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Mongolia 
November 2008 

Summary 

The political scene is set to remain volatile following a violent general election 
in June. The election was won by the ruling Mongolian People�s Revolutionary 
Party (MPRP), although the opposition Democratic Party (DP) has been allowed 
to join a coalition government after refusing to accept the results. Reducing 
poverty and containing inflation will remain policy priorities. Given that the 
high unemployment rate!currently around 14%!is a major cause of poverty, 
the government is keen to generate new jobs. Real GDP will grow by 8-9% per 
year in 2009-10, driven by strong growth in the mining sector. Falling 
commodity prices are a big concern for the government.  
 

After weeks of uncertainty, Mongolia�s new parliament was finally sworn in on 
August 28th, two months after the general election. Agreement came only after 
the MPRP agreed to bring the DP into a coalition government and to form a 
committee to investigate allegations of electoral fraud. Mongolia�s political 
scene has been dogged for years by unstable coalitions; it remains to be seen 
whether the latest government will prove an exception.  

In September the new coalition government announced an expansionary 
policy platform, with the aim of creating 60,000 jobs. The government also 
announced plans to increase domestic production of items such as milk, flour 
and vegetables, in a bid to reduce reliance on imports. A priority for the 
government is to control surging inflation, which stood at 31.7% year on year in 
September. On September 5th the Bank of Mongolia (BOM, the central bank) 
raised its key policy rate by 0.5 percentage points to 10.25%.  
 

Mongolia is increasingly feeling the impact of the global financial crisis. House 
prices have started to fall, banks are becoming more reluctant to lend, and the 
stockmarket has tumbled. Inflation, fuelled by expansionary fiscal policy, strong 
import price pressures and booming consumption, reached 33.7% year on year 
in August. The government has created a new Ministry of Minerals and Energy 
to tackle the issue of foreign ownership of mines.  

The merchandise trade deficit widened dramatically during the first nine 
months of 2008, as imports outpaced exports. Exports of gold and refined 
copper accounted for 60% of total export earnings in the first half of 2008. A 
collapse in global commodity prices is a major worry for Mongolia. Russia and 
China have continued to dominate Mongolia�s trade. 

 Editors: Gareth Leather (editor); Gerard Walsh (consulting editor) 
 Editorial closing date: October 28th 2008 
 All queries: Tel: (44.20) 7576 8000  E-mail: london@eiu.com  
 Next report: Full schedule on www.eiu.com/schedule 
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Political structure 

Mongolia 

Republic 

The Mongolian People�s Revolutionary Party (MPRP) won the election held in June 2008, 
but the result was contested by the opposition Democratic Party (DP). The MPRP was able 
to form a government only after allowing the DP to join a governing coalition  

The president, Nambaryn Enkhbayar 

A single-chamber parliament, the State Great Khural, which has 76 members 

June 29th 2008 (parliamentary) and May 22nd 2005 (presidential); the next elections are 
due by June 2012 (parliamentary) and May 2009 (presidential) 

The MPRP and the DP 

Prime minister Sanjaagiin Bayar 
First deputy prime minister Norovyn Altankhuyag 
Deputy prime minister Miyegombyn Enkhbold 
Cabinet Office Nyamaa Enkhbold 
 

Defence Luvsanvandangiin Bold  
Education, culture & science Yondongiin Otgonbayar  
Environment & tourism Luimediin Gansukh  
Finance & economy Sangajavyn Bayartsogt 
Food, agriculture & light industry Tunjungiin Badamjunai 
Foreign affairs Sukhbaataryn Batbold  
Health Sambuugiin Lambaa  
Infrastructure & urban development Khaltmaagiin Battulga  
Justice & internal affairs Tsendiin Nyamdorj 
Minerals & energy Dashdorjiin Zorigt  
Social welfare & labour Togsjargalyn Gandi  
 

Alag Batsukh 
 

 
Damdin Demberel 

 

Official name 

Form of state 

Head of state 

National legislature 

National elections 

Main political organisations 

The executive 

Central bank governor 

Key ministers 

Chairman of the State Great 
Khural (national assembly) 
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Economic structure 

