural sector development program (ASDP)

In 2005, under the Asian Development Bank ASDP project 1822-MON, the Bank 
of Mongolia on-lent MNT 7.1 billion in loans through banks, who met prudentual 
ratios and had branches in the western aimags: Agricultural Bank, Mongol Post 
Bank, Zoos Bank, Anod Bank and Khas Bank. At the end of the year there were 
MNT 5.1 billion of loans showing as receivables.

In the reporting year the Bank recieved USD 5.6 million from the Ministry of 
Finance as a fund for on-lending loans; its claims totalled USD 753.4 million at 
the end of the year. The Bank paid MNT 88.1 million togrogs to the Ministry of 
Finance in interest.

Banks participating in the project paid MNT 7.1 billion to the Bank on schedule 
and MNT 236.4 million was also paid in interest on loans used by the banks.

In 2005, under the same project, banks issued a total of MNT 9.6 billion in loans 
to 9384 individual borrowers. MNT 8.9 billion of the loans were repaid to the 
banks and the outstanding amount of these loans at the end of the year was MNT 
6.5 billion. 3.3 percent (MNT 216.4 million) of the banks’ total outstanding loans 
were non-performing loans, of which 61.1 percent (MNT 132.2 million) were 
loans by the Mongol Post Bank.

The fund on-lent by the Bank to commercial banks was fully disbursed and final 
borrowers paid around 1.5-3.8 percent in interest each month.

Attention was given to providing the possibility for equal participation in the proj-
ect based on free competition among banks and to include banks with branches all 
over the country and that have a focus on issuing loans to the agricultural sector.

2. Employment Generation project

In the reporting year Golomt, Zoos, Erel, Anod, Khas, Ulaanbaatar city and the 
Transport Development banks participated in the Employment Generation Proj-
ect 1290-MON. Deposited funds at the end of 2005 were worth MNT 3.2 billion, 
of which: MNT 2.8 billion, or 86.9 percent, was placed with the banks: MNT 
1018.1 million with Golomt Bank, MNT 975.0 million with Zoos Bank, MNT 
560.0 million with Erel Bank, MNT 150.4 million with Anod Bank,  MNT 42.2 
million with Khas Bank and MNT 19.0 million with the Ulaanbaatar City Bank.

Fund resources were only partly used. This was because some banks repaid loans 
back to the Bank at the end of the period, or sometimes on the last day of the pe-
riod. Fund repayment has been made on schedule and the participating banks are 
working with the Bank to make full use of the fund without a time lag in future.

In 2005, 1361 workplaces were generated by the banks: Zoos Bank created 459 
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jobs, Golomt Bank 395, Erel Bank 258, Anod Bank 202, Khas Bank 37, Ulaan-
baatar City Bank 6 and the Transport Development Bank 4.

The Bank is required to repay an amount equal to SDR 2,154,000 to the 
ADB under this project. Of this, loans worth SDR 43,000 were repaid in both 
2004 and 2005 and remaining outstanding debt stood at SDR 2,068,000 at the  
end of 2005.

In the reporting year the Bank paid back USD 30,600 to the ADB and the com-
mercial banks repaid MNT 288.4 million to the Bank in interest payments.

In 2005 Khas Bank and Ulaanbatar City Bank started to participate in the  
project.

3. KfW program loan

ÌTwo programs intended to support export-oriented small and medium size en-
terprises and the Mongolian financial sector, under an agreement between the 
governments of Mongolia and Germany, have been successfully implemented.

Repayment of the first program loan from Mongolia to Germany began on De-
cember 30, 2005, according to schedule. Repayments will begin in 2012 for the 
second program.

As of the end of 2005 the total amount of funds on-lent to the Trade and Devel-
opment Bank, Mongol Post Bank and Capitron Bank equalled  MNT 9.7 billion 
from both programs. Of this: MNT 4.5 billion, or 46.4 percent, was issued to 
Mongol Post Bank, MNT 3.7 billion, or 38.1 percent, was issued to the Trade 
and Development Bank, and MNT 1.5 billion, or 15.5 percent, was issued to  
Capitron Bank.

In the reporting year the loans repaid and prepaid by the banks were used to cre-
ate a revolving fund and MNT 485.6 million from this fund were re-lent through 
the participating banks.

In the reporting year under this project a total of USD 45,600 was spent financing 
bank auditing costs. Of this, auditing costs at the Trade and Development Bank 
and Mongol Post Bank, done at a German request, came to USD 8,000 each, and 
30.0 percent of total auditing costs for the Mongol Post Bank for 2004, or USD 
9,600, was financed by the project. 30.0 percent of the total audit costs of the 
Capitron bank for 2004, or USD 7,500, and 50.0 percent of the cost of the same 
bank for 2003, or USD 12,500 million, were financed by the project.
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�.� Exchange policy and reserve management

Foreign exchange reserve management

The real depreciation of the togrog, high commodity prices at the world market, 
and increased gold mining led to an increase in exports and consequently gross 
foreign exchange reserves rose to USD 333.2 million. Net foreign exchange re-
serves rose to USD 298.0 million, the highest level since 1992. Gross foreign ex-
change reserves increased by USD 125.3 million and net foreign exchange reserves 
increased by USD 134.4 million from the end of 2004. Net foreign exchange 
reserves reached equivalent coverage of 13.5 weeks, or 3 months, of imports.

In the reporting year, the foreign exchange reserves swelled by USD 253.0 million 
in receipts, while payments were made totaling USD 118.6 million. Compared 
to the previous year, foreign exchange receipts increased 7.1 percent, foreign ex-
change payments decreased by 41.1 percent, and net revenue increased by USD 
99.7 million.

Foreign exchange reserve management profits reached USD 17.2 million, and 
returns reached 7.0 percent. This was mostly due to the increased price of gold on 
the world market and the good timing of reserve operations. Also, the interest rate 
paid on USD deposits rose to 4.25 per cent.

In 2005, USD 194.9 million worth of gold was monetized and added to the for-
eign exchange reserves, up 2.9 tons on 2004 to 13.1 tons. The amount of foreign 
currency sold to commercial banks declined dramatically in 2005 because the 
inter-bank foreign exchange market was capable of fulfilling demands for foreign 
currency.

In the reporting year, the Bank of Mongolia purchased 15.2 tons of gold in gross 
weight, 13.4 tons in net weight, which was 3228 kg higher than in the previous 
year. The gold was purchased from 133 domestic gold mining companies and 
858 individuals and MNT 229.9 billion was paid, MNT 72.6 billion higher than 
in 2004. In 2005 the lowest monthly purchase from domestic gold mining com-
panies was 203.9 kg in March, and the highest was 2654 kg in June. The highest 
purchase of gold from an individual was 465.6 kg in August. The average grade of 
gold purchased by the Bank of Mongolia was 881 in 2004, but this too increased 
to 883 in 2005.

The Bank of Mongolia’s costs related to the receiving, saving, transportation, and 
refining of gold was USD 2 per ounce, which was decreased to USD 1.50 from 
January 1, 2005, and to USD 1.00 from September 1, 2005, and the per ounce 
price of purchasing gold from mining companies and individuals increased.
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Box 10. International reserves (excluding gold unless otherwise 
specified)

/in months of imports/

*** - include gold

Source:
1 Transition report. 2005. European Bank for Reconstruction and Development 
2 Key indicators. 2005. Asian Development Bank. 
3 Bank of Mongolia
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Region Country 2000 2001 2002 2003 2004

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia
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Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao***

Vietnam***

China

Average (exclude China)

Mongolia3***
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…

236.1

Box 10. International reserves (excluding gold unless otherwise 
specified)

/mln. USD/

*** - include gold

Source:
1 Transition report. 2005. European Bank for Reconstruction and Development 
2 Key indicators. 2005. Asian Development Bank. 
3 Bank of Mongolia
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Favorable economic conditions, improved confidence among foreign creditors, 

greater access to international capital markets, increased foreign direct and portfolio 

investment have resulted in an accumulation of official reserves among transition 

economies in the 2005. Moreover, high inflows of foreign currency from rising com-

modity exports have further contributed to substantial increases in foreign exchange 

reserves across the region. In particular, international reserves held by the Russian 

Federation reached a record high of USD 151.6 billion in mid-2005. This substantial 

increase in foreign reserves resulted in increased liquidity in the banking system, 

which in turn led to high inflation in a number of countries. As international commod-

ity prices are expected to remain favorable, these countries will continue to build up 

foreign exchange reserves.

