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Governor of the Bank of MongoliaOchirbat CHULUUNBAT



STATEMENT FROM THE GOVERNOR

L adiesand Gentlemen:

| am pleased to present the 2001 Annual Report of the Bank of Mongolia(Central Bank) outlining our activitiesdirected
at implementing the State Monetary Guidelines aswell as providing monetary statistics data.

Slowdown in economic activity of someindustrial countries|ed to the slowdown in global economic growth, whichin
turn, negatively affected both the price of commoditiesin world markets and export performance.

In 2001, in spite of the drop of production in agricultural sector caused by the continued unfavorable weather condi-
tions, manufacturing and mining sectors progressed steadily, and the year was a challenging onefor thefinancial sector.
Budget deficit, by preliminary data, reached 4 percent of GDP, which is34.7 percent lower compared to previousyear,
industrial output hasincreased by 11.8 percent, and these devel opments build-up abaseto facilitate afurther economic
growth.

Stabilization of prices, exchange rates and deepening of financial intermediation have been the main contributions of
financial sector to our country’s economic growth. Confidence of people and enterprisesin the banks hasincreased, and
that resulted in the highest levels of savings and outstanding loans since 1990. Current account balances of banking
sector haveincreased by 22.1 billiontogrog or 33.8 percent, depositsincreased by 41.9 billiontogrog or 45.2 percent, the
share of total outstanding loansin the GDPis 11.9 percent, and of money supply is 29.3 percent.

Thereporting year was specific in terms of the policy stance maintained by the Bank of Mongolia. By reducing interest
ratelevel and quantity of the Central bank’s bills and maintaining aflexible money supply policy, the Bank of Mongolia
softened the tight monetary policy continued from 1990s. Asthe banks' reservesincreased, the primary and secondary
marketsfor Central bank bills and Government bonds tend to become more active.

In 2001, performance of the Agricultural bank, which hasawide network presenseinrural areas, improved substantialy.
Also, activities of the Trade and Devel opment and Golomt banks expanded, and other privatebanks’ activitiesincreased
aswell. All these developments resulted in an increase in the banking sector activity. Along with that, numerous non-
bank financia institutions have been established. They have been instrumental in creating new job places, increasing
sources of money and providing financial service to lower social strata. Also during the year a substantial amount of
foreign direct investment has been placed into the banking sector.

In 2002, the Bank of Mongoliawill continue to maintain the above-mentioned principal macroeconomic and financial
sector stabilization policies.

Sincerely yours,

Ochirbat CHULUUNBAT

Ulaanbaatar 2002
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1. BRIEF REVIEW OF THE WORLD ECONOMY

11 World Economic Development

Thetragic eventsof September 11 inthe United States caused agreat deal of damageto the
global economy, and there is a possibility that the attacks will bring many more negative
effects. Indeed, recent data suggests that the world economy was weaker than earlier
thought even before the terrorist attacks. Furthermore, these attacks, while affecting the
United States most directly, can clearly be seen as a shock with global reach, given the
worldwideimpact on confidence, financial markets, and growth prospects.

Growth in more advanced economies was 3.9 percent in 2000, while growth in 2001 is
expected to belower than forecasted and may only reach 1.1 percent. The outlook for 2002
islower than in previous years and now is expected to be 0.8 percent, dueto reductionsin
growth in the United States, Japan, Canada, the euro area and newly industrialized Asian
€conomies.

For devel oping countries asawhole, growth has been lowered to 4 percent in 2001. Never-
theless, growth of closeto 4.4 percent isexpected in 2002, which issupported by relatively
strong activity in China and India, a significant turnaround in Turkey’s economic pros-
pects, and reasonably firm growth in the transition economies and Africa.

Advanced Economies

United Sates and Canada

While almost al indicatorsin the United States and Canada had weakened more than was
expected before September 11, the attacks and their aftermath led to further declines. De-
clines in consumer spending and non-defense durable goods orders seemed to signal a
possible bottoming out of economic activity. Theinitia sharp fall-off in some indicators
has at least partially reversed since September, helped for example, by significant sales
incentives for automobilesin theretail sector. Most indicators of household and business
activity continueto suggest that growth remained subdued in the latter part of 2001. Inthe
labor market, job losses and new claims for unemployment benefits in October reached
their highest levelssincethe early 1990s. The housing market appeared surprisingly robust
through August, but recently released indicators suggest that a substantial slowing is
likely. Moreover, some sectors, particularly travel and entertainment, have faced severe
financial difficultiessince September 11. Fiscal policy was eased substantially during 2001,
including in response to the events of September 11. Onthe monetary side, official interest
rates were reduced by 4.75 percentage points since the beginning of 2001, including 1.75
percentage points since September 11. In Canada, the slowdown has been sharper than
earlier envisaged, mainly reflecting events in the United States. Real GDP growth has
slowed substantially since late 2000, with growth of 1.4 percent now expected in 2001, 3
percentage pointslower than in 2000.



Table 1. Overview of the world economic outlook projections (annual percent change)

Projections
1999 2000 2001 2002
World Output 3.6 4.7 2.4 2.4
Advanced economies 3.3 3.9 1.1 0.8
Major industrial countries 3.0 8.8 1.0 0.6
Other advanced economies 4.9 5.2 1.5 1.9
European union 2.6 3.4 1.7 1.3
Newly industrialized Asian countries 7.9 8.2 0.4 2.0
Developing countries 3.9 5.8 4.0 4.4
Countries in transition 3.6 6.3 4.9 3.6
World trade volume (goods, services) 5.4 12.4 1.0 2.2
Imports
Advanced economies 7.7 11.5 -0.3 1.4
Developing countries 1.7 16.1 5.0 6.5
Countries in transition -7.8 12.6 11.2 7.8
Exports
Advanced economies 5.2 11.6 -0.3 0.5
Developing countries 4.7 15.0 3.4 4.5
Countries in transition 0.2 16.3 7.8 6.4
Commodity prices
Oil
In SDRs 36.5 62.6 -11.2 -24.2
In U.S. dollars 37.5 56.9 -14.0 -23.7
Nonfuel
In SDRs -7.8 5.6 -2.3 1.1
In U.S. dollars -7.0 1.8 -5.5 1.7
Consumer prices
Advanced economies 1.4 2.3 2.3 1.3
Developing countries 6.8 5.9 6.0 5.3
Countries in transition 43.9 20.1 16.0 11.0
Six-month London interbank offered rate (LIBOR, percent)
On U.S. dollar deposits 5.5 6.6 3.8 2.8
On Japanese yen deposits 0.2 0.3 0.2 0.1
On euro deposits 3.0 4.6 4.1 2.9
Japan

The events of September 11 and their aftermath have exacerbated what was aready a
difficult and troubling economic situation in Japan. Household and business confidence
havefallen further in recent months, while business conditions have continued to weaken,
especially in the manufacturing sector, where indicators of excess capacity, employment,
and inventories have al deteriorated. Weaker economic prospects and persistently low
equity prices have added to concerns about the financial system’s stability. The steep
downturn in exports since 2000 also looks set to continue in 2001, especially given the
prospect of delayed recoveriesin the United States and Asia and the ongoing weaknessin
the global electronics market.
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Euro Area

Economic prospectsin the Euro area have also deteriorated over recent months, with the
events of September 11 hitting economiesthat were already slowing asaresult of regional
and global shocks, including higher oil and food prices, the reassessment of the technol-
ogy and telecommunications sector, and the associated fall in equity prices. Indicators of
industrial production, service sector activity, and business confidence have weakened
throughout the area. While the Euro area has less policy stimulus in the pipeline than the
United States, it also, in some respects, appears less vulnerable to adverse shocks to
confidence and activities than the United States; external balances are stronger; house-
holds are less indebted and less exposed to stock market developments; and concerns
about overinvestment and overcapacity among firms appear to be lower. On the side of
policy, the European Central Bank haslowered official ratesby 1.5 percentage pointssince
the beginning of theyear, including 1 percentage point since September 11. The IFO busi-
ness confidence indicator in Germany has fallen to its lowest level since 1993, while de-
clines elsewhere have been less stark. Other leading indicators of business conditions
have yet to show aturning point, making thetiming of recovery uncertain. Thefall in global
confidence and activity isalso significant, given theimportance of trade and other interna-
tional economic and financial linkages. For example, the large share of trade between the
United States and Europe taking place between subsidiaries of multinational companies
(such “related party trade” accounted for around 65 percent of all U.S. imports from Ger-
many in 2000) may tend to strengthen the balance sheet linkages associated with thistrade
channel. Consumer confidence has also been declining, probably reflecting international
linkagesin sentiment together with weak real income growth and rising unemployment, and
appears likely to stay under pressure as a result of the increase in domestic and global
uncertainty. Tax reductions in Germany and France have continued to provide support to
demand.

In the United Kingdom, economic activity has so far been more resilient to the global
downturn than activity in other major advanced economies. Industrial output has contin-
ued to fall while exports weakened in the second quarter, influenced mainly by the shocks
to the information technology (IT) sector and aso by the strong exchange rate. Demand
has been buoyed by strong private consumption growth and by already budgeted in-
creases in government spending. However, the recent softening of business and consumer
confidence, as well as house prices and labor market indicators, suggest that private con-
sumption growthislikely to slow down. The Bank of England has|owered interest rates by
1 percentage point since the terrorist attacks.

Other Advanced Economies

The outlook for other advanced economies has al so deteriorated, driven by the weakening
prospects for trade and declining business and consumer confidence, but with important
country-by-country differences.

ANNUAL REPORT 2001
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Figure 1. Growth of World Real GDP
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Figure 3. World real long-term and short-term interest rate
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The smaller European economies outside the euro areac Denmark, Norway, Sweden and
Switzerland have faced poorer export market conditions in Europe and falling domestic
confidence, also some more specific pressures. Norway, for example, is exposed to oil
market developments; Switzerland has experienced some currency appreciation stemming
from safe haven related capital inflowsfollowing September 11.

Economic conditions in Australia and New Zealand appear reasonably robust despite
some recent weakening in confidence. Export performance has been well-sustained in both
countries in 2001, helped by weak currencies and, in New Zealand, by more favorable
agricultural growing conditions. This has contributed to sharp reductionsin their current
account deficit. Household spending has also held up quite well: house construction isup
strongly in Australia, supported by lower interest rates and earlier homeowner incentives;
and lower interest rates, rising rural incomes, and continued low unemployment are con-
tributing to theresilience of demand in New Zealand.

South East Asian Countries

The economic activity of the members of the Association of South East Asian Nations has
continued to deteriorate. From mid-2000, industrial production and exportsslowed sharply,
driven by the global slowdown, especially in the high technology sector, and morerecently
by weakening growth in Europe and Japan. L ooking forward, growth in most Asian coun-
tries is expected to pick up in 2002, supported by an upturn in global activity and in the
electronic cycle. However, there are important risks to the outlook, particularly given the
increased global economic and financial market uncertainty following the September 11
terrorist attack on the United States.

Given the improvement in economic fundamentals since the Asian crisis, including large
current account surpluses, higher reserves, reductions in short-term external debt, and
widespread adoption of flexible exchange rates, most countries are in a better position to
manage such risks. However, afurther slowdown in growth would exacerbate pressureson
already weak financial and corporate sectors. In particular, export growthin Asia’s newly
industrialized economiesturned down sharply, accompanied by arapid declinein industrial
production, which has resulted in the steepest economic slowdown in 2001. In the Philip-
pines and Thailand, growth has been adversely affected by the electronics demand slow-
down and poor performance of the banking system. In Indonesia, market sentiment has
improved following the recent peaceful resolution of the political crisis, and the recent
tightening of fiscal and monetary policy improved the economic activity and strengthened
the rupiah. However, major challengesremain, particularly for addressing concerns about
decentralization, containing inflation, and accelerating progress with bank and corporate
restructuring.

Emerging Markets

The sharp reaction of advanced economic financial markets to the September 11 attacks
were echoed and amplified in emerging markets, with falling stock prices and weakening

ANNUAL REPORT 2001
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Box 1. The long-term Impact of September 11

On 11 September 2001 a series of attacks were launched on America. It was a day that many around the world would never
forget. On this day the hijacked planes crashed into the twin buildings of the World Trade Center and the Pentagon. The
terrorist attacks claimed the lives of 2919 persons. 102 persons

are still reported to be missing. The U.S. National Income and  pjrect Costs of September 11 Attacks (Billions of US dollars)
Product Accounts estimate the losses to property from the Sep-

tember 11 attack at about USD 16 billion, just over 0.15 percent of Loss Cost
annual GDP. In addition, the horrific loss of life and injuries are Structures, Equipment, and Software

estimated to lead to other insurance costs of approximately USD 5 Private 14.0
billion (0.05 percent of annual GDP). State and local government 1.5
The main channel through which the continual threat of terrorism Federal government 0.7

could affect the long-term potential of the global economy is by Subtotal 16.2

raising transactions costs, resulting in a reduction in potential out-

put. These costs can be broken down as follows: Other Insurance Losses

Higher operating costs. Businesses may experience Life and related costs 2.6
higher operating costs, owing to increased spending on Workers compensation 1.8
security, higher insurance premiums, and longer wait Homeowners and other 0.6
times for activities General government 0.2
Higher levels of inventories. Businesses may be required Subtotal 52
Total 214

to hold larger inventories than previously, owing in part
to less reliable air and rail transportation. For instance,
production in the auto industry was interrupted because
components were not immediately available from suppliers after the September 11 attacks, owing to delays in
shipments crossing the U.S.-Canadian border.

Higher risk premium. As a result of the attack, lenders’ appetite for risk may decline, leading to higher risk
premiums that may be passed on to businesses in terms of higher interest rates and lower equity prices, causing
an adverse effect on investment, and a smaller capital stock.

Shift of resources away from the civilian labor force toward the military. More resources may be diverted toward
the military for use in the containment of terrorism. In addition, research and development resources may be
shifted away from productive activities toward the development of new devices to thwart terrorism.

Shift away from globalization. The attack may have effects on firms’ investment decisions-in particular, whether to
invest domestically or abroad, in part because of potential disruption of cross-border flows of goods and assets.

Views of the long-term impact divide roughly into three camps:
The most commonly held view is that there will be few consequences for the long-term outlook for the United
States and elsewhere. This assumes that the persistence of the disruptions caused by the terrorist attack will be
limited, registering as a small downward shift in productive potential. A useful parallel to assessing the impact may
be the assassination of U.S. President John F. Kennedy in 1963. Despite the uncertainty following the assassina-
tion of President Kennedy, the economy and equity market strengthened following an initial decline.
A significant minority believes that the terrorist attack will have a noticeable impact on productive potential,
particularly if additional terrorist activity occurs on a sustained basis. This pessimistic view is based on the
assumption that the threat of terrorism will create considerable uncertainty, instability, and significantly higher
transaction costs. This negative scenario can be compared to the effects of the 1970s oil crises.
A few argue that the attack will benefit the economy in the long run. This “creative destruction” view holds that the
setback in the economy will enable producers to shed much of their unproductive activities, leading them to adopt
newer technologies to become more competitive and thereby enabling the economy to grow at rates in excess of
those that prevailed earlier. This positive scenario can be compared to the effects of the Y2K project. In the Y2K
case, companies were required to update and improve existing software, which increased their flexibility in
adopting new technologies more rapidly.
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currencies. The countries with substantial external financing requirements remain vulner-
able to potential reassessment of global or domestic economic prospects and to further
shocks to international financial markets. These concerns are probably the strongest in
Latin America-notably in Argentina, which isexperiencing renewed financial turbulence,
but also other regional economieswith persistently high current account deficitsand large
external debts. In Argentina, thefinancial sector reform has been so complicated that it has
affected its political stability. In Turkey, the exchange rate fell substantially in September
and early October and output fell by 6 percent, with growth decreasing to 0.2 percent. The
economiesof Central and Eastern Europe and the Baltic states are attracting foreign invest-
ment without difficulty, possibly reflecting increased discrimination among investors to-
ward countries with stronger economic fundamentals.

Commodity price developments, from mid-2001, will havethemost direct and sizableimpact
inthe Middle East, among the Commonweal th of Independent States (CIS), and in Africa,
where many countries are heavily dependent on a narrow base of fuel and non-fuel com-
modity exports.

China

Although exports have slowed markedly in 2001, overall activity remained strong, in part
because total exports, and especially exports of high technology goods, comprise a much
lower share of GDP, led by buoyant private consumption and strong public investment.
China's near-term vulnerability to external shocksisalso limited both by itshigh level of
foreign reserves and by strong inflows of foreign direct investment, which is running at
around USD 40 hillion a year. The key economic challenges, which have become more
urgent with impending entry to the World Trade Organi zation, remain asthe strengthening
of the banking sector, which despite recent loan transfer to asset management companies,
remains burdened by high levels of non-performing loans, and amove forward with enter-
priserestructuring and agradual shift to amoreflexible exchangerateregime.

Transition Economies

Following astrong pick-upin 2000, regional GDP growth isexpected tofall to 4.9 percentin
2001, due to export growth which isincreasingly affected by weakening global demand,
particularly in Germany. In Poland, where economic activity has weakened sharply and
inflation isdeclining, interest rates have been reduced, most recently in August 2001. With
interest rates still remaining very highinreal terms, there appears ascopefor further easing.
In contrast, in Hungary inflation has returned to double-digit levels. Also the recent widen-
ing of the exchange rate band is facilitating the necessary tightening of monetary condi-
tions. In the Czech Republic, demand and economic activity remained strong in the first
guarter but have since shown signs of slowing. The Central Bank raised its policy interest
rate for the first time in March 1998, against a backdrop of rising headline inflation. The
economic activity inthe Baltic Statesis expected to remain rel atively robust, with amoder-
ate growth slowdown in Estonia.

ANNUAL REPORT 2001
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Figure 4. Consumer prices of countries in transition
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Figure 6. Commaodity Price Index (1990=100)

Primary commodities

160

Non-Fuel commodities

Petroleum

140
120
100

80

60\,

40
1998 1999 2000 2001

THE BANK OF MONGOLIA - ANNUAL REPORT 2001

15



BRIEF REVIEW OF THE WORLD ECONOMY

THE BANK OF MONGOLIA -

16

Following the recession induced by the Russian crisis in 1998, the Commonwealth of
Independent States (CIS) experienced a strong and widespread recovery in 1999-2000. In
Russiaparticularly, the combination of higher oil prices and sharply depreciated exchange
ratesled to asurgein GDP growth to 8.3 percent in 2000. In 2001, regional GDP growthis
expected to reach 6.1 percent. In Russia, despite someweakening in oil pricesfrom their late
2000 peaks and continued high capital outflows, the external current account and overall
balance of payments are expected to remain in strong surplus. The authorities face the
difficult task of creating appropriately tight domestic liquidity conditionsto restrain infla-
tion while avoiding an overly rapid real appreciation of the ruble that could threaten eco-
nomic growth. Despite stronger than expected fiscal surpluses, inflation is running ahead
of projections, suggesting that monetary policy may need to be tightened. Similar chal-
lengesarefaced in Kazakhstan. Ukraine's economic growth, inflation, and external position
have performed significantly better than expected based on sound macroeconomic poli-
cies. Inflation has continued to remain at a high level in a few countries, particularly,
Belarus, Tgjikistan and Uzbekistan. In Armenia, Georgia, the Kyrgyz Republic, Moldova
and Tgjikistan, thedramatic increasein external debt over the past decadeis aseriousthreat
to external and fiscal sustainability and is of particular concern given the very low per
capitaincome and high poverty levelsin these countries.

12 Interest Ratesand ExchangeRates

The globa slowdown that started most prominently in the United States in 2000 had, by
mid-2001, become a synchronized downturn across almost al major regions of the world.
Thisleft the global economy particularly vulnerabl e to anegativeimpul se through, among
other things, an erosion of the financial position of consumers, corporations and govern-
ments. Financial markets have remained volatile, partly reflecting rapidly changing expecta:
tions about the duration and depth of the slowdown. In mature markets, equity prices
rallied temporarily in April and May, but have since fallen significantly asincoming news
on corporate profitability remained weak and growth prospects deteriorated. Yields on
government bonds broadly mirrored these developments. In currency markets, the U.S.
dollar continued to appreciate in nominal effective terms through July, while the yen and
the euro remained relatively weak. In August and September, however, as concerns about
U.S. growth prospects increased, the dollar depreciated moderately against most major
currencies, with the euro returning close to its level against the dollar at the beginning of
the year.

In emerging markets, financial developments have been influenced by mature markets.
While spreads for most emerging market countries declined through June, there were sub-
stantial increases in Argentina, which also affected Brazil and Turkey. As difficultiesin
Argentinaand Turkey intensified in July, their spreads widened sharply, with spillover to
other emerging markets, particularly in Latin America.

In the United States, the terrorist attack occurred after earlier policy easing, making room
for further policy maneuvers constrained. The main financial market response was aflight
to quality that increased borrowing costs for riskier borrowers.
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Figure 7. World market price of crude oil
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13 Commodity Markets

From January to August 2001, prices remained within OPEC’s target band of USD 22 to
USD 28 per barrel, although with fluctuations. Prices moved close to the upper end of this
range early in 2001 and again in late May. But the increasingly sluggish pace of global
economic activity, together with rising stocks of oil and oil products, led to a substantial
weakening of pricesin June and July. Immediately following the September 11 attack, crude
spot pricesinitially increased, but then receded back to level s prevailing in theweek before
the attack. Prices were dampened by reassurances by OPEC members of production in-
creases if they became necessary, and falling demand for crude and oil products, particu-
larly for jet fuel, associated with air transport restrictions. After fluctuating around USD 20
per barrel through early November, oil prices softened further in responseto OPEC s diffi-
culties in coordinating global production cuts, particularly among non-OPEC producers.
While discussions between OPEC and Russiato cut production by 200,000 barrels per day
continued, the futures price for 2002 delivery fell to USD 18 per barrel. The near-term
outlook for prices clearly depends on the willingness of exporters to agree on production
limits.

Inventories and prices of metals have reacted quite promptly over recent years' signals of
weakening or strengthening in the global economy. The large inventories of metals accu-
mulated in the aftermath of the 1997-98 financial and economic crisesbeganto rundownin
2000, but then renewed accumulation in 2001 asindustrial production weakened. Alumi-
num prices declined by 15 percent and copper prices by 18 percent, between January and
the end of August, 2001. For these and most other metals, prices are expected to pick upin
2002 asrecovery of theglobal economy takeshold. However, pricesgenerally appear likely
toremain well below their level s of the mid-1990s.

Gold pricesreached USD 286 per troy ounce at the end of May. In responseto the Septem-
ber 11 terrorist attack, gold pricesinitially moved up sharply and then came down again,
though remaining abovetheir level for thefirst half of 2001.

Whilethe current Slowing in global demand may exacerbate price weakness, low pricesfor
most agricultural commaoditiestend to stem from supply rather than demand conditions. In
particular, price declines over recent years have led to some strategic shifting among an-
nual cropsbut have generally not led to adecreasein overall production. The situation has
been most serious for coffee, cocoa, sugar and cotton. Noteworthy exceptions to the
overall weaknessin agricultural commodity marketsaretimber and meat prices. Meat prices
have been affected by problemsin Europe and South Americawith decreasesin livestock.
Timber prices have been supported by strong construction demand, particularly in the
United States.
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2. BRIEF REVIEW OF DOMESTIC ECONOMY

2.1 General Review

During the reporting period, the M ongolian Government in cooperation with public organi-
zations implemented a policy aimed at promoting growth, strengthening the legal and
economic environment for financial intermediation, and providing macroeconomic stabili-
zation. Theyear 2001 was declared the“ Year for promoting domestic production” and an
action planwasadopted. Asaresult of theimplementation of these measures, the capacity
for processing raw materialsincreased locally - production of leather products and shoes
increased 36 times and the domestic production of de-haired cashmere, camel wool, washed
wool, felt shoes, and textiles increased 43.9 - 89.8 percent. In 2001, 4.8 million head of
livestock were lost, which is higher than the previous year by 1.3 million, due to an ex-
tremely harsh winter, animal disease and drought. The GDP growth rate wasonly 1.1 per-
cent, mainly dueto adeclinein production inthe agricultural sector. Assuming theagricul-
tural sector’slevel of production remainsthe sameasin theyear 2000, the GDP growth rate
isestimated to be 6.6 percent overal, and at 10.0 percent, if excluding the agricultural sector
declineof 2001.

Adoption by Parliament of “Mongolia’sregional development strategy” wasavery essen-
tial preliminary condition for Mongoliato reduceitsterritorial economic and social devel-
opment inequality, and to step toward sustainable growth in the 21% century.

In 2001, unfavorable weather conditions had a negative impact on the agricultural sector’s
output, especially for animal husbandry. However, it wasayear marked with visiblerecov-
ery signsintheindustrial and banking sectors. During thelast year, arealistic trend toward
the stahilization of the economy has been achieved, as evidenced by: aforeign exchange
rateof MNT to theUSdollar remaining relatively stable, the budget deficit declining by 34.7
percent to 4 percent of GDP, according to preliminary data, and industrial sector output
increasing by 11.8 percent.

Themoney supply (M2) increased by 27.9 percent, whilethe consumer priceindex (CPl), at
11.2 percent (measured by the growth rate of M2), was 2.5 timeslower than the growth rate
of theM2. Thepriceincreasefor fooditemswas 15.1 percent overall, with the main factors
of thisdevelopment in housing, fuel and electricity increases of 21.5 percent.

Customer confidence in the banking system has improved and bank credit and deposits
reached their highest level since 1990. Banking system checking accounts increased by
MNT 22.1 hillion or 33.8 percent, savings deposits by MNT 41.9 billion or 45.2 percent,
followed by an increase in new credits. At the end of 2001, the share of total depositsto
GDP was 11.9 percent; loan to GDP 11.9 percent; and money supply to GDP was 29.3
percent. Furthermore, non-performing loans in the banking system declined by MNT 5
billion, and its percentage of total loans outstanding declined 15.8 points to MNT 10.9
billion.
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Table2. Annual GDP growth (at constant prices)

1996 1997 1998 1999 2000 2001

Gross Domestic Product 2.4 4.0 3.5 3.2 1.1 1.1
Industry -3.6 -3.3 4.2 1.1 2.4 11.8
Agriculture 4.4 4.3 6.4 4.2 -14.4 -16.0
Construction 2.6 -2.7 -1.1 1.6 -14.6 12.4
Transport, communication 11.2 5.8 7.4 6.1 25.2 12.9
Trade 0.3 17.1 -3.1 1.3 25.7 8.7
Service 7.3 -0.6 1.7 5.4 2.1 5.7

Attheend of thisreporting year, thetrade deficit totaled USD 150.4 million - 14.7 percent of
GDP. Total trade turnover declined, dueto alower volume of all of the main export items,
except gold, and lower imports for machinery, equipment, food items, and textiles. Price
decreasesin copper and cashmere on theworld commodity market and an outbreak of foot
and mouth disease in Mongolia were the main factors causing the decline of export vol-
umesin copper and animal originated raw materials. Atthe sametime, theimport volume of
oil products, especially petroleum, increased substantially.

The Government completed areview of itsannual arrangementswith the IMF and reached
an agreement on amediumterm program.  Asan outcome of the 8" annual meeting of donor
countriesheldin Paris, Francein 2001, USD 330 million fundswere promised to Mongolia,
from which 52 percent will bein concessional loans. Foreign direct investment increased
by 17.3 percent in comparison to the previousyear, reaching USD 63 million. The mgjority
of these inflows were invested in mining, banking, and the service sectors.

The survey on determining the minimum living standard, which was conducted by National
Statistics Office, reveal ed that 35.6 percent of thetotal population livesin conditions bel ow
minimum living standards. Eventhough thisis0.7 pointslower than 1995 levels, the degree
of poverty is deepening and the income gap has increased substantially.

Industry

During the reporting year, the industrial sector employed 63.2 thousand people and pro-
duced 170 commoditieswith total salesof MNT 624.2 hillion (at current prices) at foreign
and domestic markets. Total output of theindustrial sector increased by MNT 28.8 billion
or by 11.8 percent, reaching MNT 272.5 billion (at 1995 prices). Thelargest increasescame
in the production sub-sector, with 22.7 percent growth, mineral exploration increasing 9.8
percent, and electricity, thermal energy and steam by 2.5 percent. In comparison to the
previous year, the percentage share of some sub-sectors output increased significantly,
such as the share of textile manufacture which increased 1.4 points, food production,
leather tanning, mining of crude oil, and natural gas production each increased by 0.5
points. However, the percentage of the sector coming from the production of electricity
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and thermal energy declined by 1.6 points, production of other mineral exploration by 1.1
points, and mining of metal ore by 0.5 points.

In 2001, 381.4 thousand tons of copper concentrates and 209 thousand tons of fluorite
concentrate were produced, as well as 73.8 thousand barrels of crude oil and 13.7 tons of
gold.

In comparison to 2001, the production of 122 commoadities increased, such as electricity,
thermal energy, purewater, crudeoil, coal, gold, copper concentrate, molybdenum concen-
trate, red brick, textiles, de-haired cashmere, bread, salt, alcohol beverage, wine, spirits,
candles, medicine, and other products. The production of 41 commodities declined includ-
ing fluorspar concentrate, carpet, metal mould, chalk, whest flour, macaroni, and others.
However, the remaining 7 recognized commodities of rubber and plastic products, radio
and TVs, communication equipment, beauty soap, and others were not produced at all.
Ulaanbaatar city’s share of total salesfrom theindustrial sector was49.7 percent, followed
by Orkhon aimag’s 26.8 percent, and the Central aimag’s 8.7 percent.

Agriculture

By the end of 2001, the livestock census showed thetotal number of livestock had reached
26.1 million head, of which 285.2 thousand were camel, 2.2 million horses, 2.1 million cattle,
11.9 million sheep, and 9.6 million goats. Thetotal number of livestock decreased by 13.8
percent, or 4.2 million head, from the previous year. The following is a summary of the
reductionsin livestock: camelshby 11.7 percent or 37.7 thousand, horsesby 17.7 percent or
469.9 thousand, cattle by 33.2 percent or 1,028 thousand, sheep by 14 percent or 1,948.3
thousand, goat by 6.7 percent or 685.2 thousand. Of the female portion of the livestock,
70.1 percent or 9.3 million head have generated new offspring and of those 79.5 percent or
7.4 million reached maturity, which is 902.6 thousand less than in the year 2000. The sur-
vival and growth rate of young livestock decreased 3.1 pointsin comparison to the previ-
ous year.

Dueto acountrywidewinter disaster (Zud) and an outbreak of foot and mouth disease, 15.7
percent or atotal of 4.8 million head of livestock werelost. The structure of total losseswas
asfollows: sheep 41.8 percent, goats 26.9 percent, cattle 21.4 percent, horses 9.5 percent,
and camel 0.4 percent. There is a need for herdsmen to abandon traditional nomadic
husbandry methods and transition to small work groups and farms, if they are going to
survive the winter disasters and animal disease that has become common over thelast few
years.

Countrywide in 2001, 217.6 thousand hectares of land were cultivated, which is 4 percent
higher than the previous year. Out of the total cultivated area, 199.6 thousand hectares
were under wheat, 8.9 thousand hectares under potatoes, 5.6 thousand hectares under
vegetables, and 1.9 thousand hectares under fodder. Even though the yields of staple
agricultural crops decreased by 2.3 percent per hectare from the previous year, the total
cultivated area increased by 8.3 thousand hectares. Total production was comprised of
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Figure 10. Rea GDP growth rate
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142.2 thousand ton of wheat, 58 thousand ton of potatoes, and 44.5 thousand ton of other
vegetables, showing atrend toward recovery in the agricultural sector. Also, 802.6 thou-
sand tons of hay was produced and 16.9 thousand ton of handmade fodder was prepared.
Asaresult of the* Green Revolution,” strategy, developed by the Government over thelast
few years, fruit-bearing areasincreased 15.8 percent and thetotal fruit harvest increased by
13.9 percent from the previous year. The apple crop increased 2.2 times and the share of
applesinthetotal fruit harvested was 42.6 percent.

Construction

In the reporting year, construction companies (domestic and foreign companies operating
in Mongolia) completed construction and capital repair work valued at MNT 77.2 billion,
whichishigher by 0.1 percent in comparison to the previousyear. A majority of thework
(78.9 percent) was undertaken by domestic construction companiesand theremaining 21.1
percent was completed by foreign companies. Also, the following construction projects
valued at MNT 22.4 hillion were completed and turned over: household clinic, school,
factory, office and service buildings, and paved road. In the construction sector 15.7
thousand people were employed, which is higher by 45.4 percent or 4.9 thousand people.