Annual indicators 

2004a 2005a 2006a 2007a 2008b

GDP at current prices (Tg bn)c 2,152.1 2,779.6 3,715.0 4,557.5 n/a 

GDP (US$ m)b 1,815.7 2,306.1 3,187.7 3,891.6 n/a 

Real GDP growth (%)c 10.7 7.3 8.6 9.9 9.0b

Consumer price inflation (year-end; %)c 11.0 9.5 6.0 15.1 29.0b

Population (m)d 2.56 2.58 2.60 2.63 n/a 

Merchandise exports fob (US$ m)d 872.1 1,068.6 1,545.2 n/a n/a 

Merchandise imports fob (US$ m)d 901.0 1,097.4 1,356.7 n/a n/a 

Current-account balance (US$ m)d -24.6 -5.1 108.9 n/a n/a 

Reserves excl gold (year-end; US$ m)d 236.3 430.3 926.0 1,195.6 n/a 

Total external debt (US$ m)e 1,360.0 1,380.0 n/a n/a n/a 

Exchange rate (av; Tg:US$)d 1,185.3 1,205.3 1,165.4 1,171.1 n/a 

a Actual. b Economist Intelligence Unit estimates. c National Statistical Office, Yearbook. d IMF, International Financial Statistics. e World Bank.  

 

Main origins of gross domestic product 2007a % of total Components of nominal GDP 2007a % of total
Industry 35.7 Private consumption 48.9

 Mining 27.4 Government consumption 15.2
Agriculture  20.6 Gross capital formation 37.6
Transport & communications 9.1  Gross fixed capital formation 34.9

Trade  7.6 Net exports of goods & services -1.7
   
Principal exports 2006b US$ m Principal imports 2006b US$ m
Copper concentrate 635.2 Mineral products 446.3
Gold & gold products 270.1 Machinery & equipment, electrical appliances 270.6

Cashmere & cashmere products 143.3 Transport equipment, vehicles & spare parts 158.5
   
Main destinations of exports 2007a % of total Main origins of imports 2007a % of total
China 74.8 Russia 35.2
Canada 9.5 China 31.8

US 5.3 Japan 6.6
Russia 3.1 South Korea 5.6

a National Statistical Office, Yearbook. b National Statistical Office, Monthly Bulletin of Statistics. 
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Quarterly indicators 
 2006 2007   2008
 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr
Prices         
Consumer prices (2000=100) 145.8 146.0 148.6 153.8 161.1 167.1 177.1 202.9
Consumer prices (% change, year on year) 3.9 6.4 5.2 5.8 10.5 14.5 19.2 31.9

Financial indicators         
Exchange rate Tg:US$ (av) 1,168.8 1,165.2 1,164.9 1,164.7 1,177.4 1,176.9 1,171.1 n/a
Exchange rate Tg:US$ (end-period) 1,168.0 1,165.0 1,165.0 1,163.8 1,184.3 1,170.0 1,168.2 n/a
Bank rate (end-period; %) 7.4 6.4 4.3 3.7 8.8 9.9 11.3 n/a
Deposit rate (end-period; %) 13.4 13.4 13.5 13.5 13.5 13.4 12.5 n/a
Lending rate (end-period; %) 21.2 20.9 18.9 18.8 15.0 17.5 17.4 n/a
M1 (end-period; Tg bn) 331.3 331.9 401.5 502.2 515.4 590.5 577.7 n/a
M1 (% change, year on year) 21.1 23.3 46.3 52.8 55.6 77.9 43.9 n/a
M2 (end-period; Tg bn) 1,528.2 1,519.8 1,725.4 1,998.0 2,175.4 2,391.1 2,434.2 n/a
M2 (% change, year on year) 37.5 30.8 43.1 36.6 42.4 57.3 41.1 n/a
Foreign trade (US$ m)       
Exports fob 468.6 462.6 371.2 465.0 463.4 589.4 579.8 696.5
Imports cif -450.7 -417.7 -349.1 -519.3 -593.7 -655.2 -645.5 1,049.5
Trade balance 17.9 44.9 22.1 -54.3 -130.3 -65.8 -65.7 -353.0

Foreign reserves (US$ m)         
Reserves excl gold (end-period) 774.1 926.0 1,040.6 1,161.8 1,228.5 1,195.6 1,156.2 n/a

Sources: IMF, International Financial Statistics; Direction of Trade Statistics. 
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Outlook for 2009-10 

Political outlook 
 

Mongolia�s general election went ahead on schedule on June 29th. According to 
official results, the ruling Mongolian People�s Revolutionary Party (MPRP) won 
an outright majority in parliament, known as the State Great Khural. However, 
the results were challenged by the opposition Democratic Party (DP), which 
initially refused to recognise the MPRP victory. The DP boycotted the opening of 
parliament in July; without the DP, parliament was unable to begin work or to 
appoint a new government. The DP and the MPRP remained at loggerheads 
until late August, when the two sides agreed to form a coalition government, 
with the DP as junior partner. A new cabinet was formed, led by the MPRP�s 
Sanjaagiin Bayar as prime minister.  

