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I. Introduction 
 
Mongolia is located in North-East Asia between Russia and China. The country has a total area of 
1,565,600 square km. Mongolia shares a 4,673 km border with China on its eastern, western and 
southern sides and a 3,485 km border with Russia to the north.  
Mongolia is administratively divided into 21 provinces and 334 counties. The capital city is 
Ulaanbaatar; other major cities include Darkhan, an industrial center near the northern border and 
Erdenet, a copper mining center, also in the north. 
 
Geography and Climate 

The Mongolian latitude between 42 and 52 degrees north is roughly. Because the country is 
landlocked and distanced from the world's oceans, and has a large proportion of its landmass at a 
relatively high altitude, the climate exhibits large temperature fluctuations and low total. Most of the 
precipitation falls during the brief summer season, while winters are generally dry and extremely cold. 
Although the climate and geographic conditions of the country limit crop agriculture, well suited to 
expensive livestock production. Nomadic herding of livestock, primarily sheep, goats, horses, cattle, 
yaks and camels, is one of the mainstays of the Mongolian economy, and forms the basis of its 
cultural identity. Approximately 65% of the country is steppe grasslands; the southern third is Gobi 
desert, while forests and mountains cover approximately 12% of the total land, mostly in the northern 
areas. The average temperatures over most of the country are below freezing from November through 
March and are about freezing in April and October. January and February averages of -25° C are 
common, with winter nights of -40°C occurring most years. Summer extremes reach as high as 38° C 
in the southern Gobi region and 33° C in Ulaanbaatar. All rivers and freshwater lakes freeze over in 
the winter, and smaller streams commonly freeze to the bottom. Ulaanbaatar lies at 1,351 meters 
above sea level in the valley of the Tuul Gol, a river. Located in the relatively well-watered north, it 
receives an annual average of 31 centimeters of precipitation, almost all of which falls in July and in 
August. Ulaanbaatar has an average annual temperature of -2.9°C and a frost-free period extending on 
the average from mid-June to late August. 
 
Natural resource 

Mongolia is rich in natural resources that are loaded with coal, gold, copper, iron ore and even rare 
earths. It has oil, molybdenum, tungsten, phosphates, tin, nickel, zinc and silver. Coal is Mongolia’s 
main export, followed by copper, iron ore, zinc, cashmere and gold. Mongolia’s precocious economic 
growth is undergirded by exploration and exploitation of its considerable mineral wealth. There are 
over 8,000 individual deposits in Mongolia, containing a wealth of over 440 different minerals. Of 
these, around 600 deposits and outcrops have been fully explored and their extent determined. These 
include over 180 gold deposits, 5 copper and molybdenum deposits, a lead deposit, 5 tin deposits, 10 
steel iron deposits, 4 silver deposits, 42 deposits of brown and coking coal, 42 fluorspar deposits, 12 
salt and 10 sodium sulphate deposits, 6 semi-precious stone deposits, 9 crystal deposits and over 200 
deposits of minerals used in production of construction materials, as well as a wealth of rare-earth 
metals. By 2011, well over 200 deposits are already being exploited. The vast majority of currently 
active individual mining operations are in gold deposits, with copper, coal, salt and other minerals 
making up the remainder. In Mongolia have two main mine. One is the Oyu Tolgoi mine, located in 
the south, will be one of the largest copper and gold mines in the world. The government owns 34 
percent of the mine, and the rest is owned by Turquoise Hills Resources (Canada), in which Rio Tinto 
(UK) has a 51 percent stake. Another one is Tavan Tolgoi, also located in southern Mongolia, is one 
of the world’s largest untapped coal deposits with estimated reserves of about 6.4 billion tons. Erdenes 
Tavan Tolgoi LLC, a subsidiary of a 100 percent state-owned enterprise, has the mining license for 
what is called the eastern bloc (East Tsankhi) as well as the western bloc (West Tsankhi).  
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Population and Culture 

According to the National statistical office, as of the result of 2012, the population of Mongolia 
was 2869.5 thousand, of which the resident population in Mongolia was 2762.4 thousand and 
increased by 57.9 thousand or 2.1 percent compared with the 2011 year. The capital of Mongolia is 
Ulaanbaatar which has a population of about 1300 thousand in 2012. Around 45% of the populations 
live in countryside, primarily as nomadic livestock herders, while the rest live in the major cities or 
small towns spread throughout the country.  

In countryside Mongolians traditionally lead a nomadic lifestyle. Because of the climate and short 
growing season, animal husbandry defines the nomadic lifestyle, with agriculture playing a secondary 
role. Nomads raise primarily five types of animals–goats, sheep, cattle (including yaks), camels, and 
horses that provide food, dairy products, transportation, and wool. Of these animals, the horse holds 
the preeminent position in Mongolian hearts and legends. Nomadic families follow a seasonal routine, 
moving their herds to new grazing land based on the time of year.  
The core Mongolian nationality, being Khalkha distributed all along the territory of the country, 
makes up 80 percent of its population. The other group, the Kazakhs, makes up about 6 percent of the 
population and lives in western Mongolia. The official language is Mongolian and the Russian 
Cyrillic alphabet was introduced to write Mongolian in 1944. Literacy levels had reached 98.0 percent 
by 2012. Many people also speak some Russian due to the heavy influence of the former Soviet Union 
in Mongolia, and from last decade young people study English along with other foreign languages 
such as Japanese, German, Chinese and French.  

The common religion in the country is Tibetan Buddhism, which has enjoyed a strong revival 
since the end of communism in the late-1980s. Tibetan Buddhism represents the most complete array 
of Buddhist teachings and in the past Mongolians was guided by Tibetan masters who began the 
process of educating Mongolians in the fundamentals of Tibetan Buddhism. This spiritual bond 
between Tibet and Mongolia continues into the present day- predominantly Yellow Sect of Tibetan 
Buddhism (Lamaism); about 4 percent Muslim (primarily in southwest), some shamanism.  
 
History and Political Structure 

Modern Mongolia history began in 1206 when Chinggis Khan united the Mongol tribes and 
embarked on a series of military conquests across Asia and into the Middle-East and Europe. 
Chinggis's sons and heirs extended the kingdom in the late-13th century when the Mongols controlled 
one of the largest empires in history, stretching from present-day northern Vietnam to the Middle-East 
and Central Europe. By the mid-14th century, however, internal struggles caused the empire to 
collapse, and by the 17th century the Manchu Qing Empire in China had subjugated all of Mongolia. 
After the Chinese revolution of 1911, the northern Mongol princes declared an autonomous Mongolia 
with Jebtsun Damba Khutukhtu, the Living Buddha of Urga, as a ruler. After a brief reoccupation by 
the Chinese, the new state was occupied first by White-Russian troops, then by the Russian Red Army. 
In July 1921, Mongolia was proclaimed an independent state, which remained a monarchy until the 
death of the Living Buddha in 1924. In 1924, with the support of the Soviets, the Mongolian People's 
Republic was formed with a centrally planned economy and political system along socialist lines.  
Beginning in 1989, and corresponding with the withdrawal of Soviet troops from the country and the 
period of glasnost in the Soviet Union, protests for greater democracy began in Ulaanbaatar. As in 
many East-European countries, these protests led to the fall of the Communist government and the 
adoption of a democratic political system.  
Mongolian first multi-party elections were held in 1990. During the early 1990s, the ex-Communist 
Mongolian People's Revolutionary Party (MPRP) gradually yielded its monopoly on power to the 
Democratic Union Coalition (DUC), which defeated the MPRP in a national election in 1996 between 
from 1992 to 2012 popularly elected by district. After the 2012 general elections, the government has 
been established and Prime Minister works with First Deputy Premier, Cabinet secretariat of 
Government and 16 ministries, regulatory and implementing agencies. 
In January 1992, the Mongolian legislature adopted a new Constitution, which came into force on 12 
February 1992. The Constitution establishes Mongolia as a democratic republic. As a unitary state, 
Mongolia is divided into administrative units called province (aimags). As with other democratic 
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market economies, the Mongolian political structure consists of legislative, executive and judicial 
branches of government with a president as the head of state. 
The legislature arm of the Mongolian State is the Parliament, which is composed of a single chamber 
consisting of 76 members. Citizens qualified to vote, elect the members of parliament for a period of 
four years. The Government is the highest executive body of the state. Their term is four years 
beginning with the appointment of the Prime Minister. The Prime Minister is the leader of the 
government and is accountable to parliament for its implementation of legislation. The government is 
also responsible for directing the country's economic, social and cultural development. To do so, it can 
establish agencies (classified as either implementing agencies or regulatory ones) by adopting the 
rules and regulations these agencies propose.  
The Mongolian Constitution also establishes a judicial function vested solely in the courts. The 
judicial system consists of the Supreme Court as the highest court with a number of appellate and 
district courts. The Supreme Courts has a number of powers including the right to try certain criminal 
cases and legal disputes, and to examine the decisions of lower courts through the appeals process. 
The Supreme Court also examines cases of human rights transferred to it by the Constitutional Court 
and the Prosecutor-General and provides official interpretations of law, with the exception of the 
Constitution.  
The Constitution also allows for the formation of specialized courts such as criminal, civil and 
administrative courts that are not under the supervision of the Supreme Court. A general Council of 
Courts has also been established to ensure the independence of the judiciary. It has the exclusive 
power to select judges. 
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II. Overview of Macroeconomic Activity and Fiscal Position 
 
In Mongolia a new coalition government established in 1990, before activated as a centrally planned 
economy. Since 1990, Mongolia has transitioned into a market-oriented economy, with the private 
sector constituting 75.2 percent of the nation’s GDP in 2011, according to the National Statistical 
Office of Mongolia. Today, Mongolia is one of the world’s fastest growing economies, with a real 
growth rate of 17.5 percent in 2011; it was increased 3 times compared to the 2010. However, growth 
rate was represented 12.3 percent in 2012, still remain two digit numbers. In addition, GDP per capita 
was shows US$4707.7 in 2012, has increased by 51.07 percent or US$1591.5 compared to the 2011.  

Current growth has been primarily driven by expanding coal and copper production, ongoing 
development of new large mining projects, growth in the agriculture sector due to the sector’s 
recovery from the effects of the severe winter conditions in late 2009 and 2010 and a highly 
expansionary fiscal policy. However Mongolia faces certain challenges, including high rates of 
inflation, a growing dependence on the production and export of commodities, trade dependence on 
China and Russia, a growing need for foreign direct investment (FDI) to develop infrastructure 
projects, and fuel and energy requirements. The selected macro-economic indicators illustrated period 
2008 to 2012 by table 1. 
 

 
 
 
 

Table 1 Selected macro-economic indicators 
Selection of economic indicators 2008 2009 2010 2011 2012 
Key country risk indicators 
  GDP (% real change pa) 8.9 -1.3 6.4 17.5 12.3
  GDP per capita (in US dollars) 2103.5 1683.8 2245.8 3116.2 4707.7
  Consumer prices (average % change pa) 25.1 6.3 10.2 9.5 14.2
  Current account balance (% of GDP) -12.3 -7.5 -14.3 -32.3 -31.3
  Total foreign exchange (mln USD) 657.0 1327.0 2288.0 2451.0 4126.0
Economic policy 
  Budget balance (% of GDP) -4.5 5.0 1.2 -3.5 -9.5
  Public debt (% of GDP) 29.3 46.6 45.3 51.7 63.8
  Money market interest rate (%) 14.8 10.8 11.0 14.3 15.5
  M2 growth (% change pa) -5.5 26.9 62.5 37.0 18.8
  Exchange rate LCU to USD (average) 1166.0 1438.0 1357.0 1266.0 1358.0
  Recorded unemployment (%) 2.8 3.0 3.6 5.2 5.1
External position (mln USD) 
  Total foreign debt 1908.0 1037.6 1629.7 4620.1 4407.0
  Short term debt 108.0 72.0 230.0 239.0 539.0
  Total foreign exchange reserves 657.0 1327.0 2288.0 2451.0 4126.0
Key ratios for balance of payments, external 
solvency and external liquidity  
  Trade balance (% of GDP) -11.2 -3.9 -2.8 -11.6 -8.8
  Current account balance (% of GDP) -12.3 -7.5 -14.3 -32.3 -31.3
  Inward FDI (% of GDP) 15.0 13.6 27.3 55.1 37.0
  Foreign debt (% of GDP) 34.0 43.2 28.2 26.1 33.0
  FX reserves import cover (months) 2.1 6.1 7.1 3.9 6.9

Source: National statistical office, Bank of Mongolia, Ministry of Finance 
 
The performance of macro-economic indicators during 2008 to 2012 has been given Table 1. Public 
sector debt has risen steadily in recent years and, last four year keeps in stable high percent for GDT. 
According to the National Statistical Office of Mongolia, Mongolia has a relatively prudent 
government debt management system among its Asian peers, with its total government debt to GDP 
ratio at 46.9 percent as at the December 31, 2012. Public sector domestic debt is comprised of 
borrowings by the Government. The Bank of Mongolia is a major lender to the Government, holding 
approximately 33% of the total outstanding public sector bonds as at December 31, 2011. Other major 
lenders include domestic commercial banks.  

The national consumer price index in December 2012 has increased by 4.7 percent compared to 
same period of the previous year. The annual average inflation rate was 14.3 percent. The increase in 
national index in December 2012 has increased by 0.8 percent compared to the previous year. It was 
mainly due to the price growth of increases of food and non-alcoholic beverages by 1.7 percent and 
transport by 1.1 percent.  
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According to the report of the Bank of Mongolia, money supply (broad money or M2) at the end 
of December 2012, has reached bln.tog 7617.2 reflecting an increase of bln.tog 584.0 or 8.3 percent 
compared to the previous month and bln.tug 1204.9 or 18.8 percent compared to same period of the 
previous year. At the end of December 2012, issued currency in circulation has reached blntog 828.5. 
This is an increase by bln.tog 106.4 or 14.7 percent compared to the previous month and 1 bln.tog 
115.0 or 16.1 percent compared to same period of the previous year.  
 
 
II.1. INTERNATIONAL ENVIRONMENT 
 
II.1.1 International trade and trade balance 

In 1991 Mongolia became a member of international financial institutions, such as the World 
Bank (WB) and the International Monetary Fund (IMF). Mongolia joined the World Trade 
Organization (WTO) in 1997. Mongolia heavily relies on international trade, but its export base is 
narrow and commodity-based. Copper and molybdenum, copper and spar concentrates, animals and 
animal products, wool and wool products, cashmere and cashmere products represent the main export 
commodities. Some food items, diesel, petroleum products, and industrial equipment are imported.  

The Mongolian government launched its free trade zone (FTZ) program in 2004. Two FTZ areas 
are located along the Mongolia spur of the trans-Siberian highway: one in the north at the Russia-
Mongolia border town of Altanbulag and the other in the south at the Chinese-Mongolia border at the 
town of Zamyn-Uud. Both FTZs are relatively inactive, with little development at either site. A third 
FTZ is located at the port of entry of Tsagaan Nuur in Bayan-Olgii province. There are concerns about 
the Mongolian free trade zones in general and Zamyn-Uud in particular.  

Table 2 illustrated that the trade balance, which has showed a deficit 2354.3 mln.US dollars in 
2012, reflecting an increase of 2240.9 mln.US dollars or 20.7 times compared to the 2005. It is an 
expansion by 573.4 mln.US dollars or 32.2 percent compared to the previous year. In 2012, total 
external trade turnover increased 8882.3 mln.US dollars or 3.9 times compared to the 2005. During 
this 8 years, in 2011 was most changed total trade balance deficit and total turnover, which was 
effected by GDP growth and import and export amount was increased double. However in 2012, total 
turnover decreased 292.4 mln.US dollars or 2.6 percent, of which exports reduced by 432.9 mln.US 
dollars or 8.9 percent and imports grown by 140.5 mln.US dollars or 2.1 percent, compared to the 
previous year. Among the increasing fiscal spending and growing domestic demand, the external 
imbalance reached a record level in 2012, with the current account deficit widening to 3.2 billion USD 
equivalents to 31.3 percent of GDP. Total exports dropped by 9 percent due to a sharp contraction of 
coal exports while total imports increased by 2.1 percent last year.  
 