In emerging Asia, the increase in international reserves remains at 2003-2004 levels. 

However, its structure changed considerably. China’s reserves have grown sharply, 

to two-thirds of the region’s foreign reserves, compared to one third in previous years. 

In other countries in the region reserve growth has fallen.  

International reserves held by Mongolia grew by 82.2 percent in 2005, to USD 430.1 

million, and official reserves also grew by 82.2 percent to USD 298 million, the highest 

level for 5 years. This brings international reserves to the equivalent of 4.5 months, or 

19.5 weeks, of imports. Official reserves amounted to 3.1 months, or 13.5 weeks, of 

imports. (Imports are calculated under C.I.F. conditions).
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Nominal exchange rate

The nominal exchange rate of the togrog against the USD depreciated 1.0 percent 
from the end of the previous year, reaching MNT 1221 by the end of 2005. This 
was the lowest level of depreciation of the togrog in recent years.

In 2005 the Bank of Mongolia’s average exchange rate of Togrog against the USD 
was 1205.27, the average exchange rate of on the inter-bank market was MNT 
1207.10 and the average exchange rate at exchange offices was MNT 1208.88.

The togrog exchange rate was MNT 1209.0 at the start of the year but it appre-
ciated by 1.4 percent to MNT 1192 by the end of the first quarter. The average 
togrog exchange rate was 1207.38 in the first quarter.

Early in the first quarter of a year, business activity in the country weakens, so 
household demand mostly determines the domestic exchange rate. In this quarter 
demand for USD and RMB increased on the domestic foreign exchange market in 
line with the Lunar New Year Holiday and then fell back again after the holiday. 
During the first four months of the year, the togrog exchange rate appreciated and 
in the remaining quarters there was no depreciation in the exchange rate.

One of Mongolia’s main export products is raw cashmere. Cashmere processing 
companies start their economic activities from March, so supply of foreign cur-
rency from abroad increased in the same month, which in turn lead to an appre-
ciation of the togrog against the USD. In the second quarter of 2005 the togrog 
exchange rate against the USD depreciated slowly.

At the end of 2005, total deposits in commercial banks reached MNT 693.4 billion, 
an increase of 34.2 percent, or MNT 176.5 billion, on 2004 figures. The amount of 
togrog deposits reached MNT 448.1 billion; an increase of 48.9 percent, or MNT 
147.2 billion, on the previous year. Foreign currency deposits reached MNT 245.3 
billion, an increase of 13.6 percent, or MNT 29.3 billion, on 2004.

The amount of foreign currency deposited in USD at commercial banks stood at 
USD 200.9 million, which is equal to 35.4 percent of total deposits. Of the foreign 
currency deposits, USD 74.0 million were in call deposits (36.8 percent of total 
foreign currency deposits), and USD 126.9 million was in time deposits (63.2 
percent of total foreign currency deposits).

Individual foreign currency call deposits increased by 46.2 percent, or USD 23.2 
million, accounting for 36.6 percent of the foreign currency deposits. Individual 
foreign currency time deposits declined by 0.1 percent. Foreign currency deposit 
growth in 2005 shows that individuals are still interested in placing foreign cur-
rency deposits, which in turn is leading to an increased demand for foreign cur-
rency on the foreign exchange market, affecting the togrog exchange rate against 
the USD.  On the other side, growth in foreign currency deposits at commercial 
banks leads to an increased supply of foreign currency on the foreign exchange 
market.
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The real effective exchange rate 

At the end of the reporting year, the togrog’s nominal effective exchange rate 
index (NEER) was 85.35, and real effective exchange rate index (REER) was 
86.16, showing a depreciation of the togrog against the currencies of foreign trade 
partners by 14.65 percent at nominal prices, and depreciation of 13.82 percent in 
real prices compared to the base year 2000.

In 2005, the nominal effective exchange rate index was 86.51, showing a depre-
ciation of the togrog by 2.3 percent compared to 2004. In 2005 the nominal ef-
fective exchange rate of the togrog depreciated by 1.7 percent against RMB, by 
1.1 percent against the South Korean Won, by 0.9 percent against RUB and by 
0.1 per cent against USD but it appreciated against the foreign currencies of the 
UK, Germany, Japan, Switzerland and Singapore. The depreciation in Togrog 
was influenced by oil prices on the world market which increased dramatically, 
pushing up import prices. The RMB also appreciated by 2.3 percent because one 
of Mongolia’s biggest trading partners, China has revalued their currency in July 
2005, in a step towards a free floating exchange rate system. 

The togrog’s real effective exchange rate index was 92.27 in 2005, showing a fall 
in togrog’s purchasing power by 7.73 percent since 2000. In 2005 domestic infla-
tion declined from its previous year level, also leading to a depreciation in togrog’s 
real exchange rate. Mongolia’s export product competitiveness has improved on 
the world market as a result of the exchange rate depreciation. As a result of this, 
supply of foreign currency also increased and foreign exchange reserves improved. 
Hence, the current account showed a surplus.

Table 20. nOminal effecTive exchange raTe (neer) and real effecTive exchange raTe (reer)

	 2004	 2005	 change

NEER	 88.6	 86.5	 -2.3

REER	 95.2	 92.3	 -3.1

CPI	(change)	 11.0	 9.5	
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Region Country 2000 2001 2002 2003 2004 2005

Albania

Bulgaria

Croatia

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Macedonia

Slovenia

Average

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyz Republic

Moldova

Russia

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

Average

Cambodia

Lao PDR

Vietnam

China

Average

Mongolia3
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Box 11. External Debt to GDP Ratio in Transition Economies

Sources:
1Transition Report 2005, EBRD
2World Bank
3Ministry of Finance 

* Estimated data
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An important effect recently raised and studied by international financial institutions 

such as the World Bank and International Monetary Fund is that when the exter-

nal debt of developing countries exceeds a certain threshold it depresses economic 

growth.

Among internationally employed debt-related indicators the ratio of external debt to 

GDP is a useful supplementary indicator relating debt to resource base (for the poten-

tial of shifting production to exports so as to enhance repayment capacity). The debt 

to GDP indicator may also provide some indication of the potential to service debt by 

switching resources from production of domestic goods to the production of exports.

Analysts from the IMF found that high levels of indebtedness can indeed depress 

economic growth in low-income countries, but only after it reaches a certain thresh-

old, which is estimated at around 50 percent of GDP for the face value of external 

debt and about 20-25 percent of GDP for its estimated net present value. Beyond this 

threshold, further increases in foreign debt reduce the country’s repayment ability, and 

discourage government’s efforts to carry out structural and fiscal reforms that could 

strengthen the country’s economic growth and fiscal position.

Under these circumstances, if we examine the cases of transition economies, the 

ratio of debt to GDP in almost all countries is generally high and even beyond the 50 

percent threshold. However, foreign debt to GDP in CIS countries has been declin-

ing over the last 5 year, dropping to 43 percent in 2004 from 67.5 percent in 2000. 

Conversely, among countries in Central and Eastern Europe the average level of this 

indicator has been growing. As regards Asian transition economies, the indicator var-

ies widely between countries, although the average level in each country has held 

relatively constant between 2000 and 2004.

In the Mongolian case, the ratio of foreign debt to nominal GDP is higher than the 

average level among other transition countries and so this should be a central priority 

for future Government attention.
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�.� Supervision of banks and other financial institutions

In 2005, as the number of private enterprises providing financial services grew, 
so too did operations in the financial markets become relatively more active. For 
instance, many NBFIs were newly established in a market at the same time that 
commercial banks were deepening their activities. The Bank of Mongolia has been 
regulating the main entities in the financial sector (banks, NBFIs and savings and 
credit unions) in accordance with applicable legislation.

Following an expansion in the banking sector, the necessity to improve supervi-
sion over the sector has arisen and issues related to appraising risk with updated 
sophisticated methods and for determination of further development prospects by 
banks have become more crucial.

In 2001-2005, the Bank of Mongolia focused on accomplishment of the core 
strategic issues in the ’Short-term strategy for Banking and Financial sector re-
structuring and Development’ including enhancing the quality and operational 
scope of banking and financial intermediation, ensuring the stability of the bank-
ing sector, setting the basis for a stable environment for the financial sector and 
preventing financial institutions from facing possible financial crises, promoting 
confidence among investors and customers of financial institutions in the banking 
sector, establishing a stable environment for financial intermediation, develop-
ing methodologies to protect the interests of bank customers and depositors, and 
create circumstances appropriate for hindering illegal activities made through the 
banks and financial institutions.

