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INTERNATIONAL MONETARY FUND
WASHINGTON. D.C. 20431

CABLE ADDRESS
INTERFUND

May 13, 1991
REF: JBM\JBMO0506.LTR

Dear Bill:

Thank you for your prompt response to my recent enquiry for assistance
to Mongolia in developing a C.P.I. It is unfortunate that neither Col
Clements nor David Allen is available at this time, but we could keep them
in mind for a future assignment.

We will follow up on your suggestion of Ernie Harris as a candidate for
the Mongolian assignment. I will also follow up with Steve Kuzmicich for a
later date--Steve, of course, is well known to me. In all, I am very
grateful for your assistance.

I look forward to seeing you in Geneva next month.

Best regards.

Sincergly yours,

B. McLenaghan
Director
Statistics Department

Mr. William McLennan

Deputy Australian Statistician
Fax 61 6 253-1328

Canberra

Australia
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ASSISTANCE WITH CPI IN MONGOLIA

As I told you over the telephone we are not very well placed
at the moment to help develop a CPI in Mongolia. We are hard
pressed as we are just installing a new processing system for
our CPI and are about to commence a thorough and complete
review, revision and reweighting of our index. We cannot
spare any senior staff to assist vou for at least 12 manthe.

2 I did, however, c¢ontact Col Clements who has recently
retired from the ABS and who 1s probably a ‘world expert’ on
CPI statistics, to ask if he would be interested in doing this
consultancy. Unfortunately he tells me he wants to keep away
from statistics for 12 months or so and I wasn’t able to
persuade him otherwise.

3 I also contacted another ex-ABS officer, David Allen, who
left to work as a private statistical consultant, to ask if he
was Interested. However, he recently started a new full-time
job and hence was not available. (Incidentally, Lindsay Wolfe
had also contacted him about his availability.)

4 I rang Ron Welply, my counterpart in the NZ Department of
Statistics, to ask if he could suggest a suitable person for
this consultancy. I subsequently spoke with Steve Kuzmicich,
the NZ Government Statistician. As a result, I have two names
to put forward. First, Ernie Harris, an ex NZ Government
Statistician, who is a knowledgeable CPI person and who is
still active in the statistical consultation work. His
address 1is:
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Mr E.A. Harris
165 Manly Street
Paraparaumu
Kapiti

NEW ZEALAND

Telephone: +64 58 84 680
" Second, Steve Kuzmicich, who 1s a CPI expert is retiring in

November and may be interested in such work after than time.
I hope.these suggestions are helpful.

5 At thils stage I will probably be attending the Conference
"of European Statisticians in June Iin Geneva, so I look forward
to meeting 'you once again and perhaps even having a couple of
beers.

Kind regards

»

Al

W. McLennan ‘
Deputy Australian Statistician

/0 May 1991
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To: Mr. McLenaghan May 1, 1991 J77

Through: Peter L. Joyce

[
From: R. J. Walton (y%«s-
o
Subject: Briefing Paper for the Statistical Mission to the Mongolian
People’s Republic (May 6-27, 1991)

As noted in Mr. Wolfe’s back-to-office report on the multi-
topic statistical mission, Mr. Khuderchuluun, Governor of the State
Bank of Mongolia, requested a follow-up mission to advise on
accounting practices and reporting systems for monetary statistics.
The need for this assistance is prompted by the authorities’ plans to
separate the central banking and commercial banking functions of the
State Bank and to license new commercial banks. Work in these areas
will be directed at developing a comprehensive statistical system that
can underpin the formulation of monetary policy; provide the basis for
monitoring a Fund program; and facilitate the regular and prompt
reporting of monetary data to the Fund.

I propose, subject to formal confirmation of the mission from
the authorities, to visit Ulaanbaatar during the period May 6-27,
1991. 1/ The work of my mission would be coordinated with the work
of the Article IV consultation mission (April 29-May 13, 1991), and
with the work of the CBD mission (May 13-27, 1991) that will be
providing assistance in the areas of banking supervision, foreign
exchange operations, and monetary control.

There are two main objectives for this mission:

(1) to modify the accounting structure of the balance sheet
of the State Bank to provide for the separation of the commercial
banking functions; and

(ii) to complete the work begun during the recent multi-
topic mission of the design of report forms for the new commercial
banks that would provide information necessary for monitoring monetary
aggregates and for balance of payments compilation.

l/ My last day in the office will be Wednesday May 1, 1991.

M
N:\SHARED\TAS\MGA\MGARWLER . BRF



1. Central Bank balance sheet

The mission will separate from the State Bank accounts the
assets and liabilities that are to be transferred to the new
commercial banks and work with the authorities on the design of the
new central bank balance sheet and on the compilation of data in this
format for 1985 through May 1991. 1/ This work will include advice
on the treatment of Fund transactions. The mission will attempt to
establish the reporting of trial balances (that could meet the need
for preliminary monetary data soon after the end of each month) and
the reporting of a summary format to be used for publication of
central bank balance sheet data within Mongolia.

2. Reporting system for the commercial banks

Work on the design of a set of report forms and reporting
instructions for the commercial banks will concentrate on the need for
developing data necessary for conducting monetary policy and on the )
need to capture the full range of transactions that pass through the
banking sector. The mission will review the commercial banks’ data
collection and accounting procedures to ensure prompt and consistent
reporting and design report forms that will include summary data on
balance sheet positions and more detailed information on the principal
components of the accounts. The reporting system will also be
designed to meet the central bank’s need for supervisory information,
insofar as this is possible at this juncture, and there will be close
collaboration with the CBD mission to achieve this. Care will be
taken to avoid duplication of commercial banks' reporting to the
central bank.

Mission Report

During the mission, I will discuss with the authorities the
procedures by which data on the monthly balance sheets can be used to
compile the analytical presentations of the accounts of the central
bank and the deposit money banks, and the monetary survey for
Mongolia. I will discuss also with the authorities the procedures for
Mongolia to report data to the Fund on a regular basis for publication
in IFS and for the use of the Asian Department. The mission will
leave with the authorities an aide-memoire outlining its preliminary
assessment and recommendations.

l/ This will be annual data for 1985 through 1990, and monthly data
from end-January 1991.

N:\ SHARED\TAS\MGA\MGARWLER . BRF
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On my return to Washington, I will submit a back-to-office
report by June 5, and within four weeks submit a draft of a final
report on the main findings and recommendations of the mission.

An earlier draft of this briefing paper was reviewed by the
Asian Department (Ms. Milne) and by the CBD (Mr. Johnson).

cc: Mr. Donovan
Advisors
Division Chiefs

N:\SHARED\TAS\MGA\MGARWLER . BRF
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ATTN: OF MR. MELENAGHAN

WE RECEIVED YOUR TELEX. WE AFFRECIATE MR. WALTON'S MISSION

AND BOOKED A ROOM IN THE ULAANEBAATAR HOTEL FOR MR. WALTON

DURING MAY 6-27 1991

WE WILL p}CK MR. WALTON UF ON MONDAY MAY & AT THE AIRFORT.

REGARDS, CENTRAL BANK OF THE MFR
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Offz'ce Memorandum

Mr. Galbis ' o April 29, 1991

K
’,

Richard Hidei/

Mon olia--DraéZ%;or Clearance

Attached please find for your consideration a draft cable to

the Minister of Finance of Mongolia regarding Mr. Walton’s forthcoming

visit. There is an urgent need to obtain official confirmation of the

timing of the mission (Mr. Walton’s last day in the office is

Wednesday, May 1, 1991). Mr. Saito will be arriving in Ulaanbaatar

today, to begin the Article IV mission, and a draft cable to Mr. Saito

is also attached.

Attachments
cc: Mr. Mclenaghan
Mr. Donovan
Mr. O'Connor .
Mr. Wolfe ~
Mr. Stillson

F1\TAS\MGA\MGARWLER . MEM



HIS EXCELLENCY | -
A. BAZARKUU

MINISTER OF FINANCE

ULAANBAATAR, MONGOLIA

REF: F1/TAS/MGA/MGARW-2. CBL , -  MR.
WITH REFERENCE TO MY TELEX, DATED APRIL 16, 1991, MR.

COULD YOU PLEASE TELEX CONFIRMATION OF TIMING OF MR.

WALTON'S MISSION AS SOON AS POSSIBLE. MR. WALTON PLANS

TO ARRIVE IN ULAANBAATAR ON MONDAY, MAY 6 ON AIR MONGOLIA

FLIGHT 224 FROM BEIJING.

REGARDS,

MCLENAGHAN

DIRECTOR

BUREAU OF STATISTICS

INTERFUND

RJWalton:ler 7984 STA/FID1

Peter L. Joyce John B. MclLenaghan

EVANS

NARVEKAR

4729791

* %



MR. KUNIO SAITO
C/0 INTERNATIONAL MONETARY FUND

MINISTRY OF FINANCE

ULAANBAATAR, MONGOLIA

REF: FI/TAS/MGA/MGARW-3.CBL - ‘ ‘ MR.
I HAVE TELEXED MR. BAZARKUU- REQUESTING AN URGENT MR.

RESPONSE TO THE PROPOSED TIMING OF MR. WALTON'S MISSION

(MAY 6-27, 1991). MR. WALTON PLANS TO LEAVE WASHINGTON

ON THURSDAY, MAY 2, FOR ULAANBAATAR, AND CONFIRMATION OF

THE MISSION BY THE MONGOLIAN AUTHORITIES IS REQUIRED

BEFORE HE LEAVES. -

REGARDS,

MCLENAGHAN

DIRECTOR

BUREAU OF STATISTICS

INTERFUND

.
RWalton:ler - ) 7984 STA/FID1

Peter L. Joyce . John B. Mclenaghan

EVANS

NARVEKAR

4129791

* %



Office Memérandum

To: Mr. O’Connor April 29, 1991

From: .. Richard Hides .z,
AL
W

Subject: Mongolia--Statistical Mission (May 6-27, 1991)

Attached please find for your consideration the draft
briefing paper for Mr. Walton’s forthcoming statistical mission to the

M-ongolian People’s Republic.

Attachment : ’ ) . OQ

N
cc: Mr. Mclenagha - ' Q.., , .
Mr. Donovan\} , ' \/M
Mr. Stillson - ‘ (/
Mr., Wolfe ‘ . {‘,9
. . Y
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DOCUMENT OF INTERNATIONAL MONETARY FUND

AND NOT FOR PUBLIC USE 'MMED 'ATE
DONOVAN, Donal J.
RM. IS5-100 D408 ATTENT'ON

EBD/91/131

April 26, 1991

To: Members of the Executive Board

From: The Secretary

Subject: Mongolia - Request for Technical Assistance

In the context of a broad based and phased Fund technical
assistance program for Mongolia coordinated by the Asian Department, the
Mongolian authorities have requested assistance in the modernization of the
State Bank of Mongolia and in developing a market-oriented legal, regulatory
and operational framework for the emerging two-tier banking system. It is
proposed to comply with the request by sending a mission to Ulaanbaatar from
May 13 to May 27, 1991. The mission will be composed of Mr. Patrick T.
Downes, Advisor (Head), Mr. Omotunde Johnson, Deputy Division Chief, and
Miss Amelita Concepcion, Staff Assistant, all from CBD; Ms. Elizabeth Milne,
Senior Economist, ASD; Mr. Mo Huh, Senior Economist, ETR; a staff member or
consultant from LEG; and a consultant from a cooperating central bank.

In the absence of a request for discussion by an Executive Director
by noon on Wednesday, May 1, 1991, the proposal will be deemed to have been
approved by the Executive Board and it will be so recorded in the minutes of
the next meeting thereafter.

Other Distribution:
Department Heads



Office Memorandum

To: Mr. Downes April 20, 1991

From: L. Wolfe VJ

Subject: Mongolia: Terms of Reference

I refer to your memorandum of April 18, 1991 and the attached
draft terms of reference for the forthcoming Central Banking
Department mission to Mongolia.

Attached is the draft terms of reference with some suggested
annotated changes. The suggestions include the comments of
Mr. Richard Walton and also the Financial Institutions Division II
that is responsible for the monetary data of Mongolia. I would draw
your attention to the two substantive comments on pages 3 and 8
respectively. You may also wish to review the minutes and aide-
mémoire of the recent multi-topic statistical mission, copies of which
were sent to you last Friday.

As we discussed, Mr. Richard Walton will be returning to
Ulaanbaatar on May 6 for three weeks to follow up the work he started
last month. His presence during your mission will enhance the
coordination between his work and that of your mission, particularly
in the area of data reporting for supervision and policy formulation.

Attachment
cc: Mr. McLenaghan
Mr,/BGiivan
Galbis
< Mr. Stillson
Ms. Milne

Mr. Walton

CE\TAS\MGA\MGACBD41 .MEM
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Office Memorandum 3 Reems,

To: Mr. Brau April 18, 1991
Mr. Holder
Mr. Saito Lindoan Wo C
Mr. Wolfe Ej, K
MS. Milne : (_]—QO\% %‘; }“ee "’a}%{’ UO’M—S
From: Patrick Downes v\g\x“ é;c;BVVnaa/uf

Subject: Mongolia: Terms of Reference for Monetary Management (3;>
:cQ,,Jngﬁ»\

and Bank Supervision Mission

o

Please find attached the draft terms of reference for the CBD
mission to Mongolia. I would appreciate receiving your comments by
close of business on Monday, April-22, 1991.

Attachment



Mongolia: Terms of Reference for Monetary Management
and Bank Supervision Mission

May 1991

At several meetings with the Central Banking Department (CBD) staff
during the 1990 Annual Meetings and in February 1991, the Mongolian
authorities requested the assistance of the CBD in the modernization of the
State Bank of the Mongolian People’s Republic (the central bank); in
improving banking supervision and foreign exchange operations of the central
bank; in improving the payments systegjparticularly check clearing; and in
reforming the operational aspects of monetary control and procedures,
including a transition to the use of indirect monetary instruments.
Accordingly, a mission comprising Mr. Patrick T. Downes (head - CBD),

Mr. Omotunde Johnson (CBD), Ms. Elizabeth Milne (ASD) for the first week

only, (consultant), and Miss Amelita R. Concepcion (Staff

Assistant) is scheduled to visit Ulaanbatar during the period May 13-27.

The terms of reference of the mission are outlined below.

Structure of banking system

The mission will obtain a clear understanding of the structure of the
banking system and how the authorities want it to evolve over the medium-
term. The authorities have already taken some steps toward modernizing the

LENR Y
banking system. Before enéSEugﬁst’T§90, the country had a monobanking

system with the State Bank responsible for central banking as well as

OckeLrer i
commercial banking. Since September” 1990, the authorities began to
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implement the move to a two-tier banking system and open up commercial
five

banking to competition. Since October 1990, three new commercial banks have

been established: Mongol Horshoo, a jeint—wenture cooperative bank with e uuws

i ied i /*wﬁ:z::;igizz state -agrieultural

cooperatives; the Industry Bank owned by state enterprises; and Mongol

Daatgal (Insurance) Bank, whose largest shareholder (50 percent) is the

Mongol Daatgal Insurance company. The commercial banking activities of the

f‘wc [
State Bank are to be divided between“three/ new banks: the Bank for Trade

and Development--popularly known as State Bank of Mongolia (International)--
o~d

that would, inter alia, handle international settlements/ the Bank for

Tue 56~ bty — M#&TW\L:‘; Aob-

Investment and Technological InnovationUZané the Agricultural Bank/ -A

Cf e Rcwv%%rifLaubi} éi

Major issues that will need to be clarified include whether che
authorities are heading for a specialized or universal banking system; what,
if any, commercial banking activities the State Bank will continue to

perform in competition with the commercial banks; and how the authorities

ooy omppnby

plan to open up the banking system for entry by fully private (including

Vg

foreign-owned) commercial banks.

k

P29 ey f2R0 oo (o 7
L.

wetl
Of particular importance weuld be the question of specialized versus
universal banking. So far the authorities have given the banks names that
leave the impression they would be specialized banks. But at a meeting on

February 13 at Headquarters, the Minister of Finance and the Governor of the

o 2T D of

’

State Bank assured the CBD representatives that at least the commercial

J ¥



banks that were to be offshoots of the State Bank would not be specialized
banks. The CBD has been emphasizing in its discussions with the Mongolian

authorities that, because of its advantages, the countries of Eastern Europe ¥ Give all

3 -t
-

}( (}hat are currently implementing banking and financial sector reforms of the iC”:A“fT

TRy
X sort the Mongolians want) had opted for a universal banking system. In other i: ’e,?.

words, as éompared to a specialized banking system, a universal banking “”"7“'3
system is more conducive to ensuring financial stability by facilitating
portfolio diversification and hence not concentrating risk. Maturity
X’ transformation (traﬂsformation of short-term liabilities!e%—ﬁénancial~
X Nigggigutions+into longer-term assets) can also be undertaken with lower
liquidity risk to the institutions by virtue of their more diversified
deposit base. Universal banking a}so fosters'greater competition among
)( institutions thereby promoting economic efficiency im—the—useof resourees.
in the provision of financial sérvices'to the comﬁunity; increased savings
through higher real interest rates; and more productive investments through

more efficient allocation of savings. There are indications that the
authorities have been influenced by such arguments and that the law being

enacted by the Parliament will permit virtually all the commercial banks to

operate as universal banks.