Mongolia has a relatively short democratic history (its first democratic elections 
were held in 1992) and its politics can be turbulent, with frequent changes in 
government line-ups and coalition partners. The prospects for stability within 
the latest coalition may not be high, given that some within the DP felt that the 
party should have remained outside the government and continued to contest 
the election result. With four recounts still undecided (as of October), the MPRP 
had 44 seats to the DP�s 26, leaving the MPRP with a small majority in the 
76-seat parliament. This could pave the way for a less turbulent period of 
government than in recent years!as, even should the coalition collapse, the 
MPRP could, in theory, continue to govern alone. However, without the DP, the 
MPRP lacks the support needed for parliament to meet. The DP hence retains 
some bargaining power; if relations deteriorate sharply, the DP could stage 
another boycott of parliament.  

In the run-up to the election, the government took a more nationalistic stance 
on foreign investment in the mining sector. It decided to review the 2006 
mining law and delay approval of a massive Canadian-funded project, the 
Oyu Tolgoi copper and gold mine. The government appeared to have bowed to 
public sentiment that foreign investors are benefiting from over-generous deals. 
If the recounts in the remaining disputed seats leave the MPRP with a more 
comfortable majority, the government may feel able to press ahead with 
approval for Oyu Tolgoi. However, it will be wary of offering too generous a 
deal, for fear that this could stir up nationalist sentiment and lead protesters to 
take to the streets. The strong upturn in inflation this year, especially for food 
prices, could also lead to demonstrations; street protests over rising prices took 
place in April, and more could follow if inflation continues to increase.  
 

The new government is expected to continue the previous pragmatic approach 
to foreign policy, reflecting the need for Mongolia to balance the influence of its 
larger and more powerful neighbours. The main focus of foreign policy will 
remain the need to balance relations with Russia, on which Mongolia depends 
for energy, and China, on which it relies as an export market. The government 
has sought to strengthen ties with both countries and also with what it calls 
�third neighbours�!countries that are supportive of its young democracy, even 

Domestic politics 

International relations 
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if they are not close geographically. The leading countries in this category are 
the US and Japan, both of which are substantial aid donors and important 
counterweights to dependence on Russia and China.  
 
 

Economic policy outlook 
 

Poverty reduction will be a priority for the new government. Mongolia remains 
one of the world�s poorest countries; some 35% of the 2.6m population live 
below the poverty line. The transition to a market economy has widened 
income disparities and has prompted an exodus to the cities (mainly the capital, 
Ulaanbaatar), where jobs, housing and services are in short supply. The rise in 
inflation, especially in food prices, has hit the country hard. In September the 
Bank of Mongolia (BOM, the central bank) raised its key policy rate, the second 
rise in 2008 and the fourth in under a year. The government is stepping up 
efforts to contain inflationary pressures. In May it created a price stabilisation 
council to tackle the impact of inflation through changes in subsidies, taxes and 
tariffs, and through �safety net� programmes for the most vulnerable.  

Rising revenue from taxes on the mining sector allowed the previous 
government to spend heavily on social welfare and infrastructure development, 
while still running a budget surplus. The new finance minister has signalled his 
desire to see tighter fiscal policy in an effort to curb inflation. Falling world 
prices for copper and gold will reduce revenue from the �windfall� tax, which 
could force the government to tighten its belt. However, the new government 
will face pressure from interest groups for further pay increases. 

One of the most important policy decisions facing the government is how to 
handle development of Mongolia�s huge reserves of coal, copper and gold. The 
scale of these reserves has attracted substantial foreign direct investment (FDI). 
Once various major projects go into production, Mongolia can expect a leap in 
exports and in real GDP growth. However, progress has not been smooth. 
Frequent changes of government line-up have caused headaches for foreign 
investors, who have faced repeated delays in securing approval for investment 
deals. Most recently, in early 2008 the government began to revise the 2006 
mining law. The original law had been broadly welcomed, even though it 
raised the royalty rate from 2.5% to 5% and removed some tax holidays, as it 
contained improvements, such as allowing longer contracts and guaranteeing 
stable tax regimes. The government re-examined aspects of the law, with, 
among other things, a view to allowing the state to take a higher stake in large-
scale mining projects that it deems strategically important. However, it failed to 
pass the amendments before the election, leaving this task to the new 
government, which will face strong pressure to move ahead so that major deals 
such as Oyu Tolgoi can be finalised. Nevertheless, in view of the political 
sensitivities involved (no party will want to be accused of having given over-
generous terms to foreign investors), these agreements may still face delays. 