In 2003-2005, total assets, deposits and loans granted increased dramatically on 
account of policies implemented by the Bank of Mongolia to protect the interests 
of bank depositors and customers. This shows growing confidence of corporate 
entities and private individuals in the banking sector.

In the frame of supervision, the Bank of Mongolia has been working to reduce the 
risk of future possible financial market crises. In doing so, it is developing a new 
mechanism and policy supervision process by modifying the enforcement measures 
and procedures already applied to banks, which previously failed to retain corpo-
rate governance and capital adequacy requirements, as well as making favorable 
changes in the weightings on asset classification regulations and risk reserve funds 
and proposing guidelines on how to estimate various types of risk accurately.

In order to maintain and strengthen stability in the financial sector and enhance 
the competitiveness of banks and financial institutions, and their ability to with-
stand different types of risk, the Bank of Mongolia issued a resolution requiring 
banks to increase their equity capital from MNT 2 billion to MNT 4 billion, and 
requiring NBFIs to hold equity capital of between MNT 30.0 million and MNT 
100.0 million. Yet again, the Central Bank issued another stricter resolution, or-
dering banks to raise their equity capital to MNT 8.0 billion and for NBFIs to 
raise to MNT 200.0 million. Banks and NBFIs are currently working to comply 
with this latest requirement.
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The conclusion can be made from the above that the main objectives of the ‘Short 
Term Strategy for Banking and Financial Sector Restructuring and Development’ 
have been completed and thus the supervision department at the Bank of Mon-
golia is initiating projects on new strategy development. The core principle of this 
new strategy is to enhance contribution of the banking sector for attaining stable 
economic growth. On account of qualitative characteristics in this strategy, the 
Bank of Mongolia is aiming to provide tailor-made services to individuals, cor-
porate entities and government, and setting favorable legal and economic stipula-
tions. The focal point to this new strategy is the aspects of banking sector that are 
common in Mongolia are taken into consideration in depth and the functional 
structure of the financial sector was preferred to that of an institutional structure.

Supervision system

The main function of the supervision department to sustain financial sector stabil-
ity and accomplish the objectives stated in the annual ‘State Monetary Policy’ in 
accordance with Mongolian Central Bank Law and other relevant legislation. The 
2005 ‘State Monetary Policy Guidelines’ emphasized the importance of strength-
ening the Bank’s supervision process as well as internal controls at commercial 
banks, NBFIs and credit and savings unions. This includes determining opera-
tional risks at banks, assessing contingent risks, developing procedures for pre-
venting associated risks and exploiting newly constructed methodologies used in 
international practice.

The bank and NBFI Supervision System has been implemented in accordance 
with internationally accepted standards and best practices alongside measures to 
improve the effectiveness of Bank of Mongolia supervision in response to current 
circumstances. Over the last few years, as a result of expansion in the banking 
sector and the introduction of new technologies, likely risks in the banking sector 
have increased. Therefore, supervisory activities were shifted from simple compli-
ance assessments toward risk-based supervision, new methods for evaluating and 
measuring unforeseen risks were developed, and market discipline was enhanced. 
In line with these measures, the supervision department carried out work to amend 
laws and regulations issued by the Bank of Mongolia to bring them in line with 
international standards such as Basel II.

Basel-II was approved in June 2004 and it requires that member countries imple-
ment the first phase of the Basel-II system by late 2006. Based on the original 
accord (Basel-I) Basel-II aims to attain sophisticated risk management, and pro-
poses more risk-weight buckets on assets. By applying the new Basel accord, 
realization of rating-based competition among banks and financial institutions, 
prudential portfolio credit risk, non-performing assets management and alignment 
of risk management with equity capital management will take place.
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Banks supervision framework

In the reporting year, comprehensive on-site examinations were conducted at 17 
banks to evaluate their financial and liquidity positions and operations, in accor-
dance with a predetermined schedule and general instructions approved by the 
Governor of the Bank of Mongolia. Supervision reports were discussed by the 
Bank of Mongolia’s Board of Directors and fulfillment of resolutions from the 
Board has been closely monitored.

Off-site supervision included evaluations of financial and liquidity positions based 
on regulatory reports submitted by banks containing data and profitability dy-
namics, asset qualities and other financial indicators. Based on these evalua-
tions, corrective actions were promptly taken by the banks to confront financial  
difficulties.

During the examinations, special attention was paid to the responsibilities of inter-
nal and external auditors, tightening accountability, proper corporate governance 
and staff training.

Measures taken to improve supervision

In accordance with its objective of ensuring stability in the financial system, the 
Supervision Department conducted on-site examinations and off-site surveillance 
of banks and NBFIs. It subsequently took steps to improve its rules and regula-
tions and issued specific methodologies and guidelines to bring those rules and 
regulations to international standards and prudential norms. In addition, the Su-
pervision Department was involved in the implementation of different projects 
funded by international financial organizations and donor countries, aimed at 
ensuring stable economic growth and resolving issues related to the social safety 
net such as housing, unemployment and poverty, by establishing close coopera-
tion with other government institutions, and providing necessary information and 
participating in project units.

In addition to following international standards and regulations, the Supervision 
Department pursued changes to relevant laws and regulations. In 2005, amend-
ments were made to the “Assets classification and provisioning regulation” due to 
changes in IFRS. The Ministry of Finance appreciated these amendments.

In the current context of growing competition between financial institutions and 
expanding scope of financial operations, the regulatory environment must be im-
proved. Hence, the Ministry of Justice, Ministry of Finance, Asian Development 
Bank, and Bank of Mongolia jointly developed the “Law on legislation of Finan-
cial Regulatory Committee” and the State Great Hural approved the law. As a 
result, the Bank of Mongolia is responsible for the supervision of banks and a new 
Financial Regulatory Committee is responsible for supervision of other financial 
institutions. In order to develop the financial market and preserve the rights of 
depositors, the Bank of Mongolia and Financial Regulatory Committee will have 
to cooperate closely, so the Supervision Department developed a “Regulation on 
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information sharing between the Bank of Mongolia and the Financial Regulatory 
Committee.”

The main objectives of banking supervision are to ensure stability in the financial 
system, and to protect depositors’ rights. In 2005, the final draft of the “Law on 
Savings deposit” was welcomed by the Government and submitted to the State 
Great Hural.

Operations of savings and credit unions have become increasingly active in recent 
years, and some are not obeying all relevant laws, for example by attracting funds 
from non-member depositors or advertising their services, so the regulatory envi-
ronment of credit and savings unions has to be improved. The Asian Development 
Bank developed a draft “Law on Credit and Savings Unions” and the Bank of 
Mongolia renewed and improved the draft. The Bank is now taking opinions from 
other institutions.

Research on establishing a Financial Stability Committee in Mongolia was com-
pleted and approved by the Ministry of Finance. The Committee is responsible for 
monitoring and ensuring the health and stability of the financial system, alerting 
the public to possible financial crises, influencing the management of financial 
institutions and giving financial support where it is needed, and ensuring effec-
tive collaboration. A “Methodology on forecasting risk (crisis) of the banking and 
financial system by indicators” was developed for this purpose.

Also in 2005, the Supervision Department gave its opinions and cooperated on 
developing laws and regulations such as the “Law on making amendments to Tax 
laws”, “Law on leasing”, “Regulation on dumping legislation”, and the “Regula-
tion on solving financial debates and setting related fees.”

Besides this, the Supervision Department also developed the following regulations 
and research works last year:

• According to the requirements of the 3rd stage of the “Financial sector de-
velopment program” funded by the Asian Development Bank, the “Regula-
tion on corporate governance of banks” was developed;

• Following recommendation from the IMF, the “Regulation on the full 
scope of on-site examination and evaluation of bank’s activities and finan-
cial conditions” was improved;

• Amendments were made to the “Regulation on credit information bu-
reau”;

• Amendments were made to the “Guidance on loan documentation for 
banks”.

In 2004, Mongolia became a member of the anti-money laundering Asia-Pacific 
Group. In addition, the concept of the “Law on Anti-Money Laundering and 
Counter Terrorism Financing” was approved, and a final Bill of the law was sub-
mitted to the State Great Hural. Last year, following instructions from the “Fi-
nancial Action Task Force,” “Guidance on important points on licensing banks 
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and NBFIs to prevent money laundering and terrorism financing” were developed 
and approved.