Banking legislation and _supervision

‘e

A major focus of the mission wetrkd be commenting on the banking

by the Mongolian
~

x, legislation likely to have been|recently lenacte

Parliament. It is not known to what extent the authorities have drawn on



X’ model legislation furnished|by CBD{}ate last year} Unfortunately, the

\><)\

legislation has not been made available to the mission because it had not

yet been enacted at the time of the‘gagﬁmission in late March’and a

-~
translation into English is necessary. Key issues for comments and/or
discussion will include the role of the central banké}its relations with
Parliament and Ministry of Financ E)and the nature and functions of banking
supervision. The legislation under consideration comprises one law, i.e., a
central bank bill. It will be necessary to consider if the central bank
legislation is adequate to cover also the regulation and supervision of
commercial banking institutions or if there is a need for a seéond law to
cover general banking activities--as 1s the case in many countries. It is
to be noted that comments on the banking law would, of course, be advisory.
It would fall to the Mongolian authorities to decide whether the comments
raise issues substantial enough to require early amendment of the law; or
whether such comments can be handled in the implementation of the law, i.e.,

through the issuance of regulations.

Under the monobanking system which existed prior to 1990,
commercial banking operations were carried out by branches of the State Bank
and overseeing of the branches was done by a department within the Bank.

N

The demand for banking supervision will be decidedly greater under the two-

‘tier system and it is envisaged that the whole gamut of what is entailed

would have to be discussed with the authorities. Topics will include.‘
prudential regulation, .capital adequacy, rules and procedures for licensing

of banks, loan classification and loan loss provisioning, and reporting



AU DTy e

7< procedures that would meet prudential supervision requirements while atéa«dawklt«e
facilitating monetary analysis. 1In all’thésé areés, specific suggestions
will be méde to the authqrities that broadly conform to international norms
with due regard to the existing institutional framework in Mongolia and its
desired évolution over the medium-term. Suggestions will also be made for

improving the supervision capability of the State Bank as the central bank.

Monetary and credit operations A

Mongolia is just beginning to emerge from its planned-economy status.
Hence, interest rates and prices at all levels have been controlled,and
aggregate bank credit has been centrally detéfmingd and allocéted’to
‘regional branches of the State Bank.to distribute t04productive economic
units within the féamework“of théqéﬁﬁﬁsifééonomic plan. In addition, there
has been some degree of selective credit allocation whereby the State Bank

grants credit to encourage the development of new cooperatives in accordance

~ with priorities consistent with the policy aims outlined in. the Law on

éooperatives. The State Bank also continues to extend credit to facilitate

-

K settlement of intr%?ublic sector arrears and, in addition, grants credit
’x automatically for the purchase of foreign exchange by enterprisei(in the
context of the foreign exchange allocation plan. Actual credit movements
X( arel alsg affected by seasonality of agricultural financing and losses of
\ 5 l
enterprises (current asset shortfalls), both of which have necessitated

short-term bank financing.



Many policy and operational issues are bound to arise as a result of
)( the introduction of a two-tier banking systeq@)the desire to move to a
market based economy involving privatization and substantial increase in
2( private enterprise activitxf)as well as the intention of shifting from
direct credit controls/allocation toward more indirect market-based methods.
The mission will discuss conceptual and operational issues of a suitable
monetary control framework during its stay with the aim of advising the:

authorities on possible action for the immediate future.

In particular, it is likely that as a first step the authorities will
)( introduce bank-by-bank credit limits as a natural\au;growth’bf its historic
policy of working within a global credit program. It would be useful to

understand how they intend to coordinate such credit controls with prices

%\ and interest rate liberalizationC>with plans for foreign exchange reserve
. AN ) e . i
X managemen?ijand with attempts to foster competition in the banking sector.

If necessary, the mission will explore with the-authorities, on a

preliminary basis, a possible time frame for phasing out bank-by-bank credit

control to be replaced by base-money control. The mission might make a

X \h;ig?/;resenfation of what base-money control means for monetary operations.
D -
‘AJ%adycz%”agin;k on &>J?a¢+uyv4«x\§;ﬁ2f @ei«iﬁvﬁawkn
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The mission wewkd also need to £imd=ewt whether the Mongolian

authorities want to continue with selective credit controls. There may, for

’ /Q/ /CL/ . I (&N "‘ﬂzyl\
)< example, be some fear\bn—Ihgi}“ﬁaEt that private or state-owned independent E ucU:
oeh2?
[ oot
]

banks may not lend in ways that are necessarily optimal from the viewpoint

of the development of the country. In addition, the authorities may see



such selective credit controls as more amenable to promoting some social and
il
L . 3
political objectives. If so, it wowdtd be essential for the mission to
discuss with the authorities the manner in which they intend to implement
future selective credit controls and to try to alert them to the pitfalls of

such procedures and hence the need to phase them out as soon.as practicable.

The current and future role of the State Bank in the financing of
enterprise losses and intrigublic sector settlement of arrears, and the
implications for the monetary operations and profitability of the State
Bank, will also be discussed as would be the interest rate reforms that are
to.be put in place. Hence, it would be Fspéeiall# necessary to receive some
feedback from the Article IV consultation mission that would immediately

) . ) t{j’C CCMU«CI".Q i
precede the CBD mission. It is anticipated that tha51mission would, in its
policy discussion, argue for thé“immediaté end of automatic central bank

credit for the losses and settlement of arrears mentioned above.:

The mission will investigate the role that the authorities plan to play
in promoting the growth of commercial bank deposits and money market
developmen;; central bank fefinancing,(including redisc&unting);‘and in the
introduction of treasury bills or central bank bills. "If necessary, the
mission will give some preliminary comments to as#ist the authorities in the
early stages of their work; Also to be.discussed would be the central
bank’s plans for introducing liquidity and éash reserve ratios)both in the

context of prudential regulation and as elements in monetary management.
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Meetings will be arranged with the commercial banks. An important
focus of such meetings‘would be to explain to the banks the necessity for
central bank supe:vision4and regulation including regular reporting to the
central bank.éffhere is some indication that the newly created commercial

y/f banks do not appreciate the necessity for such supervision. Also important

would be constraints on the activities of banks imposed by the mew legal and

X regulatory framework; the implications for%indaeﬁréal—aﬁd banking
)( competition{and—asrimﬁiﬁgu# of the sizable shares of banks held by

cooperatives and major enterprises; and the nature andlﬁefeéeeab%q evolution

of iInterbank markets and clearing.

Foreign exchange operations

)( ‘ As in other elemengﬁof central bank operations, the foreign exchange
operations of the State Bank are in tramsition. The two-tier system would
normally mean that commercial banks will also want to engage in foreign
exchange operations and that, in the process, an interbank foreign exchange
market is likely to emerge. But the authorities appear to prefer to

Bo—k Tredo od
)( restrict foreign exchange transactions to the i pment

)( ~Bank* If this is intended to be a monopoly situation, the relationship

between the bank and the central bank may need to be clarified. The Article

X IV consultation mission is also expected to raise the possibility ofﬁmxmﬁuxw~f
i u
xf legalizing the parallel market in foreign exchange. Currently, foreign

exchange is allocated by the State Bank to state foreign trade enterprises

and to selected state enterprises in accordance with the foreign exchange



budget. ‘State and private cooperatives4are also permitted to use freely
their own foreign currency balances held in the State Bank. In August,
October and December 1990, there were, in addition, foreign exchange
Aauctions at which state enterprises, coopefatives, and other(EEEEEEEEE::>
persons {(except budgetary and subsidized organizations), but not
individuals, were pgrmitted to bid for foreign exchange supplied by the

-

N
State Bank which as the auctioneer.

Against the background of any policy advice on exchange rate
arrangements flowing from the Article IV mission, the CBD mission will
explore with the authorities the various teéhnical and operatioﬁal issues on
which they will(egéj;;;;z%o focu%:7seek to understand the scope of the
authorities’ thinking on these issue%E)and advise them on various aspects’ of
the problems that lie ahead. —Aﬁéththéﬂiséges to be discuséed would be the
role of commercial banks in the allocation of foreign exchange; prudentiél
requirements for foreign exchange o?erations of-cémmercial banks; and
foreign exchange operations and reserves management of the State Bank as the
central bank. In this regard, the mission will assess the organization and
methods of the department of the central bank that is résponsible for

official foreign exchange operations.

Technical assistance needs

The mission will make an assessment of the technical assistance needs

of the State Bank not only in the above areas but also in others that become



riucte b

apparent during the course of its work. The assessment will be dome in
light of the ultimate goal of the central bank to modernize every aspect of
its organization and its operations. Preliminary indications are that the
authorities will indeed request further technical assistance in a number of
areas and that they would be immediately concerned with banking supervision;
accountingé}payment system and related ciearing and settlement issues; and

certain basic monetary operations.

m: \mp\tunde\mon-termref.doc
0J:arc/4.17.91



. Office Memorandum

To: Mr. McLenaghan April 19, 1991
From: L. Wolfe W‘

Subject: Multi-topic Mission to Mongolia

I am attaching a copy of the aide-memoire left with the
authorities in Ulaanbaatar and also copies of the minutes that were

prepared during the mission.

Attachments M )
03

cc: Mr. Donovan
Mr. Galbis m
Division Chiefs

Mission Members ‘(/7;

Mr. MclLenaghan,

Re your question--see above.
I have not revised the A-M as we
do not have any additional informa-
tion to incorporate.

41>
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ok Office Memorandum

4)63‘43‘!(0 .

To: Mr. Galbis April 15, 1991
From: Richard Hides

JSubject: Mongclia--Drafﬁféor Clearance

Attached please find for your consideration a draft cable to
the Minister of Finance of Mongolia regarding Mr. Walton’s forthcoming
visit. This follow-up mission is being undertaken at the request of

the Governor of the State Bank of Mongolia.

Attachment

cc: Mr. McLenaghan ) %3 el

Mr. Donovan : P
“ Mr. O'Connor (o.r.) @

Mr. Stillson

et
Mr. Wolfe : %\}@
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Office Memorandum w
M/"

/Lyép’:f;nf”/
To: Mr. McLenaghan Apr11 11, 1991 /V‘”’/b/
W‘l//

From: L. Wolfe W\ W ,;;)

Subject: Mongolia--Technical Assistance

In the back-to-office report on the recent multi-topic
mission to Mongolia, two areas of technical assistance were singled
out for immediate follow-up work. The purpose of this memorandum ;is
to expand on the background to these areas, and to propose th A&K
be taken to expedite the next round of assistance. éﬁz/?

Mr. Walton worked closely with the State Bank of Mongolia to
establish a monthly balance sheet for the State Bank, something not
previously available. The balance sheet will provide the basis for
providing data both for publication and for future reporting to the
Fund. A draft balance sheet for the commercial banks (seven new banks
will be operational within the next few weeks) was also prepared.

This return will provide the main foundation of the new reporting
system. Notes and definitions for this new return were drafted, and
the opportunity was taken to discuss the format, and the importance of
providing information, with two of the seven banks.

The Governor of the Central Bank asked specifically if
Mr. Walton could return to complete his work on the commercial banks’
balance sheet, and to plan for the introduction of a unified reporting
system that would provide information necessary for monetary analysis,
balance of payments compilation, and bank supervision. With regard to
the latter, it will be important to consider fully the contents of the
draft central bank law currently under review by the Parliament. 1/
The planned split of the State Bank this month into three entities--
the Central Bank and two commercial banks--will also require
assistance to complete the preparation of the balance sheet for the
new Central Bank, and to ensure overall consistency in the
presentation and reporting of monetary data during this transitional
period.

The first consultation mission is scheduled to arrive in
Ulaanbaatar on April 29 for a two-week period to be followed
immediately by a CBD assessment mission on May 13. One of the members
of the consultation mission, Ms. Milne, will remain in Ulaanbaatar for
the first week of the CBD mission. Given the difficult logistics in
Ulaanbaatar, and the need to coordinate with the CBD mission, I would

1/ The mission was unable to obtain a copy of the draft law.

CE\TAS\MGA\MGALAW42 .MEM



suggest that Mr. Walton arrive on May 6 and leave with the CBD mission
on May 27. The Asian Department is strongly supportive of this
proposal and concurs with the proposed timing.

The other area in need of immediate assistance is price
statistics. As noted in the back-to-office report, there is no
statistical information on price movements in Mongolia, despite the
recent decision to double most consumer prices and also to allow the
development of a private market. During the transition phase to a
market economy, it is important that price movements in Mongolia can
be assessed; this is particularly so given the likely implementation
of a Fund program in the next few months. With this in mind, the
mission suggested, and the authorities agreed, that external
assistance to calculate an interim price index for Ulaanbaatar be
provided as soon as possible. A survey of minimal living standards
for 1990 is available and should provide sufficient informatioen for
calculating weights, etc. What is needed is expertise in choosing the
commodities for inclusion in the index; in specifying the description
of the commodities; in collecting the prices in the market; and in
index compilation methods. The resulting index would be an interim
measure that would suffice until a more detailed household expenditure
survey is undertaken and a broader index compiled.

The logistics of stationing an expert in Ulaanbaatar (housing
is very difficult to find, etc.) suggest that the most appropriate
approach would be to have an expert visit Mongolia for three-to-four-
week periods. There would probably be a need for three visits
although this number may need to be revised following the first visit
of the expert. The visits would be timed to allow the authorities to
work on the recommendations of the expert between visits. Finding an
expert with the necessary qualifications may not be easy. I do,
however, have one possibility in mind, Mr. David Allen, an Australian
national, was, for many years, Chief of the Consumer Price Index
Division of the Australian Bureau of Statistics (ABS). I understand
that he is a consultant and, as such, may be interested in the
proposal. I have checked his suitability with Mr. Neil Patterson
(currently on secondment from the ABS) who also believes that
Mr. Allen would be a good choice. If a decision to proceed is
reached, I would be happy to call Mr. Allen to discuss the situation.

cc: Mr. Donovan
Mr. O’Connor (o/r)
Mr. Joyce (o/r)
Mr. Scheuer

Mr. Hides
Mr. Girgen
Mr. Walton

Ms. Milne (ASD)
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From: L. Wolfe W C////// W4 F{CL“A
P
Subject: Mongolia--Technical Assistance T o A

In the back-to-office report on the recent multi-topic
mission to Mongolia; two areas of technical assistance were singled
out for immediate follow-up work. The purpose of this memorandum is
to expand on the background to these areas, and to propose that action
be taken to expedite the next round of assistance.

Mr. Walton worked closely with the State Bank of Mongolia to
establish a monthly balance sheet for the State Bank, something not
previously available. The balance sheet will provide the basis for
providing data both for publication and for future reporting to the
Fund. A draft balance sheet for the commercial banks (seven new banks
will be operational within the next few weeks) was also prepared.
This return will provide the main foundation of the new reporting
system. Notes and definitions for this new return were drafted, and
the opportunity was taken to. discuss the format, and the importance of
providing information, with two of the seven banks.

The Governor of the Central Bank asked specifically if
Mr. Walton could return to complete his work on the commercial banks'’
balance sheet, and to plan for the introduction of a unified reporting
system that would provide information necessary for monetary analysis,
balance of payments compilation, and bank supervision. With regard to
the latter, it will be important to consider fully the contents of the
draft central bank law currently under review by the Parliament. 1/
The planned split of the State Bank this month into three entities--
the Central Bank and two commercial banks--will also require
assistance to complete the preparation of the balance sheet for the
new Central Bank, and to ensure overall consistency in the
presentation and reporting of monetary data during this transitional
period.

The first consultation mission is scheduled to arrive in
Ulaanbaatar on April 29 for a two-week period to be followed
immediately by a CBD assessment mission on May 13. One of the members
of the consultation mission, Ms. Milne, will remain in Ulaanbaatar for
the first week of the CBD mission. Given the difficult logistics in
Ulaanbaatar, and the neéd to coordinate with the CBD mission, I would”

1/ The mission was unable to obtain a copy of the draft law.
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suggest that Mr. Walton arrive on May 6 and 1eave with the GCBD m1551on.
on Ma . The Asian Department is strongly supportlve ot this :
roposal and concurs with the proposed timing.

The other area in need of immediate assistance is price
statistics. As noted in the back-to-office report, there is no
statistical information on price movements in Mongolla despite the
recent decision to double most consumer prices and also to allow the
development of a private market. During the transition phase to a-
market economy, it is important that price movements in Mongolia can
be assessed; this is particularly so given the likely implementation
of a Fund program in the next few months. With this in mind, the
mission suggested, and the authorities agreed, that external
assistance to calculate an interim price index for Ulaanbaatar be

- provided as soon as possible. A survey of minimal living standards -
for 1990 is available and should provide sufficient information for
calculating weights, etc. What is needed is expertise in choosing the
commodities for inclusion in the index; in specifying the description -

of the commodities; in collecting the prices in the market; and in
index compilation methods. . The resulting index would be an interim
measure that would suffice until a more detailed household expenditure
survey is undertaken and a broader index compiled.