The new government will also face pressure to tackle corruption. The bumpy 
transition since the early 1990s from a centrally planned economy to a market 
system has created significant opportunities for graft, particularly in the lower 
ranks of public office.  

Policy trends 

Adlib Express Watermark



8 Mongolia 

Quarterly Country Report  November 2008 www.eiu.com © The Economist Intelligence Unit Limited 2008 

Economic forecast 
 

Mongolia�s economic outlook remains broadly favourable, although the global 
financial crisis is starting to have an impact. Real GDP growth reached 9.9% in 
2007 and accelerated to 10.2% year on year in the first quarter of 2008. High 
inflation and strong growth have prompted the BOM to raise interest rates 
twice this year!most recently at the start of September. However, Mongolia has 
not escaped the global financial crisis. Global copper and gold prices fell 
sharply in September and October, which will significantly reduce export 
earnings. Copper prices averaged US$3.22/lb in 2007; the Economist Intelligence 
Unit expects them to peak at US$3.52/lb in 2008 before falling to US$2.85/lb in 
2009. Gold prices will also fall next year, although less sharply. Growth in 
China (Mongolia�s main export market) will slow to 8% in 2009. At home, 
higher interest rates, continued strong inflation and weakening GDP growth 
will dampen Mongolia�s private investment and consumption in 2009. House 
prices and the stockmarket tumbled in September and October, which will 
further reduce consumer confidence and consumption.  

Before the global financial crisis, we had forecast annual GDP growth of 8-9% 
for Mongolia in 2009. We now expect growth to be at the low end of this band 
in 2009, picking up slightly in 2010. However, some positives remain. In 
particular, provided that the new government can resolve uncertainties over 
legislation, the mining sector looks set to benefit from strong FDI inflows.  

Continued development of the mining sector!and a respectable economic 
performance overall!depends on the maintenance of a policy environment 
conducive to foreign investment. During 2007 the government sent mixed 
signals to foreign investors in the sector; in August parliament voted to retain 
the controversial �windfall� tax, which had been passed into law at short notice 
in May 2006. The tax targets copper and gold producers, which had been 
enjoying bumper profits as a result of high international prices. In early 2008 
parliament began to review the 2006 mining law. While the law is being 
reviewed, major investment deals!including the deal with Canada�s Ivanhoe 
Mines for development of the Oyu Tolgoi copper and gold mine!will remain 
on hold. Once the Oyu Tolgoi site goes into production, it will give a major 
boost to industrial production and exports. However, repeated delays in 
approving a final deal have delayed the start of production until at least 2011.  

Although the outlook for growth is still reasonable, there are causes for concern. 
Mongolia�s very narrow export base, dominated by copper and gold, leaves 
export earnings and government revenue very exposed to fluctuations in global 
commodity prices. A harsh winter could hit the livestock sector, on which 
many people depend, resulting in deteriorating incomes and weaker demand.  

The strong upturn in inflation in 2008 is another worry. In common with many 
parts of the world, Mongolia has been hit by surging global prices for energy 
and foodstuffs. Consumer price inflation ended 2007 at over 15% year on year. 
Since then, rising transport costs and high food import prices have pushed up 
the inflation rate, which stood at 31.7% year on year in September. However, the 
recent slump in global commodity prices may bring some relief. Since our last 
report, we have revised down our forecast for crude oil prices. We expect oil 

Economic growth 
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prices to peak at an average of around US$105/barrel in 2008, before falling to 
US$75/b, in 2009. We also expect prices for key foodstuffs, including wheat and 
rice, to slide during 2009. These factors will reduce import price pressures at a 
time when domestic demand is likely to be weakening, suggesting that 
inflation will come down next year.  
 

There has been a marked deterioration in Mongolia�s external accounts in 
recent months. The rising cost of energy imports tipped the merchandise trade 
account back into deficit in 2007. (Mongolia is heavily dependent on imports, 
mainly from Russia, to meet its fuel needs.) Record global oil prices accelerated 
this trend during the first nine months of 2008, when surging imports easily 
outstripped exports. The trade position is likely to deteriorate further during the 
remainder of 2008 and 2009. Export growth will level off, owing to a modest 
cooling of GDP growth in China, which absorbs the bulk of Mongolia�s exports, 
and falling global copper and gold prices. This will dent export earnings until 
production picks up strongly!which will not occur without government 
approval for several major investment deals. Development of the Oyu Tolgoi 
copper and gold site will give a significant lift to export earnings once the 
project comes on stream, but delays in granting parliamentary approval mean 
that this will not happen until after the end of the forecast period. As a result, 
the merchandise trade deficit looks set to widen further!although weaker 
domestic demand and falling global oil prices will help to curb imports.  