Capital adequacy

By the end of 2005, capital in the banking sector (prepaid tax deducted) reached 
MNT 207.2 billion, increasing 23.7 percent, or MNT 39.7 billion, on the previous 
year. Risk-weighted assets increased to MNT 1.1 trillion, 36.1 percent, or MNT 
301.8 billion, higher than the previous year’s figure. As a result of these changes, 
risk weighted capital adequacy ratio reached 18.2 percent, 1.8 points lower than 
the previous year and 8.2 points higher than the regulatory minimum require-
ment.

Overall capital grew by 23.7 percent, or MNT 36.7 billion, but due to the tendency 
of banks to allocate their liabilities to more risky assets such as loans and foreign 
bank deposits, capital adequacy ratios declined from the pervious year. As of the 
end of last year, all banks were in compliance with the capital adequacy prudential 
requirement.

Former tendency of banks to concentrate loans to a few, reliable customers and 
hold low-risk assets such as treasury bills and government bonds has been chang-
ing in recent years and banks are now trying to increase their market share by 
attracting as many depositors as they can, while spreading their loan portfolio to 
reach many creditors.

In association with recent growth in the number of NBFIs and the Bank of Mon-
golia Governor’s Resolution No. 461 in 2005 requiring NBFIs to increase their 
minimum capital holdings, NBFI capital accounts climbed to MNT 30.4 billion, 
which is 46.2 percent, or MNT 9.6 billion, higher than in the previous year.

Risk weighted assets reached MNT 24.1 billion, but capital growth was higher 
than the growth in risk weighted assets. In conclusion, the ratio of tier-one capi-
tal to risk-weighted assets was 116.1 percent, and the ratio of total capital to 
risk-weighted assets was 124.79 percent. Moreover, all NBFIs complied with the 
requirements of the “Prudential ratios regulation of NBFIs,” approved by Resolu-
tion No. 637 given by the Governor of the Bank of Mongolia in 2003.

Total funds attracted by NBFIs grew to MNT 6.9 billion, and liquid assets reached 
MNT 14.4 billion, because NBFIs were attracting funds from other financial 
funds. The liquidity ratio of NBFIs was 208.5 percent, which was higher than the 
prudential requirement. Nevertheless, there is significant liquidity risk at NBFIs 
that are attracting other funds on a large scale, especially those providing trust 
services.

Looking at the structure of liquid assets, cash forms 81.5 percent, or MNT 
11.7 billion, and deposits at banks and other financial institutions make up the  
remainder.

Payables on trust services form 15.9 percent, or MNT 1.1 billion, of attract-
ed funds, while 52.1 percent, or MNT 3.6 billion, is composed of loans from 
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banks and other financial institutions, with other funds and liabilities forming the  
remainder.

Liquidity requirement

According to the banking sector consolidated report, short-term liabilities exceed 
short-term assets, but future cash flow shows that this gap can be covered.

The ratio of liquid assets to liquid liabilities, and that of loans to deposits, both of 
which are simple indicators of liquidity risk, are shown in the figure below. They 
demonstrate that liquidity in the banking system has diminished over the last 2 
years.

According to international practice, it is assumed that the ratio of liquid assets 
to liquid liabilities should be higher than parity to ensure adequate liquidity. The 
ratio is 0.8 in Mongolian banks, showing that there is significant liquidity risk. In 
the case of some banks, this ratio is even lower and since liquidity is a problem 
that can spread from one bank to other banks in the system, banks should attend 
to this risk and develop systems to efficiently control, measure and manage liquid-
ity risk.

Lending activity and quality of the loan portfolio

Banks’ declared average lending rate decreased 1.7 points from last year’s level to 
28.3 percent. Growth in outstanding loans stood at 41.7 percent, or MNT 253.1 
billion. As a result, the total amount of loans reached MNT 859.8 billion.

Compared to the previous year, growth in performing loans stood at 44.6 percent, 
or MNT 243.4 billion, and growth in non-performing loans was 26.5 percent, or 
MNT 10.3 billion. Past-due loans declined by 3.2 percent, or MNT 0.7 billion, 
and non-performing loans as a proportion of total loans fell to 5.7 percent, from 
6.4 percent in 2004.

In 2005, the agricultural, transport, and communication sector loans as a percent-

Table 21. difference in bank’s asseTs and liabiliTies  (mln togrogs)

	 	 	 	 	 	 	 	 	

	 0	 0-30	 1-3		 3-6			 6-12		 1-2		 2-5		 >5		 Total	

	 	 days	 months	 months	 months	 years	 years	 years	

Assets	 366.4	 358.1	 136.9	 202.6	 241.6	 126.2	 69	 29.7	 1,530.50

Liabilities	 599.4	 164.3	 214.9	 126	 155.7	 18.8	 43.4	 12.6	 1,335.10

Difference	 -233	 193.8	 -78	 76.7	 85.9	 107.4	 25.6	 17.1	 195.4

Difference		

(accumulated)	 -233	 -39.2	 -117.2	 -40.6	 45.3	 152.7	 178.3	 195.4	 390.7

Difference	(ac.)	

/Liabilities(ac.)	(%)	 -38.9	 -5.1	 -12.0	 -3.7	 3.6	 11.9	 13.5	 14.6	 14.6
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age of total loans was higher than other sectors. Recovery in the agricultural sec-
tor, which had suffered consecutive years of dzud, meant that loans in this sector 
jumped up by 104.1 percent to MNT 57.3 billion. Growth in the information and 
communications sector, largely induced by the “Digital Mongolia” program, gave 
rise to loans in the transport and communications sector that increased 2.2-fold 
to MNT 36.7 billion.

The structure of changes in non-performing loans by sector shows that non-per-
forming loans in the wholesale and retail trade sector increased by MNT 7.1 bil-
lion, while non-performing loans in the agricultural sector increased by MNT 5.2 

billion, and non-performing loans in the manufacturing sector increased by MNT 
1.8 billion. 12.3 percent of loans in the manufacturing sector and 12.0 percent of 
loans in the agricultural sector were non-performing, making them the riskiest 
sectors.

Non-performing loans, as a percentage of the total loans in the mining sector, de-
clined by 3.0 points to 3.0 percent, and the non-performing loans, as a percentage 
of total loans in the agricultural sector, increased by 5.9 points to 12.0 percent, 
showing a greater change from the previous years.

Last year, fueled by an increase in attracted funds, NBFI total outstanding loans 
climbed up to MNT 19.3 billion, which represents 50.2 percent of their total as-
sets. This is equal to 2.2 percent of the total loans issued by banking sector.

Compared to the previous year, the following changes were observed in the quality 
of assets: High growth in total outstanding loans, and other similar assets, resulted 
in non-performing assets (loans, financial leasing, factoring claims) growing as a 
proportion of loans and similar assets. However, the proportion of performing and 
past-due loans and similar assets in total loans and similar assets declined.

Of the required provision worth MNT 1099.1 million, as stipulated in the “Assets 
classification and provisioning regulation”, approved by joint order #207/459 of 
the Governor of the Bank of Mongolia and the Ministry of Finance in 2004, MNT 

Table 22. banks annOunced lending inTeresT raTe

	 	 Banks	announced	 Changes

	 	 interest	rate	on	loans	in	togrog	 (percent)

	 2000	 34.7	 -10.6

	 2001	 41.4	 19.3

	 2002	 33.4	 -19.3

	 2003	 31.5	 -5.7

	 2004	 30.0	 -4.8

	 2005	 28.3	 -5.7
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1,097.3 million was provisioned, showing a shortage of MNT 1.8 million.

All NBFIs were in compliance with the restrictions stipulated in article 13 of the 
Law on NBFIs, which states that loans to one borrower cannot exceed 30.0 per-
cent of the NBFI’s capital.

Market risk

Last year, the exchange rate of the Togrog against major currencies declined and 
the long position in foreign currencies held by banks increased by 26.4 percent to 
MNT 56.9 billion. As a result, foreign exchange risk ratio decreased by 6.1 points 
to 27.4 percent. This was in compliance with the foreign exchange risk prudential 
requirements set up by the Bank of Mongolia. (The position of the Trade and 
Development Bank was not included here, because the bank acquired a license 
to measure its foreign exchange risk using the Value at Risk (VaR) method. The 
Trade and Development Bank complied with the requirement of 10 percent under 
the VaR method).

In recent years, exchange rate fluctuations have reduced and the capital held by 
banks has increased, hence the risk of possible losses from exchange rate fluctua-
tions in capital is falling. In the last 2 years, high CPI and high petrol prices on the 
world market have resulted in high possible losses due to commodity prices.