The Iogistics of-stationing‘an expert in Ulaanbaatar (housing
is very difficult to find, etc.) suggest that the most appropriate
approach would be to have an expert visit Mongolia for three-to-four-
week periods. There would probably be a need for three visits
although this number may need to be revised following the first visit
of the expert. The visits would be timed to allow the authorities to
work on the recommendations of the expert between visits. Finding an
expert with the necessary qualifications may not be easy. I do,
however, have one possibility in mind. Mr. David Allen, an Australian
national, was, for many years, Chief of the Consumer Price Index )

s . Division of the Australian Bureau of Statistics (ABS). I understand
o that he is a consultant and, as such, may be interested in the
o proposal. I have checked his suitability with Mr. Neil Patterson
(currently on secondment from the ABS) who also believes that
Mr. Allen would be a good choiceé. If a decision to proceed is
reached, I would be happy to call Mr. ‘Allen to discuss the situation.

—<Ccc: Mr. Donovan ..~
Mr. O'Connor (o/r)
Mr. Joyce (o/r)
" Mr. Scheuer

Mr. Hides
Mr. Gurgen
"Mr. Walton

Ms. Milne (ASD)
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TO: The Managing Directo /»ﬂ” i April 10, 1991
P Lo £
The Deputy Managing Dlrector
FROM: Teresa Ter-Minassian

SUBJECT: Mongolian People's Republic--Technical Assistance

In the attached memorandum, Mr. Baldet reports on the the
follow-up tax mission to Mongolia, March 11-April 1, 1991.

With a rapid deterioration in the economic and financial
situation, compounded by recent action to raise wages and salaries to
compensate for the doubling of most consumer goods prices, a large
fiscal gap is expected for 1991. Despite recent liberalization measures
the Mongolian economy is still heavily controlled, which severely
contrains the adoption of taxes fully compatible with market
mechanisms. However, since the last tax mission's visit in November
1990, the authorities have achieved considerable progress in putting in
place an embryonic tax system that should help stem the decline in
budget revenue. They fully realize the transitory nature of this system
and have agreed to implement the missions's recommendations aiming at
correcting its numerous shortcomings and imperfections. Other measures
will be introduced as soon as the economy is further liberalized.

The key recommendations to be implemented shortly, include (1)
replacing the provisional multiple-rate tariff with a weighted average
rate of 13 percent by a uniform tariff rate of 30 percent; (2) halving
existing exemptions by restricting their scope to a few socially-
sensitive imports. Furthermore, the authorities will replace, in early
1992, the so-called 'turnover taxes by a coordinated system of domestic
indirect taxes comprising an import/manufacturing sales tax and a few
selective excises. With regard to instution building, the mission's
recommendations focused on improving the efficiency of the newly created
Customs Administration Department, including developing import clearance
and control procedures and a fraud investigation capability and
specifiying guidelines for computerization.

The authorities will proceed immediately with the redrafting
of the customs and income tax laws, and the preparation of a sales tax
along the lines specified in the mission's aide-mémoire. The Minister
of Finance has requested furhter FAD assistance in reviewing and .
finalizing the final drafts prior to their subsmission to Parliament 1n

the fall.

No management decision is needed. ;
& f - cc, /Li’.
Attachment -
ADM (TAU) STA g
ETR Paris Office
EXR Geneva Office
INS Mr. P. Andrews

LEG

m&fef
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TO: The Hanaging Director April 10, 1991
The Deputy Msraging Direccor ‘

FROM: Jacques Baldet

SUBJECT: Mougolian People's Republic--Techanical Assistance

A follow-up tax mission headed by myself and comprising
Hessrs. G. Walton and J. Walah, both members of the fiscal pamel, and
He. L. Nguyen, S8taff Assistant {(FAD), visited Ulsazbdaestar for threas
veeks from March 11, 1991. The aission was waraly received. It held
extemaive diecussicuns with Nr. Bazarkhuu, Minister of Finance and met
with Mzr. Puravdey, Deputy Prime Minfeter and ¥r. Cembold, First Deputy
Prime Himister. The mission discussed fts preliminsry comclusicans aed
recommendscicas and left an extensive side-aémoire with the
authoritfies. At the request of the suthericies, the mission met with
meabers of Farlisment, includiag the Chatirman of the Standinmg Econcmic
Committes of the Great People‘s Hural, to kelp clarify & number of tax
refora 1sgues.

The nissicn took place withia the context of a rapidly
decexiorating sconoxic aand fimaamcial situation, compeundsd by recest
astios to raise wages and salaries ¢o compensste for the doudling of
Bost comsuler goods prices. Despite mszourss to furthar libersliss
pricss the Mengolian ecoacmy is still subdjeet to sumercas plaaning
costrels that comatrain the adopuo- of @ tax system muu. with
asrket mechaniens.

Eowaver, uneq the last tax migefica’s vieit iz Eovenber 1930,
impressive pregress bhae beer achievad in the area of tamatiom from both
policy and admninistration viewpoints. Om the legislative side, the key
elements are the asdoption ef an iocoms tax law effectivas Jswsary 1, 1991,
replecing both scheduler individeal iecome taxse and & company tax, aand.
of a Custems lev caacted oz Mevch i, 1991, topsther with s provisiomal
tarif? scheéule. Ou the adninistrative side, the Custems Affatirs

Departasat, which wvas established in late October 1990 is mow fully

operatienal and i1s collectirg customs dutias oz co-u'eul and
individual fmperts.

The asthorities recoguized that tbe tax eystem now in place is
trensitory aad that ite mumsrous shortcosiags and iaperfeetions eesed to-
ba cortacted. The purpose of chie mnission was to ptepose vaye to
insprove the curremnt systea Lo make it more compatible with a market-
oriested aysten. The asthoritics have clearly stated their intentions
to anbail a sudstantial part of the miesion’s recomasudatioas to
Parlismest in the imaediate future, raserving the tisht to comnsfder
latreduug athar recommendations 23 soon as further price and cnhange
rate liboralizatioca perait. _



The mission's recomnmendations, which the authorities are
prepared to implement ifimmediately, include (1) replacing the multiple~
rate tariff structure by a uniform cariff rate of 30 percent, comprising
a basic 20 percent duty rate, and an additional 10 percent on account of

"the delayed fmplementation of a sales tax which hae been postponed until

sarly 1992, pending the building up of an adequate administrative
capacity; (2) restricting the scope of exiasting exemptions on iwports on
a very limited number of goods, i.e. basic foodatuffe; (3) revising the
Custons lav along the lines suggested by the mission, particularly
concerning the valuation provisions; and (4) introducing the Harmoniged
Systen for tariff classification purposes. Other key recomnendations,
which the authorities intend co fntroduce possibly as early as January 1992,
tncludes (1) replacing the so~called turnovar taxes by a& coordinated
system of domestic indirect taxes couprising an import/manufacturing
sales tax and & fev selective excises applying to both imports and
domsstic production; (2) amending the Income Tax law to confors with the
internationally accepted definition of taxsable fncome and other mission
recommsndations with respect to this lav; and (3) computerizing customs
clearance proceduras.

The mission concantrated its techuicel advice with respsct to
tax aduinistration on the newly created Customs Affairs Department. ‘
Besides conducting an exteasive review of the above-mesntioned Custons Law

. especially with regard to the basic provisions governing the functiocaning

of customs services, the mission advised on developing import clearance
and control procedures, a fraud investigation capability and basic
requiremsnts to introduce computerization.

The misaiop discussed further technical aszistance needs and the
following priority areas were identified:

With respect to the proposed sales tax, the authorities agread
to procead immediately with the draftinmg of the basic provisions of the
Law, as cutlined in the uission's afde-némoire, and have regquested FAD
assistance in reviewing and finalizing the final draft prior to its

‘subsmission to Parliament in the fall. Similarly, they requested a review

of the ravisad draft Incoms tax lasw, mo the asendments propossed by the
mnission have been incorporated. ,

In the cnstm ares, the authoritias have requested further
assistance 2o (1) veviev the Customs tariff aad its revenve impact, once
the nev rate structure has been introduced; (2) to advise on
adninfistrative natters, including the devalopment of procedures for duty
dravhbsck and exemptions for exports; and (3) advise on developing and

‘ hpu-nuu a mpuurlud systea for customs cmum ptmduru.

: The miesion held further discussioans with che UNDP lml office
regarding possible funding for such assistauca. Thees discussions
confirmed that, because of previous overcoamitments, direct funding was
uot readily available. However, UNDP was actively discussing (with UHCTAD
and dilsteral sgoncies) alternative means to secure funds for the compute-



Y

rization of Customs to cover hardware and sofware costs. If such funding

were to be obtained, UNDP would be prepared to finence Pund executed
techpical assistance i{n customs administration, and possibly in the area

of tax adminigtration.

cc: ASD RES
ADM (TAU) STA
ETR Paris Office
EXR Gaueva Office
INs ¥Mr. P. Andrevs
LEG

Mr. Bevaridge
Mr. Bradshaw
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Subject: Mongolia--Back-to-Office Report on M 1t1ﬂ¢¢B$€fstatistica1
Mission (March 18-April 1, 1991) — ;
¢¢fﬁ!ﬂ

Attached for your information is Mr. Wolfe’s back-to-office
report on the recent multi-topic statistical mission to Mongolia,
which was one of the first of a series of technical assistance visits
by Fund staff under a phased program developed by the Asian Department
in consultation with the Mongolian authorities. The mission assessed
the statistical infrastructure in Mongolia and made a number of
recommendations on the development of new, and the amendment of
existing, collection and compilation procedures consistent with Fund
methodologies aimed at developing an integrated set of finmancial and
economic statistics necessary for analysis and policy formulation.

From:

The change in the direction and orientation of the Mongolian
economy toward a market economy that occurred in early 1990 has placed
the existing statistical infrastructure under increasing strain. The
authorities recognize, however, the need to collect, compile, and
disseminate macroeconomic data to meet the institutional and
structural reforms that have been implemented, or are planned for
implementation in the near term. Against this background,. the mission
worked closely with the authorities to develop methodologies for
producing an integrated set of macroeconomic statistics. This work
included setting up balance sheets for the State Bank and the newly
established commercial banks, using a GFS reporting system for the
budget, and assisting in the strengthening of balance of payments
reporting. The mission also conducted a training seminar for more
than 70 officials. As part of this effort, the mission worked with
the authorities to identify statistical technical assistance needs,
and preliminary understanding was reached on a strategy for future
assistance incdluding the areas of monetary and price statistics where
short-term assistance is needed as soon as possible.
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During a final meeting, Mr: Bazarkhuu, the Minister of
Finance and Governor of the Fund, asked that the mission convey his
best wishes to Fund Management. The Minister added that he looked
forward to a possible visit by the Managing Director in the near

future.

Attachment

cc: Mr. Narvekar
Mr. Tanzi
Mr. Zulu
Mr. Beveridge
Mr. Lanyi

Mr. Andrews ¥
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Office Memorandum

To: The Deputy Managing Director ; April 9, 1991
From: L. Wolfe w/

Subject: Back-to-0ffice Report on Multi-topic Statistical Mission to
Mongolia (March 18-April 1, 1991)

At the request of the authorities, a multi-topic statistical
mission vigited Mongolia during March 18-April 1, 1991. 1/ The main
objectives of the mission were to assess the statistical
infrastructure in Mongolia in the areas of balance of payments and
foreign debt, money and banking, fiscal, and prices and, on the basis
of this assessment, to provide recommendations and advice to the
authorities on the development of new, or the amendment of existing,
collection and compilation procedures consistent with Fund
methodologies. In this context, the need for further technical
assistance in the short and medium term was also discussed with the
authoritiesg. This visgit, one of the first in a phased program of
technical assistance by Fund staff developed by the Asian Department
in consultation with the Mongolian authorities, was timed to precede
the first Article IV consultation scheduled to commence on April 29,
1991. 2/

The mission held intensive discussions with the technical
staff of the Mongolian State Bank, the Ministry of Finance, and the
newly constituted State Statistical Office, 'and also met with the
staff of a number of other government entities. The mission left an
aide-memoire with the authorities and also met to discuss its findings
with the Deputy Prime'Minister, the Minister of Finance, and the
Governor of the State Bank. The authorities were extremely
cooperative and provided the mission with information on the sources,
coverage, compilation procedures, underlying methodologies; and
resource and institutional constraints in the four statistical areas

1/ The mission members were Messrs. Hoezoo, Skarzynski, Walton
(Consultant), Ms. Milne (ASD) Ms. Diaz-Zelaya (Administrative
Assistant), and myself.

2/ As part of its overall technical assistance program, a Fiscal
Affairs Department mission was also in Mongolia to follow up on a
November 1990 mission and to work with the authorities to prepare a
package of quick-yielding tax revenue measures. Immediately following
the consultation mission, a Central Banking Department mission is
scheduled for May, and the Institute is planning a three-week seminar
in Ulaanbaatar on financial programming and planning in ‘mid- July. The
World Bank is also planning two visits before the end of June.
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noted above. The mission found the -authorities to be very interested
in data issues (as well as the activities of the Fund generally) and
anxious to ensure that as many officials as possible be exposed to
such issues. In this context, the mission conducted a one-day
training seminar that was attended by more than 70 officials from
several ministries and other official entities.

Until recently, the principal focus of the Mongolian
statistical system was to provide microeconomic data in support of the
five-year development plans. However, the change in the direction and
orientation of the Mongolian economy toward a market economy that
began in March 1990 has placed the existing statistical system under
increasing strain as the speed of institutional and structural change
has outdistanced the ability of the statistical infrastructure to keep
pace. For example, the monobank system is being replaced by a central
bank and a number of commercial banks, some of which have already
commenced operations; however, reporting arrangements have not been
devised, and the operations of the new commercial banks are, as yet,
largely unsupervised by the State Bank. 1/ Similarly, the decision
in February 1991 to double the prices of a range of consumer goods and
the emergence of a free market have resulted in a rapid escalation in
the general level of prices, but plans for compiling an index to
measure these and subsequent changes in the general price level have
not yet been devised by the authorities.

Against this background, the principal focus of the mission’s
activities was to work with the staff of the individual ministries to
provide practical advice concerning the compilation of macroeconomic
time series within a comprehensive and integrated statistical
database. In this context, the mission strongly emphasized the need
to develop a set of analytically sound and integrated financial and
economic statistics that would provide the authorities with essential
information for analysis and policy formulation, and that would make
these statistics available promptly to all policymakers and the
public. At the same time, the mission also saw a need to invest
heavily in statistical training programs to provide exposure to the
underlying methodologies necessary to support the compilation of these
macroeconomic data. Finally, the mission stressed the need to
implement the draft statistical law (to be considered by Parliament
later this year) so that the-division of statistical responsibilities
between the various ministries is clearly delineated to all concerned
parties. It was the mission’s perception that the development of the

1/ During the mission’s visit, a draft central bank law was being
discussed by Parliament and was expected to be implemented by early
April. '
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statistical database in Mongolia is currently being undertaken in a
vacuum and that, until the law is adopted, the development of an
integrated and comprehensive statistical system cannot be .implemented.

At the technical level, the mission made significant progress
in all areas. In the money and banking area, work proceeded on two
fronts. Assistance was provided to the State Bank to develop a
monthly balance sheet from the State Bank’s records, something not
previously available. In conjunction with this work, a draft monthly
balance sheet was also prepared for the commercial banks and
preliminary discussions with two of the banks were initiated on this
proposal. There is a critical need for the Bureau to follow up this
work during the next few weeks, particularly in the efforts of the
State Bank to collect data from the commercial banks for both
supervisory and policy purposes.

In the real sector, there is also an immediate need for
assistance in the area of prices. 1/ A limited range of price data
is collected annually, but these do not provide a suitable basis for
the compilation of a monthly consumer price index. The mission
conveyed to the authorities the urgent need to develop an interim
measure of this type. Particular assistance is needed in the areas of
selecting and specifying the items to be included in the index, the
actual pricing of these items and the compilation of the index itself. 2/
The mission suggested (and the authorities agreed) that the Fund
explore the possibility of providing some expert help (probably best
implemented through several visits to Ulaanbaatar) using assistance
from other international organizations or member countries.

The mission’s work in the fiscal area focused on assisting
the authorities in developing a methodology that would allow existing
fiscal data to be presented in accordance with GFS methodology. 1In
addition to recommending a number of changes on classification and
coverage issues, the mission encouraged the authorities to close the-
fiscal accounts within two or three weeks of the end of each year,
rather than eight months as at present. There will be a need to

1/ The compilation of the mational accounts on an SNA basis is
proceeding with assistance from the Asian Statistical Institute, the
Asian Development Bank, and the United Natioms. -

2/ A regular household survey covering 1,000 families has been
undertaken to provide information on minimum living standards in
Mongolia, and the resulting data appear to provide a basis for
calculating weights for an interim index. However, a more
comprehensive survey would need to be undertaken in the near term to
provide the basis for a more detailed index. ’
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review progress on the implementation of these recommendations after
the completion of the 1991 financial year.

In the balance of payments area, the mission encouraged the
authorities to incorporate the new customs-based information that will
become available from March 1991. A number of suggestions were also
made on reclassifying a number of external transactions and on
changing the basis for the classification of transactions in
accordance with the internationally accepted recommendations of the
Balance of Payments Manual. These proposals will provide a basis for
improved balance of payments reporting, but the emergence and growth
of the private sector and the impact that this sector’s activities
will have on balance of payments reporting will require further
technical assistance, probably toward the end of 1992.