The deteriorating merchandise trade position has already pushed the current 
account back into deficit. For the first half of 2008 the current-account deficit 
totalled US$364.5m!compared with a surplus of US$75.8m for the whole of 
2007. Foreign reserves held steady at around US$1.3bn at end-March, almost 
unchanged from end-2007. Despite the expected deterioration in the trade 
accounts, the external position should continue to be supported by robust FDI 
inflows, as well as by the provision of aid and credit on concessional terms.  

Mongolia Asia excl Japan

Mongolia: gross domestic product

(% change, year on year)

Mongolia Asia excl Japan

Mongolia: consumer price inflation

(av; %)

0.0

2.0

4.0

6.0

8.0

10.0

12.0

2
0

0
4

0
5

0
6

0
7

0
8

0.0

5.0

10.0

15.0

20.0

25.0

30.0

2
0

0
4

0
5

0
6

0
7

0
8

 

External sector 

Adlib Express Watermark



10 Mongolia 

Quarterly Country Report  November 2008 www.eiu.com © The Economist Intelligence Unit Limited 2008 

The political scene 
 

After weeks of uncertainty, Mongolia�s new parliament was finally sworn in on 
August 28th, two months after the general election. Preliminary election results 
showed that the ruling Mongolian People�s Revolutionary Party (MPRP) won 
the election, held on June 29th, with a substantial lead over the opposition 
Democratic Party (DP). However, the DP contested the result, claiming electoral 
fraud. Protests by opposition supporters in the capital, Ulaanbaatar, culminated 
in a violent riot at the start of July, leaving several dead and prompting 
hundreds of arrests. Although the government regained control swiftly, 
imposing a state of emergency for several days, the feud with the DP continued. 
The DP boycotted the opening session of parliament (known as the State Great 
Khural) on July 23rd, leaving it unable to appoint a new government. The DP 
refused to co-operate without a recount of the votes in disputed seats, as well as 
an overhaul of the country�s election laws.  

Mongolia�s young democracy has endured previous periods of political 
uncertainty. This time, the deadlock came to an end only in late August, when 
the MPRP agreed to bring the DP into a coalition government and to form a 
committee to investigate allegations of electoral fraud. With the impasse at an 
end, on September 11th the MPRP�s Sanjaagiin Bayar was finally sworn in for 
his second term as prime minister. In a bid to placate the DP and its supporters, 
Norovyn Altankhuyag, the newly elected DP chairman, was appointed to the 
new post of first deputy prime minister. (Tsakhiagiin Elbegdorj, the previous 
DP chair and veteran of Mongolia�s democracy movement, resigned in 
September following his party�s disastrous election performance.) The MPRP�s 
Miyegombyn Enkhbold retained the post of deputy prime minister. Damdin 
Demberel, also of the MPRP, was appointed as parliamentary chairman. 
DP deputies were given six of the 15 ministerial posts in the new government.  

Mongolia�s political scene has been dogged for years by unstable coalitions; it 
remains to be seen whether the latest government will prove an exception. The 
new coalition appeared to be primarily a marriage of convenience intended to 
end the recent deadlock, and the DP remains unhappy with the election result. 
The DP claimed that false registration of voters and other tactics not necessarily 
apparent to international observers had skewed the result in favour of the 
MPRP. Some factions within the DP have opposed the party�s decision to join 
the government, believing that it should have continued to campaign for the 
election result to be overturned. However, international election observers do 
not seem to have shared the DP�s concerns and pronounced the election 
reasonably free and fair. Mongolia�s General Election Committee (GEC) was 
also happy with the process.  

According to a second election count, released by the GEC in mid-July, the 
MPRP won 39 seats, while the DP won only 25 seats!giving the MPRP a 
one-seat majority in the 76-seat parliament. The tiny Civil Will party won one 
seat, and one seat went to an independent candidate; the votes in the 
remaining ten seats were to be recounted. By October recounts in several seats 
had boosted the MPRP�s total to 44 seats, with the DP on 26 seats; a further 
four seats were still in dispute. If tensions do erupt, forcing the DP to pull out of 

A new government is formed 
after weeks in limbo 

The DP joins the government, 
but disputes the election result 
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the new coalition, the DP has enough seats to prevent parliament from passing 
legislation (for which 57 deputies are needed). The threat of further boycotts 
therefore gives the DP some power within the new government.  

Economic policy 

In September the new coalition government set out its plan of action for the 
coming months. Much of its policy platform appears broadly expansionary. Key 
promises included creating 60,000 jobs, increasing pensions and other social 
welfare allowances, and maintaining the policy of giving cash pay-outs to those 
getting married and having children. Another key policy is to provide support 
to farmers to increase domestic production of items such as milk, flour and 
vegetables, in a bid to reduce reliance on imports. Goat herders suffering from 
low world cashmere prices are to be offered subsidies and tax cuts. State 
investment projects will include investment in oil refining!part of an effort to 
limit reliance on costly imports!as well as planned upgrades to road and air 
infrastructure, and a new power plant for the capital, Ulaanbaatar. Perhaps 
most crucially, the government must decide how to implement pre-election 
promises to disburse profits from the country�s vast mining deposits. In the run-
up to the June election, the Mongolian People�s Revolutionary Party (MPRP) 
and the Democratic Party (DP) promised to make large pay-outs of Tg1m-1.5m 
(US$870-US$1,300) per person. As yet, it is unclear when and how this promise 
will be carried out; some sort of share scheme may be a possibility, given that a 
simple cash disbursement could cause a surge in inflation. 

After three years of surpluses, heavy government spending has tipped the 
budget back into deficit. For January-September 2008 revenue increased by 
31.5% year on year to Tg1.619trn (US$1.4bn), but expenditure rose by 87% year on 
year to Tg1.622trn, leaving a small deficit of Tg3bn. This is broadly in line with 
government plans; the 2008 budget set a deficit target of 2.5% of GDP. In recent 
years the budget has benefited from strong revenue from the �windfall� tax on 
the mining sector, which has more than offset government increases in 
spending. However, the sharp fall in the price of copper and the volatility in 
gold prices in September and October will start to erode government revenue.  

A priority for the new government is to control surging inflation, which 
reached 31.7% year on year in September. The new finance minister, Sangajavyn 
Bayartsogt, has made clear that he regards trimming government spending over 
the next year as a vital part of the strategy to control inflation. In October the 
finance ministry stated that inflation could be reduced to 12% in 2009, provided 
that the government cut spending and tightened monetary policy. Such targets 
seem at odds with the platform set out by the new government, which puts 
emphasis on investment in infrastructure and increasing production, as well as 
subsidies and higher social welfare payments. In mid-October trade unions, 
employers and government officials resumed talks on a further round of pay 
increases for civil servants, including teachers and health workers, to be 
concluded by the end of the year. It remains to be seen how the finance 
ministry will manage such spending pressures. 

The new government sets out
its policy platform

The BOM raises interest rates
to tame inflation
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In a further effort to dampen inflation, on September 5th the Bank of Mongolia 
(BOM, the central bank) raised its key policy rate (the seven-day bill rate) by 
0.5 percentage points to 10.25%. (The previous increase had come in March, with 
a rise of 1.35 percentage points to 9.75%; the BOM had also raised the rate in 
October and November 2007.) Following this latest increase, and partly also 
because of the impact of the global credit crunch, the rate for interbank 
overnight loans hit 18.7% in September, up from 8.8% in January, according to 
BOM data. The rises in interest rates have slowed growth in money supply and 
credit in recent months. Year-on-year growth in broad money (M2) slowed from 
almost 49% in January to just over 27% in June and 15.2% in September. Total 
credit growth has also slowed modestly, from 92.8% year on year in January to 
76.8% in September.  

Inflation has been driven up this year by strong supply-side price pressures, 
particularly import-price pressures for foodstuffs and fuel. Although inflation 
has so far failed to show much response to steadily rising interest rates, by 
October the BOM, like many other central banks, was facing a difficult 
balancing act. A further rate rise could risk slowing the economy too sharply at 
a time of deteriorating external demand!something the BOM will want to 
avoid, given the surge in private and individual indebtedness over the past year. 

The domestic economy 
 

According to data from the National Statistical Office (NSO), industrial 
production for the first nine months of 2008 rose by 6.1% year on year in 
constant price terms. Overall real GDP growth reached 10.2% year on year in 
the first quarter of 2008, driven largely by strong growth in services. According 
to a recent report by the Asian Development Bank (ADB), a variety of factors 
have supported robust growth this year. The government�s moderately 
expansionary fiscal policy!particularly wage rises for civil servants and higher 
social spending!have boosted consumption. The external sector has benefited 
from strong demand in China (Mongolia�s main export market) and from very 
high global prices for key exports such as copper and gold. Good summer 
weather is expected to result in reasonable harvests of important crops such as 
wheat. In fact, the economy appeared to be in some danger of overheating, 
with high imported food costs and robust domestic demand and investment 
helping to drive a surge in inflation. Consumer price inflation stood at 31.7% 
year on year in September, up from 15.1% year on year at the end of 2007.  
 

Mongolia is increasingly starting to feel the impact of the global financial crisis. 
House prices tumbled in September and October as banks became more 
reluctant to lend. Loans to the private sector rose by 47.6% year on year in 
September!still a rapid pace of growth, but well below the 70-80% year-on-
year increase in the first quarter of 2008. The stockmarket also dropped sharply. 
According to the Stock Exchange of Mongolia, the TOP-20 average index fell by 
633 points in September, to 8,394. By October 23rd the index had reached 7,385!
down from 13,000 in March (although Mongolia�s stockmarket is small, and 
individuals have relatively little exposure to the market.) Demand and prices for 
some of Mongolia�s key exports, such as copper, have also started to fall.  

GDP growth remains robust 

The global credit crisis hits 
Mongolia 
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Reflecting the deteriorating global environment, in September the ADB revised 
its forecast for Mongolia�s real GDP growth in 2008 downwards, to 9%, 
compared with growth of 9.9% in 2007. The ADB predicted a further slowdown 
in real GDP growth in 2009 to 8%. The Economist Intelligence Unit had forecast 
annual GDP growth of 8-9% in 2008-09; growth is now likely to be at the lower 
end of this range. Although non-performing loans (NPLs) are falling as a 
proportion of all loans, the rapid growth in loans to the private sector and 
individuals could cause headaches in the event of a sharp economic 
slowdown. A steep rise in NPLs could in turn cause problems for the banking 
sector. In its June quarterly report on Mongolia, the World Bank warned that, 
although capital adequacy was believed to be sound, portfolio quality varied 
between banks, requiring �close supervision�. 
 

Expansionary fiscal policy, combined with import price pressures and strong 
consumption, boosted inflation during the first nine months of 2008. From 
15.1% at end-2007, the year-on-year rate of consumer price inflation accelerated 
to 33.7% in August, before easing slightly to 31.7% in September. Mongolia�s harsh 
climate makes it heavily reliant on imports of important food items, including 
flour, fruits and vegetables, leaving the country exposed to higher global food 
prices. Food prices!which have the heaviest weighting in the consumer price 
index!have been rising sharply. Year-on-year inflation in the food subsector as 
a whole reached a peak of 80.2% in June; food price inflation subsequently 
eased slightly to 74.4% in September. The togrog�s recent depreciation against 
the renminbi (the Chinese currency) has added to imported price pressures 
(China is a key source of imported foodstuffs for Mongolia).  

By October there were signs that the global financial crisis!and the resulting 
drop in many commodity prices!was starting to reduce inflationary pressures. 
Flour producer Altan Taria, for example, reduced its flour price in both late 
September and early October. The company said that falling global prices had 
allowed the cut (Altan Taria imports 80% of its flour from Russia).  

Mongolia: consumer price inflation, 2008 
(% change, year on year; end-period) 
 Apr May Jun Jul Aug Sep
Food 70.7 78.1 80.2 80.0 77.4 74.4
Clothes 11.5 12.0 12.2 12.6 12.8 13.2

Utilities, housing & fuels 12.5 12.4 12.7 13.6 14.4 15.6
Consumer price index 26.4 32.6 32.4 33.1 33.7 31.7

Source: Bank of Mongolia, Monthly Bulletin. 

Mining 
 

A key priority for the new government, elected at the end of June, will be the 
approval of a number of major investment agreements in the mining sector. 
These include an agreement with a Canadian firm, Ivanhoe Mines, covering the 
development of the massive Oyu Tolgoi copper and gold deposits. (The 
Oyu Tolgoi site contains estimated reserves of 32m tonnes of copper and almost 
990 tonnes of gold.) This and other deals have been delayed several times, as 
parliament has refused to grant approval, instead returning to the question of 

New government to tackle 
mining agreements and laws 

Consumer price inflation 
remains at over 30% 
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whether mining laws should be changed to allow the government to take a 
majority stake in certain �strategic� deposits, even when these have been 
developed with private investment. In September Canada�s Tinpo Holdings 
withdrew an offer to buy Western Prospector Group, apparently over concerns 
that the Mongolian government was considering taking control of the uranium 
mining sector. Following talks with the government, the two companies 
resumed their discussions in October. However, the situation highlights the 
uncertainty plaguing Mongolia�s mining sector until the new government has 
clarified whether it intends to revise the minerals law.  

The new government is keenly aware of the need to resolve these uncertainties. 
It has created a new Ministry of Minerals and Energy to tackle such issues, and 
in a speech in October the president, Nambaryn Enkhbayar, urged the 
government to accept that private investors would want majority stakes in 
major mining projects.  

Foreign trade and payments 

The merchandise trade deficit widened dramatically during the first nine 
months of 2008, as imports outpaced exports. According to data from the Bank 
of Mongolia (BOM, the central bank), exports rose by a healthy 51.5% year on 
year to just under US$2bn in January-September. However, imports soared by 
86.4% to US$2.7bn. As a result, the merchandise trade deficit widened to 
US$756.3m, more than three times the size of the deficit for the whole of 2007.  

Mongolia�s exports are dominated by copper and gold. According to the latest 
available data from the BOM, exports of gold and refined copper accounted for 
60% of total export earnings in the first half of 2008. Before the financial crisis, 
prices of both metals had been surging, helping to drive a strong rise in the 
value of exports this year. According to the BOM, the value of copper exports 
during the first half of 2008 rose by 27.1% year on year to US$445.5m!despite a 
0.6% year on year fall in the volume exported. The value of gold exports rose 
by 120.9% to US$319.9m in January-June.  

However, as well as benefiting exports, global price increases also raised 
Mongolia�s import costs during the first half of the year. In January-June the 
cost of energy imports rose by 84.8% year on year, to US$428m, of which 
petroleum products accounted for US$389.3m. (Imports of machinery, transport 
equipment and vehicles also rose strongly, up by 87.3% year on year, to 
US$484.9m.) The sharp fall in world oil prices which followed the global 
financial crisis in September and October will help to curb growth in imports. 
However, prices for copper collapsed in October, dropping to under 
US$4,000/tonne by October 23rd, from over US$7,000/tonne in late September, 
and this will hit Mongolia�s export earnings.  

Russia and China continue to dominate Mongolia�s trade. Over 66% of all 
Mongolia�s exports went to China in January-September. China was also the 
source of almost 33% of Mongolia�s imports for the nine-month period, while 
Russia accounted for 34.5% of imports (primarily energy products).  

The trade deficit widens in 
January-September 
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Mongolia: foreign trade 
(US$ m) 
 2007 2008
 Year Jan-Sep
Exports 1,889.0 1,968.6
Imports 2,117.3 2,724.9

Trade balance -228.3 -756.3

Source: Bank of Mongolia, Monthly Bulletin. 
 

The rapid erosion of the merchandise trade surplus has pushed the current 
account into deficit. According to the BOM, Mongolia�s current-account deficit 
totalled US$59.1m for the first quarter of 2008 and US$305.4m for the second 
quarter. For the first half of the year, therefore, the current-account deficit 
totalled US$364.5m!compared with full-year surpluses of US$75.8m in 2007 
and US$218m in 2006. The services deficit widened to US$116.8m in the second 
quarter, from US$69m in the first quarter. However, the leap in the merchandise 
trade deficit in the second quarter!as imports almost doubled year on year!
was the main factor driving the surge in the current-account deficit.  

According to the latest IMF data, foreign-exchange reserves stood at US$1.3bn at 
the end of March 2008, compared with US$1.4bn at the end of 2007. On the 
BOM�s own (more recent) measure, net official foreign reserves stood at 
US$953m at the end of June, down from US$981m at end-March, equivalent to 
14.6 weeks of import cover. Ratings agency Fitch Ratings recently revised the 
outlook on Mongolia�s B+ long-term sovereign debt to �stable�, down from 
�positive� in June, on the back of the deterioration in the current-account 
position (and rising inflation). Strong inflows of foreign direct investment (FDI) 
have recently helped to support Mongolia�s foreign-exchange reserves, despite 
the current-account deterioration. According to the BOM, Mongolia�s financial 
account posted a surplus in the second quarter of 2008, as a result of US$195m 
in inflows of FDI, mainly in the mining and construction sectors. 

Mongolia: foreign reserves 
(US$ m; end-period) 
 2006 2007 2008

Year Year 1 Qtr
Foreign-exchange reserves 926 1,196 1,156

SDRs 0 0 0
Gold 135 199 158

Total 1,061 1,395 1,314

Source: IMF, International Financial Statistics. 

 

The current-account deficit 
soars in the second quarter 
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