Banks have started using advanced methods (VaR) to measure market risk, but to 
make risk management more sophisticated and prudent, additional research must 
be undertaken such as stress-testing and scenario analysis.

By the end of last year, the aggregate foreign exchange risk ratio calculated from 
consolidated NBFI balance sheets was 16.38 percent, in compliance with the pru-
dential requirement. However, in order to mitigate foreign exchange risk NBFIs 
tend to issue loans in foreign currency, increasing the likelihood of their violating 
this prudential requirement.

Outstanding amounts of loans, financial leasing and factoring in foreign currency 
total to MNT 3.8 billion, comprising 19.7 percent (MNT 19.3 billion) of the 
income-generating assets of NBFIs and 28.5 percent (MNT 6.9 billion) of total 
funds drawn.
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�.� Accounting and information technology 

Accounting

In 2005, the Bank of Mongolia worked to improve its accounting practices through 
the adoption of international standards, to strengthen accounting discipline, exe-
cute transactions promptly, and implement ‘Bank of Mongolia Accounting Regu-
lations’ in the head office and local branches. Following recommendations from 
the external auditor, KPMG, the Bank also made some adjustment to the 2003 
and 2004 financial balance sheets.

Inter bank settlements

Under conditions of economic growth and financial sector development, the total 
value of inter bank transactions is increasing. Ratio of the interbank transactions 
to GDP was 1.7 in 2001, rising to 2.2 in 2002, 2.8 in 2003, 3.1 in 2004 and 3.3 
in 2005.  Such stable growth reveals improved public confidence in the banking 
system and increased interest in executing transactions through banks.

The number of interbank transactions stood at 2.3 million, down by 13.7 percent 
on the previous year, although the number of interbank transaction was on an 
increasing trend in recent years.

Past experience indicate that the number of transactions tends to increase in Au-
gust, September and December; however, in 2005, the number of transactions fell 
in January, June, September, October, November and December. It is notable 
that May was the month with the highest number of transactions.

Total value of transactions has been growing over time: increasing by 45.9 percent 
in 2002, 48.9 percent in 2003, 38.5 percent in 2004 and 33.7 percent in 2005. 
Total value of transactions reached its highest, 2.2 trillion togrogs, in the forth 
quarter, while the lowest volume of transactions (1.5 trillion) was observed during 
the first quarter. Comparison of 2005 with 2004 reveals that the total volume of 
transactions increased by 36.4 percent in the first, by 26.6 percent in the second, 
by 46.9 percent in third and by 27.3 percent in fourth quarter on the same quarters 
of 2004.

Table 23. banks TransacTiOns  (thousand. number)

	 	 	 	 	 																			

		 	 2001	 2002	 2003	 2004	 2005

I	quarter	 180.7	 222.2	 406.4	 586.3	 620.2

								Change	(percent)	 13.9	 23.0	 82.9	 44.3	 5.8

II	quarter	 228.6	 287.1	 611.7	 793.5	 797.5

								Change	(percent)	 23.3	 25.6	 113.1	 29.7	 0.5

III	quarter	 188.4	 295.6	 561.9	 617.3	 541.6

								Change	(percent)	 22.2	 56.9	 90.1	 9.9	 -12.3

IV	quarter	 241.2	 405.9	 636.8	 727.1	 391

								Change	(percent)	 22.6	 68.3	 56.9	 14.2	 -46.2

Total	 838.9	 1210.8	 2216.8	 2724.2	 2350.3

								Change	(percent)	 20.7	 44.3	 83.1	 22.9	 -13.7
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figure 52. number of interbank transactions

The total value of transactions fell in February, July and November of 2005 as 
there were fewer weekdays than in other months. On average, March, April, 
June, September, and December are the months when transaction value tends to 
increase. 

By value, 24.2 percent of inter bank transactions were treasury account transac-
tions, 16.3 percent were of Trade and Development Bank, 11.1 percent were of 
the Agricultural Bank and 10.2 percent were of the Golomt Bank. The percentage 
share attributed to the Trade and Development bank, which used to be consid-
ered the biggest bank in Mongolia terms of the value of transactions, declined 
by 1.1 percent, that of Anod Bank by 2.2 percent, the Treasury Account by 3.1 
percent, and the Agricultural Bank by 0.5 percent while the proportion accounted 
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for by the Savings Bank increased 0.6 percent, Mongol Post Bank by 1.6 percent, 
Golomt Bank by 2.7 percent, Ulaanbaatar City Bank by 1.9 percent and other 
banks by 0.6 percent.

Information technology

Information technology has become the essential part of the banking and financial 
services. Utilizing information technology saves time, labor and money, thereby 
advancing the pace of progress. Thus, it has become paramount to introduce and 
ensure the efficient operation of new technology and software, and to improve 
information security and adequately train personnel.

The Financial Capacity Development project, financed by the World Bank, has 
established a clearing house for small amount interbank transactions and card pay-
ments. The project aims to advance the technology, network capacity and person-
nel for an efficient payments system. When this project is fully implemented, all 
Mongolian banks will have direct online access to the clearing house, which will 
ensure prompt clearance of small transactions and card payments. The project will 
also support the development of secondary financial markets and promote the use 
of online payments and e-commerce. The implementation of an interbank clear-
ance system for large transactions (RTGS) is currently being researched.

Since large amounts of data are being transmitted through online networks, it has 
become necessary to improve the speed of data transfer. The Bank of Mongolia 
has worked in collaboration with internet service providers to upgrade equipment 
and successfully quadrupled the speed of information transfer. Furthermore, a 
new version of e-mail software, which enables web access to company e-mail and 
filters e-mail messages for unwanted and suspicious content, has been tested and 
put into practice. A proxy server has been established to ensure efficient use of the 
intranet and internet.

Table 24. banks TransacTiOns  (bln togrogs) 

	 	 2001	 2002	 2003	 2004	 2005

I	quarter	 414.08	 471.48	 850.17	 1,086.39	 1,481.79

			Change	(percent)	 -	 13.9	 80.3	 27.8	 36.4

II	quarter	 436.86	 581.98	 1,000.43	 1,429.33	 1,809.40

			Change	(percent)	 -	 33.2	 71.9	 42.9	 26.6

III	quarter	 494.80	 718.18	 986.84	 1,400.15	 2,057.20

			Change	(percent)	 -	 45.1	 37.4	 41.9	 46.9

IV	quarter	 535.57	 972.34	 1,249.53	 1,746.27	 2,222.72

			Change	(percent)	 		 81.6	 28.5	 39.8	 27.3

Total		 1,881.30	 2,743.97	 4,086.97	 5,662.13	 7,571.10	

			Change	(percent)	 -	 45.9	 48.9	 38.5	 33.7
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In an effort to effectively organize ever-increasing amounts of data, accelerate the 
speed of data transfer and ensure compatibility with other systems, new database 
software (Oracle9i, 10G) has been successfully tested. The Bank has also up-
graded, and ensured the stable operation of, various computer programs including 
‘Human Resources’, ‘Wages’, ‘Capital’, ‘Precious metals’, ‘Accounting’, ‘Central 
Bank treasury notes’, ‘International Banking and Financial fund’, ‘Loan database’ 
and ‘Interbank clearance system’.

It is important to upgrade and install updates sent by the operating systems’ 
manufacturers in a timely manner, as well as anti-virus software and database 
programs to secure against viruses and other software related issues. During the 
next fiscal year, the Bank is planning to introduce new systems including Public 
Web, Intranet Web, Active Directory, Secure DigiPass and MultiTire System, so 
as to provide information for local and external users, improve data security and 
network the organization.
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The Bank is shifting to the SWIFT international inter-bank clearance system, a 
technology for online transactions, in cooperation with related organizations.

The Bank is offering training and providing information to accountants, econo-
mists and professionals in the banking sector. The Bank also organized a training 
session for information technology professionals at the German Bundesbank.

Switch Clearing Center

According to the Development Loan Contract between Mongolia and the In-
ternational Development Association, signed on September 5, 2002, the Bank 
is implementing and overseeing the second phase of the Financial Capacity De-
velopment project, to improve clearing transactions. The project was successfully 
completed and the Switch Clearing Center (SCC) became fully operational in 
July 2005. Under the project, the SCC has been connected to the central offices 
of 16 banks, the Treasury Department of the Ministry of Finance and the Central 
Bank of Mongolia by fiber optic and physical cables to establish a unified network. 
The network is functioning well currently, and inter-bank transaction information 
is being transmitted under test conditions. A reserve clearing center was also es-
tablished, and the connection between the central and reserve clearing centers is 
functioning well. The reserve clearing center must serve as an emergency mecha-
nism in case the central clearing center is damaged. Every effort has been made to 
guarantee the reliable operation of this internal network.