In addition to assessing the existing statistical
infrastructure, the mission also assisted the authorities to compile
monetary, fiscal, and balance of payments data for 1989 and 1990 'in a
format that could be used by the Article IV consultation mission
scheduled to commence late this month. The authorities were
encouraged to complete similar information for the period 1985-1988
before the arrival of the area department mission.

Finally, the mission stressed the need for a harmonized
reporting system and the importance of appointing statistical
correspondents for IFS and other areas of statistics during the next
few months. The authorities indicated a keen interest in providing
data to the Fund and were particularly enthusiastic about the eventual
publication of Mongolian data in the Fund’s statistical publications.

cc: Mr. Narvekar
Mr. Tanzi
Mr. Zulu
Mr. Beveridge
Mr. Lanyi

Mr. Andrews
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To: | Mr. McLenaghan <§> Aprll 11, 1991 o3

From: .L. Wolfe W 7 : N - w%f’ F{OLMJ

In the back-to-office report on the recent multi-topic
mission to Mongolia, two areas of technical assistance were singled
out for immediate follow-up work. The purpose of this memorandum is
to expand on the background to these areas, and to propose that action
be taken to expedite the next round of assistance.
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Subject: Mongolia--Technical Assistance

Mr. Walton worked closely with the State Bank of Mongolia to
establish a monthly balance sheet for the State Bank, something not
previously available. The balance sheet will provide the basis for
providing data both for publication and for future reporting to the
Fund. . A draft balance sheet for the commercial banks (seven new banks
will be operational within the next few weeks) was also prepared.

This return will provide the main foundation of the new reporting
system. Notes and definitions for this new return were drafted, and
the opportunity was taken to discuss the format, and the importance of
providing information, with two of the seven banks.:

The Governor of the Central Bank asked specifically if
Mr. Walton could return to complete his work on the commercial banks' -
balance sheet, and to plan for the introduction of a unified reporting '
system that would provide information necessary for monetary analysis,
balance of payments compilation, and bank supervision. With regard to
the latter, it will be important to. consider fully the contents of the
draft central bank lawv currently under review by the Parliament. 1/
The planned split of the State Bank this month into three entities--
the Central Bank and two commercial banks--will also require . e T
assistance to complete the preparation of the balance sheet for the -
new Central Bank, and to ensure overall consistency in the
presentation and reportlng of monetary data during this tranSLtlonal
period. :

The first consultatlon mission is. scheduled to arrive in
Ulaanbaatar on April 29 for a two-week period to be followed
“immediately by a CBD assessment mission on May 13. ' One of the members
of the consultation mission, Ms. Milne, will remain in Ulaanbaatar for
the first week of the CBD mission. - Given the difficult logistics in
Ulaanbaatar, and the need to coordinate with the CBD mission, I would

—

1/ The mission was unable to obtain a copy of the draft law.

RN
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suggest that Mr. Walton arrive on Ma‘ﬂﬁvgndmleave ylphvthe_CBD,m1551ony
on Ma . The Asian Department 1s'strong'y'supportive'o"thls

oposal and concurs w1th the proposed timing.

The other area in need of immediate assistance is price
statistics. As noted in the back-to-office report, there is no
statistical information on price movements in Mongolia, despite the

2

* recent decision to double most consumer prices and also to allow the

development of a private market. During the transition phase to a
market economy, it is important that price movements in Mongolia. can
be assessed; this is particularly so given the likely implementation
of a Fund program in the next few months. With this in mind, the
mission suggested, and the authorities agreed, that external.
assistance to calculate an interim price index for Ulaanbaatar be
provided as soon as possible. A survey.of minimal living standards-
for 1990 is available and should provide sufficient information for _
calculating weights, etc. What is needed is expertise in choosing the
commodities for inclusion in the index; in specifying the description
of the commodities; in collecting the prices in the market; and in
index compilation methods. The resulting index would be an interim
measure that would suffice until a more detailed household expenditure
survey is undertaken and a broader index compiled.

The logistics of stationing an expert in Ulaanbaatar (housing
is very difficult to find, etc.) suggest that the most appropriate
approach would be to have an expert visit Mongolia for three-to-four-
week periods. There would probably be a need for three visits
although this number may need to be revised. following the first visit
of the expert. The visits would be timed to allow the authorities to
work on the recommendations of thehexpert between visits. Finding an
expert with the necessary qualifications may not be easy. I do,
however, have one possibility in mind. Mr. David Allen, an Australian
national, was, for many years, Chief of the Consumer Price Index ‘
Division of the Australian Bureau of Statistics (ABS). I understand
that he is a consultant and, as such, may be interested in the
proposal. I have checked hls suitability with Mr. Neil Patterson-

" (currently on secondment from the ABS) who also believes that

Mr. Allen would be a good choiceé. If a decision to proceed is
reached, I would be happy to call Mr. Allen to discuss the situation.

“eC: Mr. Donovan .~

Mr. O'’Connor (o/r) - -
-Mr. Joyce (o/r) ‘
Mr. Scheuer

Mr. Hides
Mr. Girgen
~ Mr. Walton

Ms. Milne (ASD)
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To:

From:

Subject:

Offiée MeMorandum

Mr. Galbis April 8, 1991

L. Wolfe W

Draft Back-to-0Office Report on Multi-topic Statistical
Mission to_Mongolia

I am attaching for your clearance a draft back-to-office

report on the recent statistical multi-topic mission to Mongolia.

Also attached is a draft cover memorandum from Mr. Mclenaghan to

Management.

Attachments .
Mr. McL “h .0’1‘}‘:‘/\ /o

ce: r. Mc aghan : A . ; ) : - A
Mr. Dofiovan E /ELIF J% g
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April 4, 1991

.o : Mr. McLenaghan ‘v/

Mr. Donovan

Subject: Mongolia

Please see attached, particularly

4
marked passages. //AA, é§71~4v"’-

ce: Mr. O'Connor
Mr. Stillson{f‘;’)/ ":l;,./
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Tb:.ur. Saito . ~ March 31, 1991

Froa: E.Milne ' :

Subject: Mongolia. Report on the Statistical Hission and Recent
developaents " _ .

_ ORIG: ASD

Uge of Pund Resources

Minister Bazarxhuu i the first neeting of the mission requested
information about types of Fund f£inancing . and access policy in order to brief
the President later in the day. I light of the.- extremely difficult econoaic
situation, {ncluding the virtual cessatfon.of -Soviet "aid, the Hinister
indicated that he hoped for Fund £inancing for 1991 in the -order of $100
million and was clearly disappointed to learn of access limits.

-

Upon the Minister's return fr Moscow he 1nd1cated that ‘little progress
had been achieved on resolving Aihe: .outstanding - debt with the USSR. He
confirmed the authorities’ iInterest in an ESAF arrangesent and expressed his
wish that the first dishursemsent could take place during 1991. He indicated
that the PFP would be a useful document with which.to approach new bilateral
donors in order -to explain Hongolia B program cf transition to a market
econcuy.

In view of the current economic situation (described balow) we may also
wish to consider whether a first credit tranche drawing might not  be
appropriate as thé ESAF negotiations are taking place. I have not ment ioned
such a possibility to the authorities

Statistical Mission - , S i
. . P . : 'ﬁ
The Statistical aission has made considerable progress in establishing
acoountg according to Fund  requirements and..for policy -formulation and
monitoring purposes. The data of the August rission were updated, were
possilde, or revised according to the new classifications. I requested that
monetary, budget and external accounts be prepared according to the new
rethodology for the 1985-89 period. ‘

1. Upon arrival, the mission found that State Bank baIanceé were struck only
once a year, for the end of the period and were available only with a 4 month
lag, Despite the creation of two commercial banks ‘in October 1990, no attespt
had Dbeen made to require systematic reporting, pending the Parlianentary
approval of banking legislation which is being considered currently.

It was further learned that scme transactions had been aisclassif! = in the

. accountg that had been prepared for the August alssion, for examy.e, Soae

current account deposits of gtate enterprises in fact are subject to
restrictions on use and other reprezent depreciation funds,

Mr, Walton worked directly with the 1cdgers of the State Bank and with
the principal accountant in order to establish a monthly balance sheet format,
He also made some progress in developing report forms for the commercial banks

ar
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but additional work in this area is needed. There may be some chanoe, not yet
confiramed, that Mr. Walton aight be 4&vailable later to follow thig up,
Assuming the State Bank continues the efforts achieved to date and starts
producing monthly balance sheets, the basis for monitoring-a-financial prograa
will have been established.

2. In the budget area, the mission learned that budgets are not closed for up

to eight months after the end of the fiscal year. The period of overlap is

owing to the lag in finalization of enterprise accounts and the resultant
. adjustments to transfers and taxes. Bnterprise accounts are closed in

March/April; the authorities were unable to provide any data on operations of

indivicual enterprises, even for earlier periods. ;

Mr. Skarzynski worked directly with the Ministry of Finance accountant
to develop a methodology that would permit the offlicial statistics to be
transforaed to GFS acceptable presentation, which is also useful for our work.
The authorities were urged to close the budget shortly after the end of the
year, although 1In the event it was found that the size of retroactive
adjustments was not large. ‘ --

3. The balance of payments data were found to be the most relfable of all
statistics. Some reclagsification of transactions was suggested by Mr,

Hoezoo, 1In 1991, the new customs procedures--in effect since March i-- appear

to be capturing most trade transactions, although there are reports by the FAD
amisgion that Soviet enterprises and residents are not being assessed duties,
It wag recognized, however, that i1t would become increasingly. difficult to

sonitor other external transactions from the State Bank payxents statistics as -,

other banks are allowed to cpnduct foreign exchange operations. Follow-up
technical assistance was suggested for a later period. :
A . _ -

4. Price data are collectéd only once a year, at .end-December, and are
avallable In April., Price indices are simple averages. The aission found,
however, that the authorities undertook regular household expenditure surveys
that were comprehengive in respect of types of goods and place of purchase.
It was considered that this would form a good base for the retail price
wveights. The authorities agree that prices need to be mofifrored monthly. Mr,
Wolfe {s planning to recoamend short term technical assistance as soon as
possible to train people in price monitoring and calculation of indices. Mr.
Wolfe thinks, subject to his front office approval, that such assistance may
be available from Australia and could be in place by mideyear. :

5. National account data (not part of the tems of reference of the misasion)
are presently being collected for 1990 and may not be available until May or
June. The authorities have transformed the national income data collected
under the material balances system to standard national accounts presentation
by using the guide provided by the UN. Their methodology has been checked by
experts form the UN and the Asian Statistical Institute, For 1990, data are
being collected according to . both methodologies although material balance
information will still be officially used until 1992. The UN 1s sending an
expert to assist in the 1990 data processing for 2-3 weeks in the spring.

6. No written answers to the STA questionnaire were provided.
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situation ‘
The econoaic There i widespread concern.

‘ ties that food riots may erupt. in the susaer and
ﬁﬁraglﬁﬁécﬁmﬁm. while the MPRP did elect-a younger san 28 head of
party, replacing the wother" Orchirbat, representatives of the democratic
paruég are concerned by the recent trips of senior MPRP neabers to
neighboring countries and - I'WOrs of "secret” deals for assigtance if central

control is reestablizhed.

S Ecopoalc  srowih 18 projected to fall smgéa Hany ?mthatriwk arcf: 0
Loy ' about 50 cent capacity, primarily because o ack o :
o ?mii&u ang gpargerparts. ggdu&:t.ion 18 closely inter-related with thaf.

of the Soviet Union, to the extent that selected inputs which-could have been
produced in Mongollia were designated in the past as inputs to be iaported. The
preakdown in the Soviet distribution. .systea and the: shift to convertible
currency trade are the principal -factors.” At present, firms are rewaining in
operation by drawing down their inventories but as these,are depleted, the
authorities anticipate . widespread . plant closings and sharply higher

-unemployment.,
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Nevertheless, private sector:> activity appears to be booaing,
particularly in the foreign trade sector. An estisated 3,000 private
enterprises have been formed in the last two years with sost of these having
been started since March 1990. The pace of privatization of state assests {s
expected to pick up once lawg, now'being considered, on bankrupCy, monopolies
and limited partnershipe-and corporations, are finalized.. A stock market {g
being established and is ‘expected to be In gperation at end year. As a first
‘step . large coapanies are going to bs broken up in order to create ccmpetion.
It remains questionable, however, whether nmost state companies will be
“saleable” given the cutdated technology and present levels of profitabflity.

Prices were doubled {in February - for most retall pgoods and some price
flexibility was introduced, -mainly at the wholesale level. Prices for most
retail products in the basic consuaption bagket =~accounting for 40 percent of
GDP~~ remain subjecbto.cont.rol.i e e : L c
Prices in the “black sarket" for consumer goods are about twice the level of
official prices., shortages persist despite -the use of ration cards for basic
necessities, Barter for foodstuff I8 becowing . widespread with factories
exchanging consumer goods for flour and meat for their workers. Food supplies
are expected to be extremely tight from May as stocks of flour (Mongolia's
third main food staple is bread) are expected to run out. This reflects the -.
poor harvest and the inability tg obtain the nornal imports of Soviet wheat,
In addition, farmers are reluctant to supply meat at the officially controlled
price, when market prices are twice as high, and the private sectar is
focusing on herd-building.’ Meat -availabilities are projected to drop
substantially’ even in the free parket froa late May until the young are

1 while wages of civil servants wers doublel to offset the impact of the
price adjustment, wages {n “improfitable® enterprises Incre&sed by only about
50 percent. : ‘
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. weaned te summer. The authorities are considering Importing meat
. :ﬁo. &iga.th: égAID assessment team, ' which left Mongolia last week, 18
i recomsending food 2id  but completing the procedures and arrival of food will
-7 take time, ' , o
It {s difficult to quantify the present stance of ~dogestic £inancial
0] o althourh youlld b gate Lo 825 AL _LDeY Al ROIC Cas J
.~ . 1990, net domestic credit increased by 18 per cent, mainly because of a draw
S .i_. down of Covernment cepositg of Tug 568 million, Liquidity (M2) growth
. accelerated, increasing by 25 per cent.? Control of nonetary policy still
relies on the anmual credit limits given to the branches of the State Bark.
However, there are two new hanks =--the cooperative bank and the industrial
bank-- that have become very active, These banks do not yet report to the
Stata Bank and although subject to reserve requirements (as a proportion of
required capital) do not appear to be coaplying either with the capital or
.. reserve requirements. In Januxry 1991, interest rates on loans were raised to

T 5-9 percent depending on loan saturity( below’one year and 5-10 years) and
' deposits rates were set 4-8 percent for Individuals and 3-7 percent for
corporations depending on the term:.foreign currency deposits reaained at 3
and 4 percent. By this action, the negative interest rate spread between-loans
and deposits were eliminated, although ratesg remain highly negative {n real
terns. .

Budgetary data. are still not available for 1990, since the accounts have
not been closed. The technical staff were unwilling in the absence of the
Minister to discuss the:-outturn., However, data on foreign project financing
suggest that only a zodest effort was pade to rationalize spending in 1990,
For 1991, the Minister indicated on Saturday-March 30,.that investment outlays .,
were being halved, Also- starping froam 1991, Investment and associated
financing of enterprises:woulditno longery be..reflected.- (It:. is -nodr¢lear
whether the one half reduction is in addition to the shift).- The revision  to
the 1991 budget was underway. in the last week of.:the mission.:The focus;of the
revision was’ only to rebase expenditures and revenues to reflect the new
prices and the introduction of the customs law. Acoording to the FAD mission,
the vyleld from import duties, at present exchange rates, can be expected to
fall far short of official projections (Tug 30'million compared with Tug 120
million). There ig 1little scope f£for short - term revenue -meagsures that will
produce substantial revenues as long as wrost prices remain. effectively
controlled. In the £inal meeting with the Minister, I stressed that he would
be unable to £ind the financing to close the external and associated budget
gape and urged hia to take the opportunity afforded in resubmitting the budget
to scale back orF postpone spending.

The external _position is precarious. Foreign exchange reserves, which
declined by $47 million during £990, are estimated to have fallen by a further
$9 million in the £1irst two months of 1991, The State Bank (International) now
claimg to be out of foreign exchange and has approactleq compercial lenders in

2 Comparison with 1989 should be done with a caveat since the accounts
have been reclassified to take account of -depogits subject to restrictions
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Inports have been ‘cut, in p.ari“as governaent investzent is being halved,

| However, import costs Of 0i} were substantially higher than. anticipated; as a

result of the Gulf Har tha oil import-bill was $3.8 nillion above projections
in the first three months of 199i.. This'plus imports under the foreign
exchange budget which was.r elaborated in late 1990 . =--before the export trend
was clear-- 1a officiaily projected to lead to & $242 million trade deflcit,
although the Stata Bank 18 projecting a trade deficit closer to $300 million,

The exchange rate in ths last auction. held in December wag Tug 61 per US
dollars but because of foreign exchange shortages the State Bank has suspended
these auctions, The parallel market rate is Tug 65-70 per -dollar, although
there are unconfirmed Treports that “the new cooperative bank is 1llegally
offering Tug 90 per dollar. Implicit” exchange rates on the street seea to
center arouwnd Tug 20+30 per dollar (ie when you want.to purchase socaething and
pay in dollars), The authorities are .planning to devalue the official
commercial rate froa the present Tug 5.48. Because of tlie budget probleas, the
devaluation will be Bmall and-the new rate--rumored to be introduced on April
1, will be Tug 7.2 per dollar,. " ... - «

Soviet financing has virtually ceased except. for those goods imported
under contracts signed in 1990, Moreover, Mongolia 1s effectively extending
credit to the USSR since the paxent plant of the Erdenet copper mine bas not
been making payments. In the first three months of 199f, a debt of almost $60
rillion wag accusulated by the Soviet cospany, While Mongolfa technically.. has
the right to sell 50 psrcent: of the output to.. third parties, in fact the
Soviet coapany exercises its right of * £irst ¥efusal. Scse direct sales of
copper to Japan are reported to have taken place but the Soviets have
apparently blocked its tramsshipaent. There is somwe speculation that the delay
in payments are part of a broader debt ‘stategy of the USSR since it is seeking

3short-term borrowing was also undertaken during 1990 but by end year all
but $2,6 afllion had been “'repaid.. It ‘'Wwag not clear to the  nission the extent
to which resgerves had been exhausted since-the authorities indicated they
meant “excess reserves* and offfclals of the State Bank were uwilling to
disclose the actlial level' as the Government had been told there were no -
reserves left. The State Bank also confirmed that there i8 a strong

" seasonality to trade, with -most-imports, under the foreign exchange budget

being effected early in.the year, while exports--aainly animal byproducts-«
increase in the fall., - .
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additional debt servicing this year of TR 47 smillion, in addition to the
scheduled debt service of TR 70 wmillion. Little progress was achieved in the
latest round of debt negotiations with the Soviets, The Minister indicated
that part of the problem is the uncertainties surrounding Soviet counterparts,
and the present interpal difffculties make debt  forgiveness unlikely.
Nevertheless, the Minister indicated that about one -third of the debt
(related to the dispute over past prices) 13 to be set aside ( on this issue
further clarification i{s needed--probleas In translation). For the remainder,
agreexent has to bereached on the TR/8 exchange rate. “

Problems have also arisen with joint ventures of other Bast Bloc
countries. A Czechoslavak firm refused to accept shipsent of bootliners in
1990 because of {ts own financing problems and that country is now seeking

payment of TR4 million to clear the trade balance under the bilateral
agreesent. of 1990,

Other new donors have been slow in stepping into the vacuta. The UNDP
representative is presently on a tour of Nordic countries to try to increase
interest., A round tahle smeeting is tentatively envisaged for Beptesber in
Ulaanbaatar and for February in Geneva. The Japanese are reportedly
corsidexring reducing their aid progras but direct business contacts seesm to be
increasing (there {s a new country club and golf course being cospleted

cutside the city and Japanese have fully booked the hotel in the II Tepgier
compound for June),

Article IV mission
" ‘
The Minister wishes ™ to start negotiations for an BSAF. Hotel
reservations are being made starting the 20th of April. They have not yet paid
the subscription. I did discuse the new First Deputy Binister of the need to
advise the Fund of their acceptance of the quota increase but this will have
to be repeated. The Minister wishes to know i€ . a formal invitation has to be
sent to the MD for his visit or were the verbal invitations sufficient.

Central Bankine missfion

- e 15 no need to bring a lawyer froa the Fund to review the banking
legisl':x?;;n. The draft Jlaw has been presented and actively debated by
“parliament. Certatn provisions--such as the creation of a Board of chermrin
vas rejected by Parliament. Once it ls passed {and it appears ;‘; be grag; ng
cubstantial autonosy to the Central Banky, it will not be posﬂéa ? tréo ?ininih
the leg~1slation. The Governor did ask for Mr. Walton to come ck

his work on reporting EOL&ALE.
s WOPR
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WASHINGTON, D. C. 20431
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,5515 STATISTICAL MISSION AT THE ULAANBAATAR HOTEL. T
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.+ |PLEASE NOTE THAT MR. RICHARD WALTON IS A MEMBER OF THE
3 STATISTICAL MISSION AND WILL ARRIVE IN ULAANBAATAR ON
. MARCH 18. MR. GEOFFREY WALTON AND MR. JAMES WALSH,
2 T
" CONSULTANTS WITH THE FISCAL AFFAIRS MISSION, WILL ARRIVE
1 v
o|ON MARCH 11, 1991,
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(Mongolia) CC: MR. E. EVANS
ASD

22 37

241 ULSBK MH
64111 IMF UW

DATE: 04 MARCH 1991
ATTN. MCLENAGHAN DIRECTOR BUREAN OF STATISTICS

IN REPLY TO YOUR TELEX FROM 14 FEBRUARY 1991 WE INFORM YOU
THAT WE HAV

MADE RESERVATIONY FOR THE MISSION AT ULAANBAATAR

HOTEL . DOES MR. WALTON ARRIVE ON MARCH 11 1991 WITH WALSH?
LOOK FORWARD TO SEE YOU SOON,

REGARDS,

BAZARKHUU

MINISTER OF FINANCE
64111 IMF UW
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To: Mr. McLenaghan March 4, 1991

From: L. Wolfe “J

Subject: Briefing Paper on the Multi-Topic Statistical Mission to the
Mongolian People’s Republic (March 18-April 1, 1991)

A multi-topic technical cooperation mission consisting of
Messrs. Hoezoo, Skarzynski, Walton, Ms. Milne (ASD), Ms. Diaz-Zelaya
(Administrative Assistant) and myself is scheduled to visit
Ulaanbaatar during the period March 18-April 1, 1991. 1/ The main
objectives of the mission are: (1) to undertake a detailed overall
assessment of the existing statistical situation (data sources,
compilation procedures, coverage, underlying methodologies, resource
and institutional constraints, etc.) in the areas of monetary, fiscal,
price, balance of payments and foreign debt statistics; (2) to provide
recommendations and advice to the authorities on the development of
new, or the amendment of existing, collection and compilation
procedures consistent with Fund methodologies and with the needs of
both the Mongolian authorities and the Fund; (3) to discuss with the
authorities a work plan for the further development of the statistical
system and possible technical assistance needs, including the use of
experts in the short and medium term, taking into account Mongolia's
ability to absorb technical assistance; and (4) to discuss with the
authorities the establishment of regular, timely, and harmonized
statistical reporting arrangements to the Fund, that would serve the
needs of the Asian Department (ASD) and the Bureau of Statistics
(STA). Circumstances permitting, it may also be possible to hold a
one-day training seminar, although a decision to proceed with this
will be left until the mission has had a chance to assess the work to
be undertaken in Ulaanbaatar.

I. Background

The Republic of Mongolia joined the Fund and the World Bank
on February 14, 1991; prior to joining, a membership mission spent two
weeks in Ulaanbaatar in August 1990 and subsequently produced the
Calculation of Quota paper (EB/CM/Mongolia/90/1; 11/29/1990). During
a discussion at the Annual Meetings in September 1990, the Mongolian
authorities indicated a strong interest in obtaining technical
assistance in statistics as soon as possible. It was agreed that a

1/ My last day in the office will be Wednesday March 13, 1991,
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multi-topic mission would be scheduled in early 1991. 1/ Approval
for the mission was received from the authorities last month and was
confirmed at the recent meeting with the Minister of Finance and the
Governor of the State Bank when they were in Washington to represent
Mongolia at the joining ceremonies.

1I. Tasks of the Mission

The evolution of the statistical system in Mongolia was based
on the infrastructure of a centrally planned economy and was designed
around the need to provide detailed planning data for the successive
five-year development plans. As a result, a wide range of data are
available, often at a very detailed level, to assist in the
implementation of the development plans, This is evident in the data
included in the membership paper, particularly in the area of
production and output statistics. However, the quality of the data,
and its relevance for macroeconomic analysis and policy formulation,
is uncertain. This problem was explicitly recognized in the
membership paper in a number of instances, and was acknowledged by the
authorities during recent meetings in Washington. In this context,
the mission will assess the statistical situation in Mongolia and
advise on the most appropriate means of developing a statistical
system that will provide the authorities with a data baseé fiecessary
for the design, implementation and monitoring of macroeconomic
policies and that will be cost effective.

[Rr—

1l/ A comprehensive and phased program of technical cooperation has
been developed. In November 1990, FAD sent a mission to assess a
draft tax reform bill, to provide medium-term tax policy advice and to
evaluate the need for further technical assistance in the fiscal area.
Following up on this visit, a second FAD mission is planned for early
March 1991 to further assist in customs development and to work with
the authorities to prepare a package of quick-yielding tax revenue
measures. Other missions planned for the next six months include the
first Article IV consultation mission to commence in late April, an
exploratory CBD mission in late May and an INS seminar on financial
programming and policies in mid-July. The World Bank is also planning
one or two visits during the April-June period.

CE\TAS\MGA\MGALAW31 . BRF
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1. Sectoral issues

a. Monev and banking

Until recently, Mongolia had a monopolistic banking
structure. The State Bank was responsible for both central and
commercial banking activities, acted as the treasury, and was the
depository of the country’s international reserves. The restructuring
of the banking system now under way includes the separation of the
central and commercial banking functions of the State Bank, and also
allows private sector participation in commercial banking operations.
In September 1990, two new commercial banks were established and it is
expected that additional banks will be created in the near term. The

and other financial institutions in Mongolia in order to ensure that
the monetary statistics capture the full range of transactions that
pass through the financial sector. The mission will analyze the
availability and content of the basic source documents used in the
compilation of monetary statistics, including the balance sheets or
other accounting data of the State Bank itself, and the report forms
used for collecting data by the State Bank from both its own regional
branches and the new commercial banks.

The membership mission encountered a number of problems
including imbalances between the assets and liabilities of the State
Bank, doubfngaﬁﬁffﬁgmgf’certgigmégpggigm@ndm;ggn items, and net
creditor balances in bilateral clearing accounts when Mongolia, in
fact, is a net debtor. These problems will be investigated as part of
the wider review of the existing accounting procedures and the
appropriateness of the existing classification of assets and
liabilities. Finally, and as part of the overall assessment, the
possibility of designing a system that serves the needs of the
authorities while providing for the timely and regular reporting of
money and banking data to the Fund will be investigated.

b. Government finance

The existing State Budget in Mongolia consolidates the
operations of the Central Government, 3 cities, 18 aimaks, and
351 somons; operations of the state enterprises and the state
cooperatives are not included. Affmportant objective of the mission,
tHeréf6¥e, will be to initiate the development of procedures aimed at
setting up a common, harmonized system incorporating the reporting of
fiscal data for all entities in accordance with the Fund’'s
methodology. To this end, the mission will review the national data

st o



sources and compilation procedures currently used to compile data on
fiscal operations, suggest changes in coverage, procedures, etc., and
attempt to compile the data for the most recent year. Particular
attention will also be given to the possibility of reporting monthly
and quarterly data on major fiscal aggregates that could be used for
both the operational needs of ASD.and publication-in IFS.

K Ao

, Within this overall objective, four major topics to be
discussed with the authorities include the coverage, basis of
recording, timing, and classification of goggfﬁment operations. In
relation to Coverage, the membership mission noted that there were a
nunber of special funds and accounts (e.g., producer’s fund, labor
reserve fund, disaster relief fund, contingency reserve account, etc.)
that appear to meet the criteria for inclusion in the government
finance statistics. Other possible extrabudgetary operations of the
government, such as the existence of other entities with separate
budgets will also be investigated. As part of this effort, the
mission will analyze the coverage of the government sector as reported

in the monetary accounts, with the objective of identifying possible
v// inconsistencies. Second, the mission will examine the basis of
recording of govermment operations and, if necessary, attempt to
develop a method of adjusting data to a cash (payments) basis. Third,
with regard to timing, the membership mission identified recording
practices that result in a shifting of the timing of government
transactions between fiscal periods. The nature of these practices
will be investigated, and the need for adjusting fiscal data will be
assessed. Finally, the mission will undertake a detailed review of
the classification of revenues and expenditures; regarding the latter,
the present accounts do not allow for identification of all capital
transactions. An attempt will be made to develop a bridge table
between the national budgetary classification and the GFS system.
Particular attention Will be given to the possibility of financing
transactions being treated as above-the-line items in the national
reporting system.

c. Balance of payments and external debt

While external transactions’ data have historically been
reasonably comprehensive, recent steps to liberalize trade practices
have resulted in some loss of coverage. The membership mission was
able to prepare a provisional consolidated balance of payments
statement from data provided by the authorities; in doing so, however,
the report highlighted a number of areas where data deficiencies
exist. One of the most difficult problems encountered was the
valuation of the transferable ruble vis-i-vis the U.S. dollar. Until

CE\TAS\MGA\MGALAW31.BRF



recently, the centralization of trade activities was restricted to a
few state enterprises, which made it relatively easy to collect
foreign transactions; however, the recent decision to allow a larger
number of enterprises, state cooperatives and other private sector
organizations to participate directly in foreign trade will make the
/q collection of balance of payments transactions more difficult.
Similarly, monitoring of capital flows--including those to non-
government and other private organizations--in the light of new
bilateral and multilateral aid donors will need to be strengthened.

An important objective of the mission will be to document the
sources and methods used for the compilation of balance of payments
statistics, both for transactions in convertible currencies as well as
nonconvertible currencies, in the context of the guidelines contained
in the Balance of Payments Manual. As part of this overall
assessment, the mission will focus on a number of areas including:

(1) problems relating to the coverage and classification of data (for
example, the merchandise trade data include bonuses received for
compliance with export volume targets; cross-border barter trade with
China is excluded, etc.); (2) the lack of a market-based exchange rate
peFmitting the aggregation of transactions in convertible and
nonconvertible currencies; and (3) inconsistencies between the balance

ufﬁ~? of payments data and other sets of macroeconomic data,
7 > ‘
3 As noted earlier, the recent decision to expand the number of
&Aﬁﬁf&#v organizations allowed to engage in foreign trade will require that
reporting systems be developed to collect information from these
entities. The mission will review with the authorities the need for,
piktv and design of, draft report forms for this purpose. As part of this
mmhﬁﬂ“¢”f review, the mission will focus on the consistency of the data with the
ﬁ‘rpﬂyzwbﬁf international standards for balance of payments accounting. At the

G&dwxjw;ﬂ,m same time, the mission will seek to extend the range of statistics by

encouraging the authorities to provide a more detailed analysis of the
services account and the capital account. The authorities will also
be asked to provide an international investment position, table, which
is consistent with both the capital account of the balance of payments
and data on external debt and financial statistics.

Virtually all of Mongolia's outstanding external debt is with
other centrally planned economies, particularly the U.S.S8.R. The
mission will review the existing data with the authorities and discuss
the setting up of a mechanism that can be used to record loans that
are likely to be obtained from countries outside the CMEA area.

CE\TAS\MGA\MGALAW31 BRF



d. Prices

As a result of the strict controls on basic consumer good
prices and the method of calculation of the official price index, the
official retail price index has remained virtually unchanged since
1980. At the same time, the prices of a range of consumer goods are
known to have increased during this period. The membership mission
noted this conflict and cautioned that the official retail price index
understated the actual inflation rate; this view was strengthened by
thé fact that there had been changes in the quality of consumer goods
purchased during this period, and that the range of items in the index
and the relative weights assigned to them were mnot known and were
thought to be outdated. In this context, the authorities have
indicated that they intend to free a wide range of prices, and the
availability of reliable and timely data on price movements will be
important in the near term. Accordingly, the mission will discuss the
underlying methodologies currently used in the compilation of the
retail and wholesale indexes paying particular attention to the
relevance of the basket of items included in the index compilation,
the derivation of the weights used in the index aggregation, and the
methods of collection used in obtaining price quotations.

e. Intersectoral links

As part of its assessment and review, the mission will also
consider the statistical links between sectors to ensure that the
relationships between data series in different sectors are consistent,
or that the differences between the corresponding series in different
sectors can be explained.

3. Reporting arrangements and an IFS page.

The mission will discuss with the authorities plans for the
establishment of harmonized reporting arrangements to serve the needs
of ASD and STA, and will also review the requirements for developing a
country page for International Financial Statistics. The designation
of appropriate correspondents for each of the main statistical areas
will be reviewed with the authorities.

3. Technical assistance needs

Subject to the results of the assessment of the existing
statistical situation in Mongolia, the mission will seek to assist the
authorities in establishing a work plan for the provision of technical
assistance over the short-to-medium term, consistent with their own

CE\TAS\MGA\MGALAW31.BRF



priorities. This will be delineated in the context of the Fund’s
limitations and competing demands in the area of ‘resources. In this
context, the use of consultants financed by external sources (the
Japan-Administered Account, for example) will be an important source
of assistance. , . :

4, Mission report

The mission will leave an aide-mémoire with the authorities
outlining its main findings and recommendations. Depending on the
outcome of the discussions, a separate mission report may be prepared
when the mission returns to Washington.

This briefing paper has been reviewed by the Asian
Department.

cec: Mr. Saito 4{/w hﬂjrryh;ﬂrjjfﬁwuﬁw~ Y
Mr. Donovan (o/r)
STA Advisors
STA Division Chiefs
Ms. Milne
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Office Memorandum

To: Mr. McLenaghan March 4, 1991
From: L. Wolfe W/

Subject: Briefing Paper on the Multi-Topic Statistical Mission to the
Mongolian People’s Republic (March 18-April 1, 1991)

A multi-topic technical cooperation mission consisting of
Messrs. Hoezoo, Skarzynski, Walton, Ms. Milne (ASD), Ms. Diaz-Zelaya
(Administrative Assistant) and myself is scheduled to visit
Ulaanbaatar during the period March 18-April 1, 1991. 1/ The main
objectives of the mission are: (l) to undertake a detailed overall
assessment of the existing statistical situation (data sources,
compilation procedures, coverage, underlying methodologies, resource
and institutional constraints, etc.) in the areas of monetary, fiscal,
price, balance of payments and foreign debt statistics; (2) to provide
recommendations and advice to the authorities on the development of
new, or the amendment of existing, collection and compilation
procedures consistent with Fund methodologies and with the needs of
both the Mongolian authorities and the Fund; (3) to discuss with the
authorities a work plan for the further development of the statistical
system and possible technical assistance needs, including the use of
experts in the short and medium term, taking into account Mongolia's
ability to absorb technical assistance; and (4) to discuss with the
authorities the establishment of regular, timely, and harmonized
statistical reporting arrangements to the Fund, that would serve the
needs of the Asian Department (ASD) and the Bureau of Statistics
(STA). Circumstances permitting, it may also be possible to hold a
one~-day training seminar, although a decision to proceed with this
will be left until the mission has had a chance to assess the work to
be undertaken in Ulaanbaatar.

I. Background

The Republic of Mongolia joined the Fund and the World Bank
on February 14, 1991; prior to joining, a membership mission spent two
weeks in Ulaanbaatar in August 1990 and subsequently produced the
Calculation of Quota paper (EB/CM/Mongolia/90/1; 11/29/1990). During
a discussion at the Annual Meetings in September 1990, the Mongolian
authorities indicated a strong interest in obtaining technical
assistance in statistics as soon as possible. It was agreed that a

l/ My last day in the office will be Wednesday March 13, 1991.
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multi-topic mission would be scheduled in early 1991. 1/ Approval
for the mission was received from the authorities last month and was
confirmed at the recent meeting with the Minister of Finance and the
Governor of the State Bank when they were in Washington to represent
Mongolia at the joining ceremonies.

ITI. Tasks of the Mission

The evolution of the statistical system in Mongolia was based
on the infrastructure of a centrally planned economy and was designed
around the need to provide detailed planning data for the successive
five-year development plans. As a result, a wide range of data are
available, often at a very detailed level, to assist in the
implementation of the development plans. This is evident in the data
included in the membership paper, particularly in the area of
production and output statistics. However, the quality of the data,
and its relevance for macroeconomic analysis and policy formulation,
is uncertain. This problem was explicitly recognized in the
membership paper in a number of instances, and was acknowledged by the
authorities during recent meetings in Washington. In this context,
the mission will assess the statistical situation in Mongolia and
advise on the most appropriate means of developing a statistical
system that will provide the authorities with a data base necessary
for the design, implementation and monitoring of macroeconomic
policies and that will be cost effective.

1/ A comprehensive and phased program of technical cooperation has
been developed. 1In November 1990, FAD sent a mission to assess a
draft tax reform bill, to provide medium-term tax policy advice and to
evaluate the need for further technical assistance in the fiscal area.
Following up on this visit, a second FAD mission is planned for early
March 1991 to further assist in customs development and to work with
the authorities to prepare a package of quick-yielding tax revenue
measures. Other missions planned for the next six months include the
first Article IV consultation mission to commence in late April, an
exploratory CBD mission in late May and an INS seminar on financial
programming and policies in mid-July. The World Bank is also planning
one or two visits during the April-June period.
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1. Sectoral issues

a. Money and banking

Until recently, Mongolia had a monopolistic banking
structure., The State Bank was responsible for both central and
commercial banking activities, acted as the treasury, and was the
depository of the country’s international reserves. The restructuring
of the banking system now under way includes the separation of the
central and commercial banking functions of the State Bank, and also
allows private sector participation in commercial banking operations.
In September 1990, two new commercial banks were established and it is
expected that additional banks will be created in the near term. The
mission intends to review the structure and coverage of the State Bank
and other financial institutions in Mongolia in order to ensure that
the monetary statistics capture the full range of transactions that
pass through the financial sector. The mission will analyze the
availability and content of the basic source documents used in the
compilation of monetary statistics, including the balance sheets or
other accounting data of the State Bank itself, and the report forms
used for collecting data by the State Bank from both its own regional
branches and the new commercial banks.

The membership mission encountered a number of problems
including imbalances between the assets and liabilities of the State
Bank, double counting of certain deposit and loan items, and net
creditor balances in bilateral clearing accounts when Mongolia, in
fact, is a net debtor. These problems will be investigated as part of
the wider review of the existing accounting procedures and the
appropriateness of the existing classification of assets and
liabilities. Finally, and as part of the overall assessment, the
possibility of designing a system that serves the needs of the
authorities while providing for the timely and regular reporting of
money and banking data to the Fund will be investigated.

b. Government finance

The existing State Budget in Mongolia consoclidates the
operations of the Central Government, 3 cities, 18 aimaks, and
351 somons; operations of the state enterprises and the state
cooperatives are not included. An important objective of the mission,
therefore, will be to initiate the development of procedures aimed at
setting up a common, harmonized system incorporating the reporting of
fiscal data for all entities in accordance with the Fund's
methodology. To this end, the mission will review the national data
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sources and compilation procedures currently used tovcompile data on
fiscal operations, suggest changes in coverage, procedures, etc., and
attempt to complile the data for the most recent year., Particular
attention will also be given to the possibility of reporting monthly
and quarterly data on major fiscal aggregates that could be used for
both the operational needs of ASD and publication in IFS.

Within this overall objective, four major topics to be
discussed with the authorities include the coverage, basis of
recording, timing, and classification of government operations. In
relation to coverage, the membership mission noted that there were a
number of special funds and accounts (e.g., producer’s fund, labor
reserve fund, disaster relief fund, contingency reserve account, etc.)
that appear to meet the criteria for inclusion in the government
finance statistics. Other possible extrabudgetary operations of the
government, such as the existence of other entities with separate
budgets will also be investigated. As part of this effort, the
mission will analyze the coverage of the government sector as reported
in the monetary accounts, with the objective of identifying possible
inconsistencies. Second, the mission will examine the basis of
recording of government operations and, if necessary, attempt to
develop a method of adjusting data to a cash (payments) basis. Third,
with regard to timing, the membership mission identified recording
practices that result in a shifting of the timing of government
transactions between fiscal periods. The nature of these practices
will be investigated, and the need for adjusting fiscal data will be
assessed., Finally, the mission will undertake a detailed review of
the classification of revenues and expenditures; regarding the latter,
the present accounts. do not allow for identification of all capital
transactions. An attempt will be made to develop a bridge table
between the national budgetary classification and the GFS system.
Particular attention will be given to the possibility of financing
transactions being treated as above-the-line items in the national
reporting system.

c. Balance of pavments and external debt

While external transactions’ data have historically been
reasonably comprehensive, recent steps to liberalize trade practices
have resulted in some loss of coverage. The membership mission was
able to prepare a provisional consolidated balance of payments
statement from data provided by the authorities; in doing so, however,
the report highlighted a number of areas where data deficiencies
exist. One of the most difficult problems encountered was the
valuation of the transferable ruble vis-a-vig the U.S. dollar. Until
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recently, the centralization of trade activities was restricted to a
few state enterprises, which made it relatively easy to collect
foreign tramsactions; however, the recent decision to allow a larger
number of enterprises, state cooperatives and other private sector
organizations to participate directly in foreign trade will make the
collection of balance of payments transactions more difficult.
Similarly, monitoring of capital flows--including those to non-
government and other private organizations--in the light of new
bilateral and multilateral aid donors will need to be strengthened.

An important objective of the mission will be to document the
sources and methods used for the compilation of balance of payments
statistics, both for transactions in convertible currencies as well as
nonconvertible currencies, in the context of the guidelines contained
in the Balance of Payments Manual. As part of this overall
assessment, the mission will focus on a number of areas including:

(1) problems relating to the coverage and classification of data (for
example, the merchandise trade data include bonuses received for
compliance with export volume targets; cross-border barter trade with
China is excluded, etc.); (2) the lack of a market-based exchange rate
permitting the aggregation of transactions in convertible and
nonconvertible currencies; and (3) inconsistencies between the balance
of payments data and other sets of macroeconomic data.

As noted earlier, the recent decision to expand the number of
organizations allowed to engage in foreign trade will require that
reporting systems be developed to collect information from these
entities. The mission will review with the authorities the need for,
and design of, draft report forms for this purpose. As part of this
review, the mission will focus on the consistency of the data with the
international standards for balance of payments accounting. At the
same time, the mission will seek to extend the range of statistics by
encouraging the authorities to provide a more detailed analysis of the
services account and the capital account. The authorities will also
be asked to provide an international investment position table, which
is consistent with both the capital account of the balance of payments
and data on external debt and financial statistics.

Virtually all of Mongolia's outstanding external debt is with
other centrally planned economies, particularly the U.S.5.R. The
mission will review the existing data with the authorities and discuss
the setting up of a mechanism that can be used to record loans that
are likely to be obtained from countries outside the CMEA area.
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d. Prices

As a result of the strict controls on basic consumer good
prices and the method of calculation of the official price index, the
official retail price index has remained virtually unchanged since
1980. At the same time, the prices of a range of consumer goods are
known to have increased during this period. The membership mission
noted this conflict and cautioned that the official retail price index
understated the actual inflation rate; this view was strengthened by
the fact that there had been changes in the quality of consumer goods
purchased during this period, and that the range of items in the index
and the relative weights assigned to them were not known and were
thought to be outdated. 1In this context, the authorities have
indicated that they intend to free a wide range of prices, and the
availability of reliable and timely data on price movements will be
important in the near term. Accordingly, the mission will discuss the
underlying methodologies currently used in the compilation of the
retail and wholesale indexes paying particular attention to the
relevance of the basket of items included in the index compilation,
the derivation of the weights used in the index aggregation, and the
methods of collection used in obtaining price quotations.

e. Intersectoral links

As part of its assessment and review, the mission will also
consider the statistical links between sectors to ensure that the
relationships between data series in different sectors are consistent,
or that the differences between the corresponding series in different
sectors can be explained.

3. Reporting arrangements and an IFS page.

The mission will discuss with the authorities plans for the
establishment of harmonized reporting arrangements to serve the needs
of ASD and STA, and will also review the requirements for developing a
country page for International Financial Statistics. The designation
of appropriate correspondents for each of the main statistical areas
will be reviewed with the authorities.

3. Technical assistance needs

Subject to the results of the assessment of the existing
statistical situation in Mongolia, the mission will seek to assist the
authorities in establishing a work plan for the provision of technical
assistance over the short-to-medium term, consistent with their own
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priorities. This will be delineated in the context of the Fund’s
limitations and competing demands in the area of resources. In this
context, the use of consultants financed by external sources (the
Japan-Administered Account, for example) will be an important source
of assistance.

4. Mission report

The mission will leave an aide-mémoire with the authorities
outlining its main findings and recommendations. Depending on the
outcome of the discussions, a separate mission report may be prepared
when the mission returns to Washington.

This briefing paper has been reviewed by the Asian
Department.

ce: Mr. Saito
Mr. Donovan {(o/r)
STA Advisors
STA Divigion Chiefs
Ms. Milne
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Office Memorandum (

To: Mr. O'’Connor March 1, 1991
From: L. Wolfe W

Subject: Briefing Paper on the Multi-Topic Statistical Mission to the
Mongolian People’s Republic (March 18-April 1, 1991)

A multi-topic technical cooperation mission consisting of
Messrs. Hoezoo, Skarzynski, Walton, Ms. Milne (ASD), Ms. Diaz-Zelaya
(Administrative Assistant) and myself is scheduled to visit
Ulaanbaatar during the period March 18-April 1, 1991. 1/ The main
objectives of the mission are: (1) to undertake a detailed overall
assessment of the existing statistical situation (data sources,
compilation procedures, coverage, underlying methodologies, resource
and institutional constraints, etc.) in the areas of monetary, fiscal,
price, balance of payments and foreign debt statistics; (2) to provide
recommendations and advice to the authorities on the development of
new, or the amendment of existing, collection and compilation
procedures consistent with Fund methodologies and with the needs of
both the Mongolian authorities and the Fund; (3) to discuss with the
authorities a work plan for the further development of the statistical
system and possible technical assistance needs, including the use of
experts in the short and medium term, taking into account Mongoliad’s
ability to absorb technical assistance; and (4) to discuss with the
authorities the establishment of regular, timely, and harmonized
statistical reporting arrangements to the Fund, that would serve the
needs of the Asian Department (ASD) and the Bureau of Statistics
(STA). Circumstances permitting, it may also be possible to hold a
one-day training seminar, although a decision to proceed with this
will be left until the mission has had a chance to assess the work to
be undertaken in Ulaanbaatar.

I. Background

The Republic of Mongolia joined the Fund and the World Bank
on February 14, 1991; prior to joining, a membership mission spent two
weeks in Ulaanbaatar in August 1990 and subsequently produced the
Calculation of Quota paper (EB/CM/Mongolia/90/1; 11/29/1990). During
a discussion at the Annual Meetings in September 1990, the Mongolian
authorities indicated a strong interest in obtaining technical
assistance in statistics as soon as possible. It was agreed that a

1/ My last day in the office will be Wednesday March 13, 1991.
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multi-topic mission would be scheduled in early 1991. 1/ Approval
for the mission was received from the authorities last month and was
confirmed at the recent meeting with the Minister of Finance and the
Governor of the State Bank when they were in Washington to represent
Mongolia at the joining ceremonies.

II. Tasks of the Mission

The evolution of the statistical system in Mongolia was based
on the infrastructure of a centrally planned economy and was designed
around the need to provide detailed planning data for the successive
five-year development plans. As a result, a wide range of data are
available, often at a very detailed level, to assist in the
implementation of the development plans. This is evident in the data
included in the membership paper, particularly in the area of
production and output statistics. However, the quality of the data,
and its relevance for macroeconomic analysis and policy formulation,
is uncertain. This problem was explicitly recognized in the
membership paper in a number of instances, and was acknowledged by the
authorities during recent meetings in Washington. In this context,
the mission will assess the statistical situation in Mongolia and
advise on the most appropriate means of developing a statistical -
system that will provide the authorities with a data base necessary
for the design, implementation and monitoring of macroeconomic
policies and that will be cost effective.

l/ A comprehensive and phased program of technical cooperation has
been developed. In November 1990, FAD sent a mission to assess a
draft tax reform bill, to provide medium-term tax policy advice and to
evaluate the need for further technical assistance in the fiscal area.
Following up on this visit, a second FAD mission is planned for early
March 1991 to further assist in customs development and to work with
the authorities to prepare a package of quick-yielding tax revenue.
measures. Other missions planned for the next six months include the
first Article IV consultation mission to commence in late April, an
exploratory CBD mission in late May and an INS seminar on financial
programming and policies in mid-July. The World Bank is also planning
one or two visits during the April-June period. '
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1. Sectoral issues

a. Monev and banking

Until recently, Mongolia had a monopolistic banking
structure. The State Bank was responsible for both central and
commercial banking activities, acted as the treasury, and was the
depository of the country’s international reserves. The restructuring
of the banking system now under way includes the separation of the
central and commercial banking functions of the State Bank, and also
allows private sector participation in commercial banking operations.
In September 1990, two new commercial banks were established and it is
expected that additional banks will be created in the near term. The
mission intends to review the structure and coverage of the State Bank
and other financial institutions in Mongolia in order to ensure that
the monetary statistics capture the full range of transactions that
pass through the financial sector. The mission will analyze the
availability and content of the basic source documents used in the
compilation of monetary statistics, including the balance sheets or
other accounting data of the State Bank itself, and the report forms
used for collecting data by the State Bank from both its own regional
branches and the new commercial banks.

The membership mission encountered a number of problems
including imbalances between the assets and liabilities of the State
Bank, double counting of certain deposit and loan items, and net
creditor balances in bilateral clearing accounts when Mongolia, in
fact, is a net debtor. These problems will be investigated as part of
the wider review of the existing accounting procedures and the
appropriateness of the existing classification of assets and
liabilities. Finally, and as part of the overall assessment, the
possibility .of designing a system that serves the needs of the
authorities while providing for the timely and regular reporting of
money and banking data to the Fund will be investigated.

b. Government finance

The existing State Budget in Mongolia consolidates the
operations of the Central Government, 3 cities, 18 aimaks, and
351 somons; operations of the state enterprises and the state
cooperatives are not included. An important objective of the mission,
therefore, will be to initiate the development of procedures aimed at
setting up a common, harmonized system incorporating the reporting of
fiscal data for all entities in accordance with the Fund's
methodology. To this end, the mission will review the national data
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sources and compilation procedures currently used to compile data on
fiscal operations, suggest changes in coverage, procedures, etc., and
attempt to compile the data for the most recent year. Particular
attention will also be given to the possibility of reporting monthly
and quarterly data on major fiscal aggregates that could be used for
both the operational needs of ASD and publication in IFS.

Within this overall objective, four major topics to be
discussed with the authorities include the coverage, basis of
recording, timing, and classification of govermment operations. In
relation to coverage, the membership mission noted that there were a
number of special funds and accounts {e.g., producer’'s fund, labor
reserve fund, disaster relief fund, contingency reserve account, etc.)
that appear to meet the criteria for inclusion in the government
finance statistics. Other possible extrabudgetary operations of the
government, such as the existence of other entities with separate
budgets will also be investigated. As part of this effort, the
mission will analyze the coverage of the government sector as reported
in the monetary accounts, with the objective of identifying possible
inconsistencies. Second, the mission will examine the basis of
recording of government operations and, if necessary, attempt to
develop a method of adjusting data to a cash (payments) basis. Third,
with regard to timing, the membership mission identified recording.
practices that result in a shifting of the timing of government
transactions between fiscal periods. The nature of these practices
will be investigated, and the need for adjusting fiscal data will be
assessed. Finally, the mission will undertake a detailed review of
the classification of revenues and expenditures; regarding the latter,
the present accounts do not allow for identification of all capital
transactions. An attempt will be made to develop a bridge table
between the national budgetary classification and the GFS system,
Particular attention will be given to the possibility of financing
transactions being treated as above-the-line items in the national
reporting system.

c. Balance of pavments and external debt

While external transactions’ data have historically been
reasonably comprehensive, recent steps to liberalize trade practices
have resulted in some loss of coverage. The membership mission was
able to prepare a provisional consolidated balance of payments
statement from data provided by the authorities; in doing so, however,
the report highlighted a number of areas where data deficiencies
exist. One of the most difficult problems encountered was the
valuation of the transferable ruble vis-a-vis the U.S. dollar. Until
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recently, the centralization of trade activities was restricted to a
‘few state enterprises, which made it relatively easy to collect
foreign transactions; however, the recent decision to allow a larger
number of enterprises, state cooperatives and other private sector
organizations to participate directly in foreign trade will make the
collection of balance of payments transactions more difficult.
Similarly, monitoring of capital flows--including those to non-
governmént and other private organizations--in the light of new
bilateral and multilateral aid donors will need to be strengthened.

An important objective of the mission will be to document the
sources and methods used for the compilation of balance of payments
statistics, both for transactions in convertible currencies as well as
nonconvertible currencies, in the context of the guidelines contained
in the Balance of Payments Manual. As part of this overall
assessment, the mission will focus on a number of areas including:

(1) problems relating to the coverage and classification of data (for
example, the merchandise trade data include bonuses received for
compliance with export volume targets; cross-border barter trade with
China is excluded, etc.); (2) the lack of a market-based exchange rate
permitting the aggregation of transactions' in convertible and
nonconvertible currencies; and (3) inconsistencies between the balance
of payments data and other sets of macroeconomic data. N

As noted earlier, the recent decision to expand the number of
organizations allowed to engage in foreign trade will require that
reporting systems be developed to collect information from these
entities. The mission will review with the authorities the need for,
and design of, draft report forms for this purpose. As part of this
review, the mission will focus on the consistency of the data with the
international standards for balance of payments accounting. At the
same time, the mission will seek to extend the range of statistics by
encouraging the authorities to provide a more detailed analysis of the
services account and the capital account. The authorities will also
be asked to provide an international investment position table, which
is consistent with both the capital account of the balance of payments
and data on external debt and financial statisties.

Virtually all of Mongolia’s outstanding external debt is with
other centrally planned economies, particularly the U.S.S5.R. The
mission will review the existing data with the authorities and discuss
the setting up of a mechanism that can be used to record loans that
are likely to be obtained from countries outside the CMEA area.
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d. Prices

As a result of the strict controls on basic consumer good
prices and the method of calculation of the official price index, the
official retail price index has remained virtually unchanged since
1980. At the same time, the prices of a range of consumer goods are
known to have increased during this period. The membership mission
noted this conflict and cautioned that the official retail price index
understated the actual inflation rate; this view was strengthened by
the fact that there had been changes in the quality of consumer goods
purchased during this period, and that the range of items in the index
and the relative weights assigned to them were not known and were
thought to be outdated. 1In this context, the authorities have
indicated that they intend to free a wide range of prices, and the
availability of reliable and timely data on price movements will be
important in the near term. Accordingly, the mission will discuss the
underlying methodologies currently used in the compilation of the
retall and wholesale indexes paying particular attention to the
relevance of the basket of items included in the index compilation,
the derivation of the weights used in the index aggregation, and the
methods of collection used in obtaining price quotations.

e. Intersectoral links ) ‘ R

As part of its assessment and review, the mission will also
consider the statistical links between sectors to ensure that the
relationships between data series in different sectors are consistent,
or that the differences between the corresponding series in different
sectors can be explained.

3. Reporting arrangements and an IFS page.

The mission will discuss with the authorities plans for the
establishment of harmonized reporting arrangements to serve the needs
of ASD and STA, and will also review the requirements for developing a
country page for International Financial Statistics. The designation
of appropriate correspondents for each of the main statistical areas
will be reviewed with the authorities.

3. Technical assistance needs

Subject to the results of the assessment of the existing
statistical situation in Mongolia, the mission will seek to assist the
authorities in establishing a work plan for the provision of technical
assistance over the short-to-medium term, consistent with their own
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priorities. This will be delineated in the context of the Fund’s
limitations and competing demands in the area of resources. In this
context, the use of consultants financed by external sources (the
Japan-Administered Account, for example) will be an important source
of assistance.

4. Mission report

The mission will leave an aide-mémoire with the authorities
outlining its main findings and recommendations. Depending on the
outcome of the discussions, a separate mission report may be prepared
when the mission returns to Washington.

This briefing paper has been reviewed by the Asian

Department,
ce: Mr. Mclenaghan (o/r)
Mr. Saito

-Mr. Donovan (0/r) —"

STA Advisors

STA Division Chiefs

Ms. Milne ' A .
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Office Memorandum
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To: Mr. O'Connor /g;j:> March 1, 1991

From: Richard Stillson

Subject: Multi-Topic Statistical Mission to Mongolia-Briefing Paper

It would be useful to add a reference in the money and
banking section of the paper on whether the mission will attempt to
compile historical monetary accounts and, if this is the case, how the
combined monetary authority/commercial banking functions of the State

Bank will be treated.

(Fe Mr. McLenaghan
Mr. Donovan
Advisors

Division Chiefs



Office Memorandum

To: Mr. O’Connor February 22, 1991

From: L. Wolfe &/

Subject: Briefing Note for Mongolia

I am attaching a draft briefing note for the forthcoming
multi-topic mission to Mongolia. Also attached is a draft transmittal

memorandum to the Asian Department.

Attachments

cc: Mr .,f"ﬁcLenaghan( olv )
% Donovan
ivision Chiefs



Office Memorandum

To: Mr. Saito February 26, 1991
%Zlckwiu
From: evin W. O’'Connor

Subject: Multi-Topic Statistical Mission to Mongolia--Briefing Paper

I am attaching a draft briefing paper for the forthcoming
multi-topic statistical mission to the Mongolian People’s Republic.
It would be appreciated if you could arrange for comments to be
provided to Mr. Wolfe (ext. 7502) or myself (ext. 7904) by c.o.b.,

Friday, March 1, 1991.

Attachment

cc: Mr. McLenaghan (o/r)
Mr. Donovan .
Advisors

Division Chiefs

CE\TAS\MGA\MGAASD21 .MEM



To: Mr. McLenaghan February 22, 1991

From: L. Wolfe

Subject:  Briefirg Paper on the Multi-Topic Statistical Mission to the
Mongolian People’s Republic (March 18-April 1., 1991)

A multi-topic—£echnical cooperation mission conéisfing of
Messrs. Hoezoo, Skarzynski, Walton, Ms. Milne kASD), Ms. Diaz-Zelaya
(Administrative Assistant) and myself is scheduled to visit
Ulaanbaatar during the period March 18-April 1, 1991. 1/ The main
objectives of the mission are: (15 to undertake a detailed overall
assessment of the existing statistiéal situation (data sources,
compllation procedures, resource and institutional constraints) in the
areas of monetary, fiscal, prices, balance of payments and foreign
debt statistics; (2) to providg recommendations and adviée to the
authorities on the development of neﬁ, or fhe amendment of existing,
collection and compilation procedures consistent with Fund
methodoiogies and with the needs of both the Mongolian authorities and
the Fund; (3) to discuss with the authorities a work plan for the
further development of the statistieal system and possible technical

assistance needs, including the use of experts in the short- and

medium-term, taking into account Mongolia’s ability to absorb

1/ All members of the mission will arrive in Ulaanbaatar on March
18 and are scheduled to leave on the morning of April 1. My last day
in the office will be Wednesday March 13, 1991. -
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technical assistance; and (4) to discuss with the authorities the
establishment of regular, timely, and harmonized statistical reporting
arrangements to the Fund, that would serve the needs of the Asian
Department and the Bureau of Statistics. Circumstances permitting, it
may also be possible to hold a one-day training seminar although a
decision to proceed witﬁ this will be left until the mission has had a

chance to assess the work to be undertaken in Ulaanbaatar.

I. Background

The ﬁepublic of Mongolia joined the Fund and the World Bank
on February 14, 1991; prior to joining, a membership mission spent two
weeks in Ulaanbaatar in August 1990 and subsequently produced the
Calculation of Quota paper (EB/CM/Mongolia/90/1; 11/29/ 1990). During
a discussion at the A;gual Meetings in September, 1990, the Mongolian
authorities indicated a strong interest in obtaining technical

assistance in statistics as soon as possible. It was agreed that a
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multi-topic mission could be scheduled for early in 1991. 1/

- Approval for the mission was received from the authorities earlier
this month and was confirmed at the recent meeting with the Minister
of Finance and the Governor of the State Bank when they were in

Washington to represent Mongolia at the joining ceremonies.

II. Tasks of the Mission

The evolution of the stafistical system in Mongolia was based
on the infrastructure of a centrally planned economy and was designed
around the need to provide detailed planning data for the succéssive
five year dévelopment plans. As a fesult, a wide range of data is
available often at a very detailed level. This is evident in the data
included in the membership paper, particularly in the area of

production and output statistics. However, the quality of the data,

and its relevance for macroeconomic analysis and policy formulation,

l/ A comprehensive and phased program of technical cooperation has
been developed. In November 1990, FAD sent a mission to assess a
draft tax reform bill, to provide medium-term tax policy advice and to
evaluate the need for further technical assistance in the fiscal area.
Following up on this visit, a second FAD mission is planned for early
March 1991 to further assist in customs development and to work with
the authorities to prepare a package of quick-yielding tax revenue
measures. Other missions planned for the next six months include the
first Article IV consultation mission to commence in late April, an
exploratory CBD mission in late May and an INS seminar on financial
programming and policies in -mid-July. The World Bank is also planning
one or two visits during the April-June period.
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is uncertain. This problem was explicitly recognized in the

- membership paper in a‘number of instances, and was acknowledged by the
authorities during recent meetings in Washington. In this context,
the mission will assess the statistical situation in Mongolia and
advise on the most appropriate means of developing aﬁstatistical
system that will providé the authorities with a data base necessary
for the design, implementation and monitoring of macroeconomic
policies. This will require an in-depth examination of the scope,
coverage, timeliness and underlying methodologies of the main

statistical databases mentioned in the following section.

1. Sectoral issues

a. Money and banking

Until recently, Mongolia had a‘monopolistic banking
structure. The State Bank was responsible for both central banking
and commercial banking activities, acted as the Treasury, and was the
depository of the country'’s internatiomal réserves. The restructuring
of the banking system now under review includes the separation of the
central and commercial banking functions of the State Bank, and also
allows private sector participation in commercial banking operations.
In September 1990, two new commercial banks were formed and it is

expected that additional banks will be created in the near term. The
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mission intends to review the structure and coverage of the State Bank
and other financial inétitutions in Mongolia in order to ensure that
the monetary statistics capture the full range of transactions that
pass through the financial sector. The mission will analyze the
availability and content of the basic source documents used in the
compilation of monetarybstatistics, including the balance sheets or
other accounting data of the State Bank itself, and the report forms
used for collecting data by the State Bank both from its own regional

branches and from the new commercial banks.

The membership mission encountered a number of problems
including the fact that the assets of the State Bank were not equal to
liabilities, that certain deposit aﬁd loan items appeared to be double
counted in the balance sheet, and that bilateral clearing accounts

showed net creditor positions when Mongolia, in fact, is a net debtor.

These problems will be investigated as part of the wider review of the
existing accounting procedures and the appropriateness of tﬁe existing
classification of assets and liabilities. Finally, and as part of the
overall assessment, the possibility of designing a system that

provides for the early availability and regular reporting of money and

banking data to the Fund will be investigated.
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b. Government finance

The existing State Budget in Mongolia consolidates the
operations of the Central Govermment, 3 cities, 18 aimaks and 351
somons; operations of the state enterprises and the state cooperatives
are not included. An iaportant objective of the mission, therefore,
will be to initiate the development of procedures aimed at setting up
a common, harmonized system incorporating the reporting of fiscal data
for all entities in accordance with the Fund’s methodology. To this
end, the mission will review the national data sources and compilation
procedures curréntly used to compilé data on fiscal operations,
suggest changes in coverage, procedures, etc. and attempt to compile
the data for the most recent year. .Particular attention will also be
given to the possibility of reporting monthly.and quarterly data on
major fiscal aggregates that could be used both for the operational

needs of ASD and for publication in IFS.

Within this overall objective, four major topics to be
discussed with the authorities include the coverage, basis of
recording, timing, and classification of government operations.
First, in relation to coverage, the membership mission noted that
there were a number of special funds and accounts (e.g. producer’s
fund, labor reserve fund, disaster relief fund, contingency reserve

account etc.) that appear to meet the criteria for inclusion in the
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government finance statistics. Other possible extrabudgetary

" operations of the government, such as the existence of other entities
with separate budgets will also be investigated. As part of‘this
effort, the mission will analyze the coverage of the government sector
as reported in the monetary accounts, with the objective‘of
identifying possible in;onsistencies between fiscal and monetary
statistics. Second, the mission will examine the basis of recording
of government operations and, if necessary, attempt to develop a
method of adjusting data to a cash (payments) basis. Third, with
regard to timing, the membership mission identified recording
practices that result in a shiftingvof the timing of government
transactions Eetween fiscal periods. The nature of these practices
will be investigated, and the need for adjusting fiscal data will be
assessed. Finally, the mission will undertake a detailed review of
the classification of revenues and expeqditures. An attempt will be
made to develop a bri;ge table between the national budgetary
classification and the GFS system. Particular attention will be given

to the possibility of financing transactions being treated as above

the line items in the national reporting system.

c. Balance of pavments and external debt

The availability of data on Mongolia's external transactions

is limited. The membership mission was able to prepare a provisional
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consolidated balance of payments statement from data provided by the

" authorities; in doing so, however, the report highlighted a number of
areas where data were unavailable or where information was sketchy.
One of the most difficult problems encountered was the valuation of
the transferable ruble vis a vis the U.S. dollar. Until'recently, the
centralization of trade:activities was restricted to a few state
enterprises which made it relatively easy to collect foreign
transactions; however, the recent decision to allow a Iarger number of
enterprises, state cooperatives and other private sector organizations
to participate directly in foreign trade will make the collection of

balance of payments transactions more difficult.

An important objective of the mission will be to document the
sources and methods used for the compilation of balance of payments
statistics, both for transactions in convertible currencies as well as

nonconvertible currencies, in the context of the guidelines contained

in the Balance of Payments Manual. As part of this overall

assessment, the mission will focus on a number of areas including:

(1) problems relating to the coverage aﬁd classification of data (for
example, the merchandise trade data include bonuses received for
compliance with export volume targets; cross-border barter trade with
China is excluded, etc.); (2) the lack of a market-based exchange rate
permitting the aggregation of transactions in convertible and

nonconvertible currencies; and (3) inconsistencies between the balance
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of payments data and other sets of macroeconomic data. Attention will
" also be directed to the discrepancies that exist in the trade data

between the shipments and payments statistics.

As noted earlier, the recent decision to expand the number of
organizations allowed t; engage in foreign trade will require that
reporting systems be developed to collect information from these
entities. The mission will review with the authorities the need for,
and design of, draft report:forms fér this purpose. As part of this
review, the mission will focus on'the‘consistency of the data with the
international standards of balance éf payments accounting. At the
same time, thé mission will seek to extend the range of statisties by
encouraging the authorities to provide a more detailed analysis of the
services account and the capitél account. The authorities will also
be asked to provide an international investment position table, which

is consistent with both the capital account of the balance of payments

and data on external debt and financial statistics.

Virtually all of Mongoliaks outstanding external debt is with
other centrally planned economies, particularly the U.S.S.R. The
mission will review the existing data with the authorities and discuss
the setting up of a mechanism that can be used to record loans th;t

are likely to be obtained from countries ocutside the CMEA area.
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d. Prices

As a result of the strict control of bésic consumer goods’
prices and the method of calculation of the official price index, the
official rgtail pricé index remained virtually unchangedAsince 1980.
At the same time, the p;ices of a range of consumer goods are known to
have increased during this period. The membership mission noted this
conflict and cautioned that the official retail price index
understated the actual inflation rate; this likelihood was
strengthened by the fact that there had been changes in the quality of
consumer goods ?urchased during thié period, and that the range of
items in the index and the relative weights assigned to them were not
known and thought to be out-of—date; In this context, the authorities
have indicated that they intend to free a Qide range of prices, and
the availability of reliable and ﬁimely.data on ﬁrice movements will
be important in the n;;r term. Accordingly, the mission will discuss
the undérlying methodologies currently used in the compilation of the
retail and wholesale indexes paying particglar attention to the
relevance of the basket of items included in the index compilation,

the derivation of the weights used in the index aggregation, and the

methods of collection used in obtaining price quotations.
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2. Reporting arrangements and an IFS page

The mission will discuss with the authorities plans for the
establishment of harmonized reporting arrangements to serve the needs
of ASD and STA, and will also review the requirements for developing a

country page for International Financial Statistics. The designation

of appropriate correspondents for each of the main statistical areas

will be reviewed with the authorities.
3. : Technical assistance needs

Subjéct to the results of the assessment of the existing
~statistical situation in Mongolia, fhe mission will seek to assist the
authorities in establishing a work plan for the provision of technical
assistance over the short tb mediuﬁ termf éonsistent with their own
priorities. This wili‘be delineated inkphe context of the Fund's
limitations and competing demands in the area of resources. In this
context, the use of c§nsultants financed by external sources (the

Japan-Administered Account, for example), will be an important source

of assistance.
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4, Mission report

The mission will leave an aide-mémoire with the authorities
outlining its main findings and recommendations. Depending on the
outcome of the discussions, a separate mission report may be prepared

when the mission returns to Washington.

. This briefing paper has been reviéwed by the Asian

Department.

cc: Mr. Saito
Mr. Donovan
STA Advisors
STA Division Chiefs
Ms. Milne
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To:

From:

Subject:

~

Mr. Wolfe . \ ‘ February 21, 1991
SN

C.A. Patel \__\,

Mongolia -- Multi-Topic Statistical Mission

We currently have no real sector data on Mongolia in our data

files except for population data. As such, it would be appreciated if
you could try to obtain the following indicators (which are
essentially the same as those requested from the forthcoming mission
to Albania):

Prices

Indices of agricultural procurement, wholesale industrial,
and consumer prices.

OQutput

Gross and net value of output for agriculture, industry,
construction, transport and communications, and commerce.
Both current and constant (or comparable) price data would be
appreciated, if available.

Employment and earnings

Total employment, as well as employment by sector and
ownership system (state, collective, and private). Average
wage data by sector and ownership system would also be
useful, as would any household survey statistics on patterns
of income and expenditure.

Foreign trade

Overall values, volume, and prices of exports and imports.
The exchange rates at which these transactions take place are
also important. For DOTS, it would be useful to have
information on exports and imports by partner country.

National accounts

Income and expenditure accounts, both on an MPS basis
(national income, and national income utilized), and on an
SNA basis (GDP by industry and expenditure categories). For
MPS data, it would be particularly useful to have data on
foreign trade in domestic prices, losses, and the overall



statistical discrepancy, as these data are customarily
omitted from MPS expenditure statistics. Translation keys
used by the authorities in moving between MPS and SNA
national accounts estimates (e.g. going from national income
to GDP) would also be helpful, as would any existing input-
output tables. Data should be available in both current and
constant (comparable) prices.

Given that there are few published statistical publications
from Mongolia in the joint library to draw upon, it is essential that
the above series be requested as far back as they are available.
Methodological information is equally important.

This is quite a lengthy list of requests, and I realize that
your time will be limited. I nonetheless appreciate your willingness
to investigate the availability of the series noted above.

cc: Mr. McLenaghan (o/r)
Mr. Donovan



Office Memorandum

To: Mr. Gill February 20, 1991
Mr. McLoughlin
Mr. Patel

Mr. Stillson

From: L. Wolfe W

Subject: Multi-Topic Mission to Mongolia

A statistical multi-topic mission is scheduled to visit
Mongolia during the last two weeks of March. Please let me know if
there are any statistical issues that you would like me to raise with

the authorities by c.o.b., Thursday, February 21, 1991.

ce: Mr. Mﬁienaghan (o/1)
. Donovan
Advisors
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INTERNATIONAL MONETARY FUND

MCLENAGHAN, John B.
RM. I155=100 0411

PRESS RELEASE NO. 91/6 FOR IMMEDIATE RELEASE
February 14, 1991

The Mongolian People’s Republic today became a member of the
International Monetary Fund. The IMF's Articles of Agreement were signed on
behalf of Mongolia by Mr. Alurzanyn Bazarkhuu, Minister of Finance of the
Mongolian People’s Republic. Mongolia’'s quota in the IMF is SDR 25 million
(about US$36 million).

With the admission of Mongolia, the membership of the IMF now totals

155 countries. The total of members’ quotas in the IMF is
SDR 91,127.6 million (about US$132,135.0 million).

External Relations Department ® Washington, D.C. 20431 ® Telephone 202-623-7100
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@ Office Memorandum

‘3, £9)
€ra RY Y

February 13, 1991

MEMORANDUM FOR FILES

Subject: Meeting with Mongolian Delegation

I attended a meeting this morning chaired by the Asian
Department for the visiting delegation from Mongolia who are in
Washington to sign the Articles of Agreement with the Fund and the
Bank. The purpose of the meeting was to discuss the technical
assistance arrangements in place for Mongolia for the next six months.
Present at the meeting were representatives from FAD (Mr. Baldet), CBD
(Mr. Downes), INS (Mr. Otani) and ASD (Mr. Saito and Ms. Milne). The
Mongolian delegation included the Minister of Finance (Mr. Bazarkhuu),
the Governor of the State Bank (Mr. Xhuderchuluun), and two other
officials from the Mongolian Embassy in Washington.

During the ensuing discussion, it was agreed that a FAD
mission on tax and customs revenue would spend three weeks in
Ulaanbaatar commencing March 18. The mission would consist of two
experts with Mr. Baldet joining the mission for the latter week or
two. This mission was a follow-up visit to the November 1990 FAD
trip.

The STA multi-topic mission 1s scheduled for two weeks
commencing March 18; the authorities did not see any problems with the
overlap of the FAD and STA missions. I took the opportunity to
explain the objectives of the mission to the delegation and they were
very supportive. It was also noted that the_ timing of the mission
should assist the Article IV Consultation tentatively scheduled for
April 29, 1991. Mr. Downes explained that CBD was planning a mission
in early May to review the situation in the banking area. It would be
useful if the authorities could send copies of the new banking
legislation now being discussed in draft form by the Mongolian
Parliament. Finally, the INS confirmed the three-week seminar for the
middle of July on Financial Programming and Policies.

In the area of statistics, the Minister and the Governor
both reiterated the need for statistics that would assist the

CE\TAS\MGA\MGALAW21 .MFF



authorities in the transition from a centrally planned economy to one
based on market forces. They noted the difficulty of collecting and
publishing data in a centrally planned environment, in particular in
those cases where the data and the published objectives of the country

were dissimilar.
%ﬂ, & ce
> = >

Lindsay A Wolfe
Country Economic Data Division

cc: Mr. McLenaghan (o/r)
Mr. Donovan
Advisors

Division Chiefs
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‘TENTATIVE SCHEDULING OF THE PROPOSED MISSION AND WOULD ;

APPRECIATE ANY COMMENTS YOU MAY HAVE ON ITS OBJECTIVES.
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Y
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ONCE THE TIMING IS AGREED, THE PRECISE DATES OF THE

4

MISSION WILL BE SENT TO YOU FOR APPROVAL. IN ORDER TO
ASSIST IN THE MISSION'S WORK IN MONGOLIA, IT WOULD BE
USEFUL IF BACKGROUND INFORMATION ON THE THREE AREAS OF

INTEREST COULD BE MADE AVAILABLE TO THE MISSION PRIOR TO A

rm

_7 ARRIVAL IN ULAANBAATAR. IN THIS CONTEXT, I WILL SHORTLY

SEND YOU A QUESTIONNAIRE OUTLINING THOSE AREAS WHERE il
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Office Memorandum

To: Ms. Koenig January 17, 1991
From: Vicente Galbis U, 61-
Subject: Draft Telex to Mongolia -

A multi-topic statistical technical assistance mission is
scheduled to visit Ulaanbaatar in the secon§ half of March 1991. I am
attaching a draft telex that will be sent to the Mongolian authorities
outlining the objectives of the mission. I would appreciate it if you
could send any comments you may have on the draft to Mr. Lindsay Wolfe

(ext. 7502) by noon, January 18, 1991.

7=

Attachment &
7
(1o Mr. enaghan
' \____—Mr{’Donovan (o/1)
CBD
FAD
> INS
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January 17, 1990

MR. BAZARKHUU

During his recent visit to Washington, Mr. Danzan (Deputy Chairman of
the State Bank of the Mongolian People’s Republic), and I discussed the
possibility of sending a Fund mission to Mong;lia to prévide assistance in
statistics. At that time, Mr. Danzan noted that the authorities were
anxious to develop further the statistical database in accordance with
international standards and indicated that the provision of Fund advice in a

number of areas would be extremely beneficial. It was agreed that March"

1991 would be the most appropriate timing for the mission.

Further to that meeting, I would like to propose that a multi-topic
mission visit Ulaanbaatar during the last two weeks of March. The mission
woulé‘be headed by Mr. Lindsay Wolfe, Chief of the Country Economic Data
Division of the Bureau of Statistics, and would include experts from-the
Bureau in monetary, fiscal, balance of payments, and foreign debt
statistics. A member of the Asian Department (Ms. Elizabeth Milne) would’
also participate in the mission. The primary objectives of the mission
would be (1) to undertake a detailed assessment of the existing statistical
siguation in Mongolia (data sources, compilation procedures, resource and
institutional constraints) in the above areas; (2) on the'basié of this
assessment, to provide recommendations and advice to the authorities on the
developmént of new, or the amendment of existing compilation procedures .
consiétent wifh Fund methodologies that would serve the needs of the
Mongolian authorities and the Fund; (3) in the light of Mongolia’s ability
to absorb technical assistance, to discuss with the authorities a work plan
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for the further development of the statistical system using Fund assistance
including the use of experts in the short and medium term; and (4) to

discuss with the authorities the groundwork for establishing regular and

timely reporting arrangements that would serve the statistical requirements
of the Fund, including the Asian Department and the Bureau of Statistics.
Subject to resource constraints, it might also be possible to undertake an
assessment of the possibility of providing short-term assistance to
establish a temporary mechanism for measuring market price movements, and to
scheduleva one-day training seminar. Thé seminar would provide an overview
of the major methodological principles and concepts underlying the
compilation of data in the fiscal, monetary and balance of payments and
foreign debt areas for officials working in the State Bank and other
statggtical agencies. Any decision to proceed wiﬁh the seminar, however

would be best left until the mission has a chance to assess the workload

situation in Ulaanbaatar and discuss the proposal with the authorities.

An important part of the mission’s work would be to review in some
depth the methodologies underlying the three main statistical areas. For

monetary data, the mission would review the existing accounting procedures

of the State Bank including the sectoral classification of assets and
liabilities, and the valuation of financial instruments. The financial
reforms initiated by the authorities to separate the central banking
function from:the commercial banking function of the State Bank will require
the replacement of the existing accounting plan system. The mission would
discuss the implication of the financial reforms for compiling monetary
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data. For fiscal data, the mission would review the institutional structure
of the public sector (including the separation of central govermment and
enterprise accounts), the classification of revenues and grants,

expenditures, and of financing and debt items. The relevant recommendations

of the recent Fund mission to study the authorities’ tax reform proposéls

would also be considered as part of this review. For balance of payments

and foreign debt data, the mission would review the sources and

methodologies for compiling data on trade flows, service receipts and
payments, capital transactions and foreign debt and the debt service.
Particular emphasis would be focused on establishing a system for recording
‘and monitoring borrowing and direct investment from abroad.

_i would welcome your early telex reaction tolthe tentative scheduling
of the proposed mission and would appreciate any comments you may ha&e on
its Objectives. Once the timing is agreed, the precise dates of the mission
will be sent to you for approval. 1In order to assist in the mission’s work
in Mongolia, it would be useful if background information on the three areas
of interest could be made available to the mission prior to arrival in
Uléanbaatar. In this context, I will shortly send you a questionnaire
outlining those areas where additional information will be needed.

REGARDS

MCLENAGHAN

DIRECTOR

BUREAU OF STATISTICS

INTERFUND
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INTERNATIONAL MONETARY FUND

January 11, 1991

Mr. Wolfe:

I attach a copy of the draft
questionnaire (Mongolia), prepared by
Mr. Hides and Mr. Sukachevin, that we
have today passed informally to ASD
for comments by the desk economist.

We expect comments early next week,
after which we will pass the question-~
naire to you for preparation of the
letter and the formal request for
comments to ASD.

cc:  Mr. McLenaghan

4 ¥, Donovan {(o.r.)
Mr. O'Conner

Petor LiJoyce
V4



Draft:PSukachevin:PLJoyce:ler:1/11/91
ATTACHMENT
INTERNATIONAL MONETARY FUND
Bureau of Statistics
MONGQLIA& PEOPLE'S REPUBLIG
March 1991 Multi-Topic Mission in Statistics

Questionnaire

I.° Please find attached a set qf the Appendix tables that were included in
the IMF membership paper that was prepared folléwing the Fund miésion to
Mongolia in August 1990. The .tables contain basic data provided by the
Mongolian authorities and estimates and calculations made by the IMF staff.
Please review,.éevise, énd'update~the b;éic data in these tables. It would
be helpful if the updating of the tables could incldde all available data,

and officiai estimates and forecasts, for 1990.

ITI. Exchange rates and exchange system

Please correct any errors in the statements below on exchange rates and
the exchange system and provide the information requested together with any

other information that you consider might be helpful:

1. Nenconvertible currencies. Mongolia, as a CGMEA member, effects
transactions with other member countries in transferable rubles

through the International Bank for Economic Corporation (IBEC).
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The exchange rate for commercial transactions has been fixed at
Tug 4.444 per transferable ruble since 1963. A noncommercial rate
of Tug 6.69 per transferable ruble is used for a modest amount of

international transactions.

Please explain whether the rate of exchange of the tugrik against the
transferable ruble waglset according to the official gold content of both
currencies. Was the relationship between domestic and CMEA prices of traded
goods takeﬁ into account when this rate was set? Furthermore, please
explain why tﬁe official tugrik/transferable ruble rate has remained

unchanged since 1963.

2. Convertible currencies.’ Prior to 1973, the tugrik was fixed at ‘
Tug 4 ﬁer U.S. dollar. From 1973 to July 1990, the commercial
rate of exchange<for the dollar was based, in principle, on the
crpés-rate betweeh.the official tugrik transferable ruble rate and
the IBEC transferable ruble/dollar rate. However, adjustmenté to
changes in the transferable ruble/dollar rate were not |
automatically adopted. The tugrik/dollar rate wag adjusted in
1inelwith the transferable ruble/dollar rate only when this would
result in an incfease iﬁ the tugrik value of convertible currency
international reserves holdings; otherwise the rate remain

'unqhanged. < This suggesﬁs that there were, at times, split cross

rates. Since July 1990, the authorities have set, each month, a
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base rate for the tugrik in terms of the U.S. dollar. In July

1990, the base rate was in terms of Tug 5.63 per dollar.

Please expléin in detail thé:procedure for-determining the base rate
and the monthly adjustment of thé tugrik/dollar rate. Please describe the‘
methodology used for détermining the rate of exchange of the tugrik against
convertible currencies other than the U.S. dollar since July 1990. Please
describe the types of transactions that took place at the commercial rate,
and provide déta on the volume of transactions that took place aé the

commercial rate.

In 1988, Mongolia introduced a noncommercial rate of Tug 20 per U.S,
dollar. Please explain how this noncommeféial rate was calculated. -Please
describe the types of tréngactions effected at the noncomgercial rate and
provide data(én the volume of transactions that took place at the

noncommercial rate.

On August 30, 1990, an officially sanctioned exchange auction among
state enterpriéeg and cooperatives and private cooperatives was held.
Please explain in detail the mechanism of this- exchange auction and describe
the types of transactions effected at the auction rate. Also, please
provide data on the volume of transactions that takes place through the

auction.
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3. For all exchange rates described in (1) and (2) above, please

provide monthly data starting from January 1980,

4, Please describe any changes in the exchange system (including

procedures for licensing imports, allocating foreign exchange, and tax rates

applying to imports and exports) that have taken place since August 1990,

IIT1. International liquidity

1. Please provide monthly data on official gold holdings in troy
ounces starting January 1980; please also provide data on the national
valuation of gold holdings in tugrik, and an explanation of how the official

price of gold is determined.