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Country: Mongolia

Social and Economic Background of Mongolia

The most recent figures available for poverty and inequality in Mongolia are from 2003’s Living Standards and Measurement Survey (produced by Mongolia’s National Statistical Office), which reported that 36.1% of Mongolians lived below the poverty line of US$0.75 per day (with half living on under $2 a day).  The survey also reports Mongolia’s Gini coefficient as 0.329 in 2003. The unemployment rates were 9.1% and 4.1% for urban and rural areas, respectively. According to the Asian Development Bank publication, Key Indicators, in 2003 the population of Mongolia was 2.5 million, 64% of whom were between the ages of 15 and 64. According to the World Bank’s World Development Indicators database, from 2002 to 2003 Foreign Direct Investment grew from US$77.8 million to US$131.5 million and aid per capita grew from US$85.1 to US$99.7. According to figures from the IMF’s World Economic Outlook Database, Mongolia’s per capita GDP adjusted for Purchasing Power Parity grew from US$1793.90 in 2003 to US$1917.52 in 2004 and M2 was 54.6% of GDP. According to the UNDP’s Sub-Sector Review of Microfinance, 30% of GDP is attributable to the informal sector, with 30% of the employed population’s primary income derived from the informal sector. In 2003, the workers’ remittances Mongolia received amounted to $62.57 million current USD based on World Bank statistics.
The currency of Mongolia is the Togrog. Togrog was allowed to float in 1993. The average exchange rate was Tg1,110.3:US$1 in 2002, Tg1,146.5:US$1 in 2003 and Tg1,185.3:US$1 in 2004, according to the Economist Intelligence Unit (EIU).

Mongolia has not planned to participate in the World Bank and IMF’s Financial Sector Assessment Program (FSAP).

Doing Business in Mongolia

The World Bank has developed indicators for the strength of the business environment in any given country. All of the following information is from the 2004 World Bank Doing Business Database.

Registering property in Mongolia takes 4 steps over a period of 10 days at a cost of 0.4% of property value. Launching a business in Mongolia requires 8 steps over a period of 20 days, at a cost of 8.1% of GNI per capita.  To obtain business registration number there is a minimum deposit of 182.1% of GNI per capita.

The creation of collateral costs 2.0% of income per capita. Mongolia is covered by a public credit registry established recently. 23 out of every 1000 adults are covered by the public credit registry. On the Disclosure Index, Indonesia received a score of 3 out of 7, a Credit Information Index rating of 3 out of 6, a Legal Rights Index rating of 5 out of 10, and a Rigidity of Employment Index rating of 37 out of 100. In Mongolia, the cost of firing amounts to 17 weeks of wages.

Regulatory and Legal Environment of Mongolia

According to the World Bank, the degree of difficulty in enforcing contracts is measured by the number of procedures from the moment the plaintiff files a lawsuit until actual payment.  In Mongolia the average number of procedures is 26, the associated time is 314 days, and the cost amounts to 22.6% of debt value. Bankruptcy takes 4.0 years and costs 8% of the estate value; on average creditors recover 16.5 cents on the dollar.
Following democratization and the establishment of the Central Bank of Mongolia in 1990, the country spent a turbulent decade creating a functional finance sector, with many bank insolvencies and bankruptcies. The early failures spurred regulatory changes by the government to enhance the effectiveness of the Banking Law and the Central Bank Law, however, these amendments crowded out smaller financial intermediaries and concentrated power in the larger commercial banks.

According to CGAP’s Country Profile of Microfinance Regulation for Mongolia, which was last updated March 2003, it wasn’t until 1999 that non-bank financial institutions (NBFIs) were declared legal, with a following clarification of rights and responsibilities in the Law on Non-Bank Financial Activities of 2002. This law clarified licensing for NBFIs and prohibited religious, political, and non-governmental organizations from conducting non-bank financial activities, although they may provide financial services informally. It also prohibited NBFIs from mobilizing deposits and conducting settlement services, but permitted loans, factoring, payment services, remittances, guarantees, foreign exchange, securities, and financial leasing. The Cooperative Law of 2002 legalized Savings and Loan Cooperatives (S&LCs). As of now, however, there is no central, formal law regulating microfinance. Most recently, in association with the Asian Development Bank, the Mongolian government is participating in “Financial Sector Program III” to strengthen the regulatory and supervisory framework for NBFIs, and to address the remaining policy and structural impediments to the development of the sector. Moreover, further revisions of banking laws since 2000, such as the 2001 legalization of the use of business income as collateral, have expanded borrower’s access to credit.

CGAP states that it is not legislation that hinders microfinance institutions, but rather the lack of clarity in taxes, interest rate restrictions, supervision, and insider lending. Bank of Mongolia regulates all formal microcredit service providers including Banks, NBFIs, and S&LCs, while Parliament is discussing legislation that would allow the licensing of NGOs as NBFIs.
Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Mongolia

According to the UNDP Sub-Sector Review of Microfinance, Mongolia has 17 commercial banks; 120 NBFIs; 586 savings and loan cooperatives; and 35 NGOs or Government projects providing microfinance services. The services offered by the savings and loans are limited to savings and loans only. The NBFIs also offer payment services, remittances, guarantees, foreign exchange, securities and, upon authorization from the Bank of Mongolia, financial leasing.  However, NBFIs may not accept deposits. In addition to the services offered by NBFIs, as well as deposits,  commercial banks also offer investment products and consulting services. 

Mongolia does not have a country-level microfinance network. However, its banks participate in international microfinance conferences and networks. XacBank is a member of the MicroFinance Network and the Agricultural Bank of Mongolia sent its CEO to the Reducing Poverty Sustaining Growth Shanghai Conference in May 2004.

National Committee Activities in Mongolia

The National Committee of Mongolia is represented by government agencies including the Ministry of Finance and Economy; non-profits including the Mongolian Cooperatives Training and Information Center and Mongolian Confederation of Credit Unions; private sector members such as the Mongol Post Bank, Credit Mongol, Credit Bank of Mongolia and Achit Finance; the UNDP; and by other multilateral agencies such as the World Bank.

The National Committee of Mongolia has planned activities to address all the goals of the IYM. To commence the IYM, the committee held a National Summit on “Microcredit and Entrepreneurship,” attended by over 1400 participants. To further fill information gaps they are creating a database of in-country MFIs; establishing a local MFI rating system; developing a microfinance training toolkit for the local level; developing key principles and operating criteria for MFIs, government and donors; providing support to Microfinance trainers; assisting local MFIs to become the members of international networks; establishing a Microfinance Competence Center; and maintaining a website. 
To raise public awareness, Committee activities include: convening a second national Microcredit meeting in 2005; holding a conference to spotlight microentrepreneur award winners; hold training programs and conduct outreach with university students; and producing weekly radio programs,  newspaper articles and TV programs on microfinance. To build commitment Mongolia’s National Committee plans include: adopting a long term strategy, post-2005, that would include a traveling caravan to promote microfinance in rural areas and a new UNDP microfinance initiative for at least 2 years; creating a national network with the input of various sectors to promote information sharing and coordination;  organizing a series of special meetings of Commercial Banks on downscaling to serve the low income niche of the market; assisting in the creation of Aimag (rural administrative units) Coordinating Committees (ACC) to facilitate strategy development; and organizing a series of special meetings with donor and government funded programs and non-governmental organizations to define their role in working with policymakers on poverty alleviation using microfinance.  
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