Mongolian construction companies compl eted construction and capital repair work valued
at MNT 60.9 hillion, whichisanincrease of MNT 2.5 billion or 4.3 percent. However, the
construction work completed by foreign companies decreased by MNT 2.4 billion or 12.8
percent and totaled MNT 16.3 billion.

Of thetotal number of construction companies operating in 2001, 63.8 percent were private
or privatized companies, 25.8 percent were state-owned enterprises, and theremaining 10.2
percent were joint ventures.

In 2001, 61.4 percent of all construction work wasdonein Ulaanbaatar City, 11.8 percentin
Orkhon aimag, 2.3 percent in the Central aimag, and 24.5 percent in other aimags. Alsothe
following representative projects were completed during the reporting year: an apartment
complex for 30 familiesin district “ 40 thousands’ of Ulaanbaatar City, aresort buildingin
Selhi, “Future” complex, adeep-ground well, agas station. In addition, equipment valued at
MNT 4 billionwasinstalled, aspart of the* Water Meter” project. Other projectsincluded
a400 student school building in Jargalant soum in Arhangai aimag, a 171 meter concrete
bridge over the Orhkon River, a2000 sq. meter airport landing strip in Bulgan aimag, and a
sauna.

Transportation and Communication

In 2001, 11.8 million tons of goods and 98.5 million passengers were transported within
Mongoliausing all types of transportation. Goods transported increased by 11 percent or
1.2 million tons; passengers carried increased 5.9 percent or 5.5 million persons, from the
previous year. During the reporting year, out of total goods transported, rail freight ac-
counted for 86 percent, and auto transport accounted for the remaining 14 percent. Also,
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Figure 13. Consumer Price Index (by structure)
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Box 2. Profitability of “Erdenet” ore dressing factory

The biggest Mongolian enterprise is a Mongolian-Russian Joint Venture with the following: an ore-dressing factory, an open pit,
a machinery repair plant, a transport facility, a thermal power plant and 18 other production and auxiliary units, as well as

housing, amenities, production and auxil-
iary facilities related to the joint venture’s
operations.

The above table shows that the production
of copper concentrate is at a relatively
stable level. The Erdenet enterprise fulfills
the production plan in physical value. How-
ever, since Mongolia is a world price-taker,
the profitability of this enterprise fluctuates
with price changes at the world market.

Sales and Profit before Tax

Mongolian Copper Production, Export and World Market Prices

1995 1996 1997 1998 1999 2000

Copper, tons 2,702.6 2,322.3 1,545.2 641.1
Copper concentrate,

thousands of tons 346.4 3515 357.9 358.4 361.9 357.8

Export price, USD * 2069.4 1491.8 1517.3 884.7  879.9 1171.7

Average price, USD 2920.0 2301.7 2262.2 1654.6 1589.9 1803.0

Minimum price, USD 2824.0 1926.0 1719.5 1465.5 1368.3 1678.3

* Export price of Erdenet’s copper in concentrate /source: Customs General Administration/

Year Sales, Changes Profit before Changes
billion MNTs | (in percent) tax, (in percent)
billion MNTs
2000 186.7 34.3 50.9 739.0
1999 139.0 443 6.1 251.0
1998 96.3 -41.2 -4.0 -108.2
1997 163.8 58.2 48.8 71.5
1996 103.5 28.5

THE

28

* Source: National Statistical Office

From the above two tables, we can conclude that even though
production of copper has been stable over time, Erdenet’s
sales and profit before tax change with copper prices in the
world market. In 1999, the price of copper in the world market
fell to the lowest point (price of 1 ton cathodes was USD 1354),
and Erdenet Enterprise ran into financial problems. However,
as a result of organizational improvements and effective use
of resources, the Joint Venture managed to reduce the cost of
goods. Sales revenue and total expenses reached MNT 142.8
billion and MNT 136.8 billion respectively, giving a profit of
MNT 6.1 billion. The following factors mainly contributed to this

achievement: reducing the prices of imports, raw materials, and electricity, which make up the largest portion of the cost of
production. Also, the enterprise improved conditions in its export contracts. In 2000, the Joint Venture’s sales of copper
concentrate totaled MNT 186.7 billion and total expenses totaled MNT 135.8 billion resulting in a profit of MNT 50.9 billion. The
price increase of copper in the world market and cost reductions have positively affected the profitability of the enterprise.

At the end of 2000, owner’s equity of the Erdenet factory reached
MNT 288 billion; up by 2.8 percent or MNT 7.8 billion over 1999.
Return on equity rose from 1 percent in 1999 to 9.7 percent in 2000,
thanks to a ten-fold increase in net profit, despite growth in owner’s
equity. Return on assets or profitability of funds invested, mea-
sures the overall effectiveness of management in generating prof-
its from its available assets. This ratio for the Erdenet enterprise

Profitability of “Erdenet” Ore Dressing Factory

Ratios 1997 1998 1999 2000
Gross profit margin 29.2 -4.0 4.3 27.3
Net profit margin 14.6 -22.4 2.0 14.9
Return on equity 15.5 -8.1 1.0 9.7
Return on assets 10.4 -6.4 0.8 7.4

grew in the last two years and reached 7.4 percent in 2000. Despite
those achievements, the above-mentioned ratios are still lower than levels of 1997.

* The full version of this paper is available in the Publication section of the Mongolbank website www.mongolbank.mn
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95.5 percent of passenger transportation was by auto transport, 4.2 percent by rail, and 0.3
percent by air transport. Auto freight increased by 12 percent and auto passenger trans-
port by 6.4 percent; rail freight by 10.8 percent; inland water freight by 6.3 percent; air
freight by 0.5 percent and air passenger transport by 0.8 percent. Two thirdsof air passen-
ger transportation wasinternational and one third domestic flight while, 95 percent of rail
passenger transport was domestic and the remaining 5 percent was international .

During the reporting year, total revenue from the transportation sector increased to MNT
120.8 billion or an increase of 18.4 percent from the level of year 2000. Out of the total
revenue from the transportation sector, rail transport revenue accounted for 52.3 percent,
followed by air transport at 34.4 percent, and auto transport at 13.2 percent.

In 2001, the communi cation sector generated MNT 34.7 hillion in revenue, of whichMNT
11.8 billionwasfromindividuals. Thetotal revenueincreased by 9.8 percent or MNT 3.1
billion, mainly due to expanded operations at Mobicom and Skytel Companies. Employ-
ment in this sector accounted for 23.5 thousand people, which isanincrease of by 1 percent
over the previous year.

Tradeand Service

According to preliminary results, the trade sector’s volume of activity increased 8.7 per-
cent, and other service sectorsincreased 5.7 percent. Hotel and dining services accounted
for 10.5 percent, financial service 47 percent, immovable properties and business services
7.8 percent, healthcare and social welfare services 0.5 percent, public and private services
2 percent, and indirect financial services 25 percent.

2.2 Government finance

In 2001, Government fiscal policy was aimed at maintaining macro stability, achieving fiscal
transparency, and settling arrears and payments accumul ated from the past. Specia atten-
tion was paid to securing a more stable tax base, strengthening budget planning and
curtailing unproductive expenditures.

The budget’s current account balance improved during 2000, with a current account sur-
plus and an overall budget deficit at only 2.6 percent and 6.8 percent of GDP respectively
for that year. During 2001, fiscal revenuewas MNT 424.5 billion or 37.5% of GDP; fisca
expenditurewas MNT 470.1 billion or 41.6 percent of GDP; current account surplusand the
overall budget deficit reached MNT 56.1 billion or 5 percent of GDPand MNT 45.5hillion or
4 percent of GDP respectively. The overall budget deficit figureislessthan the 6.8 percent
of GDP, whichisstipulated inthe“Main Directions of Economic and Social Devel opment of
Mongoliain 2001.”

When looking at the dynamics of the country’s fiscal performance over thelast 6 years, it
appears that the main fiscal indicators for 2001 improved. However, there is a tendency
toward an overall fiscal deficit, which wasfinanced by foreign loans and grant aid.
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A comparison of total tax revenues to GDP reveals a degree of tax burden within the
economy. Using thismeasure, atax burden of 19.7 percent in 1999 isderived, 25 percentin
2000 and atentative measurement of 28.3 percent for 2001. The main reasonsfor thistrend
are an increase in tax rates and the number of brackets, improvements in tax collection
efforts and adecline in economic growth for the past two years, while the average growth
rate has been only 1 percent.

Since September, 2001, the Government of Mongolia entered into an agreement with the
International Monetary Fund for implementing a 3-year Poverty Reduction and Growth
Facilitation (PRGF) program. The main objectives of this program are to support private
investment, foster macroeconomic stability, promote 4-6 percent of real economic growth
during the program’ sduration, tame inflation within aone-digit range, and reduce the debt
burden by means of adeclining budget deficit. In 2001, the PRGF program envisions most
of its attention to be focused on reducing the percentage of fiscal expendituresto GDP by
carrying out steady reformsin public employment and wage hills over 2002-2004. Within
the program of fiscal consolidation, certain specific program targets were executed in the
last quarter of 2001.

In order to streamlinetransactions between the central and local budgets, expenditureswill
be determined according to local needs and will be processed with a newly introduced
method of retroactive re-financing based on revenue performance. It was decided to dis-
tribute VAT collectionsto local budgetsthrough a Treasury Single Account (TSA) from 1%
January, 2002. During the reporting period, atotal of approximately 20 thousand transac-
tionswere processed through the TSA in the amount of MNT 466.7 billion of revenue and
MNT 468.8 hillion of expenditure.

Instead of classifying tax revenue by type of payer and to facilitate classification by rev-
enue type, an increase in tax on gasoline and diesel was adopted. In addition, income and
excise tax revenues are now categorized by income and tax revenues for automobiles and
other types of transportation. Real estate taxes have been allocated to local budgets.

Because business entitieswill now have to pay anew tax on real estate, and to reduce tax
pressure on entrepreneurs, tax expenses on real estate can now be deducted from taxable
income. In addition, the allowable percentage of advertising expenses to taxable income
that istax-exempt hasincreased from 5 percent to 10 percent.

The Budget law was amended to require that each fiscal year budget will be drafted in
combination with medium-term budget projections, in order to improve budget planning,
enhance accountability and control over budget funds. Thischange should also strengthen
budget discipline among budget entities and improve the Government’s successin imple-
menting itssocial policies.

Since January 2002, import duties have been reduced by 2 percentage pointsto 5 percent.
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Table 3. General government budget

Total revenue & Grants

Current revenue

Tax revenue
Income tax
Social security contributions
Tax on property
Domestic sales tax
Taxes on foreign trade
Other tax

Nontax revenue

Capital revenue
Grants
Total expenditure

Current expenditure
Goods and services
Wages and salaries
Other goods services
Interest payment
Subsidies and transfers
Subsidies
Transfers
Capital expenditure
Lending (net)
Current balance
Overall balance
Financing
Foreign, net
Project loans
Financial loans
Amortizations

Domestic, net

* Preliminary

2000 actual 2001 projection

343.2 404.5
339.7 396.3
274.1 310.3
74.1 69.2
38.7 45.1
0.3 3.3
117.6 150.9
31.9 29.5
11.5 12.3
65.6 86.0
0.4 0.2
3.1 8.0
412.9 479.7
305.0 355.3
200.7 238.2
84.5 89.8
116.2 148.4
18.5 19.4
85.8 97.7
0.6 5.6
85.2 92.1
45.2 54.8
62.7 69.6
34.7 41.0
-69.7 -75.2
69.7 75.2
70.5 82.0
62.9 82.0
13.3 25.4
-5.7 -25.4
-0.8 -6.8

In billions of togrog
2001 actual* Changes of actual

424.5 81.3
415.1 75.4
319.4 45.3
65.0 -9.1
46.1 7.4
1.6 1.3
164.7 47.1
27.5 -4.4
14.5 3.0
95.7 30.1
0.3 -0.1
9.1 6.0
470.0 57.1
359.0 54.0
247.6 46.9
91.6 7.1
156.0 39.8
16.2 -2.3
95.2 9.4
5.7 5.1
89.5 4.3
50.3 5.1
60.7 60.7
56.1 21.4
-45.5 24.2
45.5 -24.2
62.5 -8.0
58.3 -4.6
23.9 10.6
-19.7 -14.0
-17.0 -16.2
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Also, atax law on business activities conducted by individual s, on which aprecisetax base
can not be determined, has been approved.

Budget Revenue

The 2001 budget revenue was generated 75.2 percent from tax revenues, 22.5 percent from
non-tax revenues, 2.2 percent from foreign aid and 0.1 percent from capital revenues. When
compared to last year, non-tax revenue increased by 1.9 points, tax revenue by 1.0 point,
and foreign aid by 0.8 paints.

Tax revenue performance was 102.9 percent of the plan, by revenue categories, of which tax
fromindividualsand other taxeswere only 15-18 percent of plan. In addition, dueto aworld
economic slowdown and falling demand for export items, businessincome tax and import
duty tax were not met. In particular, areduction of dutiesfrom Erdenet and Gobi factories
had a negative affect on budget revenue performance.

Amendments made in late 2000, to a package of laws concerning taxes, positively influ-
enced revenue performance and expansion of thetax basein 2001. Introduction of anew tax
onreal estateaimed at expanding thetax base provided an additional MNT 1.6 billion of tax
revenues in 2001. With Parliament approval of the amendments to the “Law on Excise
Taxes,” since 2001, the following excise duties were imposed: per litre of imported beer -
USD 0.20, per litreof imported wine- USD 0.75, per 100 cigarettes- USD 0.30. Asaresult of
these amendments, atotal of MNT 49.6 billion of excisetaxeswere collected, which repre-
sents a growth of 38.9 percent over last year.

In addition, in order to strengthen control over domestic producers of vodka and improve
tax revenue performance, the“Law on Excise Tax Marks' becameeffectivein 2001. Thislaw
provides support for more stringent tax collection. To reduce tax exemptions, a practice of
exempting income spent on education, science and technol ogy was discontinued in 2001.
Also, voluntary insurance contributions from business entities will now be taxable. To
reduce overall tax exemptions, import duties and VAT for equipment purchased by enter-
prises with foreign investment will no longer be exempted. Only equipment and heavy
machinery to be used for manufacturing purposes by enterprises with foreign investment
inpriority sectorsand export orientation will be exempted.

Preliminary resultsfor 2001 indicatethat capital revenueshave been at thelevel of MNT 0.3
billion, which is 25.7 percent less than the previous year. And foreign aid revenue, which
wasMNT 3.1 hillionin 2000, increased by MNT 6 billion, reaching MNT 9.1 billion.

Budget Expenditures

The breakdown of budget expenditures|ooks asfollows: goods and services-52.7 percent,
debt service expenses-3.4 percent, subsidies and current transfers-20.3 percent, capital
expenditures and net lending-23.6 percent. Compared to 2000, expenditures on goods and
services have grown by 4.2 points. However, capital expenditures and net lending, and
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Figure 16. Budget deficit (percentage of GDP)
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debt service expenses have declined by 3.3 points and 0.8 points respectively. There have
been no changes in the portion of subsidies and current transfers.

In 2001, policy was aimed at streamlining the structure of expenditures, abolishing or limit-
ing unproductive expenditures and financing of essential social services. For instance,
MNT 50.7 billion or 4.5 percent of GDPand MNT 97.6 billion or 8.6 percent of GDPwere
spent on health care and education, which constitutes 10.3 and 18.8 percent growth over
last year.

In 2001, special effortswere madeto settle past arrears. Local budget unitswere given the
opportunity to receive a 60 percent reduction on their past arrears by the central Govern-
ment if they could resolve 40 percent of their arrearsthemselves. Last year, 17 aimagstook
advantage of this opportunity to clear their past arrears. In 2001, 94.1 percent of planned
expenditures have been financed.

Issuance of Treasury bills proved to be the most appropriate instrument for funding tempo-
rary seasonal financing gaps and solve weather related financial problems in 2001. In
connection with the issuance of Treasury bills, a new practice was introduced for pre-
budget planning of the associated interest expenses.

Also, the main items of social financing from the central budget, such aswages, pensions,
benefits of budget units and subsidies to the pension fund and local budgets were fi-
nanced in full. However, aimags only fulfilled their local budget revenue plan by 3.3-74.8
percent, with thetotal actual revenuefromlocal budgets 14.9 percent of plan. Inthefuture,
by gradual privatization of certain segments of the social sector, there is an obvious need
to implement a drastic re-shaping of the structure of budget expenditures to reduce the
burden on the state budget.

2.3 Balance of Payments

The dow economic growth in major industrialized countries, where world economic capac-
ity is most concentrated, caused a decline in production and investment. The resulting
decreased demand led to afall in world market pricesfor major raw materials, thus, nega-
tively influencing the Mongolian economy. The world prices for copper, one of the most
important export commodities of Mongolia, fell by more than 20 percent in the reporting
year, toalevel of USD 1,462 per ton at year end.

Current account income reached USD 679.3 million dollar while expendituresgrew to USD
754.9 millionleading to acurrent account deficit of USD 75.6 million, which ishigher than
last year by 8.15 percent. Yet, the capital account balance increased by 35 percent to alevel
of USD 112.3million.

Despite arelatively high current account deficit, the MNT exchange rate remained stable
due to the growing foreign currency inflow including investments, loans, grants, and pri-
vate transfers.
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Box 3. Terms of Trade of Mongolia

Terms of trade are measured by comparing import and export price ratios as follows:
TOT=pr/me*1 00

Where,

TOT- terms of trade

pr - Laspeyres price index of export

me - Laspeyres price index of import

Mongolian terms of trade during the period of Trade Indicators

1996-2000 were as follows (1999 was taken

as a base year): 1996 1997 1998 1999 2000
Despite a decrease in import price during 1996- Export price index 154.9 146.8 113.4 100.0 117.6
1999 the terms of trade over the same period ATINEN PETEENIEES GIEE 3 el e U2
persistently worsened, which is explained by Import price index 118.6 114.0 105.7 100.0 100.0
the decrease in a number of the export prices. | annual percentage change 3.9 73 5.4 0.0
Asian crisis, Russian ruble depreciation and

price decrease of main export commodities | Terms of trade 130.6 128.7 107.3 100.0 117.7
such as copper and gold all had negative im- Annual percentage change -1.5 -16.6 -6.8 17.7

pact on the terms of trade over 1997-1999.

It is reasonable to assume that commodities with large weights in the 1999 basket, such as copper (26.26 percent), gold

(21.11 percent), and cashmere (10.11 percent), have mostly defined the overall export price decrease. Indeed a sharp
decrease in copper and gold prices in 1998 resulted in the worsen-

oSkt "?ggei?z%eoxoa(q%ge;ff(;‘of/:)ice nceqi ing of the terms of trade by 16.6 percent. Copper price fell by 41.7
percent from USD 1517.3 per 1 ton in 1997 to USD 884.7 in 1998,
1607 whereas gold prices fell during the same period by 9.6 percent from

£ 140 ] Te:m;f@e\ . USD 321.5 to USD 290.5 per ounce.

g 120 1 ~

100 | N = - The fact that the copper unit price fell by only 0.5 percent and the
gold unit price fell by 6.3 percent in 1999 has resulted in a worsen-
801998 1007 1098 1099 200 g of the terms of trade by 6.8 percent compared to 16.6 percent in

1998.

A decrease in the import price in 1998 and in 1999 could

be explained by the abolition of import duties from May 1,  Price Changes of Main Export Commodities in 2000
1997 to July 1, 1999. Terms of trade worsened by 1.5
percent in 1997, by 16.6 percent in 1998, and by 6.8 Commodity Weights in | Unit price, US dollar | Price relatives,

percent in 1999. But, in 2000, the terms of trade im- LB Ee] ey Uy et

L \ Gold 21.11 2721 276.6 101.6
proved by 17.7 percent. This improvement is related to e 26.25 879.9 171.7 133.2
two factors. First, the import price index hardly changed | cashmere 10.11 39.3 70.0 178.0
compared to 1999, and second, copper, cashmere and | Total 57.47

gold unit prices increased by 33.2 percent, 78 percent
and 1.6 percent respectively.

* The full version of the paper is available in the Publication section of the Mongolbank website www.mongolbank.mn
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Mongolian import of petroleum products reached
445.3 thousand tons or USD 109.8 million in 2000
and increased both in terms of volume by 8.6 per-
cent or by 35.5 thousand tons and in terms of value
by 53 percent or USD 38.3 million. 417.2 thousand
tons of petroleum was imported from the Russian
Federation, while 22.8 thousand tons was imported

from China.

Box 4. Mongolian import of oil products

Import of petroleum oils

Qil imports represented 17.9 percent of the total
imports, which is an increase of 3.9 points com-
pared to the previous year. The import of petro-
leum products consisted mainly of gasoline for
motor vehicles (53 percent) and diesel (36 per-
cent). Last years’ sharp increase of imports of
gasoline for motor vehicles is due to the signifi-
cant increase in the number of motor vehicles in

Mongolia.

measurement unit 1998 1999 2000 | 2000/1999
Petroleum million USD 72.11 71.78 | 109.81 153.0%
oils ‘000 tonnes 412.39 | 409.87 | 445.32 108.6%
Gasoline for million USD 36.28 33.47 55.74 166.5%
motor vehicles ‘000 tonnes 21219 | 193.23| 233.69 120.9%
Diesel million USD 21.52 26.16 40.26 153.9%
“000 tonnes 130.09 | 159.37 161.7 101.5%
Number of motor vehicles, by types

Year Total of which
Cars Lorries Buses Tanks | Special purpose
vehicles
1960 | 11,565 3,140 7,690 140 280 315
1970 | 21,632 4,343 14,876 703 695 1,015
1980 | 34,487 6,887 20,094 1,332 3,311 2,863
1990 | 43,792 7,962 24,400 2,591 4,754 4,085
2000 | 81,693 44,051 24,671 8,548 1,683 2,740
2001 | 93,071 53,198 24,747 10,187 1,613 3,326

Long-run unstable world market prices for 1996-
2000 resulted in significant fluctuations of import and domestic prices.

Sharp changes have oc-  0il prices

curred on the Mongolian

market of oil products. Be- Price of 1 liter of A-76 gasoline | Price of 1 barrel crude oil Price of 1 ton

fore 1990 the only company domestic price change | world market| price change imported price change

involved in oil import was market, MNTs price, USD petroleum, USD

1996 144.0 20.7 184.56

the  state  owned | 4597 210.0 45.8% 19.3 -6.4% 193.13 4.6%

NIC'Company. However | 1998 209.8 -0.1% 131 -32.4% 174.85 -9.5%

during the last decade this 1999 295.1 40.7% 18.2 39.4% 175.14 0.2%

situation has completely 2000 349.8 18.5% 28.5 56.5% 242.46 38.4%

changed. The following

table shows how NIC Company has lost market share in the import of gasoline.

Whereas NIC Company’s share of the gasoline market decreased from  Share of companies importing gasoline

74.4 percent in 1997 to 32.7 percent in 2000, their share of the diesel

market fell from 38.8 percent to 14.9 percent in 1997. 1997 | 1998 | 1999 | 2000
Gasoline for
motor vehicles
NIC 74.4 53.8 42.8 32.7
Others 25.6 46.2 57.2 67.3
TOTAL 100.0 | 100.0 | 100.0 | 100.0
Diesel
NIC 38.8 291 29 14.9
Others 61.2 70.9 4l 85.1
TOTAL 100.0 | 100.0 | 100.0 | 100.0

BANK OF MONGOLIA -

ANNUAL REPORT 2001




Balance of Payment

Current Account

Trade and Service Balance

Inthereporting year, exportsequa ed USD 459.9 million and imports USD 610.3 million and
asaresult, theforeign trade balance became negative USD 150.4 million. Overall, foreign
trade turnover declined by 11.7 percent to USD 1070.2 million. The main share or 67.7
percent of the current account income was gained from commodity export while transfers
made up 16.5 percent and servicereceipts 12.7 percent. According to preliminary data, the
current account deficit isestimated at 7.5 percent of GDP. Asapercentage of GDP, exports
declined by 10 percent and imports by 9.6 points respectively, compared with the previous
year.

Thedeclineinworld market prices of main export raw materialsincluding copper concen-
trate, de-haired and raw cashmere, skin and hides had a negative impact on the export
volume. Conseguently, the physical amount of copper concentrate exported increased by
6.3 percent while proceeds decreased 9.5 percent. I n response to the reduced demand from
major consumer countries, export of knitted and textile garments declined by 22.8 percent
compared with the previousyear. Inthereporting year, the Bank of Mongoliasold 8.3 tones
of gold - atotal amount of USD 74.7 million on theinternational gold market. Export of gold
increased by 7.1 percent compared with the previous year, which is 16.2 percent of total
export. In comparison with last year, the export share of mining products increased while
the export share of consumer and livestock products dropped.

Goods imported decreased by 9.7 percent due to a decline in food imports, industrial
equipment and some consumer goods. The two point increase in import duties and value
added taxes, growth of domestic food production (a substitute for imports), decreased
demand for import of industrial equipment (anecessary technological innovation for min-
ing and processing industries), were all contributors to a decline of total import volume.
However, dueto arisein domestic demand, import of petroleum and oil productsincreased
by 9.5 percent, construction supplies by 59 percent, and raw materials for the mining
industry by 20.1 percent.

Inthereporting year, Mongoliatraded with 74 countrieswith 71.7 percent of foreign trade
turnover belonging to China, Russiaand USA. The main export commaodity of the country,
at 95 percent, was copper concentrate, which was exported to China. Petroleum and oil
products imported from Russia, at 93 percent, were the largest exports of the country and
influenced theincreasein the neighboring countries’ share. Thereduced earningsfrom the
export of copper and the increased import of petroleum and oil products led to aforeign
trade deficit of USD 71.2 million, whichishigher by USD 58.7 million than last year. How-
ever, tradewith industrialized countries grew by USD 30.2 million reaching apositive bal-
anceof USD 11.8 million.

THE BANK OF MONGOLIA -

ANNUAL REPORT 2001

37



BRIEF REVIEW OF DOMESTIC ECONOMY

Table 4. Trade breakdown (by countries)

Neighbor countries

Russia
China

Industrial countries

USA

Japan

Germany

United Kingdom
France

Italy

Canada

Others

Korea
Singapore
Belgium
Poland
Kazakhstan
Others

Total
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Export Import Trade turnover
2000 2001 2000 2001 2000 2001
68.6 65.4 54.1 58.3 60.3 61.2

9.7 10.3 33.6 36.4 23.3 25.7
58.9 55.1 20.5 21.9 37.0 35.5
28.1 30.8 24.3 19.3 25.9 24.1
19.9 22.0 4.6 2.5 11.2 10.5

1.7 3.3 11.9 9.5 7.5 7.0

0.4 0.6 4.8 5.1 2.9 &8

2.4 1.7 1.0 0.7 1.6 1.1

0.4 0.0 1.4 0.9 0.9 0.5

3.1 3.0 0.5 0.4 1.6 1.5

0.2 0.2 0.1 0.2 0.2 0.2

3.3 3.8 21.6 22.4 13.8 14.7

0.6 0.9 9.0 9.7 5.4 6.1

0.0 0.0 1.7 1.5 1.0 0.9

0.3 0.3 0.4 1.1 0.4 0.8

0.0 0.7 0.8 0.7 0.4 0.7

0.2 0.2 1.1 0.6 0.7 0.5

2.2 1.7 8.6 8.8 5.9 5.7

100.0 100.0 100.0 100.0 100.0 100.0

Servicereceiptsreached USD 86.6 million, and paymentsUSD 112.7 million giving anega-
tive service balance of USD 26 million. In comparison with the previous year’s figures,
servicereceiptsincreased by 11.7 percent, while paymentsincreased by 18.4 percent. 45.4
percent of service receiptswere derived from tourism, 26.1 percent from air space use, 11.6
percent were from revenues of transportation agencies and the remaining 16.7 percent from
other services extended. Asthe core service sector, tourism has grown an average of 9.3
percent in revenue for the last few years.

In the reporting year, interest payments for long-term foreign loans to the Government of
Mongoliaaccounted for USD 8.5 million, 53.4 percent of total interest expenditures paid
from the state budget. A substantial share of revenue was received from interest earnings
on foreign assets in the banking system and from gold and foreign exchange trading
operations’ revenue.

International financial organizations and foreign countries donated goodsin the amount of
USD 61.8 million, equaling 11.1 percent of total imports. Of this amount, foreign grants
accounted for 91.6 percent and humanitarian aid for 8.4 percent. Eighty percent of grant aid
goodswerereceived from USA, Russia, Chinaand Japan and compared with the previous
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Figure 19. Trade balance
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Figure 20. Balance of payments (net amount)
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E  Capital account
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year, grant aid from USA and Japan declined while grants from Russiaincreased by 17.4
percent. Net privatetransfersgrew by USD 11.1 million reflecting theincreased number of
Mongolian workers abroad.

Capital Account

Foreign direct investment increased by 17.3 percent, reaching USD 63 million. The major
share of investment was in geology, mining, banking and finance, and the service sectors.

Inthereporting year, thelong-term borrowings of the Government of Mongoliafrom inter-
national financial organizations and donor countries accounted for USD 72.7 million and
amortization of foreign loans accounted for USD 19.4 million. Of the state central budget
current expenditures 11.2 percent were covered from foreign resources and 52.4 percent of
fiscal deficitswerefinanced by loansfrom international financial organizations and donor
countries.

The ratio of foreign direct investment to outstanding long-term loans is one of the key
indicatorsto determine recent economic devel opment and future prospects of the country,
aswell asitsvulnerability to changesininternational marketsand thefinancial capability of
the Government. The movement of this ratio for the last few years has been showing an
optimistic trend for the country.

Along with a positive influence of foreign direct investment in the economy, arising num-
ber of small investments in some sectors have kept salary for employees low. This ten-
dency is especially obviousin labor force industries including light industry.

The share of foreign direct investments in the capital account inflow was equal to 27.6
percent and the share of medium-and long-term loanswas 71.8 percent. Recent economic
development of Mongoliaand the main portion of capital outflows have been attributed to
short-term flows such as foreign assets of commercial banks and commercial credits to
large enterprises. This datadecreased, compared with the previousyear, dueto withdrawal
of foreign assetsby commercial banksdueto high domestic credit demand and low sales of
major export goods on foreign markets.

Net international reservesreached USD 160.1 million, whichis 14.9 weeks of import needs
of the country.

Table5. Foreign direct investment and long-term loan

1995 1996 1997 1998 1999 2000 2001
Foreign direct investment 9.8 15.9 25 18.9 30.4 53.7 63
Long-term loan 83 93.4 116.2 93.66 105.1 78.7 85.8
Ratio (Foreign direct investment/Loan) 0.12 0.17 0.22 0.20 0.29 0.68 0.73
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Table 6. Balance of payments

in millions of US dollars

2000 2001
| il 111 \Y
Trade balance -140.2 -45.3 -59.6 -18.1 -27.2 -150.4
Exports F.O.B 535.8 68.1 88.4 167.1 136.5 459.9
Of which: Copper concentrate 160.3 34.4 41.5 37.0 32.2 145.0
Nonmonetary Gold 69.7 0.0 0.0 44.1 30.6 74.7
Others 305.8 33.7 46.9 86.0 73.7 240.2
Imports C.I.F -676.0 -113.4 -148.0 -185.2 -163.7 -610.3
Of which: registered by customs -614.5 -103.1 -134.6 -168.3 -148.8 -554.8
Service balance -17.6 -3.7 -2.7 -8.2 -11.5 -26.0
Receipts 77.5 16.5 21.3 28.5 20.3 86.7
Payments -95.1 -20.2 -24.0 -36.7 -31.8 -112.7
Income, net -6.5 0.4 3.1 -1.3 4.5 6.6
Interest payments -9.1 -1.7 -2.3 -1.9 -3.5 -9.4
Private transfers, net -4.3 1.8 2.2 1.1 1.7 6.8
Current account deficit

/excluding public unrequited transfers/ -168.6 -46.8 -57.0 -26.5 -32.5 -163.0
Public unrequited transfers 98.6 21.0 29.4 24.0 13.0 87.4
Official grants 86.2 17.3 25.4 20.6 8.8 72.1
Others 12.4 3.7 4.0 3.4 4.2 15.3

Capital account89.8 21.0 33.4 5.9 60.9 121.3
Direct investment 53.7 8.8 20.9 8.2 25.1 63.0
Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0
Medium and long-term loan, net 82.7 8.3 16.6 7.6 39.7 72.2
Of which: Disbursements 156.6 40.0 34.2 37.9 51.6 163.7
Amortizations -73.9 -31.7 -17.6 -30.3 -11.9 -91.5
Commercia bank, net -13.0 -4.6 5.9 0.2 -0.2 1.4
Short term capital -33.6 8.5 -10.0 -10.1 -3.7 -15.3
Errors and omissions -18.8 -9.8 3.1 -10.7 -39.5 -56.8
Overall balance 1.0 -14.6 8.9 -7.3 1.9 -11.1
Financing -1.0 14.6 -8.9 7.3 -1.9 11.1
Increase in net official reserves (-) -1.0 14.6 -8.9 7.3 -1.9 11.1
Use of IMF credit 1.7 -1.2 -1.8 -1.9 3.2 -1.7
Changes of official reserves -2.7 15.8 -7.1 9.2 -5.1 12.8
Arrears accumulations (+)/payments (-) 0.0 0.0 0.0 0.0 0.0 0.0
Exceptional financing (rescheduling) 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 0.0 0.0 0.0 0.0 0.0 0.0

Preliminary
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2.4 Pricesand Wages

At the end of 2001, the annual rate of inflation was 11.2 percent, which is higher (by 8-9
points) than previous estimates by Bank of Mongolia. The average growth rate of the
consumer price index (CPI) was 8.2 percent during the last year. Prices of goods and ser-
vices, of all commodity groups, other than the cultural and educational group, increased by
0.2 - 21.5 percent from the beginning of theyear. The consumer price basket iscomprised
of 239 commodities, of which prices for 54.8 percent increased, prices for 25.1 percent
decreased, and prices of the remaining 20.1 percent did not change.

Duetoincreasesinthe pricesfor electricity and pure water, the prices of fuel and electricity
increased 25.1 percent. One-time policy actionsintroduced by the Government were con-
tributing factors to this increase. However, these should have less impact on next year’'s
inflation development. The price of food items, which was the largest share of the basket,
increased by 15.1 percent. Most dominant weretheincreasesin the price of meat and meat
products at 22.4 percent, alcohol, beverages and tobacco by 16.1 percent, potato and
vegetables by 13.9 percent, milk and dairy products by 12.3 percent.

During thereporting year, the Government took anumber of actionson social security and
labor aimed to increase the level of disposable income and support employment. The
minimum wageratewasfixed at MNT 24,750, whichistwicethelevel prior to October 2000.
Alsoindividual pension paymentsincreased MNT 1000-1700. Thelower category of pub-
lic servant wagesincreased 3.5-10 percent, starting April 15, 2001; soum (asmaller admin-
istrative unit then aimag) and household doctor wages increased 20 percent; soum center
and neighborhood doctor, medical sister and nurse wages increased 10-20 percent; and
teacher, educator and cultural officer wagesincreased 8-15 percent. Moreover, civil ser-
vantswith monthly wagesup to MNT 40,000 received anincrease of MNT 3000 on average
and those who had monthly wagesabove MNT 40,000 received an additional MNT 2500 on
average.

25 Employment

Parliament established an employment support foundation based on local and foreign
resources by adopting laws on supporting employment, exporting labor force, and import-
ing labor force and specialists, which will help to increasethelevel of employment and thus
decrease the level of unemployment. By creating alegal and economic environment that
promotes employment in 2001, 904 people went to countries such as Japan, Russia, and
Koreaon contractual work and training courses.

Accordingto preliminary datafor 2001, about 16 thousand people were employed in vacant
positionsin factories and companies. According to the* Survey of unemployed work force
among theworking age group,” the unemployment ratewas 15.4 percent or 148.1 thousand
people. Thissurvey indicates arate three times higher from the level of registered unem-
ployed. Labor bureau operations are not well dispersed, labor force statistics are not well
developed, and low confidence in labor registration bureaus are believed to be the main
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reasons for the discrepancy of this data.

Theofficial number of unemployed iscomprised (according to International standardsand
Mongolian legislation) of all persons of working age who are currently not involved in a
paid position or self-employed and who are ready to work, actively looking for work and
registered at the Employment Bureau. At the end of 2001, 40.3 thousand people were
registered as unemployed at aimag and Ulaanbaatar City labor bureaus, which is 4.6 per-
cent, or 1774 people, higher than thelevel of the previousyear. During thereporting year,
34.3 thousand people were newly registered as unemployed. The structure of unemploy-
ment by level of educationisasfollows: 6.1 percent have university education, 12.8 percent
have specialized secondary school education, 44.5 percent have not completed secondary
school, 6.5 percent are with primary education, and 2.0 percent have no formal education.
Out of the total number of registered unemployed, on average 54.3 percent were women.
The age group structure of unemployed isasfollows: 28.2 percent or 11.4 thousand people
are between the ages of 16-24, 35.2 percent or 14.2 thousand peopl e are between the ages
of 25-34, 28.9 percent or 11.6 thousand people are between the ages of 35-44, and 7.7
percent or 3.1 thousand people between the ages of 45-49. During the reporting year, 26
thousand peopl e entered into the workforce, out of the total registered unemployed, from
which 18.7 percent were employed by state enterprises and budget institutions, and 81.3
percent by private companies, cooperatives and others.
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3. DEVELOPMENTSIN THE FINANCIAL SYSTEM

It has been 10 years since Mongoliabegan itstransition to amarket-based economy in 1991
and established atwo-tier banking system (central and commercia banks). Asaresult of
monetary and financial policy, confidence in the banking system by the public, business
people, and organizations has increased. In addition, as a consequence of a softening of
the monetary policy of the last decade some significant changes occurred, such as a
deepening of financial intermediation within the economy and a positive influence of the
banking system on the real economy, and foreign investment in the financial and banking
sector.

31 Money Supply

Inthereporting period, the money supply reached MNT 331.1 billion, whichisaMNT 72.2
billion increase in absolute terms compared to the same period during the last year and a
27.9 percent annual increase, again, within the target range of annual percentage changein
the money supply stipulated in Monetary Police Guidelines. The compositional breakdown
of the money supply stock isasfollows: currency outside the banking system 33 percent,
MNT term deposits 26.5 percent, current account balances and deposits without aspecific
term 14.2 percent, and foreign currency deposits 26.4 percent.

For the most part, changesin M1, which are amain determinant of the changesin M2, can
be explained by movements in the amount of currency outside the banking system. The
13.8 percentincreasein April, 10.2 percent increasein May, 8.2 percent increase at the end
of the year of thelevel of the currency outside the banks, and 57.5 percent increase of the
current account balances of business entities together contributed to the annual growth
rate of 19.4 percent of M1, which reached MNT 156.2 billion. Compared to the same period
in the previous year, currency outside the banking system increased by 8.2 percent, or
MNT 8.3 hillion, which constitutes 33.0 percent of the total money supply. Thisisa6.0
percentage point decrease from the previous year. In the reporting period, compared to the
same period in the previous year, reserve money increased by 8.2 percent or MNT 10.9
billion, and reached MNT 143.8hillion.

Quasi-money (MNT term deposits and foreign currency deposits) increased by 36.6 per-
cent for an annual growth rate of MNT 174.9 billion, which makes up 52.8 percent of the
total money supply. The increase in quasi-money was mostly due to the 48.4 percent
increase in MNT term deposits or MNT 28.6 billion from the previous year. Trust in the
national currency, the MNT, appears to have increased among individuals and corpora-
tions.

In order to stabilizethe MNT’ sexchange rate and to satisfy the growing need for the MNT,
the Bank of Mongolia purchased substantial amounts of foreign exchange resulting in an
increase in currency outside the banks, MNT term deposits and total money supply over-
all. In other words, the growth of foreign assets was a main contributing factor in the
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Table 7. Main indicators of financial sector

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

M2/GDP 53.8 524 27.6 21.9 23.7 185 199 204 205 238 248 293

Loan/GDP 80.4 68.0 40.4 16.2 16.3 11.4 10.9 6.5 11.6 8.9 6.5 12.0

Deposit/GDP 8.4 13.8 11.4 12.4 135 10.8 99 11.3 104 114 123 155

Currency outside 13.1  17.1 14.1 20.5 244 251 325 293 33.7 396 39.0 33.0
banks/M2

Loan outstanding 8.4 129 19.1 31.6 52.8 62.7 703 543 946 821 67.7 136.1

(billions of togrog)

increase of the money supply.

If one breaks down the changes in the money supply by sources, then net foreign assets
grew by 9.2 percent, reaching MNT 220.2 billion, net domestic assets increased by 52.4
percent and are currently at MNT 129.3 billion.

3.2 Money Market

Certain highly liquid financial instruments with short-term maturities, such as securities,
promissory notes, certificates of deposit, central bank bills and government bills are usu-
ally circulated through the money market. The central bank, government and commercial
banks arethe major players on thismarket and, in comparison to other marketsthe activity
of the money market is more transparent and open.

In developed countries, treasury bills are issued not only to cover temporary budget defi-
cits, but also asan important tool for the money market. The Mongolian Government held
23 salesof short-term billsamounting to MNT 39.7 billionin 2001 and paid interest of MNT
1.6 billion on these bills. This was done in order to meet budget obligations for salaries,
pensions and allowances within the fiscal year; to recover local budget deficits; and to
regulate the money supply by accumulating free currency (currency outside banks).

Intotal, 30.1 thousand Government billswere sold at 7 auctions. The nominal price of each
Government bill was MNT 10.0 thousand for each individual buyer and the total sales
amounted to MNT 289.4 million. Because an auction system was used for selling Govern-
ment bills, the total value of Government bills sold in 2001 exceeded their sale values by
MNT 153.8 million. This caused areduction intheinterest rate paid on Government bills.

The Government issued Government billswith five different maturities (14, 30, 60, 90, 120
days) and with interest ratesranging from 4.1 to 16.5 using the Mongolian Stock Exchange
(MSE). Theaverageinterest rate on Government short-term billsin February, March, June,
and August 2001 was close to the weighted average interest rate on the Central Bank Bills
(CBB), whereasit was 1.26 percentage points below interest on CBB in September. | nterest
rates may decline under the following conditions:
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Table 8. Reserve money, M2, CPI, exchange rate changes

Reserve money

Broad money (M2)

CPI
Exchange rate
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1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
-55.6 157.1 168.6 104.1 28.7 36.5 231 18.7 49.9 18.6 8.2
76.0 31.6 227.6 79.5 329 25.8 325 -1.7 31.6 17.6 279
52.7 325.5 183.0 66.3 53.1 446 20.5 6.0 10.0 8.1 11.2
625.8 0.0 891.3 44 144 46.4 17.3 10.9 18.9 2.3 0.5

Constant/continued sales of short-term Government bills
Interest income paid in accordance with the Income Tax Law.

Of the Government short-term billssold, 95.7 percent, valued at MNT 38.0 billion, were sold
to banksinthereporting year. Theremaining MNT 1.7 billion of billswere sold to compa-
niesand individuals. With the magjor share of Government billsbeing sold to banksitisclear
the bills are not helping to attract currency being held outside banks by individuas, enti-
ties and other organizations.

In order to execute monetary policy, to influence price devel opments through control s over
the reserve money and money supply asawhole, and to indirectly manage excessreserves
within the banking system, the Bank of Mongoliahasissued CBB since 1993.

A point of interest in 2001 isthe selling of CBB, themain policy tool of the Central Bank, at
discounted prices (selling at a discount, i.e. a price below par value, while repaying the
buyer at par value). This has been done in accordance with international standards, as a
way to develop the money market and inter-bank market.

TheBank of Mongoliaissued CBB with four different maturities (7, 14, 28, 91 days), over 99
trades. In total, 69.0 thousand CBB were issued and 66.3 thousand of them were sold. In
addition, 51.0 thousand billswere sold at the secondary market in 54 trades. The CBB sales
in 2001 grew by 19.2 percent and CBB sold in the secondary market grew by 53.7 percent
compared with last year. Asof 2001, theweighted averageinterest rate on CBB in demand
by the banks was 8.65 percent per annum - the same level asthe previous year.

3.3 Capital Market

M ongolian Stock Exchange (M SE)

In 2001, atotal of 400 limited liability companieswereregistered at the M SE. Fifty-seven of
them have state participation in their ownership and 334 limited liability companies were
fully privatized. A tota of 274.3 million stock sharesareregistered of which 91.4 million, 33.3
percent, belong to the state. Another 182.9 million shares, 66.7 percent, belong to private
investors. According to the new resolution of the Security Committee, 10 limited liability
companies were de-registered, while one new company was added. The 400 registered
limited liability companieswere categorized in accordance with the new criteriaprovidedin
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Figure 21. Structure of money supply (M2)
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Figure 23. Source development of reserve money
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therevised “ Regulation of M SE Registration.” Only 20 of the 380 companieswere catego-
rized astop level companies.

Inthereporting period, M SE registered atotal of 342 thousand Government treasury bills
worth MNT 42.8 billion and issued 30.0 thousand shares, worth MNT 300.0 million for
individuals. In addition, the “New century” 210.0 thousand bonds valued at MNT 2.1
billion was issued by the Building Corporation and was registered and authorized for
trading and payment through the MSE.

In 2001, the M SE’stradeturnover reached MNT 33.7 billion. In 2001, M SE held 255 overlap-
ping sales equaling 15.9 million shares, 343.1 thousand government treasury hills, and
120.4 thousand private company hills. Total turnover increased 2.4 times compared with the
previous year, due to a boost in Government and company bonds. Thirty percent of the
total number of shares sold was state bonds worth MNT 504.1 million.

Inthe reporting year, the most actively traded securitieswere asfollows: State Department
Store (6.6 million), Mongolian Telecommunication (699.2 thousand), Baganuur (670.9 thou-
sand). And by value: Mongolian Telecommunication (MNT 322.4 million), State Depart-
ment Store (MNT 259.9 million), and Gobi (MNT 189.7 million).

Thefirst trade in company bonds was held at the M SE on 8 June 2001. Thisraised aware-
ness of the MSE asafinancial sourcein the capital market for companies. A total of 120.4
thousand company bonds, worth MNT 1.2 billion were sold at 63 sales.

At year end 2001, the MSE’s TOP-75 index stood at 814.02, which exceeded the same
indicator for the previous period by 122.27 points. In the reporting period, the highest index
of the TOP-75 reached 962.97.

Inthereporting year, atotal of 633.2 thousand customers (76.6 percent of thetotal custom-
ers) had opened accountsin acentral depository system at the M SE. In 2001, atotal of 4418
accounts were opened in the central depository system, of which 4173 were made by
investment voucher, 225 were new, 9 by entities and 3888 by connection.

Thecentral depository system had 929 customers. Thetotal in-transactions (revenue) were
MNT 97.1 hillion in 2001. The total in-transactions of the central depository grew by 5
percent compared with last year, dueto sales of Government discounted and normal bonds.
Regarding out-transactions (expenditure), atotal of 2904 customersmade MNT 97.8 billion
out-transactions, of which MNT 1.7 billion was by cash, MNT 96.1 billion by transfer and
MNT 2.0 million by test.

Privatization

State property auctions were held for 1.9 million shares of 10 shareholding companies
totaing MNT 742.2 millionfor thetransfer of ownership. According to 2001's Guiddlineson
the Privatization of State Property, 6 shareholding companieswereprivatized for MNT 5.1
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Figure 24. Money multiplier
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Figure 25. TOP-75 Index
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billion, including APU VodkaDistillery, Monkhjim, Tuulbayan, Hotgor, State Department
Store, Erdene Autozam, and an unfinished construction project for asanatorium in Orkhon
aimag. Also Monshil Co., Aziik Shareholding Company, an oil supply station garage in
Khovd aimag, and some office construction projects were privatized and generated atotal
MNT 5.2 hillion for the state budget.

Aspart of the Privatization of Public Utility and Service Program, approved by Government
resolution N0.159in 1999, the State Property Committee (SPC) signed aresolution No.123,
dated 21 March 2001 and approved a management contract module to work with some
public utility and service organizations in aimags and cities. Public utility and service
organizationsin Selenge, Arkhangai, and Omnogovi aimags started working with the man-
agement contract, in accordance with this resolution.

As part of the 1999 Ministry of Enlightenment pilot project for privatization of social ser-
vices, SPC signed amanagement contract with the Theatre of Children and Youth. The SPC
controlled execution of the contract, implementation of the project, and made some con-
tract amendments. In the scope of the pilot project, theatre property will be transferred
upon payments made using a Credit Sale and Purchase contract.

Under government resol ution N0.198, 339 veterinary and breeding plantsin soum and bag
districts were privatized in 1999. After privatization a 5-year contract was made with the
owners of the veterinary and breeding plants. Adherence to the contracts was jointly
audited in 2001 by Aimag Governors, the Ministry of Food and Agriculture, the State
Veterinary Office, and the Food Hygiene and Agriculture State Auditors.

Theformer SPC, known asthe Government Property Committee, privatized thefollowing
properties using a credit plan:

Construction of Sport Training Labor Center
Unfinished construction project of the Scientific Academy
Five steam boilersin Khentii aimag.

Inthe areaof apartment privatization, agreat deal hasbeen done. For instance, recently 50
thousand square meters of apartments held by individuals were privatized. Partial

Table9. Trading information in 2001

Trading

Common stock
Government bond
Company bond
Total
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Securities traded Value of transaction
Number of thousand of share of billions of share of
trading day piece total togrog total
255 15877.1 97.2 1.7 5.0
24 343.1 2.1 30.8 91.4
63 120.4 0.7 1.2 3.6
342 16340.6 100.0 33.7 100.0
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Box 5. Role of the Capital Market for Monetary Policy

A financial market consists of money and a capital market. The money market contains short term securities or debt
instruments (up to one year). In contrast, the capital market consists of longer maturity debt instruments. Although the
instruments of these markets are not the emphasis of this short essay, they are worth noting. Instruments in both markets
differ by maturity, risk and consequently yield, but among all debt instruments special attention is drawn to government
securities.

There is common belief that the Government will not default on its debt, and therefore the demand on different types of
Government securities in both the capital and money markets is high, so investors treat them as low risk instruments. The
most important use of these instruments is the opportunity they give investors to diversify their non-market risk, related to
other debt instruments. In addition to this, Government securities are used as reliable signals for market conditions. When
uncertainty increases, due to increased volatility in prices of other securities, the demand for government securities in-
creases. One important role of Government securities is their role as key instruments for enhancing market relations at the
initial stage of both financial and money market development in a developing economy. In this country, Central Bank Bills play
a similar role for money market development.

In most countries, participation in the money market is limited. Typical participant in the market comes from commercial banks.
So, the money market in reality is a wholesale market for money. Thus the commodity sold here is money and the price for
money is cheaper than otherwise. The default risk in the money market is low, probably because of the short maturities on the
contracts that are negotiated. A transaction in the money market transfers money from one intermediary to another. Its size
and price is the space where monetary policy works. When the central bank injects money in this market it increases the
money supply and when it absorbs money from the market the monetary policy is considered tight.

In contrast the capital market serves genuinely for and is open to the public. Products sold in this market vary widely but they
cannot be used as a payment instruments. The market attracts public interest to invest because of its tax convention, wide
range of efficient flexible investments, and an opportunity for diversification of risk. It is very rare for any central bank to be
actively involved in this big market, where many different financial contracts are negotiated. So, the capital market is not a
direct space where monetary policy operates. However, it is important enough for consideration from a monetary policy point
of view, because of its relevance for achieving a goal of the policy.

The capital market increases the efficiency of monetary policy

Development and stable operations of the capital market is important for monetary policy implementation for two major
reasons.

1. The capital market is a part of the monetary policy transmission mechanism.
2. The capital market contributes to financial stability because it provides an alternative for investment.

If there is a change in the money supply and/or in short-term interest rates for monetary policy consideration then on one side
it will induce change in the price for financial assets. On the other hand it will create an additional flow of funds between markets.
In both cases these shocks stimulate flexible investment opportunity revealing most productive sectors/industries and help
reallocate financial resources. Through these adjustments achievements of monetary policy can be achieved. Although this
is just one additional channel to transmit a policy effect, when it is used the efficiency of policy is improved substantially. The
effect of this channel depends upon development and capitalisation of the capital market, popularity and habitual patterns of
use of financial instruments and public intention to invest in the market and the effect Government policy has on deepening the
capital market.
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Box 5. Role of the Capital Market for Monetary Policy (continue)

The role of the capital market is to channel savings to businesses, creating investment opportunity in the real sector and
providing continuous valuation of listed companies. Apart from this, a capital market can provide an opportunity to business
entities and individuals to properly invest their liquidity when instability is facing the money market and conditions of banks,
non-bank and similar institutions is worsening. When financial intermediation fails, and there is an absence of investment and
saving opportunities, the market offsets the deterioration of intermediation, thus reducing the negative impact.

Furthermore, a well functioning capital market may prevent the negative impact described above to expand into a financial
crisis. So, enhanced stability of the financial sector ensures successful implementation of monetary policy. Since monetary
policy is based on the stable relationships of the monetary side of economy, and if negative shocks to the money market
spreads and causes losses this relationship then changes the instruments which may result in unexpected, and perhaps,
damaging effects. This is enough reason for the central bank to pay attention to the development of the capital market and to
be an active observer of the market.

From the development of the capital market there are some aspects worth noting. The market can be characterised as
information intensive, not easy to understand for the general public, and using methods of diversifying risks that require
sophisticated technique. Perhaps than, with the development of academic research in this direction and an improvement in
information processing, and a dissemination mechanism, market capitalisation increases. However, information is expensive
but provides a common good after its disclosure. In other words, when a company invests in private information to increase
its profit they are often faced with the situation where other investors follow the same strategy and the impact is that the
expected profit is reduced due to the “common good” inefficiency.

However, with an increasing number of participants the common good problem may be reduced. To encourage potential
investors to participate, the role of big investors (including institutional investors), who can facilitate information availability, is
crucial. History shows institutional investors, such as insurance and pension funds, play the role of stimulators for quality
information and have made an important base investment in the information business. On the other hand, with increased
availability of quality information, the general public invests in the market more, not only for profitable investment but to seek
capital gains.

The participants’ focus on capital gains signal listed companies that their rating and share market value are important
performance criterion. Indeed, companies make decisions to increase business equity depending on share price. Because
classic economists believed that monetary policy may influence market value of a company (change of Tobin’s q as an
example) the capital market plays a crucial role in promoting investment via monetary policy.

* The full version of the paper is available in the Publication section of the Mongolbank website www.mongolbank.mn
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privatization of the Ministry of Defense, Trade and Development Bank, Construction Ar-
chitecture, Public Utility and Service Organization and privately held apartments has been
carried out successfully.
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4. BANKING SECTOR DEVELOPMENT

During thelast year the Mongolian banking system has stabilized and the fundamentalsfor
further steady growth are in place. As of the end of 2001, 16 banks and 28 non-bank
financial institutions were providing banking services through their 538 offices (105
branches, 419 sub-branches, & 13 cash offices) located in al aimags of the country.

At theaimag and soum level 12 banks have 436 representative offices, which is 65 offices
more than last year. Rural offices represent more than 80 percent of all banking offices.
During 2000, banksfocused on expanding their operationsonly in aimagswith well devel-
oped infrastructure, industry and agriculture. But during the last year they have begun
opening new branchesin Gobi-Sumber, Khovd, and Selenge which indicatesthereiscom-
petitive pressure between banks and a desire to enter new markets. Improvementsin the
financial condition of Agricultural Bank, derived fromimplementation of amemorandum of
understanding, helped to restore public confidencein therural area.

During 2001, total assetsof all banksincreased dramatically and aratio of Broad Money to
GDP, which asanindicator to determine scope of financia intermediation, increased by 4.5
percent to 29.3 percent compared with last year.

Reduction of interest ratesin international markets, attendant improvementsin the domes-
tic financial market and arisein the deposit base has been facilitating lending activity of
banks.

4.1 Banking Sector

During the last year 4 banks, Inter, Capitron, XACBank and Menatep SP, were granted
banking licenses. Asaresult of this, 16 banks were conducting operations in the banking
sector, of which 2 banks were state owned, 4 banks had state participation in their equity
funds, and 10 bankswere owned by the private sector. As of the end of 2000, 69.9 percent
of all deposits, 81.7 percent of all current accounts, and 91 percent of government funds
were concentrated in the partial and fully state owned banks. As a result of competitive
pressure from private banks these ratios were decreased to 58.6, 77.9, and 89.4 percent
respectively thereby increasing the market share of thelater.

Total assetsincreased by 47.4 percent or by MNT 107 hillion representing 29.4 percent of
GDP. This massive growth was associated with the expansion of current accounts, depos-

Table 10. Total assets (percentage of GDP)

1996 1997 1998 1999 2000 2001
Total assets (in hillions of Togrog) 158.3 196.3 179.6 182.3 225.7 332.7
Percentage of GDP 24.5 23.6 22.0 19.7 21.6 29.4
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Figure 27. Broad money M2 (percentage of GDP)
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Figure 28. Banking system assets (percentage of GDP)
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Figure 29. Banking system liabilities (percentage of GDP)
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Table 11. Banks' assets

Reserves

Central bank bill

Foreign assets

Claims on Government
Claims on Nonbanks (net)
Interbank market assets
Other assets

(in percent)

1996 1997 1998 1999 2000 2001
5 7 10 13 14 10.4

0 10 7 12 10 14.9
31 34 15 25 24 15.7

9 18 21 20 18 9.7

34 20 33 19 24 37.8

2 1 2 2 1 1.1

18 10 12 11 9 10.3

its, government funds and equity capital.

Total assetswere composed of thefollowing items: 40.6 percent loans, 15.7 percent foreign
assets, 15.0 percent BOM hills, 10.4 percent bank reserves, and 9.8 percent claims on the
Government. The percentage share of all asset items, except BOM hills, waslower than last
year. Balances of assets, including exempt claims on the Government and foreign assets
soared, accompanied by a doubling of growth in loans and 2.2 timesincrease in the BOM
bills. Changesin balances of other asset items remained quite stable.

Total loans outstanding reached MNT 135.1 billion, accompanied by anincreasein public
and private sector lending of 68 percent and 250 percent respectively. This shows the
increasing role of banks in financing in the real economy and a deepening of financial
intermediation. In other words, during previous years, liquid and foreign assets repre-
sented the major share of total assets while the share of domestic credit was less than 25
percent. This picture has changed, as seen by the share of loans at the end of last year,
which soared to 40 percent, with atentative pressure for further rise.

Regardless of the tremendous growth in loans outstanding, BOM hills still remainsonly a
small portion of total assetsin the banking system, thereby supporting aliquidity ratio that
has stayed above the required minimum and implying the possibility for further increasesin
financial intermediation through monetary policy instruments.

During 2000, 49 percent of al loans granted were to the industrial sector. But in 2001 this

Table12. Banks liabilities

Current accounts

Deposits

Other funds

Foreign liabilities

Deposits of Government
Interbank market liabilities
Other liabilities

(in percent)

1996 1997 1998 1999 2000 2001
27 34 30 36 33 30.6
30 33 34 42 47 47.1

9 4 4 2 1 1.9
6 7 12 5 3 3.1
15 19 12 12 13 12.6
6 2 4 2 1 3.0
7 2 4 2 1 1.7
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Figure 30. Non-performing loans (percentage of loan outstanding)
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Figure 31. Banking system assets (by structure)
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Figure 32. Banking system liahilities (by structure)
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Table 13. Prudential ratios

2001.12.31

Total 3 large 4 middle 9 small

Capital adequacy ratio (Total, 10%) 24.6 18.4 17.6 48.6
Capital adequacy ratio (Tier 1, 5%) 21.6 15.3 13.3 45.6
Tier 1 capital/Assets (5%) 15.3 9.9 11.1 35.2
Liquidity ratio (18%) 48.4 53.3 36.6 48.5
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percentage changed to 52, with a 2.3 times increase in outstanding loans to MNT 259.2
billion. The share of loans granted to the manufacturing sector increased by 200 basis
points or 46 percent of all loans made. In the first half of last year, banks granted loans
mainly to transportation and finance companies while during the second half they shifted
their lending toward manufacturing, service, health care and educational activities. Thisis
explained by the seasonality inherent to these sectors of the economy, which influence the
structure of the banks' lending.

During the current year non-performing loans were reduced by 31.6 percent to MNT 10.9
billion. In 1998, theratio of non-performing loansto total loanswas 34.5 percent, in 1999 -
51.3 percent, and in 2000 - 23.8 percent, whilein 2001 it decreased by 15.8 percent to 8.0
percent. Most loans classified as non-performing were granted before 1999-2000. Progress
in the recovery of loans has been assisted by improvements in the banks' credit policies
and amendmentsin legidation which have hel ped mitigate credit risks. For example, amend-
mentsin Section 6 of Article 368 of the Civil Code and Article 29.1 of the Law on Deposit
Taking, Payment Servicesand Lending Activitiesallow bank and non-bank financial insti-
tutions to immediately repossess collateral, thus stimulating their operations and increas-
ing investment activitiesin accordance with market principles. Theseamendmentsincreased
theincentivefor borrowersto comply with their credit and lending agreementswith banks,
thereby increasing the types of property pledged as collateral.

Asof theend of 2001, claimsof bankson the Government declined 18.9 percent or MNT 7.6
billionto MNT 32.5 billion. These changes, accompanied by aMNT 1.8 billion growthin
deferred tax payments, MNT 9.4 billion declinein holdingsof Treasury hills,and MNT 0.01
billion reduction of accrued interest on Government securities. During thelast year, banks
bought 38 billion or 95.7 percent of al of the short term and discounted billsissued by the
Government. For example, Trade and Development Bank spent MNT 18.9 hillion to buy
these billswhile Savings, Agricultural and Anod banks purchased MNTs 11.7, 4.3 and 2.5

billion respectively.

Duringthelast year, total liabilities of the banking sector increased by 45.9 percent or MNT
89.8 billion. Contributionsto this growth came from current accounts (+41.9 billion), sav-
ings (+22.1 billion), government funds (+11.3 billion), foreign liabilities (+3.0 billion) and
other assets (+11.5 hillion). The structure of assets remained stable compared with the
previous year: 47.1 percent savings, 30.6 percent current accounts, 12.6 percent govern-
ment funds, 3.1 percent foreign liabilities, and 6.6 percent other liabilities.
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In conclusion, the sharp growth in demand and time deposits have been mainly invested in
loans and BOM hills, thereby indicating arestoration of public confidence in the banking
sector and improvements in solvency and liquidity positions of potential borrowers.

During the previous year, due to competitive pressure, banks began to reduce or some-
times even abolish fee and commissions charged for cash withdrawals, wire transfers and
other types of banking services. For example, Trade and Development Bank reduced its
foreign currency cash withdrawal commission to 0.3 percent, domestic currency cash with-
drawa commissionto 0.1 percent from 0.3 percent, while Golomt Bank adjusted the af ore-
mentioned feesby 0.1 percent to 0.25 percent, and by 0.7 percent to 0.3 percent for FX and
MNT payments, respectively. As for wire transfers to foreign banks, TDB and Golomt
lowered their feesto 0.3 percent and 0.05 percent respectively. For domestic money trans-
fers, Agricultural Bank chargesfell to 0.1 percent, while the Post Bank fee did not exceed
MNT 5000.

Regardless of the increases in interest, trading and staff expenses, and shrinkage in fee
income, banks managed to increase their annual profits, while the main profitability ratio,
ROA, dropped by 0.4 percent due to a sharp expansion in total assets.

In order to mitigate risks, expand operations of banks, diminish the amount of currency
outside of banks, increase the scope of financial intermediation, assist stable economic
growth through capital injections into the real economy, and strengthen the competitive
capacity of domestic banks, the minimum equity capital requirement established by the
BOM has been increased to MNT 4 billion. Also, in order to give banks time to raise the
necessary capital they were given adelayed date for compliance of first quarter 2004.

During thelast year, the inter-bank market for foreign exchange trading totaled USD 17.6

million of whichUSD 7.7 millionwere short and USD 9.9 million werelong contracts. MNT
short crosseswere composed of thefollowing trading; USD 3.2 million, GBP 1.03 million,

Table 14. Loan report of banking system

Beginning of year Loan issuance Loan Payment
Total loan 63.8 259.2 191.9
Manufacturing 31.5 134.6 96.1
Processing 15.1 57.8 32.8
Agricultural 1.7 3.2 1.7
Construction 2.7 8.7 4.9
Mining and quarrying 11.9 64.9 56.7
Non-manufacturing 32.3 124.6 95.8
Social and private service 28.1 112.0 84.2
Immovable assets and business service 0.6 4.7 1.9
Transportation and communication 2.8 4.6 6.7
Hedlth and education 0.2 0.8 0.2
Finance, credit organization 0.6 2.5 2.8

THE BANK OF MONGOLIA -

2001.12.31
Outstanding
127.5
69.2
39.6
3.0
6.5
20.0
58.3
52.9
3.4
1.0
0.7
0.3
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EUR 1.0million, DEM 0.7 million, JPY 205.3 million, while MNT long crosseswere struc-
turedas USD 8.5 million, GBP0.045 million, EUR 0.065 million, DEM 0.265, JPY 155.8 million.

The MNT/USD exchange rate was stable in the inter-bank market throughout the year and
banks traded for their foreign exchange needs only.

4.2 Non-Bank Financial | nstitutions

One of the most positive changesin the financial sector wasthe expansion of NBFI activi-
ties. During 1999, only 2 NBFIswere in operation and in 2000 only 7, whilein 2001 this
number soared to 28 organizations.

The assets of these NBFIstotaled MNT 23 hillion, 64 percent of which belonged to NBFIs
with foreign direct investment. Thisis aclear indication of asset growth fueled by “new-
comers,” and the effectiveness of the lending activities of these financial institutions.

Assets were composed of loans (56 percent), reserves (24 percent), and other assets (12
percent), with the mgjority of thesefinancia institutions speciaizing inlending. Their non-
performing loans represented only 0.3 percent of total loansor MNT 35 million.

Table 15. Non-bank financial institutions’ main indicators

3/31/01 6/30/01 9/30/01 12/31/01
Capital adequacy ration 35.9 74.9 97.1 133.4
Liquidity ratio 0.8 1.4 1 1.8
Loans/Total assets 34.6 51.3 58 55.8
Non-performing loans/Total loans 1.8 0.8 0.7 0.3
Reserves for loan losses/Total 1oans 1.5 1.2 0.7 1
Total assets (millions of togrog) 5194.9 6031.9 7296.2 23391.9
Net profit (millions of togrog) -72.3 -58.7 112.5 131.6
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Box 9. Developments in the Banking System (1991-2001)

Before 1990, there was a mono-banking system, where all banking activities, such as the distribution of credit and their
collections, were implemented only according to a plan. At the end of 1989 and in the beginning of 1990 the first commercial
bank was set up. But, problems which occurred in the first period of transition into a market system included the absence of
a legislative regulatory environment; absence of a performance based commercial bank accounting system; absence of an
inter-bank clearing and settlement system; and a lack of specialists capable of working in a market system. These problems
prevented the banking system from developing properly.

In 1991, the State Lower Chamber (State Baga Hural) approved the new banking law, and a legal foundation for development
of a two-tier banking system was set up. Since then, regulation of prices, foreign exchange rates and the money supply;
implementation of state monetary policies, inter-bank settlements and mediation in Government settlements; and supervision
and controlling of commercial bank activities in a market economy have become new primary objectives of Bank of Mongolia.
The legal system allowed the above objectives to be implemented; knowledge of employees about the market economy;
willingness of the public and banks to accept the central bank’s role; and financial and liquidity problems of the newly
established commercial banks were fully reflected in Bank of Mongolia’s activities. For instance, the fact that commercial
banks issued loans without any control can be confirmed by the following figures: outstanding loans at banks exceeded gross
money in 1990 by 45.6 percent, in 1991 by 29.6 percent, and 1992 by 46.5 percent. To resolve this impropriety, the central
bank began to extend loans to commercial banks under the requirement of settlement prior to clearing. Thus, the first credit
to banks by the central bank, a monetary policy instrument now, was set. The nature of the clearing loan, the first monetary
policy instrument, was short term, with a high rate of interest and was aimed at solving temporary difficulties with liquidity faced
by banks and to smoothly settle payments. But, because banks used this instrument to accommodate an increasing credit
demand and took the loans at will, the total money supply was caused to increase.

Before the Banking law came into affect, TDB and IT| Banks were established. During 1991-1992, due to a lack of appropriate
monetary instruments available to Bank of Mongolia for the regulation of money, monetary management failed. This was
followed by a loss in gold dealing, and the central bank’s reputation fell among the public and banks, leading to an increase in
the gross money supply. In 1991, the increase was up to 76 percent, and in 1992 up to 31.6 percent. The consumer price index
(CPI) increased in 1992 325 percent and 183 percent in 1993.

Banks with capital deficits like ITl, Mongol Khorshoo were always dependent on Bank of Mongolia. An inter-bank clearing, co-
redeemable, settlement system was first introduced in July 1992. The technical ability to separate and enable the ownership
of inter-bank resources and to control the flow of funds between banks was established for the first time. Then, from October
1992, the most common and direct control instrument of Bank of Mongolia was the setting of commercial bank lending limits
and from the end of that year, reserve requirements were set for commercial banks. Also, in order to keep the real interest rate
at a positive level and protect savings from depreciation, a minimum interest rate for savings was set and controlled by Bank
of Mongolia starting in November 1992 and repealed in 1996. Unfortunately, Mongol Khorshoo and Selenge Banks, instead of
collecting funds from the public, weakened their operation by taking clearing loans from the central bank and paying the high
interest costs, in order to replenish their capital deficit. Thus, these banks were merged with other banks and this negatively
influenced the merged institutions financial solvency. The merging of Selenge and Mongol Khorshoo Banks to other banks
was the first attempt at bank restructuring, and was made in 1994. The clearing loan, which was given to banks to re-finance
their capital shortages, was stopped completely in 1996. Simultaneously, due to an absence of a legal framework for
governing and regulating the relationship between the Government and Bank of Mongolia, as well as the Government and
commercial banks, there were some cases of Government intervention in banking activities. For instance, by Government
resolutions and requests, Bank of Mongolia extended a large amount of loans through the Government and commercial banks
to enterprises for the purpose of supporting industry and investment, preparing power stations for the winter, and autumn
harvesting and spring cultivation (plantation). This was the main factor in the increase in the money supply, as well as
negatively influencing bank liquidity. Non-performing loans, which were issued in this way, surged up to 12 times 1992 levels
and reached 20 percent of the outstanding credit amount by the end 1995. A consequence of this situation was that it allowed
banks and lenders to escape responsibility for the collection of the non-performing loans. The legal environment did not help
ensure recovery of credits, encourage borrowers to obey credit agreement obligations and collecting loans by confiscation of
loan mortgages was rather weak. Before the new Civil Code was established in 1995, legal acts ensuring the regulation of
legislative relationships on credit issues, had limited abilities, and provided few regulations and procedures for Bank of
Mongolia and commercial banks.
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Box 6. Developments in the Banking System (1991-2001) (continue)

The above factors led prices to increase to their highest level and the liquidity of the banking system to loosen seriously.
However, Bank of Mongolia implemented important measures by forming and using direct and indirect controlling instruments
such as setting limits in commercial bank lending, setting a minimum rate on bank reserve requirements, setting and controlling
the adequacy of bank ratios, setting a minimum savings account interest rate, issuing central bank bills, liberalizing the foreign
exchange rate, improving the inter-bank settlement system, and changing and upgrading the accounting system of banks.

Since 1995, the Government of Mongolia and Bank of Mongolia have implemented, with the assistance of international financial
institutions, a program for strengthening and restructuring the banking system. This program was aimed at improving the legal
environment; increasing the effectiveness of state monetary policy; enhancing liquidity, management, organisation and the
structure of activities of banks; regulating credit and joint management of banks; and reducing Government intervention in the
banking sector. Within this framework, the following policy oriented measures were taken during last 5-6 years:

Firstly, in compliance with the newly established Civil Code, the “central bank (Bank of Mongolia) law,” the “banking law” and
the “law on savings, settlements and bank credit activities” were approved. Measures were taken in 1996 to pay off, by
Government bonds, unpaid loans, given through commercial banks under Government resolution. It was the result of the
Government interference to bank activities. Moreover, measures were taken to come to an agreement and to resolve issues
related to receivables outstanding from credits issued by Bank of Mongolia on behalf of the Government without any MNT
backups, to partially recover them, to re-stimulate the relationship between Bank of Mongolia and the Government on a
contract basis and to ensure the consolidation of the budget and monetary policy. The precondition for price stabilization
became an improvement in the efficiency of monetary policy instruments to regulate the money supply, and fixing the amount

: A
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and interest rate of central bank bills, in compliance with the money supply in that period. The accounting systems of banks
were revised to comply with international accounting standards; the frequency and quality of supervision on commercial bank
activities were improved; internationally accepted criteria was established; and banking activities were evaluated.Managers of
banks like Central Asia, Mongol Business, Reconstruction, ITI, Ediin Tenger, Auto-Road, and Export-Import issued credits
and credit guarantees without proper analysis and operated without an internal audit system. Bank of Mongolia periodically
took measures to improve financial centralization; to expand the ability to increase credit in the economy; and to improve the
reputation of local banks with foreigners, by increasing the requirement for banks paid up capital several times. Besides these
measures, major steps have been taken to assist the recovery of the banking system by liquidating banks that were financial
insolvent and illiquid, experiencing serious delays in big settlements, and that had large non-performing loan portfolios. In
1996 and 1998 bank restructuring was strenghthened with the creation of the Mongolian Asset Recovery Agency established
in 1996, with the bank failures of Ard, Daatgal, ITI and Reconstruction Banks. As a result of monetary policy, which was
implemented over the last few years, public confidence in the banking system has grown, liquidity of banks has improved,
savings deposits and loans reached their highest levels in last 10 years. An important role is played by non-bank financial
institutions in expanding financial intermediation in the economy and in providing funds to small and medium enterprises.
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Box 6. Developments in the Banking System (1991-2001) (continue)

As of year end, 25 non-bank financial institutions were operating in Mongolia, with the first non-bank financial institution
established in 1999. The total assets of these institutions were MNT 23.4 billion and loans were a total of MNT 13.1 billion as
of the end of 2001. The share of NBFI assets in the banking system has grown from 1 percent at the end of 2000 to 6.9 percent
at the end of 2001. Total assets of the banking system have grown an average of 35.1 percent per year from 1999 to 2001 and
have reached MNT 332.7 billion by the end of 2001. When compared with preceding years, the amount of deposits increased
33.8 percent, savings 45.2 percent, and loans have doubled, while the percentage of non-performing loans declined by 31.6
percent by the end of 2001. The solvency of banks has improved as the sufficiency of paid in capital of the banks reached 24.6
percent, exceeding the required 10 percent, and the liquidity ratio reached 48.5 percent, well exceeding the required 18
percent.
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CENTRAL BANK ACTIVITIES

5. CENTRAL BANK ACTIVITIES

Monetary policy inthefinancial year was specifically designed and conducted to clear up
thecrisisinpreviousyears' banking, awaken and deepen financial intermediation, encour-
age the adequate enlargement of bank liabilities and the expansion of loan portfolios. In
order toimplement 2001's State Monetary Policy Guidelines, the Bank of Mongolia spolicy
was aimed at and its activities focused on continuously maintaining price stability and
promoting economic growth. Thus, it carried out severa policy measures designed to
maintain alow inflation rate, allow adeepening of financial intermediation andincreasethe
effectiveness of the non-banking financial system, etc.

For the purpose of expanding BOM’sresponsibilitiesand liabilitieson external and domes-
tic financial markets, improving its reputation, and maintaining the proper capital structure,
the Parliament approved, on December 2001, aCapital level at MNT 5Billion.

51 Monetary Policy

In 2001, the task of indirectly influencing the level of lending and deposit rates for the
whole banking system was accomplished by keeping interest rates positive in real terms
and conducting a unified interest rate policy through the central bank bill rate, the most
flexible monetary policy instrument at BOM.

Banking operations have stabilized and the sector’s cash reserve has continually increased
during past years. Bank reserves consist of available cash reserves at the Bank of Mongolia
and each bank’s cash in-vault. The outstanding balance of the central bank’s current
account shows the size of the non-cash inter-bank payment capacity. It is also thereserve
banks can use for lending when a particular bank has an excess reserve after applying
BOM'’s reserve requirement. The cash in-vault is the cash reserve available for customer
transactions. Banks work to keep the amount of cash in-vault at the minimum required to
meet customer requests and convert the rest of their liquidity into interest earning invest-
ments, since cash in-vault does not bring any interest income to the bank.

Thedominant feature of thisyear wasthe banks' use of their current accounts at the central
bank, especially in comparison to previousyears. When looking at the quarterly average of
theresidual sum of the bank’s current accounts at the Central Bank during the past 3 years,
thereis aclear trend for the volume of their non-cash reserve to grow at the beginning of
the year and decrease in the 3" Quarter.

There was a considerable expansion in the balances of banks' current accounts with the
central bank during the 1% Quarter of the reporting year. These were 93.7 percent higher
than the same quarter of the previous year and 156 percent higher than the average of the
previous 2 years. In the 2™ Quarter it increased by 122.1 percent from the previousyear’'s
same Quarter and 196.3 percent from the average of the last 2 years. Regarding the 3
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Quiarter, these accounts increased 46.1 and 79.1 percent and in the 4" Quarter by 70 and
118.5 percent respectively. During the financial year, the daily average amount of banks
current account balances at the central bank wasMNT 23.1 million, which was 79.3 percent
higher or MNT 10.2 million morethan that of the previousyear.

Throughout 2001, the volume of banks' cash in-vault also increased continuously and
during the 1% Quarter increased by 35 percent from the same period of the previousyear and
45.8 percent from the average of the last 2 years. The 2™ Quarter shows 30.1 and 60.7
percent growth, for the 3" Quarter 402 and 57.8 percent and for the 4" Quarter 47.4 and 67.7
percent growth accordingly. As awhole, the system’s annual average of banks' cash in-
vaultwasMNT 7.7 million, whichisMNT 2.1 million more and 38.4 percent higher than the
average of the previous year.

From the above-mentioned we can see a sharp increase in the banks' cash reserves and
non-cash payments. In other words, the expansion of banks current account balances
with the central bank has eliminated the payment delays in bank clearings, which were
common inthefirst half of the 1990s.

During thefinancial reporting year, the size of banks’ liabilitiesincreased 60 percent, which
led to an expansion of their loan portfoliosto thereal sector by 100 percent. However, this
may cause the boundary of theliquid customersto shorten. Anineffective accumulation of
excess reserves demonstrates the lack of available short term financial instrumentsfor the
banks and this inadequacy diminishes their ability to properly manage their assets.

Required Reserve

Bank of Mongolia requires the banks to maintain a portion of their deposit liabilitiesasa
deposit reserve at the central bank and monitors compliance of thisrequirement on adaily
basis. Despite being atraditional instrument of monetary policy, periodically adjusting the
amount of required reserves still has not been actively used for management of the money
supply. Improving the effectiveness of this instrument should affect the liquidity and
capacity of the banking sector.

According to the Regulation for Defining and Controlling Reserve Requirements, cal cula-
tion of therequired reservefor each bank should be executed twice per month, onthebasis
of which penalties and remunerations to each bank are made throughout the year. In 2001,
atotal of MNT 350.1 million was paid asremuneration to complying banksand MNT 10.5
million of penaltieswereimposed.

Overdl, the required reserves for the banking system were met every month and the daily
average halance of these current accounts with the Bank of Mongolia was MNT 21.3
billion, 9.3 billion of which was an excessreserve. I ssuing central bank bills asthey were
needed solved this excess reserve position.

In 2001, the reserve requirement was 14 percent, which was deemed sati sfactory and there-
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fore remained unchanged for the year.

Central Bank Bills

For Bank of Mongolia, in 2001 there was a focus on conducting policy that promoted, as
much as possible, financial intermediation that ismore comprehensive, by being flexiblein
the coordination of the issuance of central bank bills.

Themonthly average amount of bills sold during theyear wasMNT 27.8 billion. Thelargest
amount of 41.4 billion was sold in December, while the smallest amount, of 18 billion, was
soldin March. Theannual weighted averagerate of central bank bills as of the end of 2000
was 8.65 percent, and was 8.6 percent at the end of 2001, which was only a 0.05 percent
changefor theyear. In 2000, the Bank of Mongoliapaid atotal of MNT 3 billionininterest
for billssold, and inthe current financial year atotal of 2.8 billionwaspaid. The 3-month hill
was sold the most frequently.

In order to devel op the money market and make thetrade of central bank billsmore efficient,
thefollowing threeamendmentswere madein 2001, to the Regulation on Central Bank Bills.

Central bank bills should be purchased at adiscounted value and sold back to the
central bank at its face value at maturity. As a result, interest can be taken into
incomeimmediately and theinterest payment will not haveto be executed prema-
turely by the Bank of Mongolia;

The previous scheme required that each sale had oneratefor all banks participat-
ing in a particular purchase. This scheme was changed so that every bank can
purchase at its own bid price. Currently, there is an extensive amount of excess
reserve, causing this modification, which also eliminated the declining interest
rates being bid at the auctions — often at the cut-off-rate. Moreover, the an-
nounced rate of a particular auction should be a weighted average of al of the
successful bid rates, now that every bank’s bid rate is different;

Oncetheauctionisexecuted and aparticular bank has made adeal with the central
bank, the bank must purchase the bill without refusal or rejection, based on the
preceding principle. The purpose of thisrule wasto promote the devel opment of
aninter-bank market. When abank hasashort term shortagein liquidity or needs
cash to comply with the reserve requirement, they can go to theinter-bank market
or may apply to the Bank of Mongolia for aloan using their hills as collateral,
rather than selling the bill back prematurely.

For the purpose of developing the inter-bank market and giving banks an oppor-
tunity to properly managetheir short-term liquidity position, repurchase of 7 and
14 days bills prematurely was prohibited. Bills with maturities of more than 14
daysmay be sold back to the Bank of Mongoliaprematurely, at arepurchasevalue
set by Bank of Mongolia
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Figure 33. Changes of net foreign assets and domestic credit
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Throughout thefinancial year atotal of 99 bill auctionswereheld for atotal amount of MNT
690 billion, from which 663 billion of billswere sold. Therewere 54 deals on the secondary
market for theamount of MNT 51 billion. If these figures are compared with the preceding
period, the volume of billssold increased by 19.2 percent and the volume of billstraded on
the secondary market increased by 53.7 percent.

During the financial year, inter-bank trading of central bank bills was active and played a
substantial rolein reserve management. Within the banking system, MNT 61.1 hillion of
bills that had not matured were sold at 68 trades and MNT 60.9 billion in bills were pur-
chasedin 66 trades. Mainly, Anod, Golomt, Savings, Trade and Development, Agricultural,
Innovation and Post Banks actively participated in the above mentioned deals, while Erel,
Inter, Zoos, Credit, Transport Devel opment and Ulaanbaatar City Banksdid not participate
atall.

Each bank’s participation in inter-bank trading was asfollows: Anod bank sold MNT 12.7
billion bills, which represented 21 percent of thetotal billssold. Golomt bank sold MNT 8.03
billion bills or 13 percent of the total bills sold and purchased MNT 6.6 billion billsor 11
percent of thetotal. Savings Bank sold central bank billsintheamount of MNT 15.4 billion
or 25 percent of thetotal bills sold and purchased MNT 4.4 billion bills or 7 percent of the
total. Tradeand Development bank sold MNT 4.5 billion of billsor 7 percent of thetotal and
purchased MNT 25.1 billion of billsor 41 percent of thetotal purchased. Agricultural Bank
sold MNT 19.2 hillion or 31 percent of thetotal billssold and purchased MNT 25.1 billion
or 41 percent of the total bills purchased. Innovation Bank sold MNT 150 million or 0.2
percent of the total. Post Bank purchased MNT 1.2 billion or 2 percent of the total bills
purchased respectively.

Limitson Credit toNon-Banks

For the purpose of preventing problem banks from investing too heavily in higher risk
assets that later cause liquidity problems and payment delays, credit ceilings were im-
posed. Banks which did not comply with the reserve requirement or prudential ratios and
had other restrictions on their operations are required to maintain their credit portfolios
below these ceilings. In 2001, the Bank of Mongolia continued to use thisinstrument and
atotal of MNT 2.8 million was collected from the bankswhich violated their limit.

Inter-Bank Credit

As aresult of excess reserves Golomt, Savings, Erel, Inter and Transport Development
Banks did not borrow from the money market during the reporting year. The three main
suppliers of funds are Agricultural Bank, with MNT 3.8 hillion (39 percent of the total
amount lent), Trade and Development Bank, with 2.9 billion (30 percent), and Savings Bank,
with MNT 1.5 billion (15 percent). Innovation Bank borrowed MNT 5.4 billion from the
inter-bank market, which was 55 percent of the total amount borrowed. Ulaanbaatar City
Bank borrowed MNT 2.3 hillion (23 percent) and Anod Bank, MNT 2 billion (20 percent). In
2001 atotal of MNT 9.8 billion wasloaned or borrowed within the system, with maturities of
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Figure 36. Central bank bills and its interest rate

Figure 37. Changes in money supply (by sources)
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overnight to three months. Theinterest rate varied from 10.8to 29.1 per annum. Overnight
loanstotaled MNT 5.1 hillion, which represented 48 percent of thetotal.

Overnight Loans

In an effort to give banks moreflexibility in the management of their reserves, the Bank of
Mongoliainitiated the development of an overnight market in 2001. Banks tend to keep
reserves higher than required, when current account bal ances at the central bank are vola-
tile. Now, they have an opportunity to cover their short-term liquidity deficit or increase
their profit by locating the excess reserve efficiently.

Anovernight loan isdefined aslending or borrowing among banks or withthe BOM, asthe
last transaction of the working day and thefirst transaction of the following working day.
For the borrower, an overnight loan can be used for compliance with the reserve require-
ment, in less than 24 hours, except weekends and public holidays. When the bank (the
borrower) pays interest on the borrowing that is less than the penalty for violating the
reserve requirement, than the bank benefits from overnight borrowing. The other use of
thistool iswhen the cost of the overnight loan is cheaper than selling Central Bank Bills
back to BOM or selling it at the secondary market, and the Borrower is better off choosing
this option.

At present, in order to smooth out the market operation of this new loan, the Bank of
Mongoliaisinvolved asanintermediary (broker) between banks by providing information
on the demand and supply of funds. In the future, when market operations have stabilized,
the Bank of Mongolia'srole can be changed.

After signing the General Agreement on the Overnight Loan the banks loaned and bor-
rowed atotal of MNT 4.8 billion, whileMNT 300 million wasloaned by the Bank of Mongolia

Repo Agreement

Under the approach of indirect management of the money supply by the Bank of Mongoalia,
it has been investigating and testing an adoption of new and more efficient instruments.
One example is the repo agreement, the most popular monetary policy instrument in a
number of countries. The repo agreement isacontract in money market securities (usually
Government securities) to buy and sell at alater date, which includes negotiation onterms
and conditions of both transactions at the same time. If BOM sells a security the money
supply is reduced or in the case of reverse repo it isincreased.

In the current year, BOM experimented with three repo transactions totaling MNT 3.5
billion. Further research is being made onimprovementsto general conditions, accounting
and settlement on repo transactions.
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Figure 39. Central bank bill and Government bond’s weighted average interest rate in 2001
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Figure 41. Current accounts of banks with the Bank Mongolia (2 month moving average)
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On-Lending Activities

In 2001, implementation of the following two different projects, funded by international
financial institutions continued and BOM, as an executing agent, on-lent funds to partici-
pating commercial banks:

Theexport oriented Small and Medium Sized Enterprise Credit and the Financial
Sector Devel opment project governed by the Agreement between Governments
of Mongoliaand Federal Republic of Germany. Theproject sizeisDEM 10 million.
Under thisproject MNT 3.1 billion was on-lent to Trade and Devel opment Bank
and Mongol Post Bank. These loans are available to the private sector only.
The Employment Generation Project funded by the ADB. Four banks participated
in the project. A total of MNT 1.9 billion was delivered to 224 business entities
and 1189 jobswere created within the framework of this project.

Net Credit to the Gover nment

Thenet credit of the Government at the end of 2001 wasMNT 6.9 billion, with credit from
the banking system including BOM of MNT 46 hillion, and depositsof MNT 52.9 billion.
The net credit declined, due to both repayment of debt and an increase in deposits. Asa
result of cooperation between BOM and MOFE, the accumulated debt of Government
bonds for Bank Restructuring were reduced MNT 13.5 hillion, of which 10.2 was held by
BOM and 3.3 washeld by the Reconstruction Bank. Government depositsincreased through
incomefrom program loans.

In connection with the liquidation of Reconstruction Bank, a contract on Repayment of
Transferred Bonds between the BOM and MOFE was concluded in February 2001. Ac-
cording to this contract the payment issues arising from the Bank Restructuring Bonds
from the liquidation of the Reconstruction Bank were resolved by BOM purchasing Bank
Restructuring Bondsin theamount of MNT 3.3 billion. Of thetotal amount, 1.7 billion was

Table 16. The Bank of Mongolia's claims on government (millions of togrog)

2000.12.31 2001.12.31 Paid
(reduction -)

Bank restructuring bond 27,140.3 13,570.4 -13,569.9

Of which:

al The Bank of Mongolia 19,611.6 9,373.0 -10,238.6

b/ Receiver of Reconstruction bank 3,328.7 0.0 -3,328.7

¢/ Agricultural bank 4,200.0 4,197.4 -2.6
Claims on government (off balance):

Guarantee to De La Rue International in UK on behalf of government 1,432.3 479.7 -952.6

Total 28,572.6 14,050.1 -14,522.5
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Box 7. Survey of the Allocation of Savings

An allocation of savings survey was conducted in 2001 by Bank of Mongolia. The survey covered 2000 households from 21
aimags and the capital city. The questionnaire of the survey contained questions aimed at determining if households have
savings and if yes, how they are allocated.

According to the survey results, 54.3 percent of selected households have savings while 45.7 percent of households do not.
This high percentage of households without savings can be explained by the 30 percent of the population in poverty (poverty
survey in 1998). To the question “How do you allocate your savings?,” presented to households with savings (54.3 percent
of total) 57.6 percent responded they hold the cash in hand, while 42.4 percent prefer to keep their savings in the following
ways: lending to others (6.3 percent), trading (21.2 percent), investing (8.7 percent), opening savings deposits (6.3 percent).

Households holding cash in hand (57.6 percent of subtotal) were asked why they do so. The following answers were obtained:
making payments by cash is easy (62.4 percent), distrust in banking sector (12.2 percent), slow banking service (5.3
percent), deposit rate is not high enough (16.2 percent), other reasons (4.0 percent). That households consider holding cash
in hand comfortable is an indication of the poor development of non-cash payment instruments.

To the question “What type payment mechanism do you think is comfortable?,” 70 percent of the households, and the
overwhelming majority, responded “by cash”, 10.1 percent think that payments would be easier if e-money were used, 6.2
percent consider current accounts the most comfortable and 13.7 percent did not have any idea.

The next question concerned 4.7 percent of total households making investment and was to determine the main types of
investments. The survey showed that most households (45.8 percent) invest their money in education (student fees), 27.1

percent buy fixed assets, whereas 9.5 percent buy shares and bonds, and the rest invest their money in other forms.

* The full version of the paper is available in the Publication section of the Mongolbank website www.mongolbank.mn

cleared against an earlier credit from BOM and the remaining amount of 1.6 billion was
repaid by the MOFE in equal amounts during February and August 2001.

The agreement concluded between BOM and MOFE in June 2001 on Repayment of Bank
Restructuring Bonds was an important step toward resolving disputes with the accumu-
lated obligations between ingtitutions. As it was provisioned in the above mentioned
agreement, the Government paid MNT 9.8 billion to the BOM in June. Also, Restructuring
Bondstotaling MNT 453.3 million were paid from BOM'sinterest income earned from their
ownership of the Bonds during July and December 2001.

Thus, the outstanding balance of Government debt to BOM as of the end of the year was
MNT 9.4 billion, whichisMNT 10.2 billion lessthan that of the previousyear.
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Government Security

Asof December 31, 2001 BOM held Government Securitiesin MNT for theamount of 13.6
billion. Thisconsisted of MNT 9.4 billion securitiesissued initially for replacing directed
and inherited loans of Agricultural Bank and ITI Bank, plus Bank Restructuring Bonds
issued upon liquidation of Ard and Daatgal Banks and MNT 4.2 billion of securities held
initially by Agricultural Bank and then bought by BOM asit was requested by MOFE.

MNT 4.2 billion of Government securitieswere bought by BOM from Agricultural Bank and
are schedul ed to be redeemed in four equal amountsin June and December 2002 and 2003.
Other provisionsin the agreement included sending a note to MOFE concerning a direct
deduction of overdue payments from the general government account at BOM, MOFE's
right to set interest ratesindependently, and payment of bonusinterest income by BOM to
the MOFE. Bank of Mongoliareturned MNT 2.6 millionto the MOFE asabonusin Decem-
ber, which was used for repaying principal. In 2001, the MOFE paid BOM about MNT 1.1
billionin interest on the securities.

Short Term Discounted Gover nment Bonds

According to the Decree 8 of Parliament, dated January 15, 2001, the Government issued
short-term discounted bonds for the purpose of bridging a gap between budget income
and expenses. Therewere 23 auctionsfor atotal MNT 39.7 billion during thefirst 9 months
of the financial year. At the end of these auctions the authorized amount was reached and
therefore there were no further auctionsin the remaining period.

At the request of the MOFE, BOM purchased a short-term discounted bond of MNT 6.3
billion on August 3, 2001 for creating afund to pay the Government’s current debt of USD
5.7 million to the Russian Federation. Of these bonds, 3.3 billion had amaturity of 60 days
and an annual interest rate of 13.8 percent, and the remaining amount of 3.0 billion had a90
day maturity and 14.5 percent interest per annum. The bondsweretraded on theinter-bank
market on August 31 and were purchased by Trade and Development Bank.

Table 17. The Bank of Mongolia's claimson government (millions of togrog)

Prepaid tax
Government bond

Government bond interest rate

Total

THE BANK OF MONGOLIA -

82

2000.12.31 2001.12.31 Difference /+, -/
9.6 1787.2 1777.6
40006.5 30640.3 -9366.2
43.3 30.2 -13.1
40059.4 32457.8 -7601.6
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Foreign Exchange Policy and Reserve Management

5.2 Foreign ExchangePoalicy and Reser ve M anagement

The main objectives for implementing foreign exchange policy and reserve management are
sound reserve management, appropriate allocation of reserves, real and nominal exchangerates
of MNT to USD, financial intermediary for the Government and expansion of activities with
financia institutions.

Foreign Exchange Reser ve M anagement

At theend of the reporting year, net foreign exchange reserves had reached USD 160.1 million,
which is 13.8 percent higher than the previous year - an amount meeting 14.9 weeks of import
needs for the country. Revenue from gold trading and from interest income on deposits placed
with foreign banks was the main contributor to reserve growth.

In 2001, Bank of Mongolia purchased 13.8 tons of gold from 117 domestic gold mining enter-
prises, whichwas 1.5tons or by 12.0 percent greater than last year. Of thegold purchased, 13.3
tonswere refined outside the country, leading to an increase of monetary gold reservesby 11.7
tons and monetary silver reserves by 1.6 tons.

Besides operations on theinternational market, 4.6 kg of gold and 933 kg of silver were sold to
25 domestic businessentitiesfor MNT 105.8 million. At the request of gold mining companies,
104 kg of gold were exported, generating MNT 821.8 thousandin fees, and MNT 37.8 millionin
royaltiesfor licensing commemorative coins.

Inthereporting year, international foreign exchange and gold marketswere extremely volatile. A
lot of attention has been paid to observation and analysis of market movementsand trends, and
the accurate planning of receipts with the consistent use of financial derivatives.

Net profit from foreign exchange operationswas USD 3.6 millionand USD 4.7 million from gold
trading operations. Depositsin theamount of USD 124.6 million were placed with 19 correspon-
dent banks, resulting in interest income of USD 5.6 million. Gold deposits generated interest
income of USD 0.3 million, and 90 percent of profitswere earned by the Bank of Mongoliainthe
reporting year.

To reduce credit exposure, the allocation of foreign exchange reserve was done only after
reviewing the counterparties’ international ratings issued by Moody’s Investors Service and
Standard & Poor’s. The Bank of Mongolia conducted operations only with highly rated finan-
cial institutions.

ExchangeRatePolicy

Stabilization of the MNT exchangerate, implementation of aflexible exchangerate policy ad-
justed to balance of payments needs and supporting export werethe priority issuesin the every
day activities of Bank of Mongoliain the reporting year.
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Fluctuations of the MNT real exchange rate have been calculated on a monthly basis and
the exchange rate of the MNT against foreign currencies remained relatively stable. The
exchange rate of the MNT to US dollar depreciated by 0.5 percent at the end of the year,
reflecting the stabilization of the MNT.

In the reporting year, due to depreciation of currencies of major foreign trade partners, the
real exchangerateindex reached 139.59 points- anincrease of 7.2 pointscompared with last
year. In the first and second quarters of the year, foreign investment in storage of raw
material s and mining sectors sharply increased and the supply of US dollarsin the domes-
tic market picked up, causing the appreciation of the MNT exchange rate. Thus, the ex-
changerate of the MNT to the US dollar appreciated in the second quarter of the reporting
year, but not as sharply asin the past. To some degree, it wasrelated to thelow demand for
raw cashmere from our main trade partner, the Peopl€' s Republic of China, resultinginless
inflow of foreign exchange.

In 2001, to maintain the stability of the domestic foreign exchange market, Bank of Mongolia
bought USD 115.3 million and sold USD 181.3 million ending with a negative balance of
USD 66 million.

5.3 Financial Supervision

In order to protect the rights of depositors and ensure stability of the financial system,
Bank of Mongolia has been improving and reorganizing its supervision of banks and non-
bank financial institutions. Thiswas donein accordance with the Long and Medium Term
Development Strategy, approved by the Bank of Mongoliain 2000, the Financial Sector
Restructuring Medium Term Plan approved by the Parliament in 2001, and the Monetary
Policy Guidelinesfor theyear 2001. Regulatory bodies have taken the necessary actionsto
increase banking servicesintherural area, reconstruct theinternal audit of banksin accor-
dance with the principles of international financial institutions, support development of
non-bank financial institutions, continue the restructuring of the banking system, increase
transparency of financial institutions, facilitate market discipline, and approve guidelines
for prudent risk management.

Capital Adequacy

As of the end of last year, the average capital adequacy ratio for the banking system was
24.6 percent, which is above the required 10 percent minimum approved by the Bank of
Mongolia. In accordance with the powersassigned by banking legidlation, Bank of Mongolia
increased its minimum equity capital requirement to MNT 2 billionin 2000. By increasing
bank equity in accordance with the af orementioned changes, all ocating resourcesinto low
risk assets such as BOM bills, Government bonds and claims on reputable foreign banks,
and concentrating lending on just afew credible borrowers, thereby simplifying the credit
review process, the banks managed to improve solvency and keep the capital ratio very
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Figure 42. Net internationa reserves
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Figure 43. Togrog rate against US dollar
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Figure 44. Real and nominal effective exchange rate
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Box 8. Seasonal Pattern of Foreign Exchange Trading at Bank of Mongolia

Extremity and phase criteria have been applied to monthly data for foreign exchange trading of Bank of Mongolia to determine
if there are any seasonal patterns. Data on purchased and sold foreign exchange included the periods 1995-2000 and 1998-
2001 respectively. The hypotheses, that data on purchased and sold foreign exchange has seasonality, has been rejected by
extremity and phase criteria respectively. At the onset of the transition period, Mongolia experienced a shortage of foreign
exchange, because the foreign exchange market was not functioning properly. Therefore, foreign exchange trading has been
subject to significant seasonal fluctuations. For instance, during April and May (the cashmere production period) Mongolia
experiences large inflow of US dollars, so the amount of foreign exchange offered by commercial banks increased signifi-
cantly. Before holidays such as Christmas or the Lunar New Year, the demand for imported goods from Russia and China
increases, leading to a significant increase of foreign exchange sold by Bank of Mongolia to commercial banks. To maintain
a stable MNT exchange rate, the Bank of Mongolia buys foreign exchange when the supply of foreign exchange increases and
vice versa. However, when foreign reserves increase and stabilization of the foreign exchange market is achieved, the effects
of changes in the supply and demand of the domestic forex market on the foreign exchange trading of Bank of Mongolia
weakens. The amount of purchased or sold foreign exchange is becoming more and more closely related to reserve money
planning and the money supply. Foreign exchange cash inflow from Mongolians working abroad has become one of the main
factors determining the domestic foreign exchange market and needs to be studied furthermore.

* The full version of the paper is available in the Publication section of the Mongolbank website www.mongolbank.mn

stable. Dueto anincreasein profitability and the transfer of subordinated debt instruments
into paid-in capital, Agricultural Bank met the capital requirement by the end of 2001.
Therefore, as of the end of last year al banks complied with the minimum capital ratio
requirement. The Bank of Mongoliaincreased the minimum equity capital requirement to
MNT 4 billionin 2001. Thiswasdonein order to improvethe ability of banksto withstand
risks, decrease the currency held outside of banks and thereby expanding financial inter-
mediation and injecting more financial resourcesinto thereal economy, intensifying bank
lending activities to support developments in sectors of the real economy, and making
greater the role of the financial sector in facilitating stable economic growth. Operating
banks have to meet this new standard by the first quarter of 2004.

Liquidity

Bank of Mongolia monitors liquidity positions of banks by monitoring their compliance
with the reserve requirement and the regulated prudential liquidity ratio. All banks com-
plied with the reserve requirement throughout the year. During the last year, bank deposits
increased tremendously and the liquidity ratio improved by 8.1 percent to 48.5 percent,
because of the allocation of resourcesinto low risk, liquid assets. The minimum require-
ment for thisratio is 18 percent. Therefore, its current level is higher from the aforemen-
tioned standard by 30.5 percent. Due to amendmentsintroduced in the banking legislation
in February 2001, thefinancial discipline of bank customers hasimproved, as evidenced by
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anincreaseintheliquidity positions. However, theincrease of non-earning assets presents
the possibility that further devel opment in the asset-liability management function at banks
isnecessary in order for financial intermediation to be more effective.

Lendingand Asset Quality

In 2001, outstanding loans of the banking sector doubled, to MNT 135.1 hillion. Non-
performing loans declined by 31.6 percent or MNT 5.0 billionto MNT 10.9 billion, which
now representsonly 8 percent of total loans compared with last year’s 15.8 percent. Thisis
an indication of improvementsin loan recovery and expansion of lending activities.

Even though there has been an improvement in non-performing loans, accompanied by the
“evolution” of the financial discipline of bank customers, credit risk is still high, due to
anxiety inthereal economy and thelack of experience of somebanks. Therefore, regulatory
bodies have continued their effort to enhance credit information systems by collecting
more comprehensiveinformation from government agenciesthat might allow bankstodo a
more precise eval uation of thefinancia condition and collateral of borrowers. For example,
relevant information databases have been enhanced by information from the Immovable
Property Registration Office on collateral taken by banks.

In addition, aspecial project to intensify information sharing among banks and non-bank
financial institutions has begun by upgrading relevant software packages and the techni-
cal facilities of the information bureau. A unique strategy has also been developed to
connect the Credit Information Bureau with the Mongolian Asset Recovery Agency, Taxa
tion Authorities, Court Decision Enhancement Board, Civil Registration Office, Stock Ex-
change, Customs Authority, and Immovable Property Registration Office and expand its
activitiesintorural areas. In order to expedite theimplementation of this project, appropri-
ateregulationsfor the Credit I nformation Bureau have been updated to request from banks
and non-bank financial institutions some additional information on off-balance sheet com-
mitments, which should help make proper evaluations and develop the overall credit risk
profile. All banks have to present thisinformation in asingle format approved by BOM.

The information bureau signs special cooperation contracts with banks, non-bank finan-
cial institutions, and af orementioned government agencies to consolidate and redistribute
information on borrowers. As of the end of last year, the bureau consolidated information
collected from banks, non-bank financial institutions, the Mongolian Asset Recovery
Agency and theliquidated I Tl Bank on more than 37.8 thousand borrowers, with outstand-
ing loansof MNT 183.6 billion.

ITI Bank, which was put under receivership in 1999, had several past due loans due to
German Banks and thisfailure to meet its obligations contributed to eroding confidencein
our banking sector. In order to attract foreign investors and restore the reputation, Bank of
Mongolia has taken resolute actions, mainly aimed at cooperation with law enforcement
government agencies, to improve recovery of non-performing assets and conduct dis-
counted sales of repossessed collateral. Asaresult, USD 4 million of problem loans were
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resolved.

In an effort to increase financia intermediation, during the second quarter of 2001 the
Savings Bank was granted permission to begin lending. This also enables regulators to
restructure the bank so it may begin to conduct its operations on acommercial basis.

As of the end of last year, provision for loan losses amounted to MNT 9.3 billion, which
represented 85.8 percent of non-performing loans.

Market Risk

Interest rates charged by banks may seem very high compared with interest rate levelsin
other countries, but they are still lower than rates used by non-bank financial institutions.
Rates charged by banks and non-bank financial institutions are not based on their actual
cost of funds, but have more to do with rates charged by the competition. Due to competi-
tion in the banking system, caused by an intensification of banking activities, establish-
ment of new domestic banks, and the competitive pressure from foreign banks and non-
bank financial institutions, rates have tended to be very volatile but with a tendency to
decline. In 2001, BOM cut itshill rate by 2.9 percent to 6.3 percent, which has put pressure
on thelending rates of banks. For example, bankslike TDB and Golomt, which represent a
large portion of the banking sector, reduced their lending rates in 2001. During the first
quarter of 2001, theannual loan rateat TDB was 34.5 percent while Golomt was 37.6 percent
and as of the fourth quarter of the year these rates decreased to 28.7 percent and 28.5
percent respectively.

In addition, government long term bonds, household deposits, and foreign assets have
been concentrated in afew banks, representing a significant market share. Thisconcentra-
tion could lead to asystemic risk, caused by sensitivity factors, such asvolatility of prices,
exchange rates, and liability structures.

Bank of Mongoliais continuing toimposelimitsfor net open positions, in order to maintain
bank foreign exchange risks at a sustainable level. During the last year, the MNT/USD
exchange rate was quite stable, so Bank of Mongoliaincreased the net open position limits
to give banks some room to expand operations and thereby effectiveness. In addition,
some banks, which met standards approved by international financial organizations, were
allowed to apply more sophisticated models to determine risks and capital charges.

Aggregated net open positions of the banking system represented only 1.8 percent of the
total capital, but thisfigureincreased to 12.4 percent in 2001, due to changesin the aggre-
gation method and a sharp rise in foreign assets.

Supervison Framework

It was necessary to focus the supervision of financial institutions on risk evaluation and
assessment of risk management systems. As a regulatory authority responsible for su-
pervision of banks and non-bank financial institutions, BOM has been studying and imple-
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Box 9. Interesting Facts about Gold

Gold has unique physical properties. Its lustre, easy workability, and virtual indestructibility have given it a special place in the
history of the world. Over centuries, gold has been prized for its rarity and beauty. One of the earliest records of gold used as
money dates from 560 BC, when King Croesus of Lydia, (today’s western Turkey) created a coin emblazoned with his own
image. Before coinage, many commodities were used as a medium of exchange. As the idea of the guaranteed gold coin
gained gradual acceptance, gold became the formalized basis of economic life. Like ancient cultures, our modern society still
recognizes the value and beauty of gold. Gold jewerly continues to adorn us. Gold is also used as an industrial metal in
electronics, dentistry and other applications. Gold is an internationally recognized monetary and financial asset. Significantly,
governments hold one quarter of all the gold in existence. The supply of gold is limited by nature itself: thousands of pounds
of ore are required to produce just one precious ounce. Gold is so scarce that all the gold that has ever been mined amounted
to only 125,000-135,000 tons. In addition, the amount of new gold mined each year is relatively small despite the use of
advanced mining technology. New supplies generally add less than 2 percent per year to the world’s total stock of gold. Around
three quarters of the annual mine production comes from the top-ten gold-producing nations, such as South Africa (449 tons),
United States (341 tons), Australia (303 tons), China (170 tons), Canada (158 tons), Indonesia (130 tons), Peru (128 tons),
Russia (104 tons), Uzbekistan (90 tons), Ghana (70 tons). The gold mining industry in Mongolia has developed since the 11®
and 12th centuries. It is a fact that a Mongolia-Russian joint shareholding company (association) explored about 20 tons of
gold from 1910 to 1919. The Tolgoit’s placer gold mining has been explored jointly by Mongolia and the former Soviet Union
(Russia) since 1974. A “Gold” program was submitted to the Parliament in 1991, and implemented as a Government project.
In connection with this, both the number of companies involved in the gold mining sector and the amount of gold extracted
increased rapidly. Subsequently, gold export reached 15-20 percent of the total export. There are 2 types of gold mining
resources in nature, placer gold mining and hard rock gold mining. Gold extracting technologies of these 2 types are different.

Primarily, the gold reserve in Mongolia was esti-
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mated to be 146 tons, as of January 2000, of which,
64 tons were placer deposit and 82 tons were of
hard rock deposit. Due to a shortage in the financ-
ing required for exploration of hard rock gold min-
ing, all gold mining companies are currently engaged
in placer gold mining in Mongolia. In 2000, 10 lead-
ing companies such as Mongolgazar, Erel, Altan
dornod Mongol, Shijir Alt, Gatsuurt, Mongolalt Cor-
poration, Mon Polimet, Datsan Trade, Borzon
Trade, lkh Temuulel have mined three quarters of
the total gold explored.

It is estimated that if the gold unit (1 ounce) price

keeps at a level no less than USD 255, then the profitability of world top gold companies will be about 10%. However, if the unit
price reaches USD 333, it will allow an ordinary gold company to gain 10% in profit. In the case of Mongolia, the decrease of
the unit price below USD 255 will lead to the bankruptcy of some gold mining companies. In 2001, Mongolia explored 13.8 tons
of gold, which is an increase by 12.1 percent, or 1.5 tons compared to the previous year.

* The full version of the paper is available in the Publication section of the Mongolbank website www.mongolbank.mn
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menting new standards and new techniques applied by international financial organiza-
tions. In addition, BOM has upgraded its regulation for prudential ratios and improved
mechani smsto impose prompt corrective actionsfor problem banks. Asaresult, thefunda-
mentals for early supervisory intervention have been refined to prevent further deteriora-
tion in the financial condition of banks, based on early signals of difficulties and thereby
ensuring secure and stable operations of banks and the banking system.

In addition, BOM has newly approved new comprehensive regulations on off-site monitor-
ing and on-site supervision. The result has been that off-site surveillance concentrates on
evaluation of the financial condition of banks, which is based on atime series analysis of
earnings and asset quality. Based on its evaluations, the regulatory authority takes reme-
dia actions, in accordance with legidation, to correct detected deficiencies.

During thelast year, BOM conducted overall and targeted on-siteinspections of 15 banks,
25 non-bank financial ingtitutions, 72 foreign exchange offices and supervised Savingsand
Credit Unionstogether with the Taxation Authorities.

Bank and non-bank financial institution violationstotaled MNT 13 billion and 0.06 billion
respectively. Necessary follow-up enforcement measures were taken.

The predominant enforcement actionsincluded signing and monitoring the compliance of
memorandums of understanding in financial institutions. For example, during the last year
BOM appointed a controller at Innovation Bank and signed a Memorandum of Under-
standing to improve financia conditions of the bank.

Bank Accountingand Audit

Mongolian banks mainly use accounting software devel oped by domestic companies, but
due to expansion of activities and introduction of new lines of business some technical
problems have arisen, creating burdens in daily operations and creating some additional
operational risk. Therefore, BOM hasinitiated a project and concluded an agreement with
the Australian company, FNS, to introduce accounting software which suits banks opera-
tions for international markets and enables them to process various types of information.
Asaresult of thisproject, the new software hasbeen tested in TDB on apilot basisand has
already yielded some positive outcomes. Agriculture and Post Bank’s installation of the
software has aready begun.

In order to enhance audits of banks and non-bank financia institutions, BOM has amended
its regulation for granting permission for external audits of financial institutions. During
previous years, large banks were audited by internationally recognized audit companies,
and BOM has extended the license granted to Arthur Andersen and approved establish-
ment of a new branch for Ernst & Young. Currently 5 domestic companies have been
granted permission to audit banks and their operations have been improving.
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Figure 45. Liquidity ratio
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% . .
[ Capital adequacy ratio

30 I Required level
25
20
15

10

99-IV 00-I 00-IT 00-I11 00-IV 01-I 01-IT O1-IIT 01-IV

THE BANK OF MONGOLIA - ANNUAL REPORT 2001

91



CENTRAL BANK ACTIVITIES

Transparency and Disclosure

BOM constantly monitorsbanks’ disclosures of their financial statementsand their adver-
tisement of new lines of businesses. In accordance with the banking legislation, banks are
required to publish their financial statements quarterly in newspapers and they must be
audited by an external audit company at least annually. Thisincreasesthe market pressure
of stakeholders, by reducing the number of cases of stakeholders selecting poor perform-
ing banks and improves the control mechanisms of shareholders.

54 Other Activities

Management and Or ganization.

In accordance with State monetary policy guidelines, “Step by step measures shall be
taken to test intensification of Bank of Mongolia's budget management and financing
reform within activities of some departments, divisions, and unitsand improve the organi-
zationa structure of departments,” some changeswere madein Bank of Mongolia's struc-
ture, post and organi zation, which was approved by the Governor of Bank of Mongoliain
2000.

As of year-end, Bank of Mongolia had 286 employees in 6 departments, 6 divisions, 1
special sub-division, 7 units, 19 provincial branches and 1 representative office, of which
196 were in the head office. Thisincludes twenty-four masters and 2 doctoral candidates,
who graduated from universitiesin USA, Great Britain, Japan and Mongolia.

The human resource policy of Bank of Mongoliaisaimed at enhancing and improving the
professional capability, social guarantee of its employees (providing with apartments, trans-
portation facilities, health care, wage, and cultural and public activities) and providing them
with educational opportunities.

In order to implement the above measures Bank of Mongolia follows regulations and
procedures issued by its Board of Directorsin accordance with relevant laws.

Internal Audit Activities

The Bank of Mongoliaperiodically carries out activitiesto revise and improve legislative
documents related to Bank of Mongolia'sinternal audit policy, its principles, rules of the
department, and internal audit planning and activities. Thisis donein accordance with the
advice given by the IMF, on improvements of the internal audit system and from study of
experiencesintheinterna audit activities of the Central Banksof Germany, Japan, Sweden
and international standards of internal audit operations.

Within this framework, particular attention was paid to the training of auditors, improve-
ment of organizational capacity, and implementation of risk-based supervisory principles,
consistent with international standards.
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Bank of Mongoliaaimsto assess, research, and devel op different opinions and proposals
and to make the relevant calculations necessary to radically improve the structure of its
branches and representative offices in the provinces, in conformity with apolicy based on
regional devel opment.

In an effort to intensify reforms in budget management and financing and in conjunction
with a change to budgeting by product accounting principle in Bank of Mongolia's units
(departments, divisions, branches, representative offices), periodically, work hasbeen done
on the processing of legal documents, regulations and instructions related to the policy of
product determination, assessment and financing.

During thefiscal year, Bank of Mongoliaconducted 44 regular, surprise, and partial on-site
inspections. Also, inspections were made in response to private messages, complaints to
departments, divisions, and branches and disclosed irregularities for atotal of MNT 4.4
billion. Thirteen state inspector acts and penalties were made for MNT 225 thousand,
against 4 individuals and work was done to investigate and correct the irregularities.

Arthur Andersen Mongolia, external auditors, audited and issued a report of their views
and opinions of Bank of Mongolia's financial statement for the year, 2000. Attention has
been focused on responding to their recommendations. Ernst & Young Malaysia'sexternal
audit company conducted the audit of Bank of Mongolia sfinancial statement for 2001.

I ssueof Banknotesand Coins

In the reporting year, Bank of Mongolia carried out the following activities, regarding the
issuance of currency. Notesin 50 and 100 MNT denominationswere printed in the German
Company, Giesecke and Devrient, during April and May 2001. In an effort to increase the
lifespan of the banknotes, new notes were printed with a special coating of a transparent
overlay protection and some additional security features against possible counterfeiting
were added.

In commemoration of the 840" anniversary of Chinggis Khan, Bank of Mongolia ordered
theminting of 500 golden barsweighing 100 grams, inthe Swissmint Pamp S.A..

In 2001, Bank of Mongolia, in collaboration with Zoos-Goyol Ltd. minted 2 million coins
with aportrait of Sukhbaatar, commemorating the 80" anniversary of the People’s Revolu-
tion and these coins were issued prior to the celebration.

In 2001, the Bank signed an agreement with aGerman printing company, on atender basis,
for the reprint of the 10,000 MNT note to be put into circulation in the second quarter of
2002. Also, the Bank has signed acontract with aBritish printing company for the reprint-
ing of 10 and 20 MNT denomination notes to be put into circulation in July and August
2002.
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Trainingand Seminars

Bank of Mongolia has devel oped a special training program designed to bring its employ-
ees’ knowledge and professional skillsup to amore modern banking level. Trainings have
been organized by theIMF, WB, SEACEN Research and Training Center, Bank of Mongolia.
The Mongolian Bank Training Center has implemented recruits in accordance with this

program.

A total of 66 staff members attended training abroad in the reporting year. The number of
participants in each program was as follows: Joint Vienna Institute (V1) -13, Singapore
Training Ingtitute (STI) - 15, SEACEN Research and Training Center —8, and World Bank
and International Monetary Fund organized training — 30. Ninety-two participants were
involved in domestic training events.

Bank of Mongoliahas systematically focused onimproving its staff’s professional skillsin
local branches, in order to meet the needs of a market economy.

For the purpose of regulating the banking and financial system, Bank of Mongoliaissued
more than 20 new regulations and guidelines in the year. Introductory and explanatory
seminars were provided for each regulation or guideline, and training was conducted not
only for employees of commercial banks, but also for non-bank financial institutions.

A seminar on banking, taxation and real estate registration was conducted jointly with the
Budget Standing Committee of the Parliament, the National Taxation Department, the Min-
istry of Justice and Internal Affairs, the Ministry of Finance and Economy, and the Real
Estate Registration Office. Discussions were held about upgrading inter-bank loan infor-
mation, thetax levied on bank and non-bank financial institutions, tax policy information,
payment of taxes, and improvement of property registration.

In addition, aregiona seminar was held in Orkhon aimag in August 2001 for a5 aimag
region, in cooperation with the Shiho-Shoshi Japanese Lawyers Association, on the legal
aspects of loan collateral, in theory and practice. The core issues discussed during the
seminar were related to collateral legidlation, based on examplesfrom Japanese and Mon-
golian codes of real estate registration.

Inthe reporting year, the Bank Training Center organized 32 domestic and 7 foreign training
events, with 1052 participants (some people participated multiple times) from Bank of
Mongoliaand the commercial banks.

Government’ sintermediary Activities

In accordance with the Government’s bilateral and multilateral agreements with the IMF,
World Bank, ADB, donating country governments, and other banking and financial institu-
tions, the Government of Mongoliareceived USD 85.8 million in concessional loans and
repaid USD 33.0 million of loan principal and interest in thereporting year.
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A meeting of experts to discuss an adjustment to the debt and transfer of rubles between
the Mongolian and Polish Governments was successfully held in Ulaanbaatar during No-
vember of 2001. In this meeting, the conditions for payment of the debt were resolved
beneficialy for the country.

As apart of atechnical assistance project to improve management of the budget, a debt
registration database was created and connected to a network, under the auspices of
MOFE. The software program makes it possible to create reports on Mongolian foreign
debt, loan, and debt management.

I nter national Cooperation

Continuing cooperation with international banking and financial institutions, were main-
tained and deepened in 2001, and new links with reputable institutions have been estab-
lished. Cooperation agreements have been signed with the Central Bank of Vietnam and
People’sBank of China. In addition, the Bank of Mongoliabecame aplenipotentiary mem-
ber of the European Bank for Reconstruction and Development, which assures favorable
conditions for loans and grants.

Information about the Bank of Mongolia and its activities are reviewed quarterly in a
regular publication of the SEACEN Training and Research Center.

Asaresult of four missionsof IMF representativesto Mongolia, and as part of the Poverty
Reduction and Growth Facility Project, an agreement has been reached on the growth rate
of net foreign reserves.

Additionally, an ISDA master agreement on financial derivative operations has been estab-
lished with Rabobank of Holland. Presently this agreement has been madewith four foreign
banks, after adding two banksin 2001.

I nfor mation and Advertisement

In accordance with Article 34 of the Law on the Central Bank, Bank of Mongolia, asthe
authority responsiblefor implementing state monetary policy, providesforeign and domes-
tic banking and financial institutions, ministries, and the general public with well-timed,
reliableinformation concerning its monetary policy and activities. Thisincludes policy and
operations under implementation and development in the financial market and is done for
the purpose of transparency and creating a sound banking system.

Bank of Mongolia signed a contract with the Mongolian News agency of the Mongolian
National Television and Radio Station, and Mongolian Radio’'s New Generation. They
began broadcasting the program “Banking Innovation” from the beginning of 2001, and
the program “Business News’ during the second half of 2001. Through these broadcasts
Bank of Mongolia provided information regarding the world’s economic situation, capital
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market rates, precious metal and currency prices, implementation of state monetary policy,
banking and financial market information, activities of the banks and non-bank financial
institutions, savings, loans and foreign relations.

Information about activities of Bank of Mongoliahasregularly been disseminated through
the Montsame Agency and the daily mass media.

Inthistime of rapid development ininformation technol ogy, the central bank usesawebsite
asone of its main toolsin the transparent dissemination of information to its audience.

Bank of Mongoliafirst launched awebsite in 1999. At the end of 2001 there was a major
revamping of its design and content. The content of thewebsiteisregularly and constantly
updated. Bank of Mongoliadisseminates broad information about policy implementation
through its website (www.mongolbank.mn), as well as, up-to-date foreign and domestic
prices and rates, inflation rates, banking laws and regulations, research papers, and statis-
ticindices.
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6. IMPROVMENTSIN LEGISLATION RELATED TO BANKING

Intheyear 2001, thefollowing amendmentsand changeswere madeto legidation related to
banking:

One. The Law on Amendment to the Business Entity and Organization Income Tax Law of
Mongolia, dated January 25, 2001 statesthat Article 5, paragraph 5.1.1 shall read as “the
part of capital classified asloan loss provision shall be deducted from taxableincome”.

Two. Paragraph 6, Article 368 of the Civil Law of Mongoliawasamended in February 2, 2001
to:

Amendment added to Article 368 states*“if theloan contract provisions specify that in the
case of aborrower’sfailureto performtheir contractual obligations, theloan collateral shall
be transferred to the lender, as a nonnegotiable condition, and with the expiration of the
loan contract, the bank or non-bank financial institution shall have the right to dispose of
thecollateral .”

In accordance with this amendment, the following changes were made to the following
relevant laws:

1 Three amendments to the Deposits, Loans, and Banking Transactions Law

In paragraph 12.4, three different circumstancesfor closing the account of acom-
pany were specified.

In paragraph 29.1, the amendment reads “... if a bank considers a borrowers
business income and activity to be unreliable, its expected profit can be used as
collateral, on the basis of a pledge agreement. The regulation for pledging busi-
ness income and expected profits shall be issued by BOM.”

Article 9 “ Safety of Deposits’ wasrestated as follows:

2 In Article 18 “ Exemption and Suspension from Payment of Duties” of the Law of
Mongoliaon State Stamp Duties, paragraph 1 sub-paragraph 12 was amended to
include “ claims from receivers and conservators appointed in insolvent banks.”

Three. Law on Amendment on the Banking Law of Mongoliadated February 2, 2001.

1 The following paragraphs were added:

Statement “and other assets equivalent to a loan” was added after the words
“vaueof loans’ in paragraphs 1 and 3, and “amount of loans” in the paragraph 3,
subparagraph 3.
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Article 31 now consists of two paragraphs, with thefirst paragraph becoming the
2" paragraph and thefirst paragraph added by BOM and including the regul ation
for enforcement of penalties.

2 The following paragraphs and sub-paragraphs were restated.

21.  Article3, paragraph 1

1. A legd entity operates on the basis of profits on its shareholders paid-in capi-
tal, and that its shareholders will bear aloss not exceeding the amount of paid-in
capital; entities engaged in the business of financial intermediation, of receiving
money on deposit, extending loans on its own account, and providing current
account serviceswith special licensesfrom Bank of Mongolia, shall bedefined as
abank..”

22.  Articlel16, paragraph 4
4. Total market value of securities purchased and held by abank shall not exceed,
the lesser of 20 percent of the bank’s capital or 10 percent of asingle company’s
issuance. Government securitiesand Central Bank Billsare exempted.”

23.  Article 25, paragraph 2 and sub-paragraph 6

6. Matters of member(s) of the auditing board shall be governed by Article 92 of
the Company Law of Mongolia.

24.  Article27, first sentence of paragraph 9

9. Shareholders shall be prohibited from withdrawing their paid-in capital shares,
except from sale, bequeath, gift, or by giving inawill, or with Bank of Mongolia
approval.

Bank of Mongoliareservesthe right to reject an application for change of ownershipina
form other than as described above asa sale, bequeath, gift or by givinginawill, if acourt
proves the contract or agreement isillegal.

3. Thewords “independent auditing institution” was replaced by “auditing institu-
tion,” in Article 31 statement 4 and “penalty” was changed to “administrative

punishment” specifiedin Article49inthislaw.

Four. The Law on Amendment to the Law of Mongolia on the Central Bank (Bank of
Mongolia) dated in December 28, 2001

This law changed the equity fund of BOM, stated in Article 31, paragraph 1, to
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“no lessthan one billion” to “five billion.”

Five. Inthe Law of Mongoliaon Special Licensesof Commercia Activitiesdated February

1,2001:

Article 15, where “atype of business activity subject to specia licenses’ includes:

15.2. banking activity;
15.2.1 establish abank, conduct banking operations

Sx. In connection to the Law of Mongoliaon Special Licenses of Commercial Activities:

1

ANNUAL REPORT 2001

inthe Banking Law:

In Article 6, paragraph 2, related to the licensing, revoking and extending of a
license to a NBFI to conduct banking operations the statement that “Bank of
Mongolia shall issue a regulation” changed to “matter shall be regulated in a
separate law.”

The followings items were deleted from Article 17, paragraph 3 - the words “a
representative,” Article 28 “theitemsin the financial statement of the bank shall
be based on international practice and standard complaints as prescribed by
regulations of the Bank of Mongolia”

Thefollowing itemswere cancelled: Article 20 paragraph 5 stated “ Theregulation
for establishing abank or itsbranch shall beissued by BOM,” Article 282 Audit-
ing of the Financial Statement,” paragraph 2 Bank of Mongoliashall issueregu-
lationsfor granting permission on banking audit for the purpose of auditing banks
financial statements and other documents,” Article 28*“ Cancellation of permis-
sion for bank audit” asawhole.

In the Law of Mongoliaon Currency Settlements

1. Article 8, the power of Bank of Mongolia, provision 6 wasrestated as*“ control
permanent residents foreign currency settlement and transactions.”

Article 14, “foreign currency accounts, transactions and the provision of credit,”
provision 6 was restated as “business entities, organizations and individuals
shall register their loan obligationsin foreign currency to aforeigner with Bank of
Mongolia.”

2. The following were deleted: Article 12, paragraph 3 “authorized by Bank of
Mongolia,” Article 18, paragraph 1, sub-paragraphs*and 12(3)”



Improvments in Legislation Related to Banking

Seven. In December 13, 2001 the revised Law of Mongoliaon Accounting was passed by
Parliament.

Eight. November 30, 2001 the amendment on the Law of Mongoliaon Auditing was passed
by Parliament.
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7. CHRONICLE OF BANK OF MONGOLIA'S POLICY AND TECHNICAL
MEASURES IN 2001

Mth  Day Ref.No.
1 2 4

1 9 3

1 16 b

1 2 a7

2 6 5

2 13 84

3 9 115

3 12 17

3 % 149

3 7 151

3 1
3 153
3 27 154
4 6 17
4 B 20
4 211
4 219
5 7 )
5 7 23
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Title
To modify theformat of commercial

banks’ |oan report and improve its use
To issue a Regulation

Tolicense

The transfer of the assets and
theliabilities
To amend the Regulation

Tolicense

Tolicense

To permit banksto participate
in the project

Tolicense

To extend alicense

To extend alicense
To extend alicense

To impose renewed limits on the credit
to non-banks

To issue ainstruction

Toimposefloor on paid-in capital

To give permission for establishing
abranch

To redeem an asset provision
charged off from loan loss provisions.
Tolicense

Tolicense

ANNUAL REPORT 2001

Content

Made revisionsto |oan report format from
commercia banksto BOM.

The regulation on accounting and the operation
of the payment and settlement committee of
banking institutions was issued

Thelicense of conducting some additional
banking services was given to Ulaanbaatar City
Bank.

The assets and the liabilities of Reconstruction
and ITI Banksweretransferred to MARA.
“regulation on accounting standard

of Non-Bank Financia Institutions’ and the
“regulation on prudential ratios of NBFIS’ were
amended.

The license for keeping precious metalsand
other treasures; investing and consulting in/on
precious metals was given to Anod Bank.

The ordinary license for conducting foreign
payment and settlement was given to the
Ulaanbaatar City Bank.

Golomt, Zoos, and Erel Bankswere allowed to
participatein“ The Employment Generation
Project” of the ADB.

Transcapital LL Co.* was licensed to conduct
commercial |oan services.

Licenses for auditing bank institutions, held by
Dalai Van Audit LL Co. and Tushlegiin Bulag
Audit LL Co. wereextended.

The bank auditing license, held by NIMM Audit
LL Co. wasextended.

The bank auditing license, held by Arthur
Andersen Mongol Audit LL Co. was extended.
Agricultural Bank’scredit limit onloansto non-
banks wasincreased to 5 billion at the end of
Marchand 7.5 billionin June

“on-site examinations procedures by BOM”
were issued for the use of supervisors
NBFIslicensed by BOM weregiven aminimum
paid-in capital of 30 millionin Ulaanbaatar, 10
millionin Darhan and Erdenet, and onemillionin
other rural areas.

Zoos Bank was given permission to establish a
branchesin Selenge and Orkhon aimags.

Some assets of Reconstruction Bank were

A licensefor conducting commercial lending
activitieswasgivento Munkh-Arivjikh LL Co.
A licensefor conducting commercial lending
activitieswasgiven to Darkhan-Saikhan Bulag
BHN?.
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B B &5 B B B B

N

B B BH B

128/235

241

242

165/276

g8 8 B K B B

3

To approve aplan

To give permission for establishing
abranch
Measure regarding the Shinechlel bank

Tolicense

To issue a Regulation

To experiment aTreasure
Single Account

To permit money exchange operation

To amend the Regulation

To issue a Regulation

To permit money exchange operation
Tolicense

To abolish a Resolution

To license

Torenew aRegulation

Tolicense

To licenseaNon Bank
Financial Institution
TolicenseaBank

To amend aRegulation
Tolicense

Tolicense

A plan for the Development of the Financial
Sector Infrastructure was approved in ajoint
resolution of the BOM Governor and Minister of
Finance and Economy

Zoos Bank was granted permission to establish
abranch in the Bayangol district of Ulaanbaatar.
Permission for lending at |nnovation Bank was
returned, allowing the bank to take savings
depositsin an amount not exceeding 50 percent
of the bank’s capital.

A banking license was granted to the owners of
the Chingiskhaan Bank, abank with foreign
capital investment.

A Regulation on BOM’s Lending and Repay
ment between itself and the Government was
issued.

A joint resolution of the BOM Governor and the
Minister of Finance and Economy approved the
Regulation on Implementation of an Experiment
for a Single Treasury Account.

Permission for Foreign Exchange operationswas
giventothelegal entities Uran Uurgach LL Co.,
Tsagaan Turuu LL Co., and Buyant Ukhaa
International Airport Co.

Appendix 3 of the Regulation on Establishment
of aBank and Its Branches was revised.

A Regulation on Inter-bank Overnight Credit
was issued.

Permission for foreign exchange operations was
givento Mr. L. Otgonbat.

BatMNT LL Co. waslicensed to conduct
commercial |oan services.

The BOM Governor’s Resolution 252 of 2001 to
license Chingis Khaan bank was reversed.

Tuv Khogjil LL Co. waslicensed to conduct
commercial loan services.

The Regulation to Extend and Cancel
Permission, and Control Foreign Exchange
Operations was revised.

DeltaSan LL Co. waslicensed to conduct
commercial |oan services.

Chingis Khaan Bank was licensed to conduct
commercial loan services.

Inter-Bank was|icensed.

The Regulation on Establishment of Banksand
Branches, issued in 2000, was amended

Itgel And LL Co. was licensed to conduct
commercial |oan services.

Invesscom LL Co. was licensed to conduct
commercial loan servicesand afinancial leasing
operation.
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8 20 3/
9 27 a4
0 0B 49
0 o 4l
0 0 45
0 o 46
0 1 47
0 15 487
2 58
% 310516
1 6 53
n o6 54
n 0 =M
n 2 55
1 14 53
1 2 50
1 565
1 576
2 17 56
2 27 6l
2 2 60
2 2 el

Tolicense
Torenew aRegulation
Torenew aRegulation
Torenew aRegulation
Tolicense
Tolicense
Tolicense

To amend aRegulation

Tolicense

To issue a Regulation

Tolicense
Tolicense
To issue a Regulation

TolicenseaBank
To issue a Regulation

To license foreign bank branch
To issue a Regulation

To license

To license

TolicenseaBank
Tolicense

Tolicense

MGL LL Co.wasgivenalicenseto establisha
NBFI.

The Regulation on Full Onsite Supervision and
Evaluation of aBank’s Condition wasrevised.
The Regulation to Set and Enforce Prudential
Ratios on Banks was revised.

The Regulation on Central Bank Billswas
revised.

Money Land LL Co. waslicensed to conduct
commercial |oan services.

ABTSLL Co. waslicensed to conduct
commercial |oan services.

B and G Finance LL Co. waslicensed to conduct
commercial |oan services.

Appendix 3 of the Regulation on Central Bank
Bills, issuedin 2001 by the BOM Governor’s
resolution 461 wasrevised.

Moron Credit LL Co. was licensed to conduct
some banking operations.

A Regulation on Payment and Settlement
Between Bank of Mongoliaand Ministry of
Finance and Economy was issued.

Jaranbat LL Co. was licensed to conduct
commercial |oan services.

BATS Credit LL Co. waslicensed to conduct
some banking operations.

A Regulationto License, Revoke and Extend a
Licensefor NBFIswasissued.

Kapitron Bank waslicensed

A Regulation on Foreign Currency Reserve
Management was issued

A license for establishing a branch was given to
Menatep SP Bank of Russia.

A Regulation on the Credit Information Bureau
was issued

Moron International LL Co. waslicensedto
conduct commercial loan services.

Sar ShineInternational LL Co. waslicensedto
conduct some banking operations.

XacBank waslicensed

KAPMON LL Co. waslicensed to conduct
commercial |oan services.

City San LL Co. waslicensed to conduct
commercial |oan services.

LLL Co. stands for Limited Liability Company. Sometimes the abbreviation HHK is also used.
2 BHN is the abbreviation for Unlimited Partnership
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Auditors’ Report

AUDITORS REPORT

ToBank of Mongolia (The Central Bank)
We have audited the financial statements of Bank of Mongolia.

Respectiveresponsibilitiesof director sand auditors

The Bank of Mongolia's Board of Directors is responsible for the preparation of the financial statements. It is our
responsibility to form an independent opinion, based on our audit, on the financial statements and to report our opinion
to you.

Specifically, thefinancial statementsof Bank of M ongoliahave been prepared to comply with International Accounting
Standards. The Board of Directorsisresponsiblefor ensuring that these financia statements, which have been prepared
on the basis set out in the financia statements, present fairly the state of affairs of the Bank of Mongolia as at 31
December 2001 and of the profit or loss for the year to that date.

The Board of Directorsisresponsible for ensuring that proper accounting records are kept, which disclose at any time
thefinancial position of the Bank of Mongoliaand enablethe Board to ensurethat the financial statements comply with
the requirements set out in note 1 and note 2 thereto. The Board of Directors is also responsible for safeguarding the
assets of the Bank of Mongolia, and hence for taking reasonable steps for the prevention and detection of fraud and
other irregularities.

TheBoard of Directors confirm that suitable accounting policies, consistently applied and supported by reasonable and
prudent judgement and estimates, have been used in the preparation of the financial statements of the Bank of Mongolia.
Applicable accounting standards have been followed in preparing the financial statements of the Bank of Mongolia
insofar as they are appropriate to the basis of accounting set out in the notes to the financial statements.
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Ell ErnsT & Younc

Basisof opinion

We conducted our audit in accordance with generally accepted auditing standards. An audit includes examination, on
a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It aso includes an
assessment of the significant estimates and judgements made by the Directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to Bank of Mongolia's circumstances, consistently
applied and adequately disclosed.

We planned and performed our audit so asto obtain all information and expl anations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud, other irregularitiesor error. In forming our opinion, we also evaluated
the overall adequacy of the presentation of information in the financial statements, the basis of which is described in
note 1 and note 2.

Opinion

In our opinion, thefinancial statements present fairly, in all material respects, thefinancial position of Bank of Mongolia
asat 31 December 2001 and the results of its operations and its cash flows for the year then ended in accordance with
applicable International Accounting Standards.

P O otrt-
17

25th March 2002
UlaanBaatar
Mongolia
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BANK OF MONGOLIA (THE CENTRAL BANK)

INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2001

Interest and similar income
Interest expense and similar charges

Net interest income

Net gain/(loss) from dealing of monetary gold
Net gain/(loss) from dealing in foreign currencies
Other operating income

Exceptional item

Net non inter est income

Total income

Movement in provisions

Administrative expenses

Other operating expenses

Profit for theperiod

Retained profitsbrought forward

Profit availablefor distribution

Transferred to general reserve

Transferred to social development fund

Transferred to government budget

Retained profitscarried forward

Note

10

The annexed notes form an integral part of these financial statements.
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2001
MNT million

7,957
(4,320)
3,637
4,022
1,951
424
9,959
16,356
19,993
29
(2,206)
(3,862)
13,954
3,154
17,108
(1,654)
(3,000)

(2,500)

9,954

2000
MNT million

12525

(3,760)

8,765

2101

2,69%
11461

3468
(9341)

(1434)

4154

4154

(1,000)

3154
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BANK OF MONGOLIA (THE CENTRAL BANK)

BALANCE SHEET ASAT 31 DECEMBER 2001

ASSETS

Cash on hand

Monetary gold and precious metals

Investment in foreign securities

Deposits and placements with foreign financial institutions
Placements with, and advances to local financial institutions
Government securities

Advances to the Ministry of Finance and Economy

L oans to companies

Other assets

Property, plant and equipment

TOTAL ASSETS

LIABILITIESAND CAPITAL FUNDS
Cashincirculation

Debts issued

Foreign currency liabilities

Deposits of Ministry of Finance and Economy
Depositsof local financial institutions

Other liabilities

TOTAL LIABILITIES

CHARTERFUND AND RESERVES

Charter fund
Reserves

TOTAL EQUITY

FUNDSEMPLOYED

Note

11
12
13
14
15
16
17
18

19

20
21
22
23
24

25
26

The annexed notes form an integral part of these financial statements.

2001
MNT million

8,067
67,828
23,812

211,745

7,217
13,570
38,314

151
130
12,280

383,114

119,206
50,000
129,345
13,306
26,581
7,654

346,092

1,000
36,022

37,022

383,114

2000
MNT million

4,018
31,593
47,829

204,546

2,981

9,873
23,558

142
10,958

335,498

107,394
21,100
133,066
17,936
25,538
3,289

308,323

1,000
26,175

27,175

335,498
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BANK OF MONGOLIA (THE CENTRAL BANK)

CASHFLOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2001

CASH FLOWSFROM OPERATINGACTIVITIES
Profit for theyear
Adjustmentsfor :-
Net realised (gains)/losses from monetary gold
and foreign currency taken directly to reserve
Loss on disposal of property, plant and equipment
Depreciation
Operating profit befor ewor king capital changes

(Increase) / Decrease in operating assets: -
Monetary gold and precious metals
Deposits and placements with foreign
financial institutions
Investment in foreign securities
Placements with, and advances to
local financial institutions
Government securities
Advances to Ministry of Finance and Economy
L oans to companies
Other assets
Increase / (Decrease) in operating liabilities:-

Cashincirculation
Debts issued
Foreign currency liabilities
Deposits of Ministry of Finance and Economy
Deposits of local financial institutions
Other lighilities
Net cash flow from oper ating activities

CASH FLOW FROM FINANCINGACTIVITIES
Transfer to Government
Contribution to Social Development Fund
Net cash flow from financing activities
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2001
MNT million

13,954

1,393
46

308
15,701

(36,235)

(7,199)
24,017

(4,236)
(3,697)
(14,756)
(151)
12

11,812
28,900
(3,721)
(4,630)

1,043

4,365
11,225

(2,500)
(3,000)
(5,500)

2000
MNT million

4154

2,516
146
192

7,008

(25,714)

18,075
(26,085)

999
(67)
(22,004)
2,335

1

15,827
(100)
14,062
11,450
4,913
1,465
2,165
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BANK OF MONGOLIA (THE CENTRAL BANK)

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2001 (CONTD.)

CASHFLOW FROM INVESTINGACTIVITIES

Purchase of Property, plant and equipment (1,676) (1,504)
Net cash flow from investing activities (1,676) (1,504)
Net increasein cash and cash equivalents 4,049 661
Cash and cash equivalentsbrought forward 4,018 3,357
Cash and cash equivalentscarried forward 28 8,067 4,018

The annexed notes form an integral part of these financial statements.
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BANK OF MONGOLIA (THE CENTRAL BANK)

NOTESTO THE FINANCIAL STATEMENTS-31DECEMBER 2001

1.

MAIN RESPONSIBILITIES

The Bank of Mongolia'smain responsibilities are those that fall within the exclusivejurisdiction of acentral bank.

The Bank of Mongoliaformulates and conducts monetary policy with the aim of ensuring price stability. To this
end, it takes measures aimed at regulating interest rate level s and fine-tuning bank liquidity by granting assistance
to the banking system, by buying and selling securities, and by withdrawing liquidity from credit institutions.

The Bank of Mongoliaregulatesthe rel ationship between the Mongolian Togrog and foreign currencies on behalf
of the State. To thisend, the Bank of Mongoliaholds and managesthe State's gold and foreign exchange reserves.
In the course of these activities, the Bank entersinto transactions with commercial banks and other central banks
on the foreign currency denominated securities and deposits markets as well as on the spot and forward markets.

The Bank of Mongoliaisthe only body authorised to issue banknotes that are legal tender in Mongolia.

BASISOF PREPARATION

The Bank of Mongolias financial statements have been prepared so as to present fairly the state of affairs of the
Bank, and its profits or loss, cash flows and total recognised gains or losses, and in accordance with applicable
International Accounting Standards ("IAS"), insofar asthey are appropriateto acentral bank, with the limitations
explained below.

Aspart of itscentral banking responsihilities, the Bank of Mongoliamay undertake actionsto maintain monetary
and financial stability, and may act as a"lender of last resort" to financial institutions in difficulties in order to
prevent aloss of confidence spreading through the financial system as a whole. In some cases confidence can
best be sustained if the Bank's support is disclosed only when the conditions giving rise to potentially systemic
disturbance have improved. Accordingly, although the financial effects of such operationswill beincluded in the
financial statements in the year in which they occur, these financial statements may not explicitly identify the
existence of such support. However, the existence of such support will be disclosed in the accounts when the need
for secrecy or confidentiality has ceased.

As aresult, the Bank of Mongolias financial statements disclose less detail of the constituent elements of the
profit and loss account, particularly of interest income and expense and any provisions for bad and doubtful
debts, together with consequential restrictions in detailed disclosures in the balance sheet, cash flow statement
and the notes to the financial statements that would be required under IAS.
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BASISOF PREPARATION (CONTD.)

The Bank adopted | AS 16 (property, plant and equipment) last year in revaluing its Head Office building. Neverthe-
lessthisrevaluation is only being done to the Head Office building whilst the IAS requires the entire category of
property, plant and equipment to which that asset belongs be revalued. The balance of the cost of building not
revalued asat 31 December 2001 isMNT 340 million with net book valueof MNT 332 million.

The financia statements have been prepared on the historical cost basis of accounting, modified to include the
revaluation of certain assets. The reporting currency used in the financial statements is the Mongolian Togrog,
which is denoted by the symbol MNT, shown rounded to the nearest million.

The Bank of Mongolia constitutes a single business, al conducted in Mongolia. The Bank has no branches or
operations abroad. Accordingly, no further analysisinto business or geographical segmentsis appropriate in the
financial statements.

SIGNIFICANT ACCOUNTING POLICIES

@ I nterest incomeand expense

Interest income and expense are recognised on an accruals basis.

The recognition of interest income is suspended when the probability of recoverability of either the principal or
interest isascertained asdoubtful. In any case, interest is suspended when repaymentsarein arrearsfor 3 months.
On commencement of suspension, previously accrued interest not received is claw-backed. Recognition of inter-
est subsequent to suspension is on a cash basis. Interest recognition will resume on an accruals basis when the
uncertainties surrounding the recoverability areremoved, and when all arrears of interest and principal isreceived.

b) Foreign currencies

Monetary assets and liabilities denominated in foreign currencies are translated into Togrog at the rates of
exchange ruling at the balance sheet date. It is the Bank's policy to revalue its monetary assets and liabilities
denominated in foreign currencies at weekly intervals, and to take these translation adjustments directly to a
reserve fund known as Foreign Exchange Revaluation Reserve.

The principa exchange rates used are:-

2001 2000
USDoallar (USD) 1,102.00 1,097.00
Special Drawing Rights (SDR) 1,382.40 1,426.96

SDR represents the currency unit used for accounting by the International Monetary Fund.
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((0)] Foreign currencies(Contd.)

Non-monetary assets and liabilities denominated in foreign currencies are stated at cost or revalued amount, being
the Togrog eguivalent of the foreign currency at the date of acquisition of the assets or incurrence of theliability,
or on the date the assets or liability was revalued.

Income and expenditure are trangl ated into Togrog at the exchange ratesruling at the date of transactions. Forward
foreign currency contracts arerecorded at contracted rates and are not marked to market. Thisisnot in accordance
withinternational practice.

(© Provision for loan loss

Provision for loan loss is made as considered necessary having regard to both specific and general factors. In
determining the need for provisions, management considers, among other things, the financia position of the
borrowers, the value of any collateral and guarantees received, industry performance, current economic condi-
tions and past experiences. Provision made (less amounts recovered) during the year is charged against the profit
and loss account.

d Preciousmetals

Monetary gold is disclosed in the balance sheet at its revalued amount, arevaluation is performed at half yearly
intervals. The revalued amount is determined by the Directors taking into consideration the market value of
monetary gold and itstrend, the strength of the Mongolian Togrog and its anticipated appreciation or depreciation
of the currency, and the weighted-average cost of monetary gold. Translation gain or loss is taken directly to a
reserve fund known as Gold Reval uation Reserve. Non monetary gold and other precious metals are shown inthe
balance sheet primarily at weighted average cost. Certain coins and other items of cultural and historical value
were revalued in 1995 and are carried at revalued amount. Gains and losses from the sale of gold and precious
metalsare taken directly toincome.

(e Property, plant and equipment

The Bank of Mongolia's property, plant and equipment are stated at cost, or at revalued amount, |essdepreciation
calculated on the straight line basis over their estimated useful lives of the assets, at the rates prescribed by the
Government order 8 dated 12 January 1994.

TheBank had reval ued its head office building at the end 2000 and the reval uation surplus hasbeenincluded in the
reserves. The revaluation was based on the management's estimate of the market value of the building.

The estimated useful lives used by the Bank isasfollows :-

Building 125%
Furniture and equipment 8.3%-12.5%
Computers 12.5%-16.7%
Motor vehicle 12.5%-16.7%
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Capital work in progress are not depreciated. Depreciation of these assets begins when the related assets are
placed in service.

)] Taxation
In accordance with the Laws of Mongoliaon Central Bank, the Bank isexempt from all form of taxes.

(h) Useof estimates

The preparation of financial statements in conformity with IAS requires the Directors to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date the financial statements and the reported amounts of revenues and expenses during the
reported period. Actual results could differ from those estimates.

0] Retirement and other benefit obligations

The Bank of Mongoliadoes not have any pension arrangements apart from the state pension system of Mongolia,
which requires current contributions by the employer be calculated as a percentage of current gross salary
payments. Such expenseis charged to the income statement in the period the related compensation is earned by
the employee. In addition, the Bank of Mongoliahas no post-retirement benefits or other significant compensated
benefitsrequiring accrual.

INTEREST AND SIMILARINCOME

2001 2000
MNT million MNT million
Deposits and placements with
foreign financia institutions 7,197 9410
Placements with, and advances to
local financial institutions 87 1,205
Advances and loans to Ministry of
Finance and Economy (M OFE) 673 1,910
7,957 12,525
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INTEREST EXPENSE AND SIMILAR CHARGES

Loansfromforeign financial institutions
Demand deposits of local financial institutions
Debt issued by Bank of Mongolia

Other interest expense

EXCEPTIONAL ITEM

On 28 March 2001, the Bank of Mongolia had made areconciliation with the Ministry of Finance and Economy
(MOFE) regarding the outstanding loan payable to the International Monetary Fund (IMF) under the Poverty
Reduction and Growth Facility (PRGF, formerly known as the Enhanced Structural Adjustment Facility). As a
result of the reconciliation, thetotal liability of MOFE to IMF has been agreed at MNT 38.3 billion, which repre-
sents MNT 9.95 hillion higher than the amount previously recorded by the Bank. Thiswas due to overpayments
made by the Bank over the years sincethe early 1990s. The overpayment on behalf of M OFE has been recognised

as an income by the Bank.

MOVEMENT IN PROVISIONS

Provision charged for the year
Write back of provisions
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ADMINISTRATIVE EXPENSES

2001 2000
MNT million MNT million

Salaries and employee benefits 570 404
Communication 318 461
Utilities 232 211
Transportation and travelling 170 122
Security 131 99
Depreciation 308 192
Others 477 7,852

2,206 9,341

The unaudited management figure for other administrative expensesin 2000 includes an assessment charged by
the Government of Mongoliaamountingto MNT 7.56 billion.

The average number of persons employed by the Central Bank during the year was made up as follows:

2001 2000
Governor and Directors 15 18
Supervisors and Economists 112 109
Technical / Others 68 74
Branches 91 a
286 22
OTHER OPERATING EXPENSES
2001 2000
MNT million MNT million
Cost of banknotes 3,789 1,361
Others 73 73
3,862 1,434
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10. TRANSFERRED TO GOVERNMENT BUDGET

Pursuant to Article 38 of the Law of Mongolia on Central Bank, the Bank of Mongolia hastransferred MNT 1.5
billion in respect of last year's retained profitsand MNT 1 hillion in respect of current year's profit to the State

Budget.
11. CASH ONHAND
2001 2000
MNT million MNT million
Cashinlocal currency 25 2
Cashinforeign currency 8,042 3990
8,067 4018
12. MONETARY GOLD AND PRECIOUSMETALS
2001 2000
MNT million MNT million
Monetary gold 55,249 23,792
Non-monetary gold 9,756 4,934
Coins and cultural valuables 2,573 2,573
Other precious metals 250 294
67,828 31,593

Themarket value of monetary gold at year endisMNT 56,554 million (2000: MNT 24,481 million).

13. INVESTMENT INFOREIGN SECURITIES

2001 2000

MNT million MNT million
Investment in US Government securities 13,885 47,829
Promissory notes 9,927 -
23,812 47,829
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14. DEPOSITSAND PLACEMENTSWITH
FOREIGN FINANCIAL INSTITUTIONS

2001 2000
MNT million MNT million

Placements repayable on demand 2,250 7,296
Short-term time deposits 137,505 125,975
Allocation of SDRinIMF 70,483 69,719
World Bank 1,497 1,546
Others 10 10
211,745 204,546

The short-term time deposits with maturity periods up to 30 days, bear interest at annual ratesranging from 1.58%
10 5.89% (2000: 3.31% to 6.80%). Generally, the short-term time deposits are denominated in USD, EURO and GBP.
Approximately 45% of such deposits are denominated in USD at an average interest rate of 1.9%.

SDR are alocated to the Bank in proportion to its subscription to the IMF. The amount allocated to the Bank is
currently at SDR 51.1 million, equivalent to MNT 71 billion. Thisamount is offset by acorresponding liability (see
note 21) and is non-interest bearing.

15. PLACEMENTSWITH,AND ADVANCESTO
LOCAL FINANCIAL INSTITUTIONS

2001 2000
MNT million MNT million

Short-term time deposits 2,219 -
Refinancing loans 130 1,821
Loansinlocal currency 1,890 -
Loansin foreign currency 3,108 2,956
Other receivables 3,068 3,068
Gross placements and advances 10,415 7,845
Less: Provisions for losses (3,198) (4,864)
7,217 2,981

The short-term time deposit with maturity up to 60 days, bearsinterest at annual rate of 6.363%.
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15.

PLACEMENTSWITH, AND ADVANCESTO
LOCAL FINANCIAL INSTITUTIONS(CONTD.)

Therefinancing loan was madeto alocal commercial bank whichiscurrently insolvent. A full provision of MNT
130 million has been made against thisloan.

Theforeign currency loan was disbursed to two local commercial banks, for the onward transmission to Mongo-
lian enterprises. The funding was made available by the German Government to promote small and medium scale
companies (see also note 21).

Other receivables represents payment of USD 2.8 million made by the Central Bank to settle guaranteesissued in
favour of alocal bank whichiscurrently insolvent. A full provision has been made by the Central Bank against this
amount.

Movement in the provision for lossesis as follows:-

2001 2000

MNT million MNT million
Balanceat 1 January 4,864 5,670
Chargefor the year lesswrite backs 25 194
Provision written off (1,691) (1,000)
Balanceat 31 December 3,198 4,864

16. GOVERNMENT SECURITIES

2001 2000

MNT million MNT million
Government bonds 13,570 19,679
Less: Provision for diminutioninvalue - (9,806)
13,570 9,873

Included in the Government securities are the government bonds issued by the MOFE in 1996 to two formerly
State-owned bankswhich had taken over theliabilities of two commercia banksthat becameinsolvent inthe same
year. During theyear, MOFE had paid MNT 9.8 billion and consequently the Bank of Mongoliahad written off the
provision made on the bonds amounting to MNT 9.8 hillion.
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16.

17.

GOVERNMENT SECURITIES(CONTD.)

These securities are not marketable and carried at cost. Interest on these securitiesis being serviced at 4.8% per

annum. The securities have no identified maturity or agreed repayment plan. The Bank's Board of Directorsis of

the opinion that the maturity period for these securitieswould likely be agreed at the medium to long term basis.
Movement in the provision for diminution in valueisasfollows:-

2001 2000

MNT million MNT million
Balanceat 1 January 9,806 9,806
Chargefor the year - -
Provision written off (9,806) -
Balanceat 31 December - 9,806

ADVANCESTO THE MINISTRY OF FINANCE AND ECONOMY

2001 2000
MNT million MNT million
Poverty Reduction and Growth Facility Loan 38,314 23,558

The Poverty Reduction and Growth Facility (PRGF, formerly known as the Enhanced Structural Adjustment
Facility) loan refersto the M OFE portion of thetotal PRGF |oan outstanding asat year end, whichisshowninthe
liability side under the Foreign Currency Liabilities (see note 6 and 21).
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18.

LOANSTO COMPANIES

2001 2000

MNT million MNT million
Loansto local companies 868 903
Other loan 151 -
1,019 903
Less: Provision for losses (868) (903)
151 -

Loansto local company relates to the loans extended prior to the introduction of the regulation prohibiting the
granting of loansto non-financial institutions. The Bank of Mongolia granted these loansto local companies for
the purpose of improving the economy. These loans are in default and full provisions have been made against
these loans.

Other loan represents|oan granted to alocal finance company under the United Nations Devel opment Programme.
The Bank of Mongolia acts as an agent to the organisation in disbursing this loan for the purpose of supporting
the non-banking financial institutionsto expand their servicesin favour of the Mongolian economy. Thisamount
isoffset by acorresponding liability (see note 21).

Movement in the provision for lossesis as follows:-

2001 2000

MNT million MNT million
Balanceat 1 January 903 903
Write-back for the year (35 -
Baanceat 31 December 868 903
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19. PROPERTY, PLANT AND EQUIPMENT

Buildings
INnMNT million 2001 2000
Balance at beginning of year, net of
accumulated depreciation 10,171 1,557
Additions 88 1,190
Disposals (8) (41)
Revaluation - 7,500
Depreciation (127) (35)
Balance at end of year, net of
accumulated depreciation 10,124 10,171
Property, plant and equipment
At cost 10,396 10,344
Accumulated depreciation (272) (a73)
Net carrying amount 10,124 10,171

Furnitureand

officeequipments

2001

301

47
©)

(42)

303

454

(151)
303

2000

169

172
()

(33)

301

416

(115)
301

Computers
2001 2000
295 333
270 64
8 (22)
(91) (80)
466 295
732 482
(266) (187)
466 295

M otor vehicles

2001 2000
191 190
104 78
(27 (33
(48) (44)
220 191
390 330

(170)  (139)
220 191

Capital work
in progress

2001

1,167

1,167

1,167

2000

Total

2001

10,958

1,676
(46)

(308)

12,280

13,139

(859)
12,280

2000

2,249

1,504
(103)
7,500
(192)

10,958

11,572

(614)
10,958

110d9Y S J0)Ipny



Auditors’ Report

20.

21.

DEBTSISSUED

Thisrepresents Bank of Mongoliabillsissued by the Bank to local financial institutions. Such bills have maturities
of between one week to three months, and bear interest at arange of between 7% to 15% per annum (2000: 5% to
10.5%)

FOREIGN CURRENCY LIABILITIES

2001 2000
MNT million MNT million
International Monetary Fund (IMF)

- Loansreceived under PGRF 51,528 55,058
- Securitiesissued in respect of SDR quota 70,483 69,719

L oansreceived from foreign government
and international organisation 5,586 6,629
Subscription to World Bank 1,597 1,597
Subscription to other international organisation 151 63
129,345 133,066

Loansreceived under the Poverty Reduction and Growth Facility (PRGF, formerly known as Enhanced Structural
Adjustment Facility) areloans granted by the IMF for terms of up 10 years and bear interest at 0.5% per annum.
They are repayable in equal annual instalments over the last 5 years of the facility, the final of such repayments
falling duefor the Central Bank in 2003. They are denominated in SDR's.

Included under the loans received from foreign government and international organisation is a loan from the
Government of Germany under the small and medium enterprise schemein 1995. Theloan bearsinterest of 1% per
annum with atenure of 40 years. The repayment of theloan principal will commencein 2005 (see note 15).

The subscription to other international organisation includes aid received from the United Nations Devel opment
Programme to promote the activities of non banking financial ingtitutions in Mongolia. The funds are to be
channelled viamicro lending to the lower income earners (see note 18).

Securities issued in respect of SDR quota are offset by a corresponding asset (see note 14) and are non-interest
bearing.
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22.

23.

24.

25.

26.

DEPOSITSOF MINISTRY OF FINANCE AND ECONOMY

2001 2000
MNT million MNT million
State budget account 13,306 17,936

Deposits of MOFE represent collections made by the Bank on its behalf. These are non-interest bearing and
repayable on demand.

DEPOSITSOF LOCAL FINANCIAL INSTITUTIONS

Thesedepositsarein relation to current accounts maintained by local financial institutions and include obligatory
reserves of commercial banks maintained with the Bank of Mongolia, calculated as a percentage of their eligible
liabilities to deposit holders and bearsinterest at the range of between 4.8% to 12.6% per annum (2000: 6.4% to
15.25% per annum).

OTHERLIABILITIES

Other liabilities include other government organisation accounts maintained with the Bank amounting to MNT
3.62 billion (2000: MNT 1.35hillion). Alsoincluded in other ligbilitiesisaprovision for social fund amounting to
MNT 2.91 billion (2000: MNT 942 million). Thisfundis maintained for the welfare of the employees.

CHARTERFUND

The Bank of Mongoliais 100% owned by the State. The Charter Fund represents the capital of the Bank. With
effect from 1 January 2002, the law has been amended to allow the Bank to increase its Charter Fund to MNT 5
billion. This has been carried out by way of the capitalisation of retained profit.

RESERVES

2001 2000
MNT million MNT million

Profit and loss account 9,954 3,154
General reserve 3,405 1,750
Revaluation reserve 12,239 10,395
Foreign exchange revaluation reserve 10,424 10,876
36,022 26,175

In accordanceto the Law of Mongoliaon Central Bank (Bank of Mongolia), at least 40% of the Bank'snet income
isallocated to its General Reserve fund with the remaining balance transferred to the State budget account.
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27. STATEMENT OF RECONCILIATION OF CHARTER AND RESERVESFUND

2001 2000
MNT million MNT million
Equity funds at 1 January 27,175 15,505
Movementin:-
Profit and loss account 6,800 2,731
General reservefund 1,654 -
Revaluation reserve 1,844 8,321
Foreign exchange revaluation reserve (451) 618
Equity fundsat 31 December 37,022 27,175
28. CASH AND CASH EQUIVALENTS
2001 2000
MNT million MNT million
Cash and cash equivalents are represented
by the following item in the balance sheet :-
Cash on hand 8,067 4018
29. COMMITMENTSAND CONTINGENCIES
a Foreign exchangecommitmentsand derivatives
2001 2000
MNT million MNT million
Monetary gold futures trading 38,779 8,554
Foreign currency futures trading 57,694 153
96,473 8,707

Inthennormal course of business, the Bank of Mongoliaentersinto foreign currency exchange contractswith third
parties. Asat 31 December 2001, the outstanding position of the Bank in relation to the foreign currency exchange
forward and options contracts are worth approximately MNT 58 hillion. All open positionsasat 31 December 2001
have been closed off with the same counterpart and maturity dates.

THE BANK OF MONGOLIA - ANNUAL REPORT 2001

126



Auditor’s Report

29. COMMITMENTSAND CONTINGENCIES(CONTD.)

a For eign exchangecommitmentsand derivatives(Contd.)

In 1999, the Bank Mongoliaentered into aswap agreement with afinancial institution which will maturein 2004.
Under thisagreement, the Bank exchanged 32,000 troy ounces of monetary gold for USD 8.2 million and committed
to repurchase this gold at maturity at a price fixed in the agreement. The Bank of Mongolia also pays to the
counterpart an annual amount of interest, which isfixed in gold ounces as compensation for interest rate differen-
tials. Thisagreement isnot cancellablefor the Bank. The Bank'sgains and |osses under the agreement will depend
upon the interest rate differentials between US dollars and gold deposit markets. The Bank of Mongoliais not
expected to incur any material loss from this transaction.

The Bank's open position as of 31 December 2001 on monetary gold options contract isvalued at MNT 30.2 million.
The contractual sale valuefor the gold exceeds the market value of gold as at 31 December 2001.

b) Guarantees
2001 2000
MNT million MNT million
Guarantee granted 480 1,432

Guarantee granted rel ates to the promissory noteissued by the Government to athird party and guaranteed by the
Bank amounting to USD 435,000. Any payment to be made by the Bank of Mongoliawill be debited to the State
Budget account.

C) L egal

In the ordinary course of business, the Bank of Mongoliais subject to legal actions and complaints. The Bank's
Board of Directorsis of the opinion that the contingent liability, if any, asaresult of such actions and complaints
will not be material to the Bank.

d L easeobligations

The Bank hasno material |ease obligations as of 31 December 2001.

e Capital Commitments

On 20 July 2001, the Board of Directors of the Bank of Mongoliaapproved acapital commitment of approximately
MNT 2.4 billion. Thisrelatesto the construction of anew building situated within the head officebuilding area. As
at the date of this report, the percentage of its completion is estimated at 45%.
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30. ASSETSANDLIABILITIESBY CURRENCY

31DECEMBER 2001 (MNT million)

MNT usb DR Other Tota
currencies
Assets
Cash on hand 25 3,425 - 4,617 8,067
Monetary gold and precious metals - - - 67,828 67,828
Investment in foreign securities - 23,812 - - 23812
Deposits and placements with
foreign financial institutions 71,989 52,171 21 87,564 211,745
Placements with, and advances to
local financial institutions 1,890 2,219 - 3,108 7,217

Government securities 13,570 - - - 13,570
Advances to the Ministry of Finance 38314 - - - 38314
L oans to companies 151 - - - 151
Other assets 130 - - - 130
Property, plant and equipment 12,280 - - - 12,280
Total assets 138,349 81,627 21 163,117 383,114
Liabilities

Cashincirculation 119,206 - - - 119,206

Debts issued 50,000 - - - 50,000
Foreign currency liabilities 72,231 2,475 51,528 3111 129,345
Deposits of Ministry of Finance 13,306 - - - 13,306
Deposits of local financial institutions 22,495 3,427 - 659 26,581
Other liabilities 7,654 - - - 7,654
Total liabilities 284,892 5,902 51,528 3,770 346,092
Charter fund 1,000 - - - 1,000
Reserve fund 36,022 - - - 36,022
Total capital funds 37,022 - - - 37,022
Total liabilitiesand capital funds 321,914 5,902 51,528 3,770 383114
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31. MATURITY OF ASSETSANDLIABILITIES

The maturity of banking assets and liabilitiesfor the year ended 31 December 2001 isasfollows

Less than 3t06 6 monthsto More than No
3 months months lyear lyear Maturity Total
Assets
Cash on hand 8,067 - - - - 8,067
Monetary gold and precious metals 67,828 - - - - 67,828
Investment in foreign securities 13,885 - 9,927 - - 23,812
Deposits and placements with
foreign financial institutions 139,756 - - - 71,989 211,745
Placements with, and advances to
local financial institutions 2,232 - - 4,985 7,217

Government securities - - - 13,570 - 13,570
Advances to the Ministry of Finance - - - 38,314 38,314
L oans to companies - - - 151 151
Other assets 58 - 72 - 130
Property, plant and equipment - - - 12,280 - 12,280
Liabilities

Cashincirculation - - - - 119,206 119,206
Debits issued 50,000 - - - - 50,000
Foreign currency liabilities - - - 57,264 72,081 129,345
Deposits of Ministry of Finance 13,306 - - - - 13,306
Depositsof local financial institutions 26,581 - - - - 26,581
Other liahilities 4,747 - 2,907 - - 7,654
Net position 137,192 - 7,092 12,036 (119,298) 37,022

Accumulated gap 137,192 137,192 144,284 156,320 37,022
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32.

g8t

34.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The following disclosure of the estimated fair value of financial instruments is made in accordance with the
requirements of IAS 32. Asno readily available market existsfor alarge part of the Bank'sfinancial instruments,
judgement is necessary in arriving at fair value, based on current economic conditions and specific risks attribut-
ableto theinstrument. The estimates presented herein are not necessarily indictive of the amountsthe Bank could
realisein amarket exchange from the sale of itsfull holdings of aparticul ar instrument.

Asof 31 December 2001, the following methods and assumptionswere used by the Bank of Mongoliato estimate
thefair value of each class of financial instrument for which it is practicable to estimate such value;

a Securitiesowned

Securitiesheld by the Bank for investment purposes as at 31 December 2001 are carried at cost, respectively, less
any provision for permanent diminution in value.

b) Advancestolocal financial institutionsand loansto companies

Thefair value of theloan portfolio isbased on the credit and theinterest rate characteristics of theindividual loans.
The estimation of the provision for the |oan |osses includes consideration of risk premiums applicable to various
types of loans based on factors such as current situation of the borrower and guarantees obtained. Accordingly,
the provision for loan lossesis considered a reasonable estimate of the discount required to reflect the impact of
the credit risk. The carrying amount of loansis a reasonabl e estimate of fair value.

C) Other financial instruments
The carrying amount of other financial instruments are areasonabl e estimate of fair value.
SUBSEQUENT EVENT

On 28 December 2001, Parliament had approved the amendment of Article 36 of the Law of Mongoliaon Central
Bank (Bank of Mongolia). Pursuant to the approval by Parliament, the Charter Fund of the Bank has been in-
creased to MNT 5 billion on 1 January 2002 viathe capitalisation of the retained profit of the Bank.

Subsequent to the year end, the rate of exchange of the Togrog to the US dollar has changed to Togrog 1,104 to
oneUSdollar, asat 21 March 2002. Theinflation rate asat 31 December 2001 was 11.2% whiletheinflation rate as
at 21 March 2002 is calcul ated at 2%.

COMPARATIVE FIGURES

The comparative figures are based on unaudited management accounts as at 31 December 2000 and for the year
ended on that date. Certain comparative figures have been reclassified to conform with current year's presentation,
based on information availablefor 2001.
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35. MONGOLIANTRANSLATION

Thesefinancial statements are also prepared in the Mongolian language. In the event of discrepancies or contra-
dictions between the English version and the Mongolian version, the English version will prevail.

THE BANK OF MONGOLIA - ANNUAL REPORT 2001

131



Statistical Appendix

MONEY SUPPLY

in millions of togrogs

End-of-period Currency issued in circulation Of which Money (M1) Of which
amount Monthly Bank's Currency outside banks amount monthly Non-banks
changes % vault amount monthly changes % demand
changes % deposits (BoM)
1990 12 742.7 5.7 737.0 4,749.9 3,915.9
1991 12 2,003.0 308.7 1,694.3 7,313.7 27.3
1992 12 2,896.4 1,057.2 1,839.2 7,640.2 11.2
1993 12 10,786.1 13.2 2,035.5 8,750.6 12.0 18,548.4 -8.8 40.6
1994 12 21,804.8 3.1 3,037.6 18,767.2 5.7 32,871.2 -0.4
1995 12 29,755.7 0.8 4,164.5 25,591.2 2.6 42,636.5 -04
1996 12 46,095.8 11.8 4,391.4 41,704.4 14.4 64,301.6 14.7
1997 03 41,081.9 -6.1 8,172.4 32,909.5 -7.3 52,746.1 -7.3
06 52,775.2 8.1 7,430.6 45,344.6 4.9 67,643.8 4.9
09 58,193.8 0.3 7,946.4 50,247.4 -1.6 75,696.5 2.2
12 56,816.5 3.1 7,048.2 49,768.3 4.1 76,108.9 4.0
1998 03 47,551.7 -7.0 6,050.8 41,500.9 -9.3 63,773.2 -95
06 61,565.7 25 6,170.9 55,394.8 0.0 78,699.1 -1.2
09 59,996.1 -2.8 5,997.4 53,998.7 -2.3 79,175.0 -11
12 61,754.2 5.7 5,308.4 56,445.8 9.2 82,582.0 9.4
1999 01 54,838.0 -11.2 4,816.2 50,021.9 -11.4 70,450.7 -14.7
02 56,731.1 3.5 3,923.1 52,808.0 5.6 71,507.3 1.5
03 52,625.8 -7.2 4,558.4 48,067.4 -9.0 66,289.8 -7.3
04 65,379.1 24.2 3,217.1 62,162.1 29.3 78,332.4 18.2
05 71,789.9 9.8 3,493.4 68,296.6 9.9 87,639.9 11.9
06 78,453.6 9.3 4,645.8 73,807.8 8.1 92,599.9 5.7
07 87,682.1 11.8 4,095.6 83,586.5 13.2 105,128.1 135
08 84,759.9 -3.3 4,797.7 79,962.2 -4.3 101,932.6 -3.0
09 82,990.7 -21 6,630.0 76,360.7 -4.5 100,454.2 -1.5
10 77,299.7 -6.9 4,770.0 72,529.7 -5.0 96,522.2 -3.9
11 80,449.6 4.1 4,716.7 75,732.9 4.4 99,974.7 3.6
12 91,567.5 13.8 4,286.2 87,281.3 15.2 114,825.7 14.9
2000 01 86,345.8 -5.7 8,883.8 77,462.0 -11.3 102,558.6 -10.7
02 78,615.7 -9.0 5,756.3 72,859.3 -5.9 94,954.8 -7.4
03 102,316.4 30.1 7,282.1 95,034.2 30.4 116,237.0 22.4
04 120,253.9 17.5 6,275.0 113,978.8 19.9 135,686.1 16.7
05 128,197.2 6.6 10,717.6 117,479.7 3.1 139,958.3 3.1
06 125,507.4 -21 6,618.0 118,889.4 1.2 143,684.2 2.7
07 122,881.7 -21 8,508.6 114,373.0 -3.8 138,547.4 -3.6
08 122,181.8 -0.6 7,202.5 114,979.3 0.5 140,028.7 1.1
09 120,879.8 -1.1 6,405.4 114,474.4 -0.4 143,562.4 2.5
10 112,465.2 -7.0 6,346.3 106,119.0 -7.3 133,372.9 -7.1
11 99,616.7 -11.4 5,565.1 94,051.6 -11.4 120,093.2 -10.0
12 107,394.4 7.8 6,461.0 100,933.4 7.3 130,775.0 8.9
2001 01 96,507.1 -10.1 7,624.7 88,882.4 -11.9 116,271.4 -11.1
02 102,153.8 5.9 7,070.3 95,083.4 7.0 120,030.4 3.2
03 99,711.6 -24 6,000.6 93,711.0 -1.4 123,586.3 3.0
04 113,535.8 13.9 6,897.4 106,638.4 13.8 138,232.8 11.9
05 125,092.2 10.2 7,527.1 117,565.1 10.2 150,926.7 9.2
06 133,397.4 6.6 7,933.6 125,463.8 6.7 155,099.6 2.8
07 129,263.5 -3.1 9,405.1 119,858.4 -4.5 152,484.5 -1.7
08 125,800.4 -2.7 8,637.0 117,163.4 -2.2 150,334.6 -1.4
09 124,288.6 -1.2 7,980.1 116,308.5 -0.7 151,808.6 1.0
10 117,691.1 -5.3 10,397.6 107,293.4 -7.8 145,791.8 -4.0
11 112,787.3 -4.2 11,9415 100,845.8 -6.0 146,029.9 0.2
12 119,205.8 5.7 10,045.1 109,160.7 8.2 156,155.3 6.9
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continued
End-of-period Quasi money Of which Money (M2)
Demand amount monthly Time Of Foreign amount monthly
deposits changes % saving Individuals| Enterprises | currency changes %
(Banks) deposits deposits
1990 12 97.0 883.2 726.3 726.3 - 157.0 5,633.1
1991 12 5,5692.1 2,601.1 1,996.9 1,553.3 443.6 604.2 9,914.8
1992 12 5,789.8 5,412.1 4,430.2 2,985.7 1,444.5 981.9 13,052.3
1993 12 9,757.2 24,2158 10.6 10,103.1 7,969.6 2,1335 14,1127 42,764.2 1.2
1994 12 14,104.0  43,905.8 -2.6 28,937.5  25,287.3 3,650.2  14,968.3 76,777.0 -1.7
1995 12 17,045.3  59,408.1 -4.7 38,529.1  36,602.7 1,926.4  20,879.0 102,044.6 -2.9
12 22,597.2  64,093.7 -4.0 35,164.2  33,819.1 1,3451 28,9295  128,395.3 4.5
1997 03 19,836.6  61,762.1 6.4 32,802.4  31,763.6 1,038.8  28,959.7  114,508.2 -0.4
06 22,299.2  70,214.3 2.4 34,093.2  32,759.8 1,333.4  36,121.1  137,858.1 3.6
09 25,449.1  75,872.3 -0.9 39,569.8  37,864.4 1,705.4  36,302.5  151,568.8 0.7
12 26,340.6  93,956.6 13.0 44,673.8  42,892.7 1,781.1  49,282.8  170,065.5 8.8
1998 03 22,272.3  89,854.6 -1.8 49,870.4  43,718.6 6,151.8  39,984.2  153,627.8 -5.1
06 23,304.3  81,527.3 -6.1 43,492.4  40,643.1 2,849.3 38,0349 160,226.4 -3.8
09 25,176.3  86,818.2 2.0 42,2121  39,674.0 2,538.1 44,606.1  165,993.2 0.5
12 26,136.2  84,667.6 -0.5 44,840.1 42,0445 2,795.6  39,827.5  167,249.6 4.2
1999 01 20,428.8  84,756.7 0.1 44,702.7  41,889.6 2,813.1  40,054.0  155,207.4 -7.2
02 18,699.4  90,409.3 6.7 44,6229 42,317.8 2,305.1  45,786.4  161,916.6 4.3
03 18,222.4  87,392.9 -3.3 42,874.2  40,646.1 2,228.1  44518.7  153,682.7 5.1
04 16,170.3  87,222.7 -0.2 41,685.6  39,419.0 2,266.6  45537.1  165,555.1 7.7
05 19,3433  87,941.2 0.8 41,202.9  39,115.9 2,087.0 46,7383  175,581.1 6.1
06 18,792.1 92,035.4 4.7 41,158.2  38,447.7 2,710.5 50,877.2 184,635.3 5.2
07 21,541.6  91,044.4 -11 42,330.4  39,410.6 2,919.8 48,7140 196,172.5 6.2
08 21,9704 94,9254 4.3 41,909.5 40,486.1 1,423.4 53,0159  196,858.0 0.3
09 24,0935  98,485.8 3.8 44,071.8  41,877.7 2,1941 54,4140  198,940.0 11
10 23,9925 106,494.0 8.1 44,754.0  41,743.6 3,010.4  61,740.0  203,016.2 2.0
11 24,2418 107,072.2 0.5 43,190.2 41,6755 15147 63,8820 207,046.9 2.0
12 27,544.4  105,341.3 -1.6 45,052.3  43,257.9 1,794.4 60,289.1 220,167.0 6.3
2000 01 25,096.6 108,771.2 3.3 46,519.6  44,361.8 2,157.8 62,2515  211,329.8 -4.0
02 22,0955 112,587.0 3.5 47,0285  45,308.6 1,719.9 655586  207,541.8 -1.8
03 21,202.8 106,197.0 -5.7 47,4478  46,009.3 14385  58,749.3  222,434.0 7.2
04 21,707.3  98,901.1 -6.9 46,338.0 45,4159 922.1  52,563.1  234,587.3 515
05 22,478.6  103,030.7 4.2 48,032.6  46,044.8 1,987.8  54,998.2  242,989.0 3.6
06 24,794.8 111,573.9 8.3 49,036.2  46,967.5 2,068.8  62,537.7  255,258.1 5.0
07 24,1743 113,293.9 15 51,062.0  48,989.2 2,072.8  62,231.9  251,841.3 -1.3
08 25,049.4 116,835.5 31 51,775.2  49,557.2 2,218.0 65,060.3  256,864.2 2.0
09 29,088.0 120,927.8 3.5 54,046.5 51,485.1 2,561.4  66,881.3  264,490.2 3.0
10 27,254.0 124,156.1 2.7 57,6735 53,8204 3,853.1  66,482.6  257,529.0 -2.6
11 26,041.6 125,454.6 1.0 58,232.5  53,409.9 4,822.7 67,222.1 245,547.9 -4.7
12 29,841.6 128,067.7 2.1 59,004.3  54,125.9 4,878.4  69,063.4  258,842.6 5.4
2001 01 27,389.0 133,729.3 4.4 60,985.6  55,659.6 5,326.0  72,743.7  250,000.7 -3.4
02 24,9470 138,117.1 3.3 64,050.7  58,240.5 5,810.2  74,066.5  258,147.6 33
03 29,875.3  146,954.5 6.4 66,993.0 61,110.6 58824 79,9615  270,540.8 4.8
04 31,594.4 144,512.7 -1.7 69,396.6  63,557.6 5,839.0 75,116.1 282,745.5 4.5
05 33,361.6  148,965.0 3.1 69,582.0  63,952.2 5,629.8  79,383.1  299,891.7 6.1
06 29,635.9 158,846.5 6.6 72,344.0  63,382.0 8,962.1 86,5025  313,946.1 4.7
07 32,626.1 158,491.3 -0.2 75,589.2  66,533.6 9,055.5  82,902.1  310,975.8 -0.9
08 33,171.2  170,753.7 7.7 78,608.2 68,328.2 10,280.0 92,1455  321,088.3 3.3
09 35,500.2 165,619.9 -3.0 81,629.0 70,8938 10,7353  83,990.8  317,428.5 -1.1
10 38,498.4 170,310.5 2.8 85431.2 73,8547 11,5764  84,879.4  316,102.4 -0.4
11 45,184.1 169,834.6 -0.3 83,664.9  75,376.6 8,288.3  86,169.7  315,864.5 -0.1
12 46,994.6  174,908.9 3.0 87,590.4  79,321.6 8,268.7  87,318.6  331,064.3 4.8
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Statistical Appendix

CONSUMER PRICE INDEX

in percent
End-of-period Food Of which
items
Meat and meat | Milk, dairy Wheat Sugar, candy, | Potatoes and Other food | Soft drinks,
products products products tea, fruits vegetables items cigarettes
1991 01 16 100.0 100.0 100.0 100.0 100.0 100.0
1991 12 134.4 136.4 156.3 124.0 131.4 126.9
1992 12 755.4 468.3 884.2 978.4 828.9 800.1
1993 12 2,247.0 1,744.3 2,153.2 2,906.7 2,736.5 1,4245
1994 12 3,565.3 2,723.1 3,658.8 4,147.5 4,681.4 1,855.4
1995.12=100
1995 12 58.7 18.4 5.1 17.2 4.9 4.5
1996 12 78.2 19.5 7.1 27.0 7.5 6.3
1997 12 87.0 21.2 9.6 28.1 8.7 7.8
1998 12 87.7 22.0 10.0 27.6 10.1 7.7
1999 01 87.4 211 10.0 27.4 10.0 8.1
02 92.8 25.8 10.0 27.1 9.9 8.1
03 95.6 27.3 10.2 27.0 10.3 8.3
04 102.8 33.2 10.8 26.8 10.3 8.3
05 107.3 37.6 10.5 27.0 10.3 8.3
06 107.2 39.3 8.5 27.0 10.3 8.3
07 103.9 35.3 7.6 27.0 10.3 8.3
8 97.4 29.3 8.0 28.2 10.3 8.4
09 91.3 25.2 8.6 28.0 10.5 8.4
10 89.6 23.1 9.3 27.9 10.5 8.4
11 92.3 22.6 9.7 28.7 10.6 8.5
12 95.5 25.0 10.0 28.8 10.6 8.5
2000 01 102.0 29.8 10.5 29.1 10.6 8.5
02 108.5 34.1 11.0 29.2 10.9 8.6
03 110.4 35.5 11.1 29.3 10.8 9.0
04 134.8 48.3 111 29.3 10.6 9.0
05 143.5 55.4 9.6 29.3 10.7 9.1
06 143.7 55.4 8.3 29.3 10.7 9.1
07 132.6 45.1 8.1 29.4 10.7 9.1
08 115.2 33.0 7.8 29.4 10.7 9.3
09 111.4 30.9 8.6 29.4 10.4 9.3
10 107.1 26.9 9.7 29.4 10.5 9.3
11 108.5 27.8 9.9 29.6 10.6 9.4
12 109.6 21.7 10.4 29.6 10.5 9.4
12 49.7 14.6 4.5 14.5 4.1 4.8 2.9 4.2
2000.12=100
2001 01 54.1 17.5 5.2 14.6 4.1 5.1 2.9 4.6
02 56.2 19.0 5.6 14.7 4.1 5.3 2.9 4.6
03 59.5 22.1 5.6 14.7 4.1 5.8 3.0 4.6
04 61.3 24.3 5.4 14.7 4.1 59 3.0 4.7
05 64.0 28.8 4.9 14.7 4.2 5.8 3.0 4.7
06 60.5 25.7 3.6 14.7 4.2 5.8 3.0 4.7
07 58.6 22.4 3.4 14.7 4.0 6.7 3.0 4.7
08 55.5 18.7 3.5 14.8 4.2 59 3.0 4.7
09 52.9 16.7 3.8 14.8 4.2 4.6 3.0 4.8
10 53.2 15.3 4.4 15.0 4.1 4.8 3.2 4.8
11 54.0 15.5 4.6 15.1 4.2 5.0 3.2 4.8
12 57.2 17.9 5.1 14.9 4.1 5.5 3.2 4.9

Since December 1995 the CPI calculation is based on the basket containing 205 consumer goods compared to 123 in previous years.
Since December 2000 the CPI calculation is based on the basket containing 239 consumer goods compared to 205 in previous years.

THE BANK OF MONGOLIA -

134

ANNUAL REPORT 2001



Statistical Appendix

continued
End-of-period Clothes, Of which Utilities
shoes
Cotton, fabrics Men's Women's Adult Children’s Shoes
clothing clothing underwear clothing
1991 01 16 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1991 12 192.4 148.4 174.5 229.3 173.5 100.0 236.1 115.5
1992 12 679.1 676.3 347.3 541.2 397.1 440.9 965.4 245.8
1993 12 1,304.3 1,161.6 650.4 896.4 743.6 1,404.4 1,782.9 1,068.3
1994 12 2,363.1 1,957.5 1,259.4 2,110.3 972.1 2,126.9 3,377.3 1,595.7
1995.12=100
1995 12 10.3 0.4 15 3.4 1.0 4.0 10.4
1996 12 15.4 0.6 2.3 4.5 1.8 6.2 17.9
1997 12 20.6 0.7 2.9 6.5 2.3 8.2 27.0
1998 12 22.8 0.6 3.2 6.9 2.4 9.4 29.5
1999 01 22.8 0.6 3.2 6.8 24 9.4 29.3
02 22.8 0.6 3.2 6.8 24 9.4 30.6
03 22.6 0.6 3.0 6.7 2.3 9.5 31.7
04 22.6 0.6 3.0 6.7 2.3 9.6 31.8
05 22.8 0.6 3.0 6.7 2.3 9.7 31.6
06 22.8 0.6 3.0 6.7 2.3 9.7 31.6
07 22.8 0.6 3.0 6.7 2.3 9.8 31.6
08 22.9 0.6 3.0 6.8 2.4 9.8 31.6
09 23.0 0.6 3.0 6.8 24 9.8 321
10 23.4 0.6 3.0 6.9 24 10.0 32.2
11 23.7 0.6 3.1 7.1 2.4 10.0 32.2
12 23.9 0.6 3.1 7.1 2.4 10.2 32.1
2000 01 23.4 0.6 3.1 7.0 24 9.9 32.7
02 23.2 0.6 3.1 6.8 24 9.9 31.5
03 23.1 0.6 3.1 6.8 2.4 9.8 31.6
04 23.1 0.6 3.0 6.8 2.4 9.8 31.6
05 23.1 0.6 3.1 6.8 25 9.8 31.6
06 23.1 0.6 3.1 6.8 24 9.8 31.5
07 23.1 0.6 3.1 6.8 2.4 9.8 34.2
08 23.2 0.6 3.1 6.8 25 9.8 34.4
09 23.2 0.6 3.1 6.8 24 9.8 34.6
10 235 0.6 3.1 7.0 24 9.9 38.4
11 23.8 0.6 3.1 6.9 25 10.2 38.9
12 23.9 0.6 3.2 7.0 25 10.2 42.3
10.6 0.3 2.7 3.0 0.9 3.8 13.1
2000.12=100
2001 01 10.6 0.3 2.7 3.0 0.9 3.8 14.1
02 10.6 0.3 2.7 3.0 0.9 3.7 13.8
03 10.6 0.3 2.7 3.1 0.9 3.7 13.8
04 10.7 0.3 2.7 3.1 0.9 3.8 14.1
05 10.8 0.3 2.7 3.0 0.9 3.8 13.9
06 10.7 0.3 2.7 3.0 0.9 3.8 14.0
07 10.8 0.3 2.7 3.0 0.9 3.8 14.0
08 10.8 0.3 2.8 3.1 0.9 3.8 13.9
09 11.1 0.3 2.9 3.1 0.9 3.9 14.0
10 11.3 0.3 3.0 3.1 1.0 3.9 14.5
11 11.4 0.3 3.0 3.1 1.0 3.9 16.0
12 11.3 0.3 3.0 3.1 0.9 3.9 16.0
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continued
End-of-period Household Medicine | Transport & | Articlesfor | Other goods | Genera Monthly Changes Annual
items communi- cultura & service CPI changes % | from the changes
cation needs beginning
of year
1991 01 16 100.0 100.0 100.0 100.0 100.0 100.0
1991 12 209.6 100.0 137.3 277.3 152.3 152.7 5.1 52.7
1992 12 795.8 196.7 535.3 581.0 430.2 649.8 11.0 325.5
1993 12 2,087.2 1,933.9 1,673.3 2,154.8 1,483.8 1,838.7 2.5 183.0
1994 12 3,247.2 1,933.9 3,221.1 4,427.9 2,904.7 3,057.8 2.1 66.3
1995.12=100
1995 12 3.9 2.1 7.6 3.6 3.5 100.0 2.1 53.1
1996 12 5.4 3.0 13.6 5.7 5.3 144.6 3.2 44.6
1997 12 6.6 3.8 15.0 8.2 6.4 174.2 0.9 20.5 20.5
1998 12 6.1 3.9 17.8 9.8 7.4 184.7 2.1 6.0 6.0
1999 01 6.2 3.9 18.3 9.8 7.5 184.8 0.1 0.1 3.9
02 6.2 3.9 18.3 9.8 7.5 191.5 3.6 3.7 7.1
03 6.2 3.9 19.2 9.8 7.5 194.6 1.6 5.4 4.4
04 6.1 3.9 19.2 9.8 7.6 201.9 3.8 9.3 4.2
05 6.1 3.9 19.2 9.9 7.6 206.5 2.2 11.8 5.6
06 6.1 3.9 19.2 10.1 7.6 206.6 0.1 11.9 8.6
07 6.1 4.6 19.2 10.2 7.6 204.2 -1.2 10.6 8.7
08 6.3 4.6 20.3 11.0 7.9 200.1 -2.0 8.3 9.6
09 6.3 4.6 19.9 113 7.9 194.4 -2.9 5.3 9.8
10 6.3 4.6 21.6 113 7.9 194.9 0.3 515 8.9
11 6.5 4.6 23.3 11.3 7.9 199.8 2.5 8.2 10.4
12 6.5 4.6 23.3 11.3 7.9 203.2 1.7 10.0 10.0
2000 01 6.5 4.6 233 113 8.3 210.1 3.4 3.4 13.7
02 6.5 4.6 23.1 113 8.3 215.1 2.4 5.9 12.3
03 6.5 4.6 23.1 115 8.3 217.1 0.9 6.9 11.6
04 6.5 4.6 23.1 115 8.3 230.5 6.1 135 14.1
05 6.5 4.6 23.0 115 8.2 238.4 34 17.4 15.5
06 6.5 4.6 23.0 115 8.2 238.4 0.0 17.4 15.4
07 6.3 4.6 24.0 115 8.2 231.7 -2.8 14.1 135
08 6.4 4.6 24.1 11.6 8.2 216.1 -6.7 6.4 8.0
09 6.5 4.6 24.1 11.6 8.3 213.0 -1.4 4.9 9.6
10 6.5 4.6 24.1 11.8 8.3 213.1 0.1 4.9 9.3
11 6.5 4.6 24.1 11.8 8.2 215.0 0.9 5.9 7.6
12 6.6 4.6 24.1 11.8 8.2 219.6 2.1 8.1 8.1
4.2 1.9 8.5 8.1 4.0 100.0 2.1 8.1
2000.12=100
2001 01 4.2 1.9 8.6 8.1 4.0 105.5 5.5 5.5 10.2
02 4.2 1.9 8.6 8.1 4.0 107.2 1.6 7.2 9.4
03 4.3 1.9 8.6 8.1 4.0 110.4 3.0 10.4 11.6
04 4.3 1.9 8.5 8.1 4.1 112.6 2.0 12.6 7.2
05 4.3 1.9 8.5 8.0 4.1 114.8 1.9 14.8 5.7
06 4.3 1.9 8.5 7.9 4.1 1115 -2.9 115 2.7
07 4.3 1.9 8.5 8.0 41 110.0 -1.3 10.0 4.3
08 4.3 1.9 8.5 7.9 4.0 107.0 -2.7 7.0 8.8
09 4.2 1.9 8.5 7.9 4.1 104.9 -2.0 4.9 8.1
10 4.3 1.9 8.6 7.9 4.1 106.2 1.2 6.2 9.3
11 4.3 1.9 8.6 7.9 41 108.3 2.0 8.3 10.6
12 4.3 1.9 8.6 7.9 4.1 111.2 2.7 11.2 11.2
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Statistical Appendix

MONETARY SURVEY

in millions of togrogs

End-of-period Net foreign | Domestic Of which Total assets
assets credit (net)
Central Public Private Principal Substandard | Share &
Government | enterprises | sector in arrears doubtful, | promissory
loss loans note

1991 12 495.4 10,971.2 -1,883.7 9,779.6 3,075.3 0.0 0.0 11,466.6
1992 12 -27.0 16,078.2 -3,051.7  12,204.2 6,925.7 0.0 0.0 16,051.2
1993 12 23,395.7 24,460.3 -7,143.4 21,7444 9,859.3 0.0 0.0 47,856.0
1994 12 29,699.3 49,190.3 -3,773.1  12,193.3 40,638.0 0.0 124.3 78,889.6
1995 12 51,709.7 45,494.7 -17,227.8 10,883.3 51,653.5 0.0 124.3 97,204.4
1996 12 73,733.6 90,240.4 19,920.3  14,520.3 22,851.9 8,057.8 24,890.1 0.0 163,974.0
1997 12 135,437.2 67,635.4 13,352.1  11,713.0 28,112.6 4,553.9 9,903.8 0.0 203,072.6
1998 12 96,557.5  136,062.0 41,460.0  18,295.6 43,667.5 6,051.9 26,587.0 0.0 232,619.5
1999 01 87,356.5 144,119.5 46,231.9  19,341.6 45,076.5 6,797.5 26,672.0 0.0 231,476.0
02 88,144.2  147,658.7 47,093.6  17,759.6 47,425.1 8,480.2 26,900.2 0.0 235,802.9

03 84,863.9 153,825.7 52,741.7  17,993.5 47,555.6 7,368.0 28,166.9 0.0 238,689.6

04 88,263.2 153,979.4 51,924.3  16,042.7 48,768.6 8,569.4 28,674.4 0.0 242,242.6

05 99,066.1 151,692.6 52,460.2  14,329.3 44,734.7 7,666.2 32,502.2 0.0 250,758.7

06 105,517.8  156,297.8 55,376.2  14,618.1 46,957.1 5,171.1 34,175.3 0.0 261,815.6

07 112,827.2  158,927.0 54,850.7  15,620.1 49,043.2 4,825.5 34,587.5 0.0 271,754.2

08 140,232.5 137,418.7 34,590.8  16,431.4 46,409.8 5,619.8 34,366.9 0.0 277,651.2

09 137,205.2  133,784.1 31,403.1  16,011.8 40,736.0 3,575.8 42,057.4 0.0 270,989.3

10 153,700.3  127,859.4 29,057.6  13,793.7 40,590.2 4,989.8 39,428.2 0.0 281,559.7

11 155,870.8  131,456.2 33,875.1  13,299.0 41,399.9 4,106.5 38,775.7 0.0 287,327.0

12 167,541.5 116,635.6 34,555.7 8,564.5 31,408.6 2,925.7 39,181.0 0.0 284,177.1
2000 01 161,135.7 124,749.6 39,224.8 9,653.2 33,919.0 3,078.7 38,873.9 0.0 285,885.3
02 159,701.5 100,441.6 41,022.8  11,040.9 31,069.3 1,106.8 16,201.8 0.0 260,143.1

03 189,044.2 86,994.9 29,548.9 9,335.4 31,494.6 1,015.6 15,600.4 0.0 276,039.0

04 188,386.4 86,742.4 31,373.8 5,369.6 33,971.2 900.9 15,126.9 0.0 275,128.9

05 180,074.6 93,903.2 34,867.1 7,242.0 36,082.2 934.8 14,777.0 0.0 273,977.7

06 196,630.4 94,375.8 36,392.3 6,899.0 34,7175 1,779.2 14,587.8 0.0 291,006.1

07 183,110.8  100,119.7 40,893.5 7,109.4 34,905.4 2,012.5 15,198.8 0.0 283,230.4

08 206,754.0 100,978.0 38,260.9 7,509.4 37,940.9 2,398.8 14,868.0 0.0 307,732.0

09 220,197.4 95,204.7 34,516.0 6,830.3 36,501.3 2,588.1 14,769.1 0.0 315,402.1

10 211,388.4 92,934.3 34,561.8 5,707.5 36,311.6 1,917.1 14,436.3 0.0 304,322.7

11 218,647.6 95,864.8 32,310.4 4,841.5 42,465.1 1,926.1 14,321.6 0.0 314,512.4

12 205,971.8 84,831.1 17,171.2 6,281.5 45,482.9 1,281.8 14,613.8 0.0 290,802.9
2001 01 187,939.5 96,095.0 21,698.0 6,201.3 51,727.3 1,845.7 14,622.7 284,034.5
02 181,570.0  110,399.0 31,630.7 5,635.8 57,035.9 2,010.3 14,086.3 291,969.0

03 199,864.8  107,673.8 26,210.3 5,353.6 60,415.9 1,704.0 13,989.9 307,538.6

04 200,525.9 114,597.1 27,809.4 9,323.1 62,171.6 1,729.4 13,563.7 315,123.0

05 195,754.0 126,810.1 29,216.2 8,769.8 73,588.1 1,626.9 13,609.1 322,564.1

06 222,366.1 107,107.5 9,575.3 8,915.6 76,509.5 1,420.0 10,687.1 329,473.6

07 213,219.6  106,647.1 8,425.7 9,186.4 76,332.7 1,952.3 10,750.0 319,866.7

08 220,712.6  117,241.1 13,828.3 9,410.3 81,747.7 1,786.4 10,468.4 337,953.7

09 222,664.5 116,362.0 14,208.5 8,859.0 81,368.3 1,738.6 10,187.7 339,026.5

10 224,897.1  109,575.8 -7,357.8 7,951.0 97,304.5 1,936.8 9,741.2 334,472.9

11 215,398.9  119,640.1 -9,723.0  10,998.9 106,309.7 2,218.1 9,836.4 335,039.1

12 222,369.7  129,259.5 -6,829.1  10,552.3 114,670.4 1,798.3 9,067.6 351,629.2
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continued
End-of-period Money Quasi money Long-term Other items (net) Total liabilities
foreign liabilities
1991 12 7,313.7 2,601.2 1,981.7 -430.0 11,466.6
1992 12 7,640.2 5,412.1 3,809.5 -810.6 16,051.2
1993 12 18,548.4 24,215.8 9,094.4 -4,002.6 47,856.0
1994 12 32,871.2 43,905.8 7,452.1 -5,339.5 78,889.6
1995 12 42,636.5 59,408.2 14,176.2 -19,016.5 97,204.4
1996 12 64,301.6 64,093.7 11,121.4 24,457.3 163,974.0
1997 12 76,108.9 93,956.6 3,659.2 29,347.9 203,072.6
1998 12 82,582.0 84,667.6 12,800.4 52,569.5 232,619.5
1999 01 70,450.7 84,756.7 13,291.2 62,977.5 231,476.0
02 71,507.4 90,409.2 13,407.8 60,478.5 235,802.9
03 66,289.8 87,392.9 13,418.4 71,588.4 238,689.6
04 78,332.4 87,222.7 13,025.6 63,662.0 242,242.6
05 87,639.9 87,941.2 14,468.3 60,709.4 250,758.7
06 92,599.9 92,035.4 14,017.3 63,163.0 261,815.6
07 105,128.1 91,044.4 14,140.8 61,440.9 271,754.2
08 101,932.6 94,925.4 14,349.0 66,444.2 277,651.2
09 100,454.2 98,485.8 14,062.3 57,987.0 270,989.3
10 96,522.2 106,494.0 14,187.1 64,356.4 281,559.7
11 99,974.7 107,072.2 13,603.6 66,676.5 287,327.0
12 114,825.7 105,341.3 5,682.5 58,327.5 284,177.1
2000 01 102558.6 108771.2 5737.4 68818.2 285885.3
02 94954.8 112587.0 5458.6 47142.7 260143.1
03 116237.0 106197.0 3242.5 50362.5 276039.0
04 135686.1 98901.1 2951.6 37590.0 275128.9
05 139958.3 103030.7 2950.3 28038.4 273977.7
06 143684.2 111573.9 3599.2 32148.9 291006.1
07 138547.4 113293.9 3639.4 27749.7 283230.4
08 140028.7 116835.5 3800.5 47067.3 307732.0
09 143562.4 120927.8 3764.3 47147.6 315402.1
10 133372.9 124156.1 3940.2 42853.5 304322.7
11 120093.2 125454.6 3976.2 64988.3 314512.4
12 130775.0 128067.7 4173.2 27787.0 290802.9
2001 01 116,271.4 133,729.3 4,331.2 29,702.6 284,034.5
02 120,030.4 138,117.1 4,276.1 29,545.3 291,969.0
03 123,586.3 146,954.5 4,226.3 32,7715 307,538.6
04 138,232.8 144,512.7 4,338.0 28,039.5 315,123.0
05 150,926.7 148,965.0 5,250.4 17,422.0 322,564.1
06 155,099.6 158,846.5 5,370.7 10,156.8 329,473.6
07 152,484.5 158,491.3 5,447.9 3,443.0 319,866.7
08 150,334.6 170,753.7 5,632.7 11,232.7 337,953.7
09 151,808.6 165,619.9 5,756.8 15,841.2 339,026.5
10 145,791.8 170,310.5 5,780.5 12,590.0 334,472.9
11 146,029.9 169,834.6 6,244.7 12,929.8 335,039.1
12 156,155.3 174,908.9 6,603.8 13,961.2 351,629.2
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DEPOSIT INTEREST RATE

in percent
End-of-period Deposit rates
Current account Demand Time deposit Foreign
Domestic Foreign deposit Domestic currency currency
currency currency 1 year | 1-3 years | 35 years | More than 5 | 1-3 years
1993 12 2.0 24-100 70-153 125-151.8 10-72
1994 12 2.0 10-63.8 50-101.2 6-72
1995 12 2.0 12.0-426  12.5-101.2 6.0-42.6
1996 12 2.0 12.0-34.5 12.7-60.1 26.8 3.6-42.6
1997 12 2.0 3.6-345 6.2-69.6 36.0-42.6 2.4-42.6
1998 01 2.0 3.6-30.0 6.2-69.6 36.0-42.6 2.4-42.6
02 0.8-9.0 1.0-1.2 3.6-30.0 12.0-51.1 24.0 2.4-26.8
03 0.8-9.0 1.0-3.7 3.6-26.8 12.0-42.6 24.0 1.2-26.8
04 0.8-9.0 1.0-3.7 3.6-19.6 12.0-42.6 24.0 2.4-26.8
05 0.8-9.0 1.0-3.7 3.6-19.6 12.0-42.6 24.0 1.2-26.8
06 3.0-9.0 1.0-3.7 3.6-19.6 12.0-42.6 18.0-24.0 1.2-26.8
07 3.0-9.0 1.0-3.6 3.6-19.6 12.0-42.6 18.0-24.0 1.2-24.0
08 0.8-6.0 1.0-3.6 3.6-19.6 18.0-42.6 18.0-30.0 1.2-24.0
09 0.8-6.0 1.0-3.6 3.6-19.6 6.0-39.3 12.0-30.0 1.2-24.0
10 0.8-6.0 1.0-3.6 3.6-19.6 6.0-39.3 24.0-30.0 1.2-24.0
11 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
12 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
1999 01 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
02 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
03 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
04 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
05 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
06 0.8-6.0 1.0-3.6 3.6-19.6 6.0-42.58 24.0-30.0 1.2-24.0
07 0.8-6.0 1.0-3.6 3.6-19.6 9.6-42.58 24.0-30.0 1.2-24.0
08 3.0-6.0 1.0-3.6 3.6-19.6 9.6-42.58 24.0-30.0 1.2-24.0
09 3.0-6.0 1.0-3.6 3.6-19.6 4.8-42.58 24.0-30.0 1.8-24.0
10 3.0-6.0 1.0-3.6 3.0-18.0 9.6-30.0 3.6-14.4
11 3.0-6.0 1.0-3.6 3.0-14.4 9.6-30.0 3.6-14.4
12 3.0-6.0 1.0-3.6 3.0-13.2 9.6-30.0 3.6-14.4
2000 01 3.0-6.0 1.0-3.6 3.6-13.2 9.6-30.0 3.6-14.4
02 3.0-6.0 1.0-3.6 3.6-13.2 9.6-30.0 3.6-14.4
03 3.0-6.0 1.0-3.6 3.6-13.2 9.6-30.0 3.6-14.4
04 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 2.4-144
05 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 2.4-144
06 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 2.4-144
07 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 2.4-144
08 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 1.2-144
09 3.0-6.0 1.0-3.6 1.2-13.2 3.6-30.0 1.2-12.0
10 3.0-6.0 1.0-3.6 1.2-13.2 3.6-24.0 1.2-12.0
11 2.4-6.0 1.0-3.6 1.2-13.2 3.6-24.0 1.2-12.0
12 2.4-6.0 1.0-3.6 1.2-13.2 3.6-24.0 1.2-12.0
2001 01 2.4-6.0 1.0-3.6 1.2-9.6 2.4-24.0 1.2-12.0
02 2.4-6.0 1.0-3.6 1.2-9.6 2.4-24.0 1.0-12.0
03 2.4-6.0 1.0-3.6 1.2-9.6 2.4-24.0 1.0-12.0
04 2.4-4.8 1.0-3.6 1.2-9.6 2.4-24.0 1.0-12.0
05 2.4-4.8 1.0-3.6 1.2-9.6 2.4-24.0 1.0-12.0
06 2.4-4.8 1.0-3.6 1.2-9.6 2.4-25.2 1.0-18.0
07 2.4-4.8 1.0-3.6 1.2-9.6 2.4-24.0 1.0-12.0
08 2.4-4.8 1.0-3.6 1.2-9.6 2.4-25.2 1.0-18.0
09 0.3-4.8 0.3-3.6 1.2-9.6 2.4-24.0 1.0-144
10 0.3-4.8 0.3-3.6 1.2-9.6 2.4-36.0 1.0-12.0
11 0.0-4.8 0.3-3.6 1.2-9.6 2.4-36.0 1.0-12.0
12 0.0-5.1 0.3-4.2 1.2-9.6 2.4-24.0 1.0-13.2
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LOANINTEREST RATE

in percent

End-of-period

Loan rates

Bank of Mongolia

Commercial loans

Short-term Medium & long-term
Domestic Foreign 1-3 years 3-5 years more than 5
currency currency

1993 12 120-300

1994 12 72-264

1995 12 72-150

1996 12 72-109

1997 12 45.0-50.0

1998 01 30.0
02 30.0 47.7 39.5
03 27.5 47.6 42.1
04 25.0 49.7 49.1
05 25.0 49.3 38.2
06 37.5 47.8 41.9
07 33.8 48.4 34.2
08 30.0 47.9 36.8
09 275 47.4 42.9
10 26.3 46.9 41.8
11 22.5 50.6 48.7
12 23.3 45.8 34.2

1999 01 21.2 49.9 39.5
02 175 42.6 34.6
03 23.3 47.2 37.2
04 23.7 44.6 26.4
05 21.2 47.6 34.2
06 175 42.2 34.1
07 17.5 42.6 34.4
08 17.5 46.9 41.2
09 175 42.4 30.6
10 13.3 44.2 31.8
11 11.6 39.1 34.4
12 11.4 38.8 36.5

2000 01 12.3 33.4 33.1
02 11.3 45.0 26.5
03 11.2 36.5 317
04 12.8 37.0 29.7
05 16.1 37.3 26.7
06 15.6 38.9 27.1
07 15.6 32.2 30.9
08 14.6 35.3 235
09 10.9 42.7 29.3
10 111 37.7 31.6
11 6.9 32.7 26.6
12 8.6 34.7 25.8

2001 01 4.76 38.8 23.7
02 11.2 40.1 27.2
03 11.2 38 215
04 11.7 37.9 21.6
05 125 37.6 24.2
06 12.49 34.5 22.8
07 11.08 33.9 20.7
08 10.2 35 235
09 9.9 37.4 21.4
10 6.73 36.2 25.5
11 6.51 374 23.3
12 8.61 41.4 22.2
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MARKET RATES

Togrog exchange rate against foreign currencies

End-of-period usD EUR| DEM ITL FRF ATS BEF| ECU | JPY CHF GBP | HKD

endof  |monthly
period |average

1993 12 396.51  395.03 233.10 0.23 6839 33.13 349.19 3.55 275.01 592.70 51.32
1994 12 414.09  413.00 262.35 0.25 76.02 37.28 498.77 4.12 31099 639.77 53.51
1995 12 473.62 473.48 329.93 0.30 96.22  46.60 604.81 4.63 409.53 731.27 61.23
1996 12 693.51 692.76 445.82 0.45 13237 63.37 860.82 5.98 514.28 1172.48 89.64
1997 12 813.16  811.95 457.23 0.47 136.64 65.25 904.88 6.28 565.93 1358.14 104.93
1998 01 816.61 815.20 455.25 0.46 181.08 64.73 897.17 6.48 558.44 1350.80 105.46
02 816.50 816.55 448.87 0.46 133.92 63.82 888.19 6.42 555.97 1336.53 105.42
03 817.61 816.70 446.66 0.45 133.27 63.52 887.39 6.29 547.08 1360.09 105.52
04 819.52 817.98 442.24 0.45 13194 62.83 879.30 6.15 534.92 1364.95 105.75
05 824.61 821.40 468.70 0.48 139.81 63.22 884.77 6.07 563.18 1344.74 106.40
06 838.63  833.56 463.59 0.47 138.13 65.92 917.25 5.90 549.96 1393.38 108.28
07 840.56  839.30 472.81 0.48 141.15 67.23 932.39 5.94 562.93 1393.44 108.47
08 849.92  846.33 486.29 0.49 14427 68.85 23.25 947.87 6.01 593.52 1428.29 109.70
09 855.00 851.95 511.13 0.52 152.28 72.63 24.74 1003.73 6.29 618.44 1449.48 110.37
10 863.24  857.88 525.34 0.53 156.69  75.02 25.47 1036.45 7.28 643.22 1455.12 111.46
11 880.83 872.53 514.65 0.52 153.60 73.18 24.97 1008.42 7.13 624.30 1455.26 113.76
12 902.00 891.86 535.79 0.54 159.80 76.17 26.07 1052.86 7.71 656.72 1508.05 116.45
1999 01 950.00 916.45 1099.96 563.90 0.57 167.64 79.95 27.26 8.30 687.16 1572.96 122.67
02 985.00 975.16 1087.10 555.77 0.56 165.71  79.03 26.95 8.07 681.52 1596.19 127.11
03 1041.24 1019.63 1120.58 572.94 0.58 170.83  81.50 27.78 8.67 703.30 1689.93 134.37
04 1014.43 1024.93 1074.94 549.60 0.56 163.92 78.12 26.65 8.53 671.36 1638.56 130.89
05 1005.00 1004.40 1050.43 537.07 0.54 160.14 76.40 26.04 8.28 659.60 1610.96 129.59
06 1014.73 1008.06 1056.64 538.40 0.55 161.21 76.85 26.19 8.36 660.33 1608.35 130.81
07 1018.18 1015.01 1073.16 548.70 0.55 163.60 77.99 26.60 8.72 668.34 1611.83 131.19
08 1046.96 1035.24 1096.80 560.78 0.57 167.21 79.71 27.19 9.43 684.71 1662.89 134.84
09 1058.62 1052.28 1104.51 564.73 0.57 168.38 80.27 27.38 10.04 689.30 1737.09 136.29
10 1070.46 1065.69 1142.45 584.12 0.59 174.17 83.02 28.32 10.10 713.97 1774.07 137.76
11 1070.00 1074.16 1087.12 555.84 0.56 165.73  79.00 26.95 10.34 678.35 1719.01 137.69
12 1072.37 1070.43 1086.85 555.70 0.56 165.69 78.98 26.94 10.42 676.15 1734.56 137.99
2000 01 1087.61 1080.76 1065.97 545.02 0.55 162.51 77.47 26.42 10.17 661.87 1765.63 139.79
02 1092.75 1089.17 1061.06 542.51 0.55 161.76  77.11 26.30 9.97 660.27 1737.85 140.41
03 1090.00 1091.83 1065.15 544.60 0.55 162.38 77.41 26.40 10.20 670.60 1736.04 140.01
04 1035.00 1059.63 970.21 496.06 0.50 147.91 70.51 24.05 9.77 617.39 1630.95 132.88
05 1032.70 1024.68 963.15 492.45 0.50 146.83 69.99 23.88 9.65 615.07 1538.26 132.53
06 1065.00 1053.57 997.59 510.06 0.52 152.08 72.50 24.73 10.18 643.00 1598.62 136.69
07 1075.37 1071.32 993.05 507.74 0.51 151.39 72.17 24.62 9.82 641.57 1616.66 137.90
08 1082.54 1078.78 976.99 499.53 0.50 148.94 71.00 24.22 10.15 633.06 1592.58 138.79
09 1085.62 1084.14 957.25 489.43 0.49 14593 69.57 23.73 10.05 628.98 1583.43 139.21
10 1096.00 1089.74 920.26 470.52 0.48 140.29 66.88 22.81 10.07 605.17 1591.06 140.52
11 1097.00 1096.61 919.67 470.22 0.47 140.20 66.84 22.80 9.91 604.17 1536.07 140.83
12 1097.00 1097.00 1006.61 514.67 0.52 153.46 73.15 24.95 9.74 659.53 1615.11 140.66
2001 01  1099.00 1097.77 1020.31 521.68 0.53 155,55 74.15 25.29 9.40 668.53 1611.46 140.91
02 1098.00 1098.99 993.42 507.93 0.51 15145 7219 24.63 9.43 648.28 1588.75 140.78
03 1097.00 1098.00 977.04 499.55 0.50 148.95 71.00 24.22 8.93 623.40 1563.83 140.66
04 1091.00 1092.95 985.34 503.79 0.51 150.21 71.61 24.43 8.80 640.71 1573.33 139.88
05 1095.00 1092.67 943.18 482.24 0.49 143.79 68.54 23.38 9.10 617.67 1548.06 140.39
06 1097.00 1096.00 936.51 478.83 0.48 142.77 68.06 23.22 8.82 616.15 1551.05 140.65
07 1098.00 1096.67 964.37 493.08 0.50 147.02  70.08 23.91 8.87 638.78 1567.23 140.77
08 1099.00 1098.43 1006.46 514.60 0.52 153.43 73.14 24.95 9.18 662.47 1591.08 140.90
09  1099.00 1099.50 1013.20 518.00 0.52 15450 73.60 25.10 9.40 689.70 1607.60 140.90
10 1100.00 1099.57 982.90 502.60 0.51 149.80 71.40 24.40 9.00 666.80 1574.80 141.00
11 1100.00 1100.00 966.20 494.00 0.50 147.30 70.20 24.00 8.87 661.40 1545.60 141.00
12 1102.00 1101.29 973.60 497.60 0.50 148.40 70.80 24.10 8.39 657.30 1598.60 141.30
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continued

End-of-period RUR CNY KRW CAD AUD THB IDR MYR SGD XAU XAG SDR
1993 12 298.28 549.62
1994 12 0.12  48.60 295.08 602.19
1995 12 0.10 56.94 347.61 708.53
1996 12 0.12 8357 0.82 506.86 999.35
1997 12 0.14 98.21 049 567.27 1095.06
1998 01 136.12  98.65 0.47 561.73 1099.70
02 136.11 98.62 049 574.21 1099.56

03 136.29 98.75 0.56 576.49 1101.05

04 133.74 98.98 0.57 576.94 537.93 1092.75

05 13457 99.60 0.58 568.99 517.65 1108.30

06 134.70 101.29 0.60 571.41 507.16 1116.70

07 134.16 101.52 0.67 559.94 517.24 1122.32

08 77.27 102.65 0.64 544.04 482.97 1130.15

09 53.32 103.28 0.62 565.01 502.06 1177.57

10 51.41 104.28 0.66 559.24 534.48 1215.99

11 48.80 106.41 0.71 573.54 557.30 1221.02

12 42.65 108.96 0.74 582.16 547.97 24.73 0.11 237.68 543.18 257761.60 4446.86 1271.24
1999 01 40.77 100.00 0.80 625.45 601.40 25.57 0.10 250.33 563.55 272032.50 4849.75 1331.50
02 43.58 118.98 0.81 661.43 629.07 26.05 0.11 259.55 574.01 282842.75 6104.04 1352.72

03 39.74 125.75 0.85 688.15 660.30 27.63 0.12 274.02 599.97 291859.57 5692.56 1417.69

04 41.36 122.54 0.86 687.24 662.98 26.98 0.12 267.31 594.17 287337.30 5530.57 1372.80

05 40.67 121.40 0.85 684.67 652.80 27.08 0.12 264.82 581.26 271953.00 5168.10 1351.56

06 41.50 122.59 0.88 692.34 671.19 27.66 0.15 267.39 596.27 263119.49 5346.59 1361.01

07 41.90 123.01 0.84 676.33 662.28 27.23 0.15 268.30 599.28 258617.72 5499.95 1376.42

08 42,22 126.49 0.88 703.06 658.69 27.35 0.14 275.88 620.35 265456.71 5615.59 1424.45

09 41.73 127.89 0.87 719.73 691.33 25.98 0.13 278.95 620.35 290591.19 5853.91 1469.60

10 41.53 129.32 0.89 724.43 694.14 27.45 0.16 281.70 643.38 323493.01 5997.85 1490.93

11 40.42 129.25 0.89 728.59 680.89 27.47 0.15 281.58 639.76 316506.00 5653.02 1468.11

12 39.95 129.53 0.95 730.75 691.09 28.52 0.15 28220 642.41 308574.47 5651.60 1473.72
2000 01 38.01 131.38 0.97 753.01 694.17 28.92 0.15 286.21 636.36 307521.73 5601.65 1482.71
02 38.06 132.00 0.96 753.62 67155 28.94 0.15 257.57 640.27 319356.19 5368.96 1469.96

03 38.44 131.66 0.98 745.20 666.37 28.89 0.15 287.62 635.05 310541.00 5442.91 1459.80

04 36.22 125.02 0.93 702.36 613.60 27.28 0.13 272.37 609.18 289748.30 4846.19 1384.96

05 36.51 124.77 0.91 687.37 593.23 26.42 0.12 271.76 596.52 281514.02 4743.50 1355.15

06 37.81 128.67 0.95 717.95 632.34 27.26 0.12 281.02 614.86 301288.50 5261.10 1417.14

07 38.65 129.89 0.96 729.31 627.53 25.85 0.12 28299 620.49 298468.94 5328.46 1415.55

08 39.06 130.74 0.97 729.03 620.89 26.56 0.13 284.88 630.12 296615.96 5293.62 1413.29

09 39.01 131.13 0.96 729.56 594.97 25.46 0.12 285.69 621.78 295994.29 5319.54 1407.44

10 39.38 132.40 0.96 716.62 572.61 25.01 0.12 288.42 624.39 290166.00 5206.00 1398.99

11 39.33 132.52 0.91 709.07 572.80 25.20 0.12 288.68 624.18 292624.75 5112.02 1398.96

12 39.18 132.52 0.89 720.81 608.56 26.10 0.12 288.68 634.84 300358.60 5062.66 1426.96
2001 01 38.74 132.75 0.86 730.48 599.12 25.67 0.12 289.21 629.15 291235.00 5297.18 1415.57
02 38.25 132.66 0.88 713.50 573.65 25.48 0.11 288.95 629.05 283942.80 4864.14 1411.76

03 38.12 132.53 0.84 700.29 542.41 24.80 0.11 288.68 615.15 287797.95 4771.95 1388.36

04 37.71 131.81 0.82 707.18 558.32 23.88 0.09 287.77 599.88 288624.05 4800.40 1388.05

05 37.60 132.29 0.85 709.50 570.99 24.08 0.10 288.16 607.05 305778.75 5026.05 1377.52

06 37.66 132.54 0.84 719.79 566.55 24.23 0.10 288.68 602.38 298877.65 4760.98 1370.43

07 37.50 132.66 0.84 716.15 557.29 24.04 0.11 288.95 609.83 292562.10 4677.48 1385.18

08 37.42 132.78 0.86 713.66 587.69 24.72 0.13 289.21 627.57 302609.65 4654.27 1408.25

09 37.30 132.80 0.85 701.70 539.00 24.90 0.12 289.20 631.90 318847.40 4951.00 1423.20

10 37.10 132.90 0.85 698.70 551.90 24.50 0.11 289.50 601.80 304865.00 4647.50 1394.00

11 36.70 132.90 0.86 687.20 570.00 24.80 0.10 289.50 599.10 300685.00 4477.00 1388.80

12 36.20 133.10 0.83 691.00 559.70 24.90 0.11 290.00 595.90 306080.50 4937.00 1382.40
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Statistical Appendix

BALANCE OF PAYMENTS

in millions of dollar

1995 1996 1997 1998 1999 2000 2001*
Current account 38.9 -36.9 102.9 -75.6 -51.4 -70.0 -75.7
Trade balance -22.0 -874 65.1 -120.1 -112.9 -140.2 -150.4
Exports F.O.B 451.0 423.4 568.5 462.3 454.2 535.8 459.9
Of which : Copper concentrate 257.6 174.5 211.4 124.8 119.2 160.3 145.0
Non-monetary gold - 52.4 117.0 117.2 95.9 69.7 74.7
Combed cashmere 44.4 51.6 30.9 33.0 45.9
Other 149.0 144.9 209.2 187.3 193.3 305.8 240.2
Imports C.LF -473.0 -510.8 -503.4 -582.4 -567.1 -676.0 -610.3
Service balance 9.2 -6.0 2.1 -11.6 -13.1 -17.6 -26.1
Receipts 57.3 55.7 52.7 77.9 75.8 77.5 86.6
Payments -48.1 -61.7 -54.8 -89.5 -88.9 -95.1 -112.7
Income, net -25.4 -13.3 -12.0 0.4 0.1 -6.5 6.6
Interest payments 0.0 -9.3 9.4 -9.2 -6.2 -9.1 94
Transfer, net 77.1 69.8 51.9 55.7 74.5 94.3 94.2
Private unrequited transfers 0.0 6.2 4.2 2.5 7.4 -4.3 6.8
Public unrequited transfers 77.1 63.6 47.7 53.2 67.1 98.6 87.4
Capital account -16.9 41.3 27.0 128.6 69.5 89.8 121.3
Medium and long term 3243 72.0 104.3 124.1 124.2 136.4 135.2
Direct investment 9.8 15.9 25.0 18.9 30.4 53.7 63.0
Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Loan disbursements, net 22.5 56.1 79.3 105.2 93.8 82.7 72.2
Of which: Disbursements 83.0 93.4 116.2 1224 112.3 156.6 163.7
Amortization -60.5 -37.3 -36.9 -17.2 -18.5 -73.9 91.5
Short term -49.2 -30.7 -77.3 4.5 -54.7 -46.6 -13.9
Commercial bank, net -15.3 -9.3 -18.1 40.0 -17.7 -13.0 1.4
Non-banks -33.9 214 -59.2 -35.5 -37.0 -33.6 -15.3
Errors and omission 11.4 -26.9 -75.1 -51.4 24.0 -18.8 -56.7
Overall balance 33.4 -22.5 54.8 1.6 42.2 1.0 -11.1
Financing -33.4 22.5 -54.8 -1.6 -42.2 -1.9 11.1
Increase in net official reserves (-) -33.4 16.6 -55.0 -5.6 -37.4 -1.0 11.1
Use of IMF credit -10.7 -3.1 6.2 0.8 3.1 1.7 -1.7
Arrears accumulation (+)/payments (-) 0.0 5.9 0.2 4.0 -4.8 0.0 0.0
Exceptional financing (rescheduling) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items :
Current account deficit (in percent of GDP) 5.2 -4.0 9.9 -7.0 -5.2 -5.8 7.4
Gross official reserves 100.8 97.8 139.9 123.2 155.9 181.9 206.7
In weeks of imports 11.1 10.0 14.5 11.0 14.3 15 17.7

! Preliminary
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1 | Agricultural bank 18 13 19 16 19 1 10 15 14 15 18 14 22 3 13 27 19 23 17 19 12 4 331
2 | Trade & Development bank 2 2 1 1 2 8 16
3 | Saving bank 1 1 1 1 1 1 1 31 38
4 | Golomt bank 1 1 10 12
5 | Post bank 1 2 2 1 1 2 4 2 1 1 13 1 2 2 1 1 1 2 17 1 7 1 66
6 | Erel bank 1 3 4
7 | Ulaanbaatar city bank 2 16 18
8 | Shinechlel 1 2 3
9 | Transport & Development 4 4
10 | Credit bank 1 1 2
11 | Zoos bank 1 1 1 1 1 4 9
12 | Anod bank 1 2 7 10
13 | Inter bank 1
14 | Kapitron 1
15 | KHAS 1 1 1 1 1 1 1 1 1 1 1 1 1 1 8 22
16 | Menatep 1 1
Total branches, unit 20 16 23 17 21 5 21 20 16 17 33 17 25 10 14 28 22 27 36 21 27 102 538




Statistical Appendix

MAIN ECONOMICINDICATORS

in percent

1996 1997 1998 1999 2000 2001
GDP growth 2.4 4.0 3.5 3.2 1.1 1.1
Annual inflation rate, end of the year 44.6 20.5 6.0 10.0 8.1 11.2
(1995=100)
Industrial output growth -2.5 4.4 3.6 1.2 2.4 11.8
(at 1995 prices)
Unemployment rate 6.5 7.5 5.8 4.6 5.0 4.7
Export changes -6.1 34.3 -18.6 -1.8 18.0 -14.2
Import changes 8.0 -1.4 15.7 2.8 19.2 -9.7
Budget overal deficits 7.5 7.8 12.2 10.6 6.8 4.0
(percentage of GDP)
Currency issued in circulation 54.7 23.2 8.8 48.2 17.2 11.0
(changes)
Narrow money M1 50.9 18.4 8.5 39.0 13.9 19.4
(changes)
Broad money M2 25.9 325 -1.7 317 17.5 27.9
(changes)
Exchange rate 46.4 17.3 10.9 18.9 2.3 0.5

(Togrog=1USD, changes)
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