Establishment of this network gives the Bank of Mongolia real-time online ac-
cess to central offices of commercial banks and the Treasury Department of the 
Ministry of Finance, thereby enabling the Bank to ensure the timely execution of 
financial services. Moreover, the network facilitates information exchange through 
systems such as the Loan Database without the use of additional equipment and 
without incurring extra costs. Banks gain the opportunity to buy and sell Central 
Bank bills, participate in the money market and exchange information through 
this network. This infrastructure opens the door for further development of finan-
cial services in the future.

The central clearing center and the reserve clearing center will offer the following 
services:

• Timely clearance of small inter-bank transactions (real time, online pay-
ment);

• Settling of accounts with the Bank of Mongolia;

• Clearance and processing of card payments (switching);

• Issuing channel to transfer information regarding large inter-bank transac-
tions, loan database and other related issues to the Bank of Mongolia.

The infrastructure follows international security standards for technical and elec-
tronic transactions. This will permit Mongolian banks to conduct card transaction 
transfers with international networks such as Visa and MasterCard. Also, the infra-
structure can receive and send electronic data (international data ISO8583) from 
mobile phones, computers and other sources. When the main standard is realized, 
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trading centers will have no need for multiple credit and debit card terminals, and 
will only need one main card terminal. Credit and debit card holders will be able 
to transfer their money immediately and so avoid the risks of holding cash and 
manually counting money.

In order to support card usage, the Bank is offering a ‘card guidance system’ 
service to the commercial banks. In the first stage, the Bank has agreed a project 
contract and fees for this system with the commercial banks.

�.� Other activities

Management, organization

Human resource policy was directed at raising the knowledge and professional ex-
perience of employees, creating an environment of understanding, reliance trans-
parency where everyone can express and develop themselves. Also, strengthening 
the awards system and effective resolution of social issues were important compo-
nents within the human resources framework.

The Bank’s organizational structure is comprised of the management, 6 depart-
ments, 11 divisions, 9 units, 1 special sub division, 1 clearing house, 17 local 
branches in aimags and a representative office in London.  The Bank of Mongolia 
employed 321 civil servants.

The Bank of Mongolia head office employed 228 employees, of whom 114 were 
female, and 114 male, while local branches had 93 employees in total, of which 
49 were female and 44 were male.

In order to implement measures stated in the State Monetary Policy Guidelines, 
ensure stability in the banking and financial sectors, deepen and widen banking 
sector restructuring, the human resources policy facilitated recruitment and em-
ployment of highly educated and well-trained staff. In order to provide oppor-
tunities for employees to gain internationally recognized education, and earn the 
right to study, the Bank has been sending staff to attend seminars and scholarship 
programs organized by the World Bank, IMF, and other international organiza-
tions. As a result, investment in human resources was enhanced, knowledge and 
professional skills improved and productivity increased. In 2005, 79 employees 
were involved in 117 training courses and other programs in the country and 
abroad. Moreover, managers and other officers participated in 55 meetings and 
conferences organized in other countries as well as in Ulaanbaatar city.

In the reporting year, 6 persons gained Master’s degrees in the USA, Australia 
and Japan. 3 doctoral candidates and 55 Master’s degree holders were among 
Bank of Mongolia staff. In 2005-2006, 3 people were involved in doctoral degree 
programs, 11 people studied towards Master’s degrees in Japan, Australia and the 
Grand Duchy of Luxembourg, and 1 person took an internship at the Embassy of 
Mongolia to the USA.

Of all employees, 75.0 percent were specialized in banking and finance, engineer-
ing and economics. Besides these, about 38.0 percent of service-providing staff 
had a higher education.
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The Bank of Mongolia devoted special attention to providing staff with comfort-
able living and working conditions in order to improve their professional attain-
ment. Within the framework of this activity, the Bank of Mongolia has taken 
measures as follows:

- providing 15 employees with apartments and resolving privatization issues,

- organizing professional medical tests for all staff twice annually,

- organizing meetings with retired staff according to the Regulations on provid-
ing retired staff benefits and additional pensions.

Internal Audit Activities

The Internal Audit Department (IAD) carried out its activities within the frame-
work of the Internal Audit Program for 2002-2006 and its plan for 2005. The IAD 
examined the compliance of other departments, divisions, units and local branches 
working to implement state monetary policy in accordance with Mongolian leg-
islation.

During the reporting year, the IAD conducted 64 regular, unexpected and partial 
on-site inspections of 5 departments and 17 local branches; presented audit re-
sults to the Board of Governors; prepared relevant instructions and recommenda-
tions for eliminating shortcomings, enhancing the internal audit and reducing risk. 
Overall activities were summarized and presented to the Governor and Supervisory 
Board of the Bank of Mongolia according to Internal Audit Regulations.

The IAD has been implementing the International Monetary Fund’s recommen-
dations and adopting international standards. In particular, it improved and issued 
Internal Audit Regulations for the Bank of Mongolia, a General Instruction on 
Internal Audit, and an Internal Audit Supervisor’s Guide that strengthened the 
supervisory framework and enhanced the supervisors’ competence.

The IAD supervised the fulfilment of recommendations given by external audit 
organizations and the Bank of Mongolia Supervisory Board, and submitted the 
subsequent reports to the Board of Directors.

The IAD coordinated auditing activities on Bank of Mongolia financial statements 
for 2004 in response to an IMF request, and organized a special audit of the Bank 
of Mongolia foreign reserves management activities by external audit company 
“KPMG”, as well as taking appropriate measures to follow other recommenda-
tions.

Within Mongolia’s regional development concept, the IAD defined appropriate 
locations for Bank of Mongolia branches in the eastern region, carried out studies 
on appropriate structures, and presented its plans to the Bank of Mongolia Board 
of Directors and the Parliamentary Standing Committee on the Economy.

Following IMF recommendations, and those of an external audit company, the 
IAD improved the department’s structure and created two new senior manager 
and supervisory positions with responsibility for confidential issues to approach the 
structure of similar international audit organizations. Alongside this, work coordi-
nation and supervision was also developed.
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Issue of Banknotes and Coins

In order to enrich reserves of small-denomination banknotes, the Bank of Mon-
golia signed a contract with an English firm to re-print 10 togrog and 20 togrog 
denomination notes in 2004, and it received delivery of these notes in the first 
quarter 2005.

The branch offices have been supplied with required amount and denomination of 
cash in a timely manner. Damaged banknotes were delivered back to head office 
for withdrawal and liquidation. Banknotes were counted and verified before and 
after deliveries.

Under an earlier contract, a German firm delivered the machine BDS-400 to the 
Bank of Mongolia in the fourth quarter of 2004, which facilitated the process of 
banknote withdrawal.

Based on the results of a survey of banknotes in circulation, the Bank of Mongolia 
decided to re-print 10,000 togrog denomination notes and concluded a contract 
with a German firm in 2004. Under the contract, the Bank of Mongolia received 
delivery of the notes in the fourth quarter of 2005. 

In 2005, the Bank of Mongolia withdrew 33.4 million worn banknotes worth 
MNT 37 billion from circulation. Currency in circulation was worth MNT 191.7 
billion at the end of the reporting year.

The Bank of Mongolia studied cash supply and demand, analyzed the structure of 
notes in circulation, and prepared a proposal to issue high quality, well-protected 
and well-designed banknotes of a 20,000 togrog denomination. The Bank of Mon-
golia also drew up a scheme to issue commemorative 20,000 togrog banknotes to 
mark the 800th anniversary of the establishment of the Mongol Empire.

The Banking Training Center at the Bank of Mongolia

The Banking Training Center’s (BTC) main focus in 2005 was to organize high 
quality training sessions and seminars according to its schedule. In total, 1453 staff 
members attended training, seminars and other activities both domestically and 
abroad. This is 25 percent of the entire banking system workforce.

In the reporting year, the BTC organized 38 training sessions and seminars on 32 
subjects out of 34 planned domestic and foreign training sessions as well as semi-
nars on 34 subjects. Employees of the Bank of Mongolia, commercial banks and 
some NBFIs actively participated in the seminars. 

In order to organize training and seminars that meet the needs and requirements 
of commercial banks, the BTC has used its traditional method of drawing up its 
training plan, by taking advice and suggestions from banks at the beginning of the 
year. As a result of the plan, the outcome and activeness of banks and employees 
were both high and satisfactory. 35 domestic training sessions and seminars on 30 
subjects attended by 1424 staff members were organized. The BTC emphasized 
organizing the sessions to be as effective, efficient and interesting as possible.

In the reporting year, the BTC received, and promptly fulfilled, a total of 46 re-
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quests and proposals from its member organizations by organizing training sessions 
outside of its plan and providing them with training premises, necessary software 
and equipment. Moreover, in order to give information about new financial prod-
ucts and services, and technologies used by financial institutions in developed 
countries and to learn from their experiences, support from various international 
institutions enabled experts from the United Kingdom, Hong Kong, Germany, 
Luxemburg, Belgium, France and Malaysia to be invited to instruct at 16 training 
sessions and seminars.

For the first time, the BTC organized regional training sessions and seminars in 
Khentii, Sukhbaatar, and Dornod aimags, and in September this year, in Ondork-
haan town. During these training sessions and seminars views were exchanged 
on different areas, such as problems and difficulties related to providing banking 
and financial services to rural, distant places; new technology and products in 
the international financial sector, further developments and trends; legislation to 
counter money laundering and financing terrorism; the current legal environment 
and its improvement; developing microfinance and the role of the banking sector 
in poverty and unemployment reduction through microfinance. Training sessions 
were conducted on various subjects according to the predetermined program.

Banking and financial English courses were organized twice in the reporting year 
to improve the foreign language knowledge of bank employees. The courses were 
attended by 28 participants, 17 of whom passed the final examinations and were 
awarded certificates. A seminar on “Banking accounting” was organized twice for 
non-professional employees, and 41 participants attended, 36 of whom passed the 
examinations and were awarded certificates.

In 2005, two foreign training sessions and seminars financed and supported by 
international organizations including Germany Technical Cooperation (GTZ) and 
Invent were organized and attended by 29 people. As agreed with “Invent”, a 
training and development center in Germany was used to implement a project 
worth EUR 250,000 to train Mongolian banking sector employees, a second team 
of 18 people participated in 45 days training at the Frankfurt Banking Academy. 
Starting from the reporting year, BTC is co-implementing a two-year project 
worth EUR 1 million on “Supporting BTC activities” with GTZ. Under this proj-
ect BCT activities will be expanded and developed; the quality of training sessions 
and seminars will be improved; new products will be developed; BTC employees 
will be involved in training and exchange experiences, and new office and train-
ing equipment will be acquired. The main emphasis was put on improving human 
resource management at banks by training relevant employees, and introducing 
new system for hiring new employees. In order to support the activities of the 
Mongolian Banking Association, BTC covered some expenses related to exchang-
ing experiences with similar organizations and management training offered by the 
association. BTC also decided to provide the association with equipment under 
the project next year. One should take into consideration that the successfulness of 
the project very much depends on the activeness of commercial banks.

The financial activities and capacity of the BTC significantly improved in 2005 
compared to previous years. Punctual membership fee payment by banks is an 
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indication of their support for BTC activities and is the primary condition for 
continuous and proper training and seminars.

The BTC has been working on a principle of expending membership fee revenue 
appropriately and economically, and of financing expenses with revenues gener-
ated by its own activities.  As a result, in the reporting year, the BTC earned more 
revenue than planned and lowered expenditure in every item. Total revenue dur-
ing the reporting year was MNT 76.1 million, which is MNT 13.9 million, or 23 
percent, higher than in the previous year, while expenditure was MNT 50.4 mil-
lion, MNT 10.2 million higher than in 2004. MNT 31.8 million of total revenue 
was collected from the Bank of Mongolia, commercial banks, and some NBFIs 
in membership fees, and revenue of MNT 44.3 million was generated by BTC 
activities. The latter accounted for 58.2 percent of total revenue and 87.9 percent 
of expenditures.

Foreign cooperation

In order to disseminate information about the current economic, banking and 
financial situation in Mongolia and to attract foreign investors, materials were 
published in the official magazine of the World Economic Forum held in January 
2005 in Davos, Switzerland. Moreover, materials about Mongolia were also pub-
lished in other internationally recognized magazines and journals.

On 23rd December 1999, Standard and Poor’s affirmed its “Stable B” rating 
for Mongolia for the first time. This was a critical indicator of the Mongolian 
economic situation and its prospects, which can be used by the Mongolian Gov-
ernment, organizations and companies to make economic and cooperation agree-
ments with the rest of the world at the international financial market.

Consequently, Standard and Poor’s affirmed its rating of “B positive B” on 14th 
June 2001, “B stable B” on 6th September 2002 and “B Stable B” again on 21st 
December 2004.

The new economic situation in Mongolia demands long term, cheap liquidity 
from the international financial market. Therefore, after conducting research and 
comprehensive analyses on this matter, the Bank of Mongolia to the first step of 
selecting Citigroup Company as an adviser on sovereign credit rating issues and 
signed related documents and a detailed action plan.

After these events, Fitch and Moody’s upgraded the sovereign credit rating of 
Mongolia to “B positive”, and Standard and Poor’s revised its rating to “posi-
tive” long term, and “B” short term. The ratings supported the fact that real GDP 
growth was 10.6 percent, and reflected the favorable situation at the world com-
modity market (high gold and copper prices).

By upgrading its rating to the level same as Indonesia, the Philippines, and Paki-
stan, Mongolia is actively attracting foreign investors.

Activities of the Bank of Mongolia’s Resident Representative Office in  
London, UK

The main activities of the Resident Representative Office aimed for developing 
cooperation with international banking and financial organizations to broaden the 
international relations of the Bank of Mongolia, to study international financial 
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markets, use new financial instruments, provide gathered knowledge to the Bank 
staff as well as arranging training programs for them. 

The Representative Office made contacts with over 100 banking and financial orga-
nizations around the world, including the Central Banks of England, Luxembourg, 
Germany, Belgium, Italy, Japan and India. The Office established relationships 
and introduced the staff of the Bank of Mongolia and the Ministry of Finance to 
the activities of the Finance Center of the Gibraltar Government, UK Financial 
Services Authority, and Italian Government guarantee agency /SACE/.

The office worked towards facilitating the acceptance of Mongolia as a member 
country of operation of the European Bank for Reconstruction and Development 
/EBRD/ with full access of borrowing and products such as low-cost funding 
for foreign trade finance and the working capital in SME, mortgages and equity 
investment facilities, to arrange advisors and experts to work at the Mongolian 
commercial banks in the form of technical assistance. The project “Bankers Train-
ing Program”, which aimed to enhance Mongolian banks’ capacity building, was 
successfully completed. Within the framework of this program, 20 staff from the 
Bank of Mongolia and 30 staff from 17 commercial banks were trained in Lux-
embourg and London by Central Banks of England and Luxembourg as well as 
Financial Technology Transfer Agency-ATTF. Trainees were introduced to the 
cutting-edge developments in banking technologies. They have already started to 
actively implement their acquired knowledge in their work. The office also orga-
nized seminars in Ulaanbaatar, the topics of which ranged from trade finance, 
international fraud and money laundering, new investment products, and risk 
management. 265 officers from the central and commercial banks attended these 
seminars. The seminars were offered without fees to participants, but were spon-
sored by the ‘Mongolia Cooperation Fund’ established by Governments of Japan, 
Netherlands, Luxembourg and Taiwan.

Currently, the office is researching the possibilities of developing Mongolia as the 
regional financial center, learning from the experience of the international finan-
cial markets. The office continues its collaboration with world renowned banks 
towards determining country’s investment rating, developing active participation 
of Mongolia in the world stock markets and to fulfill the necessary conditions to 
receive low-cost financing from the international financial markets. 

With collaboration of the Bank of England, the office organized a two-day re-
gional seminar on “Financial Stability” issues in Ulaanbaatar, which involved rep-
resentatives from the Central Banks of China, Tajikistan, Kyrgyz and Kazakhstan. 
Moreover, about 20 staff from the Bank of Mongolia attended training courses 
conducted by the Bank of England during 2004-2005, and a visit was successfully 
organized for the Supervisory Board members to the Bank of England, to share 
experiences of governance and the role of the Board. 

20 staff attended international seminars in Frankfurt with the technical assistance 
from the Bundesbank of Germany. The topics covered were payment and IT sys-
tem in banking, supervision, foreign reserves management, and NBFI issues. In 
the last two years 40 staff participated in these trainings.
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The office organized the visit of the Governor of the Central Bank of Luxembourg 
to Mongolia. In addition, different departments and divisions of the Bank of 
Mongolia have visited the Central bank of Luxembourg, to study in areas pertain-
ing to their fields of work. Full scholarships from the Government of Luxembourg 
for a training program, leading to a Master degree in Banking and Finance, at the 
Luxembourg University were arranged for two officers from the BOM and one 
from the Trade Development Bank. In addition, six bankers attended managerial 
courses. Currently, the office is working towards arranging more training courses 
to be organized in 2006, including six training courses in Luxembourg and three 
in Mongolia, in addition to degree programs for four bankers. 

The activities of the office, including compilation of information concerning ef-
ficient allocation of country’s foreign reserves, increasing their rate of return and 
strengthening central bank reserves management, its research on new financial 
products and instruments, supply of knowledge to the staff of the Bank of Mongo-
lia, international meetings in Mongolia of specialists, have significant contribution 
to the increase of the official reserves of foreign exchange, and its profitable activ-
ity. Furthermore, the office conducts a yearly survey of the Mongolian residents 
living and working in UK and Ireland, the results of which facilitate the compila-
tion of the Balance of Payments. 

The office provided assistance to the Ministry of Finance, Mongolian Securities 
and Exchange Commission, Stock Exchange, Insurance, and Immovable Prop-
erty Registration Agency to establish contacts and start collaboration with similar 
organizations in UK. 
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Parliament passed a Law on Non Judicial Foreclosure for Charged Immoveable 
Properties on July 7th, 2005, regulating relations with respect to a non–judicial 
foreclosure method for a charged immoveable property in the case of a borrower 
failing to repay a loan extended by a bank, or Non Bank Financial Institution, if 
stipulated in the agreement between both parties.

Under the Law on Legal Status of the Financial Regulatory Committee, en-
acted by Parliament on November 17th, 2005, a Financial Regulatory Committee 
was established with fixed legal status. The Committee is responsible for issuing, 
suspending or revoking licenses for financial activities with respect to non bank 
financial activities, insurance, securities and credit unions, as well as setting out 
standards for compliance and supervising  activities to protect investors’ and cus-
tomers’ rights.

A SHORT LIST OF POLICY AND TECHNICAL  
MEASURES IMPLEMENTED BY THE BANK  

OF MONGOLIA IN 2005

Date Number Title  Content

1-03 01

-  Amendment to 
the Regulation 
on the Legal 
Status of State 
Supervisor of  
the Bank of 
Mongolia

Articles 1.1; 2.1.2; 2.1.4; 2.2.1; 2.5.4; 
4.1.1.a; 4.1.1.b of the Regulation were re-
vised in accordance with the Law on Non 
Bank Financial Activities and the Law on 
Credit Union (Cooperatives), so that the 
Bank of Mongolia could establish pruden-
tial criteria for non bank financial institu-
tions and credit unions and its state super-
visor could inspect their activities.

1-12 22
•About the Gold 

Price 

Costs connected with safekeeping, de-
livering, insurance and refining of unre-
fined gold received from individuals and 
legal persons was fixed at USD 1.50 per 
ounce.  

DEVELOPMENT OF  
   BANKING LEGISLATION6
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2-22 83

• Amendment to 
the Regulation 
on licensing 
non-bank finan-
cial activities

Amended to regulate relations concern-
ing licensing, suspending, annulling and 
refusing of a license with respect to a trust 
service being carried out upon the trust 
agreement by a non bank financial insti-
tution owned by a foreign citizen, or a 
foreign legal person to attract more funds 
within the territory of Mongolia.   

2-22 84

• Minimum Statu-
tory Capital in 
an International 
Financial Insti-
tution

The minimum required statutory capi-
tal for International financial institu-
tions was newly established at MNT 
1,500,000,000.00

03.11 104

• Amendment to 
the Regulation 
on Interbank 
settlements

Upon the Amendment made to Article 
1.5.2 of Model Contract attached to the 
Regulation, a transaction to be made 
through a bank’s foreign currency ac-
count opened with the Bank of Mongolia 
is only accepted until 12:00 pm noon on 
the same day and is charged at USD 1.00 
each time.

3-25 123
• Establishing a 

Switch Clearing 
Center

A Switch Clearing Center was established 
within the structure of Accounting and In-
formation Technology Department in ac-
cordance with a project “Payment System 
Modernization” which is subject to the 
Development Loan Agreement between 
the Government of Mongolia and the In-
ternational Development Association. 

3-28 128
• Adoption of a 

Guideline on 
CFT

Contains recommendations, for banks and 
non bank financial institutions on certain 
issues requiring attention in their activi-
ties to prevent financing of terrorism and 
illegal financial activities and to terminate 
such actions. 

3-29 131

• Adoption of the 
Regulation for 
Credit Informa-
tion Bureau  

Widened the range of information to be 
received by the Bureau and tightened 
measures taken against unauthorized use 
of information kept by and false reporting 
to it. With the adoption of this Regula-
tion, the Governor decree No.565 of the 
year 2001 the Bank of Mongolia was an-
nulled.
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4-06 147

• Amendment to 
the Regulation 
on Management 
of the State’s 
Reserves of For-
eign Currencies

With amendments made to Articles 3.5; 
3.6 and 3.11 of the Regulation, a meth-
od for calculation of open positions and 
a limit for foreign currency dealings were 
established.

08-30 397

• Amendment to 
the Regulation 
on Calculat-
ing Compul-
sory Reserve and 
Implementing 
Supervision

Articles 13 and 16 of the Regulation and 
its appendix were revised in order to re-
fine it and clear the ambiguity among the 
articles.

10-11 461

• Increase in Non 
Bank Financial 
Institution’s 
Minimum Statu-
tory Capital

Increases the minimum required statutory 
capital respectively for NBFIs in Ulaan-
baatar carrying out activities specified in 
Articles 7.1.1-7.1.5; 7.1.7 and 7.1.9 of the 
Law on Non Bank Financial Activities to 
200 million togrogs, for NBFIs in Dark-
han Soum of Darkhan Aimag and Bayan-
Ondor Soum of Orkhon Aimag to 100 
million togrogs, for NBFIs in other parts 
of the country to 10 million togrogs, for 
NBFIs carrying out activities specified in 
Articles 7.1.6 and 7.1.8 of the Law to 500 
million togrogs.

10-14 483

• Adoption of 
Regulation on 
Activities of the 
State Treasury

The Regulation established principles for 
the State Treasury concerning activities 
such as purchasing, selling, evaluating and 
controlling of treasury or valuable objects. 

10-18 487

• Adoption of 
Regulation on 
Interbank Over-
night Lending

Set out principles that should be observed 
in operations for an interbank overnight 
lending and an overnight loan granted to 
banks by the Bank of Mongolia. The Gov-
ernor decree No.284 of the year 2001 the 
Bank of Mongolia was annulled.

11-15 535

• Amendment to 
Regulation on 
Interbank Clear-
ing Settlements 

Upon the agreement concluded with a 
bank, a service fee and a schedule for ac-
cepting a transaction were changed.
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11-24 550

• Amendment to 
Packaged Model 
Regulation on 
Accounting of 
Non Bank Fi-
nancial Institu-
tions

An amendment made to the Regulation 
as an Appendix included new accounts 
of performing, nonperforming, of which: 
sub-standard, doubtful and loss in Parts 4, 
5 and 7 with subjects: Leasing, Factoring 
Service, Other Assets and Other Real Es-
tates To Be Owned which are on the Asset 
Side of  Account Code. Some of accounts 
regarded as unnecessary were removed.  

12-15 588

Adoption of Gen-
eral Instruction on 
Internal Auditing 
of the Bank of 
Mongolia,  
Adoption of 
Supervisor’s Guide 
of Internal Audit 
Department

Supervisor’s Guide of Internal Audit De-
partment previously promulgated by the 
Governor decree No.A/03 of the year 
2000 was revised and contains new issues, 
such as principles and methodologies that 
might be observed by supervisors in evalu-
ating risks of the Bank of Mongolia’s ac-
tivities. 

12-15 600

Adoption of 
Regulatory Regula-
tion on Non Bank 
Financial Activities 

Regulation on Licensing Non Bank Fi-
nancial Activities previously promulgated 
by the Governor decree No. 136 of the 
year 2003 was revised as a whole includ-
ing issues such as incorporation of NBFIs 
and its units, granting permission on other 
activities in addition to, changing in mini-
mum statutory capital structure and its 
size, changing of business name, reviewing 
of documents, suspending and annulling 
of license, and other.
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