Table 2 Trade balance         (in Millions of US dollars) 

items 2005 2006 2007 2008 2009 2010 2011 2012 
Trade balance -113.4 107 -114.3 -710 -252.3 -291.6 -1780.9 -2354.3
Exports 1063.9 1542 1947.5 2534.5 1885.4 2908.5 4817.5 4384.6
Imports 1177.3 1435 2061.8 3244.5 2137.7 3200.1 6598.4 6738.9
Total turnover 2241.2 2977 4009.3 5779 4023.1 6108.6 11415.9 11123.5

Source: National statistical office 
 
In 2012, Mongolia trade relations with 146 countries from all over the world. The total external trade 
turnover reached 11123.5 mln.US dollars, of which exports made up 4384.6 mln.US dollars and 
imports made up 6738.9 mln.US dollars.  

Table 2 shows the 8.9 percent reduction in total exports, largely generated by the sharp contraction 
of major mineral exports (coal and copper), and led to the massive trade deficit in 2012. Coal exports 
decreased, driven by export volume reduction of 1.8 percent and a unit price failure of 14.7 percent. 
The important drop in major mineral exports reflected weak demand from China especially in the 
latter half of the last year. In contrast to the weak performance of coal and copper exports, export of 
crude oil increased by 33 percent accounting for 7.7 percent of total export thanks to stable extraction 
from two oil extraction fields. Non-mineral exports also declined by 8.4 percent in 2012 due to 
weaker export of meat products. Total imports gradually grown to 2.1 percent in 2012. The two 
import categories accounted for 43 percent of total import in 2012. 
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Figure 1 illustrated export structure of Mongolia by country in 2012, China has emerged as a major 
trading partner, which was 91.9 percent of export.  

Figure 2 shows import structure of Mongolia by country in 2012; include China, Russia, USA, 
Japan, Korea, Germany and others. In terms of major destination countries of export, China imported 
27.1 percent of total exports from Mongolia, followed by Russia (27.4 percent). China, Russia, USA 
and Japan that four countries were consisted 70 percent of total import of Mongolia. 
 

Figure 2 Import structures (2012) by country Figure 1 Export structures (2012) by country 

   
Source: Ministry of Finance  Source: Ministry of Finance 
 

 
Figure 3 illustrated the export structure of Mongolia by products in 2012, Mineral products, textiles 
and textile articles, natural or cultured stones, precious metal, jeweler, coins, raw and processed hides, 
skins, fur and articles, live animals, animals, origin products accounted for 98.6 percent of the total 
export value. The largest exported product was coal, accounting for 42.9 percent, followed by copper 
concentrate (19.1 percent), crude oil (7.7 percent) and gold (2.8 percent). The three major minerals 
(copper, coal and iron ores) together accounted for 73 percent of total exports.  

 
 Figure 3 Export structure (2012) by products                 Figure 4 Import structure (2012) by products 

  
Sources: Ministry of Finance   Sources: Ministry of Finance    
 

 
Figure 4 shows import structure of Mongolia by products in 2012, main imported product is 
machinery for sorting crushing, petroleum products 78 percent of total import products. In addition, 
the composition of export products has been changing. In 2007, copper accounted for 43 percent of 
total exports, followed by textile products and gold. The significance of copper among exports 
declined rapidly as coal exports rose in its place since 2010. As mineral exports increased, the 
export share of non-mining industries has been rapidly declining since the start of mining boom in 
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2006. Non-mining industries had taken 57.5 percent of total export in 2005 and 33.2 percent in 2007. 
The export share of non-mining industry stood only at 10.8 percent in 2012.  
 
II.1.2 Balance of Payment 

According to statistical data published by National Statistical Office of Mongolia, Table 3 
illustrated balance of payment last 6 years.  
 
Table 3 Balance of Payment             

 (in Millions of US Dollar) 
Indicators 2007 2008 2009 2010 2011 2012 

I. Current account (A+B+C)  171.8 - 690.1 - 341.8 - 886.7 -2568.3 -3362.3
A. Goods and services (a+b)  57.0 - 738.0 - 332.0 - 474.9 -2083.0 -2653.6
а. Goods (1+2+3) - 52.4 - 627.2 - 188.8 - 180.4 -925.1 -1553.3
1. General merchandise (1.1-1.2) - 287.3 -1 213.2 - 471.8 - 338.1 -1057.6 -1650.9
           1.1 Exports FOB 1 715.8 1 908.7 1 572.4 2 729.5 4666.6 4259.2
          Of which: Copper        concentrate  811.5  835.7  501.8  770.6 963.6 838.6
           1.2 Imports FOB 2 003.1 3 121.9 2 044.2 3 067.6 5723.8 5910.0
          Of which: Petroleum products  888.9  523.6  676.2 1117.9 -1354.5
            Food products  409.9  193.4  336.2 365.1 -416.7
2. Non-monetary gold   234.9  599.9  308.5  178.3 154.4 122.3
3. Other  0.0 - 13.9 - 25.5 - 20.6 -21.8 -24.8
b. Services   109.4 - 110.8 - 143.2 - 294.5 -1158.3 -1100.3
B. Net income - 97.5 - 172.8 - 195.5 - 598.8 - 725.3 -948.1
C. Current transfers (a+b+c)  212.3  220.7  185.7  187.0 240.3 239.4
a. General government /net/   108.2  32.5  59.5  32.9 18.2 -239.4
b. Worker's remittances (1-2)   83.9  68.9  120.1  129.4 60.5 41.0
             1. Credit  174.3  218.2  191.5  247.9 248.7 286.2
             2. Debit  90.3  149.3  71.4  118.5 188.2 -245.3
c. Other transfers /net/   20.1  119.3  6.0  24.7 161.6 104.1
 II. Capital and financial account  (A+B)  328.7 1 232.1  768.8 1 743.7 2300.0 4929.5
A. Capital account  84.1  160.5  152.2 115.2 120.4
B. Financial account (a+b+c)  328.7 1 148.1  608.3 1 591.5 2184.8 4809.1
a. Direct investment /net/   360.0  838.5  569.8 1 629.7 4620.1 4407.8
b. Portfolio investment  74.9 - 36.0 - 82.1  894.3 -1.0 2325.4
             1. Assets - 1.2 - 51.2 - 138.8  143.3 -109.7 -33.9
             2. Liabilities  76.1  15.2  56.7  751.0 108.7 2359.3
c. Other investment (1+2+3+4)  - 106.2  345.6  120.6 - 932.5 -1547.1 -1924.1
 1. Trade credits /net/ - 13.2  0.0  14.4  59.1 -351.8 -92.3
 2. Loans /net/ (2.1+2.2)   44.9  231.3  235.9  117.9 466.7 472.3
     2.1 Long-term  75.5  225.8  202.0  192.3 328.8 260.9
     2.2 Short-term - 30.6  5.5  33.9 - 74.4 137.9 211.5
 3. Currency and deposits /net/ - 109.5  114.6 - 205.8 -1 109.5 -1664.3 -57.9
 4. Other net assets - 28.4 - 0.3  76.1  0.0 2.2 0
III. Net Errors and Omissions - 212.5 - 774.6  128.5  16.1 302.1 137.8
IV. Overall Balance of Payments (I+II+III)  288.0 - 232.6  555.5  873.1 - 33.7 -1705.0

Source: Bank of Mongolia 
 
Viewing from Table 3, in 2007, current account was positive results, which is US$ 171.8 million, 

goods and services US$ 57.0 million, current transfer was US$ 212.3 million positive but income 
account was deficit US$ 97.5 million. Since 2008 current account deficit started and dramatically 
increased year by year. 
Current account deficit stands at US$ 3,362.3 million in 2012. of which (i) deficit of international 
trade account of goods increased by 67.9 percent to US$ 1553.3 million; (ii) trade of services deficit 
increased by 5.0 percent to US$ 53.8 million; (iii) deficit of income account decreased by 30.7 percent 
to US$ 222.8 million; and (iv) current transfer declined by 0.3 percent to US$ 0.9 million compared to 
the 2011.  
Balance of capital and financial accounts showed of US$ 4929.5 million increased 114.3 percent to 
UD$2629.5 million. This is due to i) 4.5 percent decline on foreign direct investment from abroad to 
Mongolia equaling to US$ 212.4 million, ii) surplus of portfolio investment increased by 2070.1 
percent or US$ 2250.6 million and iii) deficit of other investments decreased by 24.4 percent or 
US$ 377.0 million compared to 2011.  
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II.1.3 Exchange rate and currency tendency 
The Mongolian tugrug (MNT) is the official currency of Mongolia. MNT was second best 

performing currency in the world in 2010 appreciating 13% against USD. Because mining operations 
were in their initial stages, and the public demand for US Dollars was low. However, in 2011 the 
Mongolian tugrug depreciated by 11.4 percent against the USD, the economy had grown by 17.5 
percent; mining operations were under heavy development and the demand for USD increased rapidly, 
both from public and the Government. Although the USD inflow was the same, its outflow had 
increased; causing an 11 percent drop in MNT rate. In other words, the USD/ MNT rate depends on 
the way Mongolia spend its income. However, the record high international reserves that were held by 
the Bank of Mongolia in 2010 have since been depleted through the Bank’s policy of intervening to 
stem currency depreciation by selling foreign reserved to commercial banks. By the end of the 
financial year 2011-2012 the Bank of Mongolia had sold US$242.75 million to commercial banks in 
order to help smooth currency depreciation caused by surges in imports. According to IMF, 
extraordinary growth in spending could lead to overheating the economy, leading to high inflation, 
rapid growth in imports due to excessive domestic demand, and macroeconomic uncertainty are 
influencing the exchange rate. Many factors could be behind the recent moves, including external 
considerations (such as an increase in global risk aversion which has tended to cause the U.S. dollar to 
appreciate and the euro to depreciate in 2012) and domestic Mongolian factors (such as concerns over 
macroeconomic stability related to the government’s fiscal policy which has tended to put downward 
pressure on Mongolia’s currency.  
Table 4 illustrates data of exchange rates during 2008 to 2012 of Mongolia. According to the Bank of 
Mongolia, historically, between 1996 and 2012 the USD-MNT averaged 1243.9, reaching an all-time 
high of 1642.6 in March 2009 and a record low of 601.7 in September of 1996. In addition, real 
effective exchange rates represented 8.0 percent in 2012, it is increased 0.4 percent compared to the 
2007, compared to the 2011, it was positive.  
 
Table 4 Exchange rates          

Items 2008 2009 2010 2011 2012 
Exchange rates (MNT/USD) 1166.1 1443.0 1257.0 1395.4 1392.1
Real effective exchange rate (percent) 7.6 -16.6 28.2 -5.6 8.0

Source: Bank of Mongolia 
 
II.1.4 Foreign Direct Investment (FDI)  

The Foreign Investment Law (1993), and the Law on Regulating Foreign Investment in Entities in 
the Strategic Sectors (2012) provides the legal basis and incentive for foreign investments. In addition, 
Mongolia has signed "Convention for Avoidance of Double Taxation" with 28 countries and the 
"Bilateral Investment protection agreement" with 43 countries.  
The figure 5 shows foreign direct investment inflow by last 6 years. However FDI increased year by 
year, especially in 2011, top increased compared to the other years. Main reason is high prices of 
copper and other commodities and expansionary fiscal policy have also contributed to the strong 
growth performance.  But in 2012, the net FDI inflow declined by 17 percent to USD 3.8 billion 
compared to the 2011 it was USD 4.6 billion. The decline of the FDI inflow reflects the expected 
unwinding of capital expenditure by Oyu Tolgoi mine. With no well-functioning domestic capital 
markets and limited access to international capital markets, the sharp drop of the FDI inflow has a 
significant economic implication as it has been the main source of private investment for the last two 
years. 
In addition, the portfolio investment which was the issuance of the overseas sovereign bonds of USD 
1.5 billion (Chinggis bond) significantly contributed to the massive surplus in capital and financial 
account. In December 2012, the Mongolian Government successfully issued a USD 500 million 
tranche as a five-year bond at 4.125 percent, and another USD 1 billion tranche with a ten-year 
maturity at 5.125 percent in December of 2012. The net international reserves (NIR) have risen 
significantly, largely reflecting the proceeds from the bond. Without the bond proceeds, however, the 
NIR actually declined to USD 2 billion, ten percent lower than the level of the level at the end of 2011. 
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Figure 5 Net FDI inflows        
    (in millions of US dollars) 

 
Source: National statistical office 
 
Table 5 shows distribution of FDI inflow by sector during from 2008 to 2012. According to the as the 
result of 2012, the main attractions to invest Mongolia are geological prospecting, oil exploration and 
mining (70.0%), trade and catering services (22.1%), transport sector 4.0%, bank and financial 
services (1.0%), and engineering construction and production of construction materials (2.0%). The 
FDI inflow amount of geological prospecting, oil exploration and mining was significantly increased 
to the 8.5 times in 2011 compared to the in 2008. But it was decline 45.6 percent or US$ 1865.3 in 
2012 compared to the 2011. When FDI in this sector were highest compared to another sector. In 
terms of GDP/FDI ratio, the FDI amount is still small amount. Mongolia has varieties of reasons 
which are hindering the FDI inflow in Mongolia.  
 
Table 5 Distribution of FDI inflow by sector          

(in millions of US dollars) 
Indicators 2008 2009 2010 2011 2012 

Geological prospecting, oil exploration and mining 485.2 643.4 819.7 4083.2 2217.9
Trade and gathering food 187.5 132.6 162.5 620.6 694.3
Bank and financial sector 4.5 3.2 12.9 24.1 27.9
Transport 0.2 2.4 2.8 7.3 135.0
Light industry 18.2 0.1 0.1 0.1 0.4
Engineering construction and production of 
construction materials 1.8 9.4 0.9 5.2 47.6

Travelling 1.3 0.4 0.3 22.1 12.4
Food industry 0.1 0.2 3.8 4.5 21.4
Health, beauty service 0.1 0.4 7.4 0.9 1.1

Source: National statistical office 
 
Figure 6 shows sector distribution of the FDI inflow by sector in 2012. Light industry, food industry 
and transport, engineering construction and production of construction materials sectors are the 
dominant sectors where most of the FDI inflows are concentrated to a few sectors. FDI from 
Geological prospecting, oil exploration and mining exploration improved over the years and remained 
the major sector for foreign investors. The share of Oil and Gas Exploration in total FDI during 2012 
stood at 70 percent of total FDI.  
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Figure 1. Component of FDI inflow by sector, 2012 

 
Source: National statistical office 

II.2 Domestic Environment 
 
II.2.1 Economic growth 

According to the historical data shows that Mongolia is based on private sector led economic 
development, its share of the GDP increased from almost nothing in 1995 to 77% in 2005. Between 
1995 and 2002, GDP growth was relatively low at 2.7% annually. To a large part, this was due to 
unfavorable external conditions (Asian and Russian crises, decline in main export and commodity 
prices) and internal vulnerabilities (dzuds, high unemployment). Because of rising commodity prices, 
increased investors’ confidence, especially in the mining sector better weather conditions, and gradual 
diversification, economic growth has increased in recent years and is expected to remain at 5% over 
the next five years. The GDP as recorded by the National Statistical Office (NSO) has reached USD 
686 per capita in 2005. A study from USAID (2006) indicates that 53% of GDP is generated by the 
formal economy and 47% by the informal economy. With a public debt as high as 80% of the GDP, 
Mongolia is at moderate risk of debt distress. With prudent macroeconomic policies favoring 
equitable, pro-poor growth, a favorable economic and climatic environment careful targeting of social 
welfare entitlements and a moderate increase in concessional debts, Mongolia has good prospects for 
sustainable growth and good relations with WTO. 

Since mid-2007 the crisis of domestic “manufacture” started and reached its peak in the middle of 
2008; when the crisis of “manufacture” caused by internal sectors reached its peak with inflation 
exceeding 34% and the foreign trade deficit of 23.9% with loss of budget balance, the global financial 
and economic crisis took place and dealt a knock-out blow. It is illustrated that needs to resolve the 
problem of whether the double crisis in economy will lead to failure of the banking sector. In 2009 
GDP declined by negative 1.3 percent and this decrease was achieved mainly by decrease of value 
added of wholesale and retail sale sector, financial intermediation and construction sector, and 
decrease of total amount of taxes on products and net exports or goods and services deficit was the 
main factor leading to changes in the GDP. 

However, Mongolia has experienced a major mining boom and growth accelerated from 6.4 
percent in 2010 to 17.5 percent in 2011 before slowing down somewhat to 12.3 percent in 2012. GDP 
increased by 6.4 percent in 2010, rises caused by in value added of wholesale and retail trade sector 
(by 65.1bln.tog or 23.4%), manufacturing (26.4bln.tog or 11.3%), mining and quarrying (44.9bln.tog 
or 6.3%) were main factors leading to increase in GDP. In 2010, increase in total turnover of 
wholesale and retail trade sector at current prices by 62.4% and growth in import of goods and 
services by 53.3% compared to 2009 have contributed to the increase in the value added of wholesale 
and retail trade sector. In 2010, value added tax revenue increased by 251.3bln.tog or 77.1%, excise 
tax revenue by 101.8bln.tog or 61.0%, revenue of taxes of foreign trade by 77.3bln.tog or 66.7%, 
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which have played an important role in increasing total amount of net taxes on products by 54.2% 
over 2009.  
In According to current price estimates of GDP by expenditure, GDP in 2011 was 10899.9bln.tog 
showing an increase of 2440.3bln.tog or 28.8 percent compared to the 2010 year. This growth was 
mainly contributed by an increase of gross capital formation and net export. For 2011, the share of 
final consumption, gross capital formation, and net export in GDP was 64.4 percent, 58.1 percent, and 
-22.5 percent respectively. Compared to the 2010 year, the share of final consumption and net export 
in GDP decreased by 2.6 points and by 14.9 points while that of the gross capital formation increased 
by 17.5 points. In 2011 growth in gross capital formation and net exports were the main factors 
leading to these changes in the GDP. In 2012, increases of 18.1 percent in final consumption and of 
24.0 percent in gross capital formation contributed to this real GDP growth. In addition, GDP per 
capita during last 5 years, the percent was increased year by year except 2009. Particularly in 2012, it 
was reflected in US$4707.7 and dramatically increased US$1591.5 or 51.07 percent almost half 
compared to the 2011. The GDP growth rate during 2002 and 2012 is given in Figure 7.  
 
Figure 7 GDP growth rates               

 (percent change) 

 
Source: National statistical office, Ministry of Finance 
 

Table 6 illustrated that annual change gross domestic product by sector, which biggest positive 
change was in manufacturing, transportation and storage, information and communication between 
24.2 and 27.5 percent in 2007, and negative changes shows professional, scientific and technical 
activities, real estate activities between 0.3 and 12.1 percent. Most important sector is agriculture, 
mining and construction etc. However, the agricultural sector expanded by 21.3 percent in 2012, a 
strong rebound from a contraction of 0.5 percent in 2011. Contributing almost a quarter of the total 
economic growth, the sector’s performance was driven by a buoyant farming industry and a recovery 
of the livestock headcount from the devastating ‘Dzud’ (severe weather conditions) that had 
decimated nearly a fifth of the country’s livestock during 2009-10. The Dzud had reduced agricultural 
output by over 16 percent in 2010 but recent growth pushed the number of livestock to 40.9 million; 
and the livestock sector registered growth of 12.6 percent in 2012.  

Production in the manufacturing and transportation sectors showed steady growth and the 
construction sector registered strong performance. The manufacturing sector grew at 9.7 percent, up 
from 8.3 percent in 2011, thanks to increased production of food and beverages. The construction 
industry grew at 25.6 percent in 2012 due to continuous public infrastructure investment. While the 
construction of industrial and residential buildings was significantly weaker when compared to 2011, 
this was largely offset by increased public construction activities, including basic service facilities 
(e.g., schools and hospitals). The transportation sector displayed a rate of expansion by 12.8 percent, 
up from 9.1 percent in the previous year. Production growth in the wholesale and retail industry 
slowed down from 38.3 percent in 2011 to 10.3 percent in 2012. The share of mineral GDP among 
total economic output has been moderately declining since 2009, accounting for 15.7 percent of GDP 
in 2012. The steady pace of expansion of mining production in the range of 7-8 percent for the last 
two years was surpassed by the rapid growth of construction, transportation and other services 
associated with increasing mining activities.  
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Table 6 Annual change of gross domestic product, by divisions          (percent in GDP) 

Divisions  2007 2008 2009 2010 2011 2012 
 GDP 10.2 8.9 -1.3 6.4 17.5 12.3 
Agriculture, forestry and fishing 14.4 4.7 3.6 -16.8 -  0.5 21.3 
Mining and quarrying 1.1 -1.6 5.8 6.3 7.3 8.9 
Manufacturing 27.5 2.7 -9.0 11.3 8.3 9.7 
Electricity, gas, steam and air conditioning supply 6.2 8.1 6.3 5.7 8.0 7.6 
Water supply; sewerage, waste management and 
remediation activities 6.5 8.7 4.8 4.8 11.4 10.0 

Construction 7.2 -13.8 -34.0 15.6 35.6 25.6 
Wholesale and retail trade; repair of motor vehicles 
and motorcycles 5.5 15.0 -11.8 39.3 38.3 10.3 

Transportation and storage 25.2 19.3 8.0 7.0 9.1 12.8 
Accommodation and food service activities 14.7 5.8 -3.4 6.9 78.1 44.9 
Information and communication 24.2 19.0 7.5 8.8 5.2 19.5 
Financial and insurance activities 19.5 30.4 -15.6 0.3 38.5 25.7 
Real estate activities -0.3 8.3 8.4 0.2 4.6 6.2 
Professional, scientific and technical activities -12.1 62.5 11.1 -3.7 11.0 9.1 
Administrative and support service activities 10.4 33.5 9.3 4.1 27.9 18.7 
Public administration and defense; compulsory social 
security 3.4 3.1 6.5 0.9 -  8.9 5.3 

Education 0.9 6.3 4.2 2.2 1.7 1.5 
Human health and social work activities 9.4 4.7 2.9 0.4 -  9.5 12.3 
Arts, entertainment and recreation 6.5 14.1 -5.7 -3.7 -13.6 30.5 
Other service activities 6.5 14.1 -5.8 -3.7 21.8 19.0 
Net taxes on products 6.8 17.2 -18.0 54.2 57.9 6.1 

Source: National statistical office 
 
II.2.2 Inflation  

The Bank of Mongolia (BOM) communicates to the public through its annual Monetary Policy 
Guideline that the aim of monetary policy is to achieve low and stable inflation. The 2012 Guideline 
states that inflation will be kept at a single-digit level in 2012. Since 2007, the BOM targets the policy 
rate of seven-day central bank bills (CBBs) which is set at monthly meetings of the monetary policy 
board whose policy decisions are announced to the public. The BOM has been making good use of 
IMF technical assistance to strengthen monetary policy operations. As a result, the seven-day CBB 
rate increasingly converges around the announced policy rate, improving the BOM’s credibility. And 
the CBB rates are affecting short-term money market rates. A floating exchange rate regime was 
adopted in the context of the 2008 and 2009 crisis to help absorb external shocks and safeguard 
international reserves. The average annual rate of inflation has been reduced from peak levels of 
325.5% in 1992 to 44.6% in 1996, 20.5% in 1997 and 9.5% in 1998. Inflation rate shows 14 percent in 
2012, it was increase 4.5 percent compared to the 2011 9.8, from one-digit inflations in 2011 and 2012. 
The increase in national index in December 2012 has increased by 0.8 percent compared to the 
previous month. It was mainly due to the price growth of increases of food and non-alcoholic 
beverages by 1.7 percent and transport by 1.1 percent. A major factor behind the soaring food 
inflation last year was a hike in meat price caused by supply shortages. The shortages were attributed 
to reduced incentive of herders to slaughter their cattle due to the unintended effect of wool/cashmere 
cash handouts and improved cash from universal cash handouts. In addition, FDI was decline and in 
the gold and copper price was failure in external market. The BOM introduced the Price Stabilization 
Program that has been implemented since November, 2012. In 2013 expected inflation rate will 
decline. In addition, in 2012, the energy and fuel inflation (yoy) steadily declined over the course of 
the year from 24.5 percent in January to 5.3 percent in December. Repeated interventions of the 
government helped fuel prices decline in February and April 2012, but increased border prices from 
Russia pushed the fuel price level back up in the last quarter of 2012. Figure 8 gives inflation rate 
during from 2002 to 2012. In these ten years, inflation high rate was recorded 28 percent in 2008; 
lower rate was 1.5 percent in 2002.  
 

54 



Figure 82 Inflation rate  
              (%) 

 
Source: Bank of Mongolia 
 
II.2.3 Money supply 

Early 1990s, Mongolia launched ambitious reforms to restructure the banking system for 
participation in a free-market economy. The banking system was dramatically reformed with critical 
revisions to the legal environment as well as substantial assistance from international organizations. 
As a result of these operations, the banking environment is gradually stabilizing and so profitability 
and the ability of banks to bear various types of risks is improving. Mongolian financial sector is a 
banking sector dominated with non-banking financial institutions such as securities companies, 
insurance companies and savings and loans cooperatives playing minor role. The banking sector is 
regulated by the Bank of Mongolia and the rest by the Financial Regulation Commission. The banking 
system comprises 95 percent of the total financial sector. Financial sector is considered as one of the 
most geared to Mongolia’s rapid economic growth, which being fueled by development of world class 
mining resources and major projects. Mongolian banks have already attracted considerable amount of 
interest from foreign investors, almost one third of the sector.  In spite of this growth and high interest 
banks will need to seek access to long term capital on international markets due to current inadequacy 
of their capital bases. In other words, play its market role banks are still undercapitalized to fill 
liquidity demand the economy is creating.  

Money supply and domestic credit growth has been slowing, reflecting efforts by the Bank of 
Mongolia for the last two years to curb rising inflation. 
Table 7 shows the money supply during from 2007 to 2012. At the end of 2012, the money supply 
(broad money or M2) in the economy reached 7617.2bln.tog, up by 1205.9bln.tog or 18.79 percent 
compared with 2010 and by 5216.0bln.tog or 217.2 percent compared with 2007.  
The share of currency outside of the banks in the money supply or (M2), one of the indicators for 
monetary statistics, reached 1835.3bln.tog at the end of 2012, representing an increase of 4.8 percent 
points over 2011. Loans outstanding of the commercial banks totaled 6990.5bln.tog at the end of 2012, 
representing an increase of 1349.3bln.tog or 23.9 percent from 2010. The share of non-performing 
loans in the total loans outstanding was 5.8 percent in 2011 and 5.6 percent in 2011. The total loans 
outstanding decreased by 0.2 points compared with 2011. 
The Bank of Mongolia’s official annual average exchange rate of the Mongolian tugrug against US 
dollar was 1392.46tog in 2012, appreciated by 6.7 percent compared with 2011. At the end of 
December 2012, issued currency in circulation has reached 828.5bln.tog. This is an increase by 
106.4bln.tog or 14.7 percent compared to the previous month and 115.1bln.tog or 16.1 percent 
compared to same period of the previous year. At the end of December 2012, the non-performing 
loans over the bank system reached 295.1bln.tog, showing a decrease of 3.4bln.tog or 1.1 percent 
compared to the previous month and 34.9bln.tog or 10.6 percent compared to same period of the 
previous year. In December 2012, there were 20 trading days during which 1.5mln shares valued at 
1.1bln.tog were traded. 
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Table 7 Money supply                   
(in Billions of Tugrug) 

Items  2007 2008 2009 2010 2011 2012 
Currency in circulation 
of which: currency 364.1 407.2 371.8 519.6 713.3 8 284.0
outside banks 283.3 328.7 284.9 388.2 517.5 612.1
Money M1 590.5 647.3 651.2 1 157.0 1 751.0 1 835.3
Money M2 2 401.2 2 270.0 2 880.0 4 679.9 6 412.2 7 617.2
Reserve money 535.0 633.6 733.0 945.4 1 659.7 2 166.2
Outstanding loans (by commercial banks, 

end of the year) 2 056.1 2 635.6 2 655.0 3 264.8 5 641.2 6 990.5

Source: Bank of Mongolia 
 
II.2.4 Employment 

In Mongolia, employment comprises of all the persons of fifteen years of age and above who work 
at least one hour during the reference period and was employed. Persons employed on permanent 
basis who have not worked for any reason during the reference period are also treated as employed 
regardless of the duration of the absence or salary received during the absence. During the period 
2007 to 2011, economically active population numbers was reflects 1.1 million, of which 1.0 million 
or 92 percentage was employed. Moreover, unemployed percent was decreased 2.2 percent in 2011, 
compared to the 2009. Female workers consist 47.05 percent of the total economically active 
population, as well as unemployment rate was 7.4 percent in 2011. During 2007 to 2011, employment 
date as shown in Table-8.  

 
Table 8 Employment                        

(in thousand people) 
Indicators 2007 2008 2009 2010 2011 

 TOTAL 
Population of working age 1 642.2 1 688.7 1 704 1 863.4 1 798.4
Economically active population 1 054.0 1 071.5 1 137.9 1 147.1 1 124.7
Of which:   

Employed 1 024.1 1 041.7 1 006.3 1 033.7 1 037.7
Unemployed - - 131.6 113.4 87.0
Registered unemployed 29.9 29.8 38.1 38.3 57.2

Economically inactive population - - 715.6 716.3 673.7
Labour force participation rate,% 64.2 63.5 66.8 61.6 62.5
Employment to population rate,% 62.4 61.7 88.4 90.1 92.3
Unemployment rate, % - - 11.6 9.9 7.7

Of which: female  
Population of working age 848.8 870.8 877.9 960.8 932.0
Economically active population 536.9 546.6 542.9 540.3 529.2
Of which:   

Employed 519.9 529.0 480.1 490.6 490.2
Unemployed - - 62.7 49.7 39.0
Registered unemployed 17.0 17.6 21.1 20.1 26

Economically inactive population - - 418.2 420.6 402.8
Labour force participation rate,% 63.2 62.8 61.8 56.2 56.8
Employment to population rate,% 61.2 60.8 88.4 90.8 92.6
Unemployment rate, % - - 11.5 9.2 7.4

Source: National statistical office 
 
Figure 9 Employment share by sector, 2011 

 
Source: National statistical office 
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II.3 Fiscal Position 
 
II.3.1 Public finance  

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 General 
budget law, 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.  

According to the National statistical office, as of the result of 2012, total equilibrated revenue and 
grants of the General Government Budget amounted to 4880.9bln.tog and total expenditure and net 
lending amounted to 6043.9bln.tog, representing deficit of 1163.0bln.tog in the equilibrated balance of 
General Government Budget. As of the result of 2012, current revenue of the General Government 
Budget amounted to 4840.8bln.tog and current expenditure reached 4590.1bln.tog. Therefore, the 
budget equilibrated current balance was in surplus of 250.6bln.tog. Compared to the previous year, tax 
revenue has expanded by 533.4bln.tog or 14.5 percent. The increase was mainly due to the increases 
of 212.9bln.tog or 45.0 percent in social security contribution, 198.8bln.tog or 13.9 percent in taxes on 
goods and services, 91.0bln.tog or 15.9 percent in other taxes, 36.2bln.tog or 4.3 percent in income tax 
and 4.5bln.tog or 26.2 percent property taxes. Table 9 shows briefly Government revenue and 
expenditure by last three years.  
 
Table 9 Government revenue and expenditure        

(in billions of Tugrug) 
item 2010 2011 2012 2012/2011 

Equilibrated revenue of General Government 3122.5 4227.2 4880.9 115.46%
Expenditure of General Government 3080.7 4997.1 6043.9 120.95%
Equilibrated overall balance of General Government budget 41.8 -769.9 -1163 151.06%
General Government current budget revenue 3078.3 4213.7 4840.1 114.87%
General Government current budget expenditure 2256.3 3236.4 4590.1 141.83%
Equilibrated current balance of General budget 822 977.3 250.7 25.65%
Exports (mln.USD) 2908.5 4817.5 4384.6 91.01%
Imports (mln.USD) 3200.1 6598.4 6738.9 102.13%
External trade balance (mln.USD) -291.6 -1780.9 -2354.3 132.20%

Source: National statistical office 
 
Table 10 represented Government revenue and grants. Total revenue and grants increased year by year 
except 2009, especially last two years increased a lot. It has expanded by 500.0bln.tog or 11.1 percent 
in 2012 compared to the previous year. The increase was mainly due to the increases of 212.9bln.tog 
or 45.0 percent in social security contribution, 198.8bln.tog or 13.9 percent in taxes on goods and 
services, 91.bln.tog or 15.9 percent in other taxes, 36.2bln.tog or 4.3 percent in income tax and 
4.5bln.tog or 26.2 percent property taxes. Non-tax revenue has increased by 93.7bln.tog or 17.2 
percent in 2012 compared to the 2011. The increase was mainly due to the increases of 66.8bln.tog or 
75.5 percent in revenues from dividends, 32.5bln.tog or 42.8 percent in revenues from oil petroleum, 
20.7bln.tog or 35.7 percent in revenues from interest, 11.9bln.tog or 22.8 percent in revenues from 
others and 3.6bln.tog or 10.2 percent in navigation fee although there was decreases of 41.8bln.tog or 
17.9 percent in revenues from budget entities. During 2012, falling global commodity prices have 
resulted in a slowdown in corporate tax, excise taxes and VAT on imports. Rising tax on tobacco, fuel 
and alcohol has done little to narrow the gap and ineffective VAT law implementation has troubled 
collection of revenues due.  
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Table 10 Government revenue and grants     
(in billions of Tugrug) 

Classification of revenue 2007 2008 2009 2010 2011 2012 
Current revenue 1 856.0 2151.1 1972.6 3035.8 4213.7 4840.8

Tax revenue 1 502.3 1890.9 1620.9 2673.5 3668.3 4201.7
Income tax 648.5 754.3 520.1 973.9 833.7 870.0

Corporation tax 219.8 253.2 205.4 390.5 545.6 523.6
Personal income tax 75.0 116.7 128.4 160.2 232.3 346.6
Windfall tax 353.7 384.8 186.5 423.2 55.9 0.1

Social security contributions 160.5 229.3 263.5 321.6 473.4 686.3
Property taxes 8.3 9.2 11.2 13.6 17.2 21.6
Taxes on  domestic goods & services 411.8 562 508.8 863.5 1434.7 1633.6

Value added tax 265.1 368 325.9 577.2 1114.4 1287.2
Excise taxes 133.8 178.5 166.7 268.5 294.0 312.4
Income of special purposes 13.0 15.5 16.1 17.6 26.4 34.0

Taxes on foreign trade 102.5 140.8 115.9 193.2 337.4 327.4
Other taxes 170.8 194.6 200.8 307.5 571.9 662.9

Non-tax revenue 353.6 260.1 352.1 362.3 545.4 639.1
Capital revenue 2.5 3.2 2.3 7.9 12.0 15.4
Grants and transfers 22 16.1 19.1 34.5 1.5 24.7

 Total revenue and grants 1 880.5 2170.3 1993.9 3078.4 4468.3 4968.3
Source: National statistical office 
 
Figure 10 Revenue and grants to GDP ratio                

 
Source: Ministry of Finance
 
Figure 10 gives revenue and grants to GDP ratio, tax revenue component the highest percent all 
during period. Tax revenue 25.8 percent to the GDP during 1991to 1995, increased 32.9 percent of 
GDP during 2011 to 2012. Non tax revenue component between 4.5 and 6.4 percent to the GDP ratio 
as well declined from 1996 to 2012. In addition, grants ratio was gradually decline year by year. It 
represented 0.7 percent to GDP ratio during 1996 to 2000, decreased to 0.1 percent or 0.6 point during 
2011 to 2012. 
 
II.3.2 Expenditure of Government 

Since 2004 Government spending has been increasing (33.7% of GDP in 2004) during the 
2012 Government spending were 39.1% higher in nominal terms and 5.4% higher in real terms 
compared to the 2004.  But in 2011 government spending was highest than other year that 52.1 
percent to the GDP, it declined to 13.0 percent compared to the 2012, see from figure 11. In addition, 
with the Government of Mongolia issuing 1.5 billion USD in bonds questions already abound as to the 
quality of spending already being started. One important issue was changes to the 2012 budget law of 
Mongolia aimed at tackling the deficit and reducing public spending have been criticized for doing 
little more than reallocating funds and determining who can spend the public budget. In order to 
overcome the budget deficit one technique has found significant favor, debt. The Government must 
ensure that its fiscal projections are at least realistic and that revenue targets are not based upon 
soaring revenue growth. 
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Figure 11 Expenditure ratio to GDP                                                                             
(%) 

 
Source: National Statistical office 
 
Table 11 shows Government expenditure and net lending during 2007 to 2012. Since 2007, current 
expenditure and capital expenditure was increased certain amount, but net lending stable up to 2009, 
in 2010 it was increased 152.5bln.tog or 173.5 percent compared to the 2009, and in 2011 it was 
increased 239.3bln.tog or 99.5 percent compared to the 2010, but in 2012 declined 410.3bln.tog or 6.9 
times compared to the 2011. As of the result of 2012, total expenditure and net lending of the General 
Government Budget has increased by 1046.9bln.tog or 20.9 percent to 6043.9bln.tog compared to 
same period of the previous year. This was mainly due to increases of 705.2bln. tog or 46.9 percent in 
expenditure of goods and services, 559.4bln.tog or 33.0 percent in subsidies and transfers, 
103.5bln.tog or 8.1 percent in capital expenditure and 89.1bln.tog or 3.4 times in interest payments 
although there was a decrease of 410.4bln.tog or 85.5 percent in lending minus repayments. As of the 
result of 2012, spending of 1384.4bln.tog on capital expenditure increased by 103.5bln.tog or 8.1 
percent compared to the previous year. This was mainly due to decreases of 8.0bln.tog or 4.7 percent 
in capital expenditure of foreign financed and increases of 111.5bln.tog or 10.0 percent in capital 
expenditure of domestic sources compared to the previous year. 
 
Table 11 Government expenditure and net lending    

(in billions of Tugrugs) 
 Items 2007 2008 2009 2010 2011 2012 

Current expenditure 1 367.7 1 761.2 1 788.2 2 271.1 3236.4 4590.1
Goods and services 672.7 1 054.9 970.1 1 193.8 1504.5 2209.7

Wages and salaries 296.3 544.5 575.9 650.6 802.5 1249.4
Social security contributions 65.1 47.5 54.8 61.7 75.9 113.6
Purchase of goods and services 376.4 510.5 394.2 543.2 702.1 960.3

Interest payments 18.6 19.9 29.6 41.9 37.3 126.4
Subsidies and transfers 676.4 686.3 788.4 1 035.5 1694.6 2254.0

Capital expenditure 299.5 624.4 460.6 564.7 1280.9 1384.4
From domestic sources 276.2 604.2 433.9 551.5 1110.5 1222.0

Domestic investment 218.6 476.9 379.5 502.4 1020.9 1124.0
Capital Repairs 28.4 27.5 11.8 24.4 50.1 47.3
Geological survey 2.1 2.3 2.0 3.7 3.9 3.9
Forest and other environment expenditure 0.8 4.1 3.1 5.2 4.9 5.2
Commodity stocks 5.6 87.6 20.4 6.8 30.6 41.4

Foreign financed 23.3 20.2 26.7 13.2 170.4 162.4
Net lending 80.1 81.2 87.9 240.4 479.7 69.4
  On-lent foreign project loans 72.7 64.5 86.8 59.9 4.1 79.0
Total expenditure and net lending 1 747.3 2 466.8 2 336.6 3 076.3 4997.0 6043.9

Source: Ministry of Finance  
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II.3.2 Fiscal deficit 

In Mongolia, fiscal balance shows fiscal deficit except 2010 during last 5 years and in fiscal 
balance significantly declined in 2012 with the fiscal deficit climbing to 8.4 percent of GDP, a 
thirteen-year record level. As of the result of 2012, fiscal deficit reached 1075.6bln.tog, it was 
increased by 546.9bln.tog or 103.4 percent compared to the 2011 deficit. This was mainly due to 
increase spending of 89.1bln.tog or 238.8 percent in interest payment expenditure, 446.9bln.tog or 
55.9 percent wages and salaries, purchase goods and services 258.2bln.tog or 36.78 percent and 
74.9bln.tog in on lent foreign project loans expenditure compared to the previous year. Therefore, the 
revenue projection of the budget was made based on the over-estimated revenue forecast of the 2012 
budget; and also implementation of amendments to the 2012 budget law of Mongolia in September 
revenue was actually reduced by 694.4 billion MNT, whilst spending was reduced by just 155.5 
billion MNT to 6,312.2 billion MNT. The result was that the budget deficit actually increased to 
1075.6 billion MNT, equal to 8.4% of GDP. Another hand in terms of impacts upon fiscal risks, the 
Government enacted plans to end the ban on Government guarantees and begin implementing 
favorable Public Private Partnerships. To this end we established the Development Bank of Mongolia 
in May 2011 with the remit of investing in large scale priority and strategically important sector 
projects and programs that will help to accelerate the economic growth of Mongolia. As has already 
been seen, this framework can be utilized to circumvent the Fiscal Responsibility Law, and off-budget 
capital spending via the Development Bank of Mongolia (DBM) and built-transfer schemes is 
estimated by the World Bank to amount to between 4% and 5% of GDP by the close of 2012. This 
brings the expected fiscal deficit of Mongolia to an expected 9% by the end of 2012. The DBM 
already instituted plans to disburse US$ 600 million in lending to projects including roads, railways, 
urban housing and utilities in 2012, with US$ 150 million of these loans going to projects which will 
not generate revenues. Funds from the state budget will thus have to be allocated to repay principles 
and interest payment. Figure 12 shows more detail about fiscal balances period 2005 to 2012. 
 
Figure 12 Fiscal balances                      

(in percent of GDP) 

 
Source: Ministry of Finance 
 
II.3.3 Pubic debt  

In Mongolia public debt is one of the carefully consideration issue. In 2012, public debt reached 
MNT 8.8 trillion equivalent to 63.8 percent of GDP. Figure 13 illustrated public debt to GDP ratio 
during 2008 to 2012. This is a significant increase from MNT 4.3 trillion or 39 percent of GDP in 
2011. External debt more than doubled from $2.2 billion in 2011 to $4.8 billion in 2012, accounting 
for 77 percent of total public debt and 48 percent of GDP, reflecting the large external bond issuance 
last year including the Chinggis bond ($1.5 billion) and the DBM bond ($580 million). As a result, a 
significant change has occurred to the composition of external debt. Until 2012, the majority of public 
external debt has been concessional loans it accounted for 56 percent of total public external debt in 
2011. The share of external loans on concessional terms from multilateral creditors (e.g., WB, ADB 
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and IMF) significantly fell to 26 percent in 2012 and the share of commercial external debt jumped to 
43 percent in 2012 from 0.2 percent a year ago. Official bilateral loans accounted for 24 percent of 
total external loans. Domestic debt rose from 3.1 percent to 30.8 percent within just 5 years mainly 
due to a rise in government bond stock that was issued to finance budget deficit. According to the 
World Bank, the public debt to GDP ratio will increase further in 2013 in light of the increasing 
domestic debt issuance for deficit financing and the depreciating exchange rate.  
 
Figure 13 Public debt to GDP ratio                    

(%) 

 
Source: Ministry of Finance, National statistical office 
 

The fast rising public debt level, the Government and bank of Mongolia need to pay more 
attention to effective debt management strategy. Increasing external loans on commercial terms call 
for close monitoring and planning to manage cost and risk profile of public debt in the forward 
looking manner. The authorities need to ensure that further external financing decisions are taken 
within a published formal debt management framework through stronger coordination between related 
ministries. Public spending financed by the external commercial loans need to be prioritized to 
revenue-generating projects given the significant financial burden of the commercial loans. Macro-
economic policy framework also has a significant implication on the public debt management in the 
medium-term. The continuation of the current loose fiscal policy based on further external debt 
financing and off-budget spending scheme will significantly add to rising public debt level and raise 
debt distress risk in the medium and long-term. Significantly add to rising public debt level and raise 
debt distress risk in the medium- and long-term. 

Mongolia’s stock of public and publicly- guaranteed external debt had a face value of US$2.1 
billion (33.0 percent of GDP) at end-2012. Nearly two-thirds of Mongolia’s external public debt is 
owed to multilateral creditors on concessional terms, and most of the remainder is owed to official 
bilateral creditors on relatively concessional terms. Private external debt is significant, but mainly 
reflects intercompany lending for mining projects, including by the Rio-Tinto/Ivanhoe mining 
conglomerate, to finance the development of the Oyu Tolgoi copper and gold mine. Table 12 shows 
the external debt. 
 
Table 12 External debt 

Items 2008 2009 2010 2011 2012 
External position (mln.USD) 
  Total foreign debt 1908.0 1037.6 1629.7 4620.1 4407.0
  Short term debt 108.0 72.0 230.0 239.0 539.0
  Total foreign exchange reserves 657.0 1327.0 2288.0 2451.0 4126.0
  Foreign debt (% of GDP) 34.0 43.2 28.2 26.1 33.0

Source: National statistical office, Ministry of Finance 
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II.3.4 TAX REVENUE 
 
A. Tax composition 
Tax revenue is main source of the budget. Mongolian tax composition (figure 14) includes income 
taxes, consumption taxes, property taxes which are following: 
1) Income Taxes: Income taxes are the second largest source of tax revenue in Mongolia. They 
provide about 18 percent of total tax revenue. However, Corporate Income Tax and Personal Income 
tax are treated separately under the Corporate Income Tax Law, Individual Income Tax Law and 
Presumptive Income Tax Law correspondingly. 
 2) Consumption Taxes: In Mongolia, domestic trade taxes are prime revenue raisers as these taxes 
reach the large section of population, including lower income group, on whom it is difficult to impose 
income taxes, they are broad-based. VAT and excise duties are major domestic trade taxes. These 
taxes provide about 50 percent of total tax revenue in Mongolia.  
3) Property Taxes: Property taxes account for small portion in the revenue. They currently provide 
about 2 percent of total tax revenue. Of the property taxes, immovable property tax is a new tax and 
the revenue from this tax has been increasing. Gun tax also provides a minor portion in the tax 
revenue. Figure 14 shows tax component to the tax revenue ratio by 2012. In addition, figure 15 gives 
more detail information each tax revenue contribution which is income, consumption and property 
taxes. 
  
Figure 3  Tax to tax revenue ratio /2012/ 

 
Source: General department of taxation 
 
Figure 15 Revenue contribution/2012/ 

   
 

Source: General department of taxation 
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B. Brief information import duties and taxes 
Mongolia’s customs tariffs are determined in accordance with the following principles: General 

tariffs; most-favored nation tariffs; preferential rates; bound and applied tariffs. Tariffs are calculated 
ad valorem, based on the value of the goods, minus costs of transport, insurance etc (essentially the 
landed cost of the goods). A most favored nation tariff of 5% is applied to most imported goods; 
however, 49 tariff lines have a zero tariff applied. These include live animals for breeding purposes, 
information development machines, information dissemination, certain medical equipment and 
transistor diodes. Vegetables and flour receive seasonal import rates of 15% between 1 August and 1 
April in order to protect domestic producers, at all other times these falls within a 5% tariff. All tariffs 
outside of the MFN (Most Favored Nation) rate are at 20%. Excise taxes are levied on goods 
considered damaging to health, as well as on luxury items and goods for gambling purposes. 
The current Customs Law does allow for temporary admission of machinery and equipment. Provided 
machinery is re-exported under the same conditions in which it was imported, it may be imported duty 
free for use in demonstrations and exhibitions. Goods covered by this temporary import relief must be 
re-exported within one year of the import date. 
  
Customs Law also provisions for a number of duty exemptions. The following goods are exempt from 
customs duties on entering Mongolia: 

i. Appliances for use by disabled people, or equipment and raw materials necessary to make these 
appliances; 

ii. Goods for humanitarian services; 
iii. Equipment, materials, raw materials and facilities, as well as petroleum, diesel fuel, food, 

appliances, and consumer items for employee and private needs required for oil related 
activities. These are exempted according to an agreement made by the Government on product 
sharing in the oil sector; 

iv. Heavy machinery and technological equipment to be installed for industrial and technological 
purposes by businesses with foreign investment that invest in identified priority sectors, as well 
as in export oriented industry; 

v. Exportation of a foreign contractor’s share of oil; 
vi. Goods for official use by organizations or representative offices who enjoy diplomatic 

privileges or immunities, as well as household articles of families and persons enjoying those 
privileges; 

vii. Traveler’s personal affects; 
viii. Diagnostic facilities and packages required for the guaranteed and safe transportation of blood, 

blood products, body products and organs to be used for medical purposes; 
ix. Gas fuel designated containers, equipment and special machinery; 
x. Private vehicles of a Mongolian citizen returning to the country after more than one year 

appointment in a consular or diplomatic mission of Mongolia in another country or 
international institution; 

xi. Re-exportation of equipment and facilities temporarily imported for use in oil exploration; 
Mongolia provisions one-stop customs services at most customs points. Valuation, processing of 
documents by customs authorities, payment of customs duties and all other taxes and customs 
evaluation may be completed at these one-stop locations. Since 2001, Mongolia introduced the 
GAMAS system (Automated System for Customs Information Management), which allows customs 
clearance and payment of duties to be carried out on-line. Customs brokers may also be used in 
accordance with regulations of the Customs General Administration. 
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III. Tax structure 
 
III.1 General 

Mongolia has a modern tax history of about only two decades; therefore the General Law of 
Taxation, which established the legal framework for tax system, was introduced in 1993. Moreover, 
all modern taxes have been put in place; the Corporate Income Tax (CIT), the Personal Income Tax 
(PIT), the Sales and Excises, Stamp duties, and Vehicle Tax. The Gasoline and Diesel fuel tax was 
introduced in 1993. Land fees were introduced in 1997. Value Added Tax (VAT) replaced the former 
Sales tax in 1998. The Immovable Property Tax was introduced in 2001. A Mining tax law originally 
introduced in 2006, was revised in 2009. In addition to these taxes, some other charges such as 
royalties, forest income, fees or payment for natural resources are levied as taxes in Mongolia. 
 
According to the current tax system in Mongolia, the taxes consist of State and Local taxes.  
State taxes include: 

i. economic entities income tax;  
ii. customs duty;  

iii. value-added tax;  
iv. excise tax;  
v. tax on petroleum and diesel fuel;  

vi. royalty;  
vii. fees for mineral exploration and mining licenses 

viii. Payment on air pollution 
ix. State stamp duty specified in paragraph 11.2 of the Law on State stamp duties 

 
Local taxes include: 

i. individual income tax;  
ii. income tax of individuals engaged in work and services, income of which cannot be 

immediately determined;  
iii. immovable property tax;  
iv. state stamp duty other than those specified in subparagraph 7.3.14 of Law of General tax 
v. water and spring water charges;  

vi. tax on auto and self-propelling vehicles;  
vii. charges on permit to use of natural resources other than minerals;  

viii. charges on use of natural plants;  
ix. charges on use of commonly occurring minerals;  
x. charges on use of hunting reserves, hunting permit fees;  

xi. land charges;  
xii. charges on procurement and use of wood fuel and timber from forest;  

xiii. gun duty;  
xiv. capital city tax;  
xv. tax on dogs;  

xvi. Inheritance and gifts. 
 
Table 13 represented tax revenue during 2010 to 2012. Total general Government tax revenue was 
increased 45.4 percent in 2011, 9.9percent in 2012 compared to the 2010. The main increased tax was 
92.4 percent on the import value added tax, 76.1 percent on the domestic value added tax, 61.3 
percent on the corporate income tax, 44.3 percent on the personal income tax, 38.5 percent on the 
royalty and 46.2 percent on the progressive royalty in 2011 compared to the 2010. But windfall tax 
income was decline caused by windfall tax law abolished in 2011. 
In 2012, the main increased was 49.4 percent on the personal income tax, 42.4 percent on the social 
security contribution, 35.7 percent on the domestic value added tax, 36.4 percent on the domestic 
excise tax compared to the 2011. But corporate income tax was decreased 13.2 percent, excise import 
7.5 percent, foreign trade tax 2.7 percent and progressive royalty 23.9 percent compared to the 2011. 

 64



Table 13 Tax revenue  
Classification of tax revenue 2010 2011 2012 2011 2012 

(in MNT billion) (percentage change) 
Year on 

Total General Government Tax Revenue 2,688.1 3,909.0 4,298.0 45.4 9.9
Corporate income tax 391.2 631.5 547.5 61.3 -13.2
Personal income tax 161.0 232.6 347.1 44.3 49.4
Windfall profit tax 423.6 56.3 0 -86.8         - 
Social security contributions 331.7 473.0 674.3 42.9 42.4
Taxes on private property 14.4 17.5 22.3 24.2 27.9
Value-added tax 579.8 1,114.0 1,296.4 92.4 16.3
    domestic VAT 208.9 366.0 497.1 76.1 35.7
    import VAT 423.3 810.0 862.2 91.5 6.5
    refunds of VAT -51.5 -61.6 -63.5 18.7 2.5
Excise taxes 269.6 294.8 312.5 9.5 6.3
    Domestic 92.7 92.9 126.6 0.9 36.4
    Imports 177.8 202.0 186.8 13.9 -7.5
Foreign trade taxes 193.6 337.2 327.9 74.5 -2.7
Other taxes 327.1 754.0 771.3 130.6 2.2
    mining licenses 35.7 41.3 42.0 17.2 3.9
    Royalty 169.5 234.3 298.3 38.5 27.4
    progressive royalty 171.3 250.4 209.4 46.2 -23.9
    Other 124.0 175.0 2,220.6 41.5 27.1

Source: General department of taxation 
 
III.2 Tax administration  
 
III.2.1 Brief information 
According to Law on General taxation, the Mongolian Tax Administration was created as the 
government agency in charge of taxes in 1991. The main objective of tax administration is to 
implement tax policy and tax laws of the government. It reports to the Minister of Finance who in turn, 
reports to the Ministry of Finance and Economy. It collects both national and local taxes and deposits 
to the national and local tax budgets, respectively. It also gives inputs to the tax policy division of 
Ministry of Finance, which is responsible for formulating tax policy. Tax administration is organized 
in a functional line. 
 
Mongolian tax administration vision 
The vision of the Mongolian Tax Administration (MTA) is to develop a modern tax administration 
recognized as professional, fair, and service-minded and to contribute to a substantial increase in 
voluntary compliance, resulting in correct revenue collection in line with the intentions of tax 
legislation.  
 
Mongolian tax administration mission 
The mission of the National Tax Administration /NTA/ is to develop as modern proper taxation 
department recognized as professional, fair, and service-minded and to contribute a substantial 
increase in voluntary compliance, resulting in correct revenue collection in line with the intentions of 
tax legislation.  
 
The midterm target of tax administration 
Mongolian tax administration, in order to enhancing tax administration system by introducing a 
program of midterm targets of tax administration targets, colleagues of tax administration work to 
become world standard tax administration with prompt and polite service. 
Within the framework of the midterm targets, the goal of the Mongolian Tax Administration is to 
reach the world taxation standard and to improve on the site of risk management, information 
technology and based on the knowledge. For fulfill this goal, the General Department of Taxation is 
approved the following midterm targets and programs of Development of National Tax 
Administration from 2011 to 2015. 

i. To create the legal environment of taxation for support the development of Innovation, Nature-
oriented green economy that based on the knowledge. 
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ii. To develop the National Tax Administration to e-tax administration based on the modern 
innovations of information technology.  

iii. To improve the Tax Administration modern recent technology operating activities, using top 
meant database, to work on new level of tax collection. 

iv. To introduce international experience and instruments which develop risk management and 
audit risky taxpayer  

v. To initialize e-service based on modern technology and complete service to taxpayers and 
develop social psychology to pay tax. 

vi. Reforming taxation administration’s human recourse policy, building strong human resource 
with professional convertibility, world standard knowledge and skills, to support social 
guarantee in all possible way.  

vii. To develop by establishing knowledge and electron based tax management by enhancing the 
Tax Administration's potential and expanding international cooperation. 

 
III.2.2 Organizational structure 
The strategy and structural management of General Department of Taxation is proved by Minister of 
Finance of Mongolia order 217, 2011 based on the order 2, article 64, 2008 by Mongolian 
Government, clause 9.1 articles 9 of Law of Jurisdiction for Government Agency of Mongolia. 
 
Figure 16 Strategy and organizational reform of Taxation Administration   
 
 GENERAL DEPARTMENT OF TAXATION 

 

 

  

TAX OFFICES IN 
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SOUMS 
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Head Quarters of the tax administration was initially created as the General Department of State 
Taxation which was later renamed as General Department of Taxation (GDT). The GDT has eleven 
divisions as well as supervises 31 tax offices. They are 1 large taxpayer’s office, 21 provinces and 1 
Ulaanbaatar City Tax Office. There are 8 district tax offices under the Ulaanbaatar tax office while 
Soum (smaller than a district) tax inspectors under the Aimag tax offices. There are about 2000 
employees in the whole tax administration. The almost 60 present of total employees work in 
collection sector. 
 

 66



 
Figure 17 Organizational structure of General Department of Taxation 

 
 
According to General Law on taxation, article 27.6 reflects responsibilities of General Department of 
taxation include: 

i. To provide implementation of plenary power of the National Tax Authority and state tax 
inspectors with organizational management and funds, to oversee their operations;  

ii. To enact regulations, instructions and methodologies for public compliance to implement this 
law and other tax legislation, issue recommendations within scope of rights provided by this 
law and other tax legislation;  

iii. To provide, suspend and void the state tax inspector’s right, to impose disciplinary fines; 
iv. To issue resolutions within scope of plenary power granted by the tax legislation; 
v. To participate in drafting tax legislation, to develop, present and introduce proposals on 

methods, forms and possibilities for the tax department to implement them to the Government 
and the Parliament;  

vi. To provide proposals on international treaties on preventing tax evasion and avoiding double 
taxation on income and property;  

vii. To review, amend and void acts, conclusions and other decisions made by state tax inspectors 
within scope of law;  

viii. To review, approve, change or annul decisions of the dispute resolution committee under the 
state administrative body in charge of taxation;  

ix. To appoint, dismiss, transfer, shift, award and provide incentives to employees of the national 
tax administration;  

x. To have the right of disposal of the budget and funds of the national tax administration. 
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Figure 18 Organizational structures of State budget revenue and auditing department (large 
taxpayer office) 

 
 
Given the importance of Mongolia’s large businesses to tax collection and investment, the Mongolia 
Tax Administration (MTA) created a special large taxpayer office (LTO) to administer the country’s 
largest businesses in 2001. The LTO’s main objectives are to secure the tax base and promote the 
investment climate by providing large taxpayers with a higher level of services and a closer degree of 
scrutiny. Integral to this effort, the LTO includes a special organizational focus for the mining sector, 
which the backbone of the economy and the core of the tax system. Specifically, 336 large enterprises 
contribute about two-thirds of total state budget (central government) tax revenue and are also the 
country’s largest investors. Within the large taxpayer segment, mining companies account for about 
80 percent of tax collections. Figure 18 illustrated organizational structure information.  
General responsibilities of LTO include: 

i. To collect all kind of tax under the tax laws and regulation 
ii. To give a service for the all taxpayers such as tax advice, to receive tax return and amend, 

refunds to taxpayers, foreign aided projects and diplomats. 
iii. To research and control, to organize tax audit process 
iv. To research mining product company and develop risk management system 

 
Figure 19 Organizational structures of tax office 

 
 
In Mongolia, 21 province tax office and 8 district tax offices have and their organizational structure 
almost same as LTO, except in charge of mining and welfare responsible. Figure 19 shows that 
organizational structure. There are five unit of functional of responsibilities. But the each province 
have tax inspector of Soum, their purpose is in order to control and deliver tax service for Soum. As a 
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result, Soum tax inspectors are located at Soum Governor’s office for the local supervision and 
control, of course, over all control remains in the hand of GDT. 
 
III.3 Tax Processes  

The General Law of Taxation, which established the legal framework for Mongolia’s tax system, 
was introduced in 1992 and the self-assessment system was adopted. All taxpayers should assess their 
tax income and expenditure then submit it to the tax office by E-tax or themselves. The tax 
department receives taxpayer’ tax returns and verifies who did not submit their returns, and require 
them to submit it. When taxpayers submit a tax file the collector should implement delinquent tax, and 
tax audit to do for selected taxpayers that third party information and file mistake returns but also 
every taxpayer should be meet audit within 5 years. 
Each tax office had tax payer service division or unit is responsible to register taxpayer, provide 
service and advice for the taxpayers and receive tax returns as well as collection division or unit, 
which is responsible for the collection of revenue from all taxpayers that pay revenue directly to this 
office. Audit division or unit is responsible for the audit process of taxpayers. 
 
III.4 Tax reforms 

Across the board reforms in the tax system and tax administration had taken place during 1998 to 
2003 mainly focusing on changing rate structure of taxes, but essential reform in the package of the 
tax laws adopted in 2006 followed by recent proposals on tax reform starting from 2012.  Bearing in 
mind the need to reduce the tax burden on labor and businesses, encourage private sector growth, and 
strengthen Mongolia’s competitiveness in the global market Mongolia is making greater efforts to  
improve its tax system by undertaking further reforms of their tax policies and clarifying and 
simplifying the tax laws. 

1) Tax reform I -2006 
Objectives: In overall the Tax reform I aimed at supporting economic growth of Mongolia by way of:  

i. reducing tax burden, 
ii. creating favorable environment inducing investment, 

iii. expanding tax base and strengthening its sustainability, 
iv. modernizing taxation management. 

Scope covered:  
Tax reform I mainly covered areas such as lowering tax rates, increasing the number of itemized 

deductible expenses, minimizing some restrictions to deductible expenses, abolishing most of the tax 
preferences in order to put the domestic and foreign investors on the same putting for tax purposes, 
thus promoting equity and fairness of taxation, and reducing tax burden, broadening tax base and 
enhancing legal environment of taxation.  CIT, PIT, VAT rate was reduced, thus reducing tax burden 
on individuals and avoiding distortions to form companies just to take advantage of lower CIT rate 
and encourage the investment and growth in the size of the companies. 

 
Table 14 Tax rates of tax reform before and after 

Items  Before tax reform After tax reform 

Corporate income tax 
30%, above 100.0 million tugrug of 

annual income 
15%, above 3.0 billion tugrug of  

annual income 
25% 10% 

Personal income tax 10, 20, 30% 10% 
Value added tax 15% 10% 

Source: Corporate income tax, Personal income tax, Value added tax 
 
Outcome reached that tax reform I facilitated key leverage to economic growth of Mongolia by 
providing favorable environment of taxation to business, increasing Mongolian competitiveness, in 
inducing foreign investment. Moreover following outcome reached:   

i. Favorable environment for investment was created -   
ii. Economic growth kept increasing annually – at average economic growth was increased by 

almost 10% over last decade. 
iii. Mongolia has become one of countries with lowest taxes by introducing four “10” principle 

- Thus Mongolia has become one of the low- tax countries with favorable environment 
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induced production and investment having tax burden of 32.3%, ranking at 12 among 63 
countries surveyed /where an average tax burden is 45%/. 

iv. GDP per capita was increased – As of 2012 the GDP of Mongolia reached 13.8 trillion 
tugrugs accounting  GDP 4707.7$ per capita.  

v. Tax revenue steadly grew every year- Since Tax reform I the tax revenue increased 3.8 times 
while 10.6 times over a last decade reaching to 4.3 trillion tugrugs.  

 
Tax reform II (2012-2016) 

According to the Action plan of Government between 2012 and 2016, Tax reform II going on the 
process. Tax reform II aims at broadening tax base of Mongolia, adapting international best standards, 
and establishing tax environment promoting businesses and beneficial to taxpayers thereby 
minimizing the size of underground economy. The intensified recent development of mining sector 
coupled with expansion of businesses emerging in relation to this, there is an increasing tendency to 
create distortions in income equality so that the current taxation laws provide more privileges’ and 
favorable treatment to large businesses thereby placing heavy burden on small and medium businesses. 
This implies to further essential needs and right timing for making reforms to tax legislation and 
taxation policy. In addition, the scope covered following issues: 
Within the scope to pursue and implement tax policy directed towards economic growth, the 
following shall be implemented:  

i. Reduce tax burden thereby creating favorable environment to run business; 
ii. Modify taxable threshold of some taxes in line with economic condition; 

iii. Promote small and medium businesses through taxation policy; 
iv. Implement tax policy directed towards increasing jobs and employment; 
v. Create tax environment favorable to industrial parks; 

vi. Foster free economic zones through tax policy thereby creating tax free trade zones; 
vii. Support heavy and technological industries through tax policy by applying preferential regimes 

thereto. 
Within the scope of promoting regional and local development through tax policy, the following shall 
be implemented:  

i. Introduce new taxes aimed to induce local development; 
ii. Expand powers to amend local tax system; 

iii. Introduce regional taxation policy for fostering regional development and businesses at local 
regions; 

Within the scope of introducing international best standards to tailor into specifics of Mongolia 
thereby introducing new taxes, the following shall be implemented:  

i. Apply the international best principles into tax legislation and initiate legal reforms; 
ii. Amend double taxation treaties to avoid outflowing revenue loss; 

iii. Impose tax on undesirable consumption with potential social adverse impacts, unreasonably 
costly or luxurious assets and goods; 

iv. Utilize taxation mechanism to provide housing to citizens and limit price bubble of housing or 
housing speculation; 

v. Introduce inheritance and gift tax;  
vi. Increase import tariff on ecologically hazardous goods and products and introduce ecological 

tax in effective way. 
Within the scope of minimizing size of underground economy to allow expansion of tax base and 
reformation of efficient and effective taxation management system, the following shall be 
implemented:  

i. Initiate reform to taxation infrastructure, build up integrated system of information sharing in 
the effort of enhancing effective tax audit and assessment;  

ii. Expand tax base to reach to rational level; 
iii. Establish special mining taxation regime; 
iv. Eliminate tax credit and exemption and direct them to target group; 
v. Enhance property valuation and modernize taxes on properties and assets; 

vi. Cash and non-cash transaction and records system to enhance detection of unregistered 
payment and income;  
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vii. Make changes to tax and customs systems so that service oriented cultural norms are adhered; 
viii. Enhance anti-corruption system at tax and customs authorities and increase public confidence 

on these authorities; 
 
III.5. Legal framework 

Mongolian tax administration adopted main principles of the activity, which is to deliver equal, 
qualified, prompt and sufficient public service, be transparent and professional, obey laws, and work 
by adhering to the principles that carry responsibilities on own activity. Government can change some 
tax policies through finance bill every year. Following acts are main related legal foundations 
currently. 

i. General Law on Taxation, 2008 
ii. Economic entity income tax, 2006 

iii. Value added tax, 2006 
iv. Mineral tax, 2009 
v. Personal income tax, 2006 

vi. Law of Mongolian Custom, 1996 
 

III.6 Taxpayer’s Right 
Taxpayer’s right is most important aspect of taxation. General Law on Taxation mentioned points 

as the rights of taxpayers on its clause 17: 
Taxpayers shall exercise the following rights:  

i. Right to obtain information and advice related to implementing the tax legislation and 
exercising taxpayers’ rights and performing their duties, as well as tax imposition, payment and 
reporting procedure, methodology and forms from the tax authority and state tax inspectors;  

ii. Right to enjoy tax discounts and exemptions as provided by the tax legislation;  
iii. Right to extend period for payment of taxes in accordance with legislation;  
iv. Right to obtain refund or be entitled to deductions on overpaid taxes, to claim late penalty;  
v. Right to protect his legal rights and interests personally or through a legal representative or 

certified consultant; to be present during tax audits;  
vi. Right to review acts, conclusions and other documents issued by the tax authority, if considered 

groundless or illegal, file a complaint in accordance with administrative and court procedures 
within 30 days after the review; 

vii. A taxpayer is to demand compliance with tax legislation from the tax administration and state 
tax inspectors, to be entitled to compensation for any loss and damage incurred due to illegal 
decisions and actions of the tax authority in accordance with regulations specified by the law; 

viii. A taxpayer is to file complaints on illegal operations and decisions of the tax authority and tax 
inspectors to their direct supervising authority, higher up authority or the court. 

ix. A taxpayer is to obtain or provide explanations on results of tax imposition, payment, 
monitoring and audits; 

x. Such filing of the complaint shall not relieve the taxpayer from paying taxes, fines and penalties 
imposed; 

xi. A taxpayer is to obtain assistance and advice from legal tax consultants on exercising 
taxpayer’s rights and duties as provided by tax legislation;  

 
 III.7 Taxpayer’s responsible 

Therefore each taxpayer has responsible. General Law on Taxation mentioned points as the 
responsible of taxpayers on its clause 18: 

i. Each taxpayer is to accurately declare his taxable items and pay the taxes on time;  
ii. Each taxpayer is to provide calculations, information and reports related to imposition and 

payment of taxes to the tax authority on time;  
iii. to conduct bookkeeping and accounting in accordance with established procedures and 

accounting standards, and issue reports and statements on financial and economic activities;  
iv. in case of violation of tax legislation, to fulfill requirements imposed by the tax authority on 

eliminating the violations;  
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v. to sign inspection acts and conclusions of the tax authority in case of acceptance, if not, to 
provide an explanation in writing to the tax authority that carried out the inspection within 10 
working days;  

vi. to accurately impose and withhold taxes on labor wages and transferred income to be provided 
to others and pay to the budget on time;  

vii. to notify the tax authority about acquiring a license to engage in legally permitted productions 
and services from a relevant state administrative body and have it registered within 10 days of 
obtaining the license in the taxpayer’s book;  

viii. to use a cash register machine that complies with standards of Mongolia;  
ix. to provide the tax authority with documents on transfer of taxable property and rights to others;  
x. to prevent others from using names, addresses, stamps, seals, the state registration certificate, 

checking and personal accounts, and signatures thereby providing opportunity to evade taxes; 
xi. to notify the local tax authority each time a license acquired from relevant authorities is leased 

or sold to individuals and legal entities;  
xii. to notify the tax authority every time a bank account is opened or closed;  

xiii. to provide financial and other documents necessary for tax audits as requested by the tax 
authority and state tax inspectors, to be subjected to tax audits;  

 
III.8 Legislation of tax collection and procedure 
 
III.8.1 Legal environment of tax collection  

According to the provision 12.1 of the General Taxation Law of Mongolia, taxpayers shall be 
individuals and legal entities who assume the obligation to pay taxes by providing works and services, 
engaging in employment, earning income, property and goods taxable by tax legislation, as well as 
exploiting land, its subsoil, natural wealth and mineral resources, and polluting air, water and soil.   
Therefore, the taxpayer shall have obligation to report and declare one’s taxable income, taxable items 
and tax and honestly to pay imposed taxes within the prescribed time limit and tax shall be paid in 
cash or non-cash form in conformity with the respective law.  
In order to implement tax law, Mongolian tax administration approved “Tax collection rule” and 
abided that rule by tax legislation, identify scope, standards and sequences of tax collection work and 
facilitate uniform compliance throughout the country. In addition, according to the article 43, 45 and 
46 of the General tax law, taxpayer should be submitting their tax return by themselves and state tax 
inspector shall ensure that whether tax reports are filled in on correct forms in accordance with 
instructions without any errors, signed by taxpayers and other relevant entities, and made official with 
seals and stamps and the date of tax report submission is recorded in the report; if submitted late, 
appropriate note shall be made.., etc. After that, taxpayers have to pay overdue within the due date of 
final tax return. Table 15 gives to submit tax return and to pay tax payment information. 

 
Table 15 the date for filing tax return and making tax payment 

Items CIT, PIT, Mineral resource’s 
tax and others (quarterly) VAT (monthly) Excise tax (monthly) 

Tax return 
  (annual report)  Feb 10th of the following year Jan 10th of the following year Jan 5th of the following year 

Payment Feb 10th of the following year Jan 10th of the following year Jan 5th of the following year 

Source: CIT, PIT, VAT and Mineral resource tax law 
 

Taxpayer shall pay taxes completely within the settled time limit. According to the corporate 
income tax law, all taxpayers should pay advance tax, which is approved by Ministry of finance as 
targeted revenue and tax authority should make schedule and distribute that tax by based on 
taxpayer’s capability. When considering taxpayer’s capability, we have some criteria such as how 
much tax paid in the last two years, their taxable income and activity .., etc. 
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III.8.2 Tax collection procedures  
Tax collection procedures are handled by tax collection’s state tax inspector. Tax arrears includes 

the concept as tax unpaid within the time set forth by the taxation laws, interest, and fine on due tax, 
re-imposed tax, interest and fine imposed by tax audit. Thus:  

1. Tax arrears defined by taxpayer’s tax return, interest on it; 
2. Imposed tax, interest and fine assessed by indirect methodology;  
3. Imposed tax, interest and fine re-imposed by tax audit.    
Tax arrears and fine arrears revealed through tax imposition shall be paid within 15 working days 

since handing over such act. In case of failure to pay the imposed tax within 15 working days, State 
tax inspector has the right to make measures on it step by step, such as having it paid at indisputable 
condition, have it paid from property, salary and other income and finally they claim to the court. 
Tax administration collect the tax, interest and fine arrears in the following order:  

1. Interest fee on particular tax  
2. Fine 
3. Initial tax arrears 

The ordered procedure list of State tax inspector is as follows.  
1. Delivering notices  
2. Payment of tax debts in a non-dispute manner  
3. Procedure to settle tax debts from taxpayers’ salary and other income 
4. Procedure for settling tax debts from taxpayers’ property 
5. Property sequestration 
6. Filing court claims  

 
III.9 Process of Appeals 

According to Law on General Taxation, a taxpayer disagrees with decision pertaining to 
complaints over tax disposition; an objection may be filed first with the Tax dispute resolution council 
of Aimag (provinces) and Ulaanbaatar city (Capital city) tax office within 14 days. This council is a 
body separate from a tax office where the tax inspector who made an original disposition belongs. 
However, the taxpayer still remain unsatisfied with decision made by this council, the taxpayer may 
file an objection to the decision of the Aimag and Ulaanbaatar city tax office council with the GDT 
(HQ) council. (Exception is that the taxpayer may apply to the administrative court without filing 
objections to the GDT council) The GDT council reviews the objection and makes decision whether 
to cancel or approve the previous decision. 
There is a Tax dispute resolution council in charge of settling disputes among taxpayers and tax 
administration at GDT and each Aimag (provinces) and Ulaanbaatar city tax office. 
Tax dispute resolution council works on an un-established basis and comprises more than 5 members 
including Chairman of council, secretary and members qualified in finance, taxation, economy and 
law. The council may have one member representing taxpayers. The Chairman of the GDT council 
shall be the head of Fiscal policy department of the Ministry of Finance and the Chairman of the 
Aimag and Ulaanbaatar city tax office council shall be the head of the division of Planning, Finance 
and economy of the Aimags and Ulaanbaatar city.   
The Secretary and members of the GDT council are appointed by the Ministry of Finance, while those 
of Aimag and Ulaanbaatar city tax office council are appointed by the jurisdictional Governors. Hence, 
the Tax dispute resolution council is clearly seen as having dominant characteristics of a third body. 
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Figure 40 Appellate and Litigation system in Mongolia 
Decision of tax 
administration Taxpayer 

 
 
 

III.10 Tax specific analysis 
 
III.10.1 Tax base and revenue 

Mongolian tax administration use taxpayer’s number, which is tax inspector, can easily find 
information about any taxpayer from program and authorities. This number shall be issued once as 
permanent taxpayer.  For an organization such as foreign and domestic entity, government and non-
government organization, religious organization, political party, funds, social organization, labor 
union that finance from owners, a taxpayer number shall be a registration number, issued by state 
authority of registration. For a citizen of Mongolia, registration number, written on Identification Card 
shall be a taxpayer number. Specialized number shall be issued to resident and non-resident foreign 
national and stateless person who resides in Mongolia from corresponding tax authority. Tax 
authorities shall register branch and permanent establishment as taxpayer based on their certificate, 
issued from registration authority. Taxpayer number of branch and permanent establishment shall 
consist of the registration number of head organization, a three digits sub-number presenting branch 
registration and one digit testing number. All taxpayer number can be issued by electronic version and 
taxpayer shall put the taxpayer number on all accounting report and statement that will be sent to the 
Tax authority. If Taxpayer number is not written, financial documents shall not be considered to meet 
the requirements of basic standards. Moreover, taxpayer must write its taxpayer number on all types 
of income and expenditure transaction documents, custom declaration, payment and other documents, 
and demand other companies, organizations and individuals to write their taxpayer number on their 
sending documents. Nowadays, as a result of economic growth, people are doing any kind of business, 
therefore tax base increasing year by year. Such as corporate income taxpayer’s number was 58.0 
thousand in 2008, in 2012 it was increased 37.1 thousand or 63.9 percent compared to the 2008. 

In addition, for the 2012, property taxpayers’ number was increased 129.6 thousand or 54.7 
percent, personal income taxpayer 42.5 thousand or 130.3 percent, value added taxpayer 9.5 thousand 
or 97.9 percent compared to the 2008. Figure 21 shows registered taxpayers’ number. 
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Figure 21 Registered taxpayers’ number by major tax             
 (thousands) 

 
Source: General Department of taxation 

 
The main tax income contribute from Corporate income tax(CIT), Value added tax (VAT), 

Mineral tax of State budget, Personal law of Local budget, which are four major tax revenue 
contribute almost 70-80 percent of total tax revenue. Tax revenue to the GDP ratio was between 22 
and 38 percent, but in 2005, 2009 ratio was low affected by financial crisis and main commodity price 
fluctuation.., etc. Figure 22 shows total tax revenue and to the GDP ratio. 
 
Figure 22 Total tax revenue and to the GDP ratio 

 
Source: General department of taxation, National statistical office 
 
III.10.2 Tax collection 
In recent years, annual tax revenue collection by Mongolian tax administration (MTA) for the state 
budget has increased. In 2012, MTA collected 2.2 trillion tugrugs tor the state and local budget. 
Figure 23 gives contributed the tax revenue during 2002 to 2012. Especially, in 2011and 2012 tax 
revenue amount of both State budget and local budget increased dramatically compared previous 
years, except 2009. In the main increasing was corporate income tax, mining tax and value added tax. 
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Figure 23.Tax revenue    
 (in billions of tugrugs) 

 
Source: General department of taxation  
 
Figure 24 Major tax revenue to total revenue                                       

(in percent) 

 
Source: General department of taxation 
 
Figure 24 shows major tax revenue which was CIT, VAT, Excise tax and Mineral tax during 2002 to 
2012, that 5 kind of tax revenue components between 80-90 percent of total tax revenue. Corporate 
income tax revenue contribute large amount of the total tax revenue. 
 
III.10.3 Corporate income tax 

Corporate income tax law was introduced in 1993 and reformed 2006, which was tax rate reduced. 
The law in Mongolia governs the taxation of profits of Mongolian economic entities, as well as 
foreign economic entities, which have headquarters in Mongolia, as well as economic entities that 
earn income in Mongolia via other mechanisms. Foreign companies not headquartered in Mongolia 
cannot have a taxable presence under current tax laws and payments received by these companies are 
taxable at higher rates (20%) as repatriated funds. 
 
Tax base 

According to the corporate income tax law, taxpayer is an economic entity that earns gross taxable 
income for the tax year or that is liable to pay tax under this law, even though the same income may 
not have been earned, shall be a taxpayer. In 2012, registered corporate income taxpayer’s number 
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95121, that was increased 11762 or 14.1 percent compared to the 2011. Particularly, in 2012 new 
10349 Limited Liability Company was established. 

Taxable income and rates divided for permanent resident-taxpayer or non-resident taxpayer in 
Mongolia. Table 16 shows taxable income and rates for a taxpayer who is permanent resident-
taxpayer and table 17 shows non-resident taxpayer in Mongolia. 

 
Table 16 Taxable income and rates for a permanent resident-taxpayer in Mongolia  

Taxable income rates 
Income from primary and auxiliary production and sale of work and services; 

Income within 0-3.0 billion tugriks -
10%, Income that exceeds 3.0 billion 

tugriks -300.0 million tugriks plus 25% 
of income exceeding 3.0 billion tugriks

Income from goods, work  and service received from others free of charge; 
Realized gain from foreign currency exchange rate;  
Income from technical, management, consulting, and other services; 
Income from interest and/or penalty for nonperformance of contract duties, 
and compensation for a damage; 
Income from immovable and movable property lease; 
Income from sale of movable property; 
Income from sale of share and securities; 
Income from sale tangible asset; 
Income from interest; 

10% Income from dividend;  
Income from royalty; 
Income from sale of rights; 30% 
Income from quiz, gambling and lottery; 

40% Income from sale and rental of erotic publications, books, and video recording 
and service of erotic performance 
Income from sale of immovable property; 2% 

 Source: Corporate income tax law 
 
 Table 17 a non-resident taxpayer in Mongolia  

Taxable income rates 
Income from dividend; 

20% 

Loan interest and payment for issuing a guarantee; 
Income from royalty; 
Income from interest on finance lease, payment for administrative expense; 
Lease payment; 
Income from tangible and intangible asset lease; 
Income from goods sold, work performed, and service provided in the territory of Mongolia;  
In the case of the representative office of a foreign economic entity transfers its own profit to overseas;  

 Source: Corporate income tax law 
 
Tax exemption 

This is one of incentive for a taxpayer; in Mongolia have big list tax exemption which the following 
income includes:  

i. Interest on bonds of the Government or the Development bank of Mongolia;  
ii. Income of a cooperative earned from an excess of cost of intermediary services derived from 

sale of its member’s products.  
iii. Income of the economic entity that has more than 25 workers two thirds or more than two thirds 

of whom are with impaired vision.  
iv. Dividend specified in subparagraph 3.2.1 of the Law on human development fund.  
v. Income from equipment and spare parts produced and sold within territory of Mongolia for 

intended use in small and medium enterprise’s production line. 
vi. Income of the loan guarantee agency derived from primary activities specified in law;  

vii. Income from sale of technique or equipment that economizes natural resource, reduces 
environmental contamination and nature-oriented.  

viii. Income from sale of domestically produced new goods, work and service of innovation by a 
start-up company specified in the Law on Innovation for the period of 3 years after registration 
date with the State Registration Authority.  

ix. Income from premium of deposit insurance fund.  
 

 77



Tax credit  
Tax credit which the following income includes: 

i. Tax imposed on income earned by an economic entity that produces or plants the following 
products only shall be subject to 50 percent tax credit:  
a. Cereals, potatoes, and vegetables;  
b.  Milk;  
c. Fruits and berries;  
d. Fodder plants.  

ii. Tax credit shall be granted to an economic entity that employs handicapped citizens who lost 
over 50 percent of the working capacity based on the percentage of the handicapped citizens in 
the total number of the employees.  

iii.  Tax credit shall be granted to an economic entity that paid tax in a foreign country based on 
agreements not to impose double taxation on income and property and prevent tax avoidance. 

iv. Up to MNT 1 million donated by a business entity or a citizen with the purpose to support a 
non-governmental organization established by disabled people shall be deducted from gross 
taxable income of the business entity for a given tax year provided that it has been evidenced 
that the amount was donated so.  

Timeframe for tax reporting 
       Quarterly tax statement shall be reported by the 20th of the first month of the following quarter. 
Annual tax statement shall be reported by the February 10th of the following year to the 
corresponding tax authority and make yearend settlement. 
 
III.10.4 Personal income tax 

Personal Income Tax law (PIT) introduced in 1993, it is charged to any citizen of Mongolia, 
foreign or stateless person who resides in Mongolia and earns income subject to tax within the country. 
Personal Income Tax, for both Mongolian citizens and foreigners, is charged at a flat rate of 10%. 
This rate was reduced as part of the 2007 tax rationalization, from a 20% rate for foreign citizens to its 
present flat 10% rate. 
A Personal Income taxpayer is defined by the Mongolian Law on Personal Income Tax as: 

i. An individual with a residence in Mongolia; 
ii. An individual who resides in Mongolia for 183 or more days in a tax year; 

iii. A civil servant of Mongolia appointed to work overseas. 
This encompasses any foreign individual who is residing in Mongolia for over 183 days or who has 
registered as residing in Mongolia. In order to obtain a work permit or long-term visa in Mongolia all 
foreign citizens must be registered as residents within Mongolia. This automatically makes them 
liable as personal income tax payers. Mongolian residents are taxable on their worldwide income, 
whilst non-residents are taxable only on Mongolian sources of income. This is applicable to legal 
entities and natural persons. Tax reports are compiled by the taxpayer or tax agent. These must be 
submitted on paper and electronically and must be written entirely in Mongolian. All supporting 
documents must also be in Mongolian or be accompanied by certified Mongolian translations. 
 
Table 18 Taxable income and rates  

Taxable income   rates 
Salaries, wages, bonuses, incentives and similar employment income 

10% 
Income from Activities 
Income from property 
Sale of movable property; 
Sale of stocks and securities; 
Sale of immoveable property; 2% 
Creation of scientific, literary, and artistic works, invention, product designing, organizing 

and participating in sports competition, art performance, and other similar income 5% 

Quiz, gambling, and lottery 40% 
Source: Personal income tax law  
 

 78



 
Exempt income  

Personal income tax law mentioned points as the exempt income on its clause 16: 
i. Pension, benefits, payments, discounts, reimbursements, and one-time grant aid issued in 

accordance with laws of Mongolia;  
ii. Payment to a donor;  

iii. Per–diem expenses;  
iv. Proceeds from insurance;  
v. Payments, interest, and penalties on bond of the Government and the Development bank of 

Mongolia.  
vi. Costs of labor safety clothing and uniform, antidote drinks, and other similar supplies provided 

in accordance with laws;  
vii. Aid provided by international organizations, foreign governments, legal entities, or individuals 

to the Government of Mongolia, local authorities, legal entities, and individuals in an 
emergency situation; 

viii. Income of an individual who lost over 50 percent of working capacity due to development 
challenge;  

ix.  A Mongolian state prize, government prize, Mongolian people’s and honorary prize, and prize 
for scientific discovery;  

x.  Income of an individual who built or purchased a private apartment for residential purpose for 
the first time from his/her income or a loan from banking and financial organizations not 
exceeding MNT 30.0 million.  

xi.  Income to be imposed on number of heads of the livestock of herdsman family and an 
individual with livestock.  

xii. Income from equipment and spare parts produced and sold within the territory of Mongolia for 
intended use in small and medium enterprise’s production line.  

xiii. Income equals to the documented payment for the purchase of the equipment of solar, wind, 
geothermal and other renewable energy, semi coking coal fuel producing equipment, liquid fuel 
and fuel gas, standardized stove or low pressure stove, insulation materials and electric or gas 
heater for household use of the taxpayer.  

xiv. Interest income on savings of Mongolian citizen other than interest income from demand 
deposit and time deposit for a year or less than a year total amount of which exceeds 100 
million tugrug, until January 1, 2016.  

 
Tax credits 

According to the law following tax credit includes: 
i. Tax credit equal to MNT 84,000 shall be deducted from tax imposed on annual income 

specified in salaries, wages, bonuses, incentives, and similar employment income.  
ii. Tax imposed on income earned by a resident of Mongolia who produces or plants the following 

products shall be subject to 50 percent tax credit:  
a. Cereals;  
b. Potatoes and vegetables; 
c. Fruit;  
d. Fodder plants.  

iii A tax credit equal to documented tuition payment shall be granted to a taxpayer’s birth or 
adopted child who attends domestic or foreign college, university, or vocational school. In 
addition, in the first time a student of college, university, and vocational school who has paid 
tax on income from employment in the course of study and paid tuition fee.  

 
Timeframe for tax reporting  
         Salaries, wages, bonuses, incentives and similar employment income shall be reported within 
10th of the following month. 
Other income shall be reported within 15th of the first month of the following quarter. 
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III.10.5 Value added tax 
Value added tax (VAT) introduced in 1997, it is charged at a flat rate of 10% and the threshold for 

registration as a VAT payer is 10 million MNT of taxable sales revenue. After this point companies 
are legally required to register. Businesses operating below this threshold may voluntarily register, 
providing they have proper book-keeping and are not engaged exclusively in exempt activities. This 
registration threshold is comparatively low by international standards. 

Within Mongolia VAT is payable on properties transacting on the primary market. That is to say 
any new property purchased directly from the developer will incur a standard 10% VAT charge. This, 
however, is usually incorporated into the per square meter price, although it is always worth checking 
that this is the case. The other circumstance in which property transactions become VAT liable is 
when a property, residential or commercial, is purchased from a firm which counts that property 
among its assets and has purchased that property with the intention of re-selling it. In this sense the 
property becomes a commodity. Mongolian tax law does not effectively differentiate between short-
term assets and long-term assets and so it is therefore left to the discretion of tax officials to decide 
whether a property transaction is VAT taxable. A company selling a property that it has held for its 
own operations over several years would be at no risk of paying VAT on the sale.  
 
Tax rates 

Value-added tax rate shall be 10 percent of the taxable amount of goods imported, produced or 
sold, work performed, or services provided. 
Value-added tax shall be imposed zero (“0”) on goods, work, or services to export for a foreign 
country. 
 
Tax exempt 

Following goods and services are exempted from value-added tax:  
i. Passengers’ personal use goods with permitted amount to let without tax and approved by 

customs authority;  
ii.  Imported goods for the work needs of diplomatic missions and consular offices, UN and its 

specialized branches permanently residing in the territory of Mongolia;  
iii.  goods purchased, works done and services rendered in the territory of Mongolia for work needs 

of diplomatic missions and consular offices residing in the territory of Mongolia, and their 
employees’ personal use, if such goods, works and services purchased are exempted from tax in 
respective countries;  

iv. goods received through humanitarian and grant aid from foreign governments, NGOs and 
international or humanitarian organizations; 

v. Special purpose appliances, equipment and machinery designed for citizens with learning 
difficulties;  

vi. any weapons and special equipment imported for the needs of armed forces, police, and 
organizations of national security or court order enforcement;  

vii. civil passenger airplane, its spare parts; 
viii. revenues from the sale of establishments used for housing and/or their parts;  

ix. equipment, materials, raw materials, spare parts, gasoline, and diesel fuel imported for oil-
related operations under a product-sharing agreement entered with government in the oil 
industry;  

x. blood, blood products, and organs to be used for treatment purposes;  
xi.  gas fuel, its container, equipment, special purpose machineries, mechanisms, and mechanics;  

xii. Mongolian monetary notes made abroad by order;  
xiii.  sold gold, newspapers;  
xiv. Experimental products of research and science work.  
xv. Mining products other than those exports to a foreign country.  

xvi. transferred loan, right derived from financial leasing contract and other claim right from bank, 
non-banking financial institution or other legal entities to bank, a special purpose company and 
housing finance company for the purpose of issuing an asset backed security.  

xvii. Cereal, potatoes, vegetables and fruits domestically grown and sold by farmers and 
domestically produced flour.  
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xviii. Carcass meat, sliced boneless and graded meat, unprocessed entrails and byproducts of 
livestock that are prepared through manufacturing process and sold within territory of Mongolia.  

xix. Grocery milk and dairy products processed from domestic-origin raw materials and sold within 
territory of Mongolia.  

xx. Equipment and spare parts produced and sold within territory of Mongolia for intended use in 
small and medium enterprise’s production line.  

xxi. Raw materials, reagents that are not produced domestically and required for carrying out 
production of new goods and products within innovation project for domestic and foreign 
markets.  

Following services are exempted from the value-added tax:  
i. currency exchange, banking services, such as the receipt or transfer of, or any dealing with, 

money, any security for money or any note or order for the payment of money and the operation 
of any savings account and the making the advance or the granting of credit;  

ii. services of insurance, reinsurance and registration of property;  
iii. the issuance, transfer or receipt of any securities and shares, and underwriting of such 

securities;  
iv. the provision, or transfer of an interest on social and health insurance fund; 
v. any services in respect of fees for bank or financial interest, dividend, credit guarantees or 

insurance contract;  
vi. the renting service of accommodation for housing and its part;  

vii. educational and professional service mentioned in the regulation of the citizen or legal entity 
that is engaged in and has a special permission to conduct educational and professional training;  

viii.  medical services and services of religious organizations;  
ix. Services provided by the government organization; this shall include public services provided 

by the Government, its agencies and budgetary organizations.  
x. public transportations service specified in article 3.1.11 of the Law on Auto transportation;  

xi. Tour operating services such as to receive tourists, planning of the service, its advertising and 
preparation of relevant documents provided to foreign tourists by legal entity engaged in tour 
businesses on the bases of a contract which was concluded with foreign tourist organization.  

 
Refund of value-added tax  

i. Value-added tax shall be refunded to the taxpayer in following procedures, if paid in extra 
amount or specifically provided for in Law:  

ii. taxpayer who paid the value-added tax in extra amount shall submit an application to refund his 
extra paid tax in written to relevant tax authority when he estimates tax and submits report;  

iii. Foreign diplomatic missions, consular offices and their employees specified condition of the 
law shall submit the application, along with related documents, for refund of VAT paid on work 
and services purchased domestically in a month concerned, to the state administrative body in 
charge of taxation by 10th of the following month.  

iv. A relevant tax office shall review, validate the ending balance, and submit its proposal to the 
state administrative body in charge of taxation within 15 working days following the receipt of 
application and relative documents;  

v. The GDT administrative body in charge of taxation shall review the request and proposal 
submitted in according to the this law, determine the refundable amount, and provide written 
notice to the taxpayer within 7 working days after it received the request and opinion, and 
submit its findings in addition the taxpayer’s name, registration number, bank account number, 
refundable amount, and total arrears to the state central administrative body in charge of finance 
within 2 working days. 

vi. GDT in charge of financial matters, within 45 days after the receipt of the proposal as specified 
in article of the VAT tax Law, shall refund the tax. 

vii. Tax shall be refunded from state budget every month, if one has exported its own manufactured 
products and taxes of other taxpayers shall be refunded once a quarter.  

 
Timeframe for tax reporting 
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The time of imposition of value-added tax on income of a person or legal entity registered as a 
taxpayer shall commence on the day of the certificate issued by the tax authority. 

III.10.6 Mineral tax 
Government introduced the Minerals Law, which outlined a full legal framework for the issuance 

of exploration and mining licenses and provisioned security of tenure for these licenses in 1997. The 
law also outlined a reduction in royalty and taxation burdens for investors in the mining sector. This 
was a positive move and the mining investment environment appeared to be becoming more favorable 
with each passing year, with a reduction in corporate income tax from 30% to 25% (pertaining to most 
mining companies) and a loss carry forward period extension from 4 to 8 years in the mining sector. 
The attractiveness of the mining sector at this time is borne out by steadily rising FDI in mineral 
exploration and exploitation. However, fiscal and legal regimes took a turn for the worst after 2006, 
following the introduction of a windfall tax on sale of minerals. This tax, hastily passed through the 
Parliament, after supposedly less than two months of discussion, imposed a 68% tax on the portion of 
metal sales prices in excess of US$2,600 per ton of copper and US$850 per ounce of gold (calculated 
in reference to the London Metal Exchange). Subsequent vociferous opposition to this tax the 
Parliament voted to abolish it less than four years later and the law was formally withdrawn on 
January 1st 2011. The next step was taken on 17 June 2010 when the Government has issued the 
moratorium on issuance of the new exploration licenses. The moratorium was supposed to be in place 
until 31 December 2012, the date when the new Mineral Law was assumed to be adopted. Recently 
conducted plenary session has extended the moratorium term until the new Minerals Law is adopted. 
The present status of new exploration licenses issuing keeps local and foreign miners concerned about 
the opportunity to extend the portfolio of licenses by issuing and/or tender process, as the date of 
adoption of the new Minerals Law is not defined yet. According to the enforcement law of Mineral, 
mineral deposits classification, license holder’s right and obligation are having special condition meet. 
Classification of mineral deposits as following:  

a) deposits of strategic importance;  
b) deposits of common minerals;  
c) deposits of conventional minerals.  

There are also general requirements with respect to license holder and to conducting mineral 
exploration and mining operation. Which is includes: 

i. Mineral exploration and mining license shall be granted to a legal person, taxpayer in Mongolia, 
duly formed and operating under the laws of Mongolia.  

ii. A license holder shall meet the requirements set forth in Article 7.1 of this law for the entire 
duration of a valid license.  

iii. Conducting exploration or mining without a valid license is prohibited.  
iv. One license may be granted to one legal person only.  
v. Landowners or land-possessors may use common minerals from their land for private and 

noncommercial purposes. A list of common minerals that can be mined without a license shall 
be 

A right of exploration license holder includes: 
i. conduct exploration for minerals within the boundaries of an exploration area;  

ii. obtain a mining license according to its exclusive right for any part of an exploration area upon 
fulfilling the terms and conditions of Minerals law;  

iii. transfer the exploration license under the terms and conditions of this law or surrender all or 
part of the exploration license area with permission and under supervision of respective 
authority;  

iv. obtain two extensions of the term of an exploration license for three (3) years each upon 
fulfilling the terms and conditions of Minerals law;  

v. access the exploration area and construct temporary structures with the purpose of conducting 
exploration work;  

vi. pass through the land surrounding the exploration area for the purpose of entering the 
exploration area;  

vii. Exercise the rights provided by this law by entering and passing through the land owned or 
possessed by other persons as approved by the owner or possessor of the land. 
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An obligation’ of exploration license holder includes: 
i. Failure to comply with the general obligations by license holder is subject to the penalties 

according to the Minerals law.  
ii. An exploration license holder shall keep the following documents at the actual site of the 

exploration work:  
a. certified copy of the exploration license;  
b. environmental protection plan and report;  
c. exploration work plan reviewed by the Government agency and professional inspection 

agency.  
iii. A mining license holder shall keep the following documents at the mine:  

a. certified copy of the mining license;  
b. feasibility study on mineral mining and a mining plan reviewed by the relevant 

organization;  
c. environmental impact assessment;  
d. environmental protection plan;  
e. property leases and product sales agreements;  
f. records establishing and marking the boundary of the mining area;  
g. Agreements on land and water use.  

iv. A mining license holder shall commence its mining activities after a commission appointed by 
the Government Ministry in charge of geology and mining accepts the mine.  

v. The mining license holder shall exhaust all the mineral reserves. It is prohibited to mine 
selecting the high-grade areas. 

Royalty rate 
The royalty rates shall be as follows:  

i. The holder of a mineral license is required to pay royalties on the sales value of the minerals 
produced.  

ii. The rates are 2.5-5 % for domestically sold coal used for energy and common minerals (e.g., 
sand, gravel and construction stone),  

iii. The basic rate is 5 % for all other minerals. 
 

III.10.7 International cooperation 
International cooperation of the Mongolian Tax Administration focuses on seeking collaboration 

with foreign tax departments and effectively managing their support in improving tax legislation, 
strengthening tax departments, improving operations, developing the knowledge and competence of 
tax officers, and assuring tax compliance. Within the scope of broadening international cooperation, 
Mongolian Tax Administration has successfully been working, as agreed by the “Memorandum of 
Understanding”, in collaboration with the tax administrations of the Republic of Korea, Russian 
Federation, Republic of China, Republic of Hungary and Republic of Bulgaria.  In 2011, a delegation 
of MTA participated in 41th Study Group on Asian Taxation Administration and Research (SGATAR) 
meeting held in Malaysia. During this meeting Mongolia participated as a full member of this 
organization. In addition, the Commissioners of Mongolian tax administration and General 
Directorate of Public Finances of France signed a ''Cooperation Agreement''.  
The Mongolian tax administration has a good system of cooperation with international organizations 
such as the WB, IMF, OECD, JICA of Japan, TICA of Turkey, KOICA of South Korea as well as 
foreign tax authorities such as of Russia, China, Japan, Turkey, Hungary and Malaysia in the field of 
exchange of tax compliance-related information, training of tax officials and technical assistance. 
Mongolia has entered into the “Convention for the Avoidance of Double Taxation and the Prevention 
of Fiscal Evasion with respect to Taxes on Income and on Capital”. At present there are 28 tax treaties 
with developed and developing countries, table 19 illustrated.  
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Table 19 the list of Double tax avoidance agreement  
Country In force since 

The People's Republic of China Jan 01, 1993 
The Republic of Korea Jan 01, 1993 
The Federal Republic of Germany Jan 01, 1997 
The Republic of India Jan 01, 1997 
The Socialist Republic of Vietnam Jan 01, 1997 
The Republic of Turkey Jan 01, 1997 
The United Kingdom of Great Britain and Northern Ireland Jan 01, 1997 
The Republic of Hungary Jan 01, 1997 
Malaysia Jan 01, 1997 
The Russian Federation Jan 01, 1998 
The Republic of Indonesia Jan 01, 1998 
The State of Kuwait* Jan 01, 1998 
The Republic of France Jan 01, 1999 
Czech Republic Jan 01, 1999 
The Kingdom of Belgium Jan 01, 1999 
The Republic of Kazakhstan Jan 01, 2000 
The Republic of Kyrgyz Jan 01, 2000 
The Republic of Poland Jan 01, 2002 
Grand Duchy of Luxemburg* Jan 01, 2002 
The Republic of Bulgaria Jan 01, 2002 
The Swiss Confederation Jan 01, 2002 
Ukraine Jan 01, 2003 
Canada Jan 01, 2003 
The United Arab Emirates* Jan 01, 2003 
The Republic of Singapore Jan 01, 2005 
The Democratic People's Republic of Korea Jan 01, 2005 
The Republic of Austria Jan 01, 2005 
The Kingdom of Netherlands* Oct 31, 2005 
 Source: General department of taxation 
 
There are notes (*) that the agreement between the Government of Mongolia and the Grand Duchy of 
Luxembourg, Mongolia and the Kingdom of the Netherlands for the avoidance of double taxation and 
the prevention of fiscal evasion with respect to taxes on income” is terminated; in force until January 
01, 2014. In addition between Mongolia and the United Arab Emirates, Mongolia and the State of 
Kuwait for the avoidance of double taxation and the prevention of fiscal evasion with respect to taxes 
on income” is terminated; in force until January 1 and April 1, 2015. 
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http://en.mta.mn/uploads/assets/file/1_China_tax.pdf
http://en.mta.mn/uploads/assets/file/2_Republic%20of%20Korea_tax.pdf
http://en.mta.mn/uploads/assets/file/4_Germany_tax.pdf
http://en.mta.mn/uploads/assets/file/3_India_tax.pdf
http://en.mta.mn/uploads/assets/file/11_Vietnam_tax.pdf
http://en.mta.mn/uploads/assets/file/8_Turkey_tax.pdf
http://en.mta.mn/uploads/assets/file/10_United%20Kingdom_tax.pdf
http://en.mta.mn/uploads/assets/file/5_Hungary_tax.pdf
http://en.mta.mn/uploads/assets/file/7_Malaysia_tax.pdf
http://en.mta.mn/uploads/assets/file/6_Russian%20Federation_tax.pdf
http://en.mta.mn/uploads/assets/file/12_Indonesia_tax.pdf
http://en.mta.mn/uploads/assets/file/17_Kuwait_tax.pdf
http://en.mta.mn/uploads/assets/file/9_France_tax__in%20french.pdf
http://en.mta.mn/uploads/assets/file/14_Czech_tax.pdf
http://en.mta.mn/uploads/assets/file/13_Belgium_tax.pdf
http://en.mta.mn/uploads/assets/file/16_Kazakhstan_tax.pdf
http://en.mta.mn/uploads/assets/file/20_Kyrgyz_tax.pdf
http://en.mta.mn/uploads/assets/file/15_Poland_tax.pdf
http://en.mta.mn/uploads/assets/file/18_Luxemburg_tax_in%20french.pdf
http://en.mta.mn/uploads/assets/file/21_Bulgaria_tax.pdf
http://en.mta.mn/uploads/assets/file/19_Swiss_taxation_in%20germany.pdf
http://en.mta.mn/uploads/assets/file/26_Ukrain_tax.pdf
http://en.mta.mn/uploads/assets/file/25_Canada_tax.pdf
http://en.mta.mn/uploads/assets/file/22_UNITED%20ARAB%20EMIRATES_tax.pdf
http://en.mta.mn/uploads/assets/file/30_Singapore_tax.pdf
http://en.mta.mn/uploads/assets/file/28_North%20Korea_tax.pdf
http://en.mta.mn/uploads/assets/file/29_Austria_tax.pdf
http://en.mta.mn/uploads/assets/file/24_Netherlands_tax.pdf


IV. Country Specific Fiscal Issues 
 
Mongolian economy growing fast last few years but economy instable still remains, there are 
significant challenges posed by deep entrenched inequities. However, future development is 
challenged by a number of pressing issues including poverty, electoral fraud, corruption, 
environmental pollution and natural degradation, a low level of political awareness among citizens, 
and disrespect for minority rights. In order to support Mongolia’s consolidation, the following tasks 
need to be considered: 

i. Keep in economic growth and sustainable and enhancing reforms have to be directed toward 
improving the national saving and populace’s living standards. Comprehensive measures need 
to be taken to alleviate poverty while creating jobs, especially in the countryside;  

ii. As the mining and extraction industry in Mongolia continues to expand, the government must 
address negative environmental impacts such as natural degradation, pollution, desertification 
and the violation of the right of indigenous residents to live in a healthy environment. This 
could be done by introducing legal requirements for environmental and social impact 
assessments for major development projects, imposing stricter penalties upon mining 
companies that fail to conduct land reclamation, and establishing a specialized court for 
environmental issues; 

iii. Benchmarking of Mongolia’s FTZ Program against current successful international practices 
shows deficiencies in the legal and regulatory framework as well as in the process being 
followed to establish FTZs in the country. Lack of implementing regulations and procedural 
definitions encapsulated in transparency and predictability quotient required to implement key 
international best practices. A process of due diligence, including a cost-benefit analysis, has 
not been completed for the proposed Zamyn-Uud FTZ. Identifiable funding is not in place to 
meet off-site infrastructure requirements for Zamyn-Uud and Altanbulag sites. Deviations from 
international best practices in the process of launching FTZs risks repeating mistakes made in 
other countries and may lead to hidden costs or the provision of subsidies that the government 
of Mongolia did not foresee or which will have to grant at the expense of other high priority 
needs.  

iv. In order to encourage democratic values and support among citizens, mass political education 
on democratic governance and principles, as well as on human rights, should be supported. It is 
includes research and training institutions, introductory courses on political education and civic 
culture at universities, and the support of promotional publications on democracy and political 
culture on mass media; 

v. The General Election Committee must be afforded its secure independence in order to avoid 
future misconduct, such as vote buying and abuse of government offices, and to create equal 
opportunity for all political parties in free and fair elections. Candidates who commit violations 
such as vote buying should be de-listed from the ballots. Equal representation of political 
parties in the GEC has to be guaranteed; 

vi. Corruption is still remaining high as well to the government office appointment process 
influence by political issue, thus the corruption officials should be held accountable. In order to 
reduce political influence need to promotion mechanisms in government offices should be 
realigned along more merit-based criteria such as skills, ethics, work experience and knowledge. 
Moreover, the principles of financing political parties have to be reconsidered.  

vii. In order to ensure better implementation of government policies and improve accountability and 
transparency in governance, it is crucial that citizens’ participation be supported at all levels of 
policy-making and implementation. The government must provide citizens access to 
information about government activities, structures and procedures, and it must eradicate all 
barriers such as red tape, poor communication and complicated laws regarding citizens’ 
participation.  
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V. Conclusion: Where We Stand and Where We Go? 
 
Mongolia is joining the globalization process to address the challenge, make full use of the new 
opportunities, optimistic in its future, and accordingly hereby is charting out the basic goals and the 
directions of its policy activities. The key principles of the sustainable development are reflected in 
the “Concept of national security”, the “Concept of national development”, the “Program for human 
security and good governance” and the “Midterm Strategy on Regional Development for 2010” of 
Mongolia. Master plan 2030 is the most significant strategic document for the development of 
Mongolia, which was approved by the Government of Mongolia in 2012 and corresponds with the 
tendencies of global sustainable development. 

The Master Plan 2030 aims to promote the sustainable development of Ulaanbaatar (capital city) 
as a safe and healthy living environment for current and future residents. To achieve this, the City 
Administration aims to promote apartment building programs in order to expand housing capacity; 
support green development by expanding the number of green spaces and the use of green technology; 
improve transportation through the establishment an underground metro system and special 
track/trolley buses; and improve road infrastructure through the building of double lane roads between 
the East and West central intersections of the city.  
In addition, the Government Action Plan for 2012-2016 maintains the broad objectives identified in 
the efforts to reforms covering all social and economic sectors of the country for the development and 
prosperity of Democracy, human rights and freedom, and of development and prosperity of our 
motherland.  

The Government Action Plan has five main pillars are: 1) a Mongolian with a job and income; 2) 
a healthy and strong Mongolian; 3) an educated and knowledgably Mongolian; 4) a Mongolian in a 
safe environment; and 5) a free Mongolian. The Government Action Plan addresses cross-cutting 
issues such as governance and transparency, gender, and private sector development. Those strategies 
contain the main intentions and goals are: 

i. In Mongolia is richest natural resource, last 5 years foreign direct investigators number 
dramatically increased but we just export that resource. However, Mongolian people want to 
produce in home country semi manufactured and final product, obviously it is require high 
investment, human capital and new technology. Achieve this purpose Government set into plan 
that take step by step measures to reduce export of minerals as raw materials in order to ensure 
the economic growth stability, gradually upgrade the processing level of export products in line 
with international standards, and increase the export volume of value added mining products; 

ii. In this world of globalization the pace of economic development of Mongolia will be 
determined to a greater degree not by its geographic location or the abundance of natural 
resources but by the education level of its population and rationality of its utilization. Hence, 
information technology opens up for land-locked Mongolia new opportunities to speed up its 
economic development through expansion of its foreign trade, cultural and humanitarian 
exchanges, making fuller use of intellectual potential of its own population. Therefore, it is 
clear that development of human resources and improvement of education of the population 
constitute one of the bases for Mongolia's future development.  

iii. The Government policy in terms of interrelationship between population and sustainable 
development should be aimed at an appropriate distribution of resources and increase of 
investment in human capital for the purpose of creating conditions that ensure healthy life, high 
life expectancy, continuous education and training, employment and equal participation in 
social and cultural lives for all.  

iv. The information communication and technologies (ICT) sector has an important role in 
improving the country’s economic potential and competitiveness in international market. ICT 
development objectives should focus on an ensuring that a modern, cost effective, competent 
and universally accessible info-telecommunications infrastructure exists across the country. 

v. Following core issues can be identified for building human capacity- to focus on basic 
education, opportunities for life-long learning, with a particular emphasis on development of 
computer skills and English language prepare/train the trainers; establish a national training and 
examination center linked to existing international programs; develop a pool of trained 
professionals in IT and other relevant policy areas and regulatory matters; develop expertise in 
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international managerial and marketing skills; use efficiently foreign aids and loans, develop an 
innovative approaches to extend the traditional way of receiving technical assistance, including 
distance learning and technology-based training etc. 

The Mongolian Tax Administration has made steady and commendable progress in strengthening 
taxation system and tax administration during last period. This progress reflects the support that the 
Ministry of Finance has given to the reforms, the direction provided by the Mongolian Tax 
Administration leadership. Significant achievements have been made in several areas of the reform 
program. Some simplifications have been made and other planned to the tax returns filing processes, 
which reduce the compliance costs faced by businesses. Steps have been taken to improve auditing of 
large businesses with the result that their tax reporting has been brought under tighter scrutiny. 
Importantly, a greater organizational focus and a more systematic approach have been introduced to 
administering mining companies, the largest contributors to Mongolia’s tax base. 

Additionally according to current challenging situation, Mongolia should reform some area and 
enhance policy issue and further efforts are needed to shift the growth-oriented economic policies 
toward economic stability and rebuilding macro-economic policy buffers, in light of uncertain 
prospects in the external environment and the balance of payments situation. Priorities of macro-
economic management need to lie in easing the balance of payments pressures from domestic factors; 
addressing potential macro-economic and financial risks stemming from expansionary policies; 
replacing policy buffers to maintain sustainable and stable growth in the long term. Fiscal policy 
should be further tightened and start rebuilding fiscal space.  

The sovereign wealth fund legislation currently under development would provide a good 
institutional foundation. Therefore, going forward, spending plan needs to be adjusted to the reality of 
the limited capacity of the government and economy to spend well that the capacity of the government 
to effectively manage public investment projects and the absorptive capacity of construction sector. 
Moreover protective saving is also an effective pro-poor strategy when the poor are the most 
vulnerable group in times of economic distress. Fiscal saving can be utilized to strengthen social 
welfare measures to support the poor and to maintain development expenditure in times of serious 
economic depression.  

More important issue is Government should address fiscal policy must emphasis more on 
spending well. A proper medium-term public investment plan is needed to guide the national 
development strategy on a sustainable fiscal path which is fiscal resources are limited then more 
important and prioritization is essential for spend by powerful and efficient plan. On the other hand in 
Mongolia the rapid credit growth and growing external and internal imbalances in recent months 
underscore the needs to re-assess the macroeconomic impact of monetary easing and to control the 
rapid growth of credit. The policy lending programs needs to be phased out and we should be 
implemented through the budget. Thus government considers monetary policy should be adjusted to 
economic and financial stability.  In addition, to prevent rapid credit growth from raising financial 
sector vulnerability, further strengthening of the regulatory and supervisory framework is needed, 
especially in the capital adequacy of systemically important banks and the prudence of lending 
practices and internal controls. Further heightened monitoring is needed of the construction and 
housing sectors, given their recent rapid credit growth.  

Mongolian natural resource attractive for foreign countries, Government carefully consider 
investment area and new Investment Law would help to build investors’ confidence by providing a 
more business friendly environment to foreign and domestic investors. Constant improvements in 
investment-related regulations and consistent policy implementation would further this positive 
momentum and important not only for the economic growth but also expand international relation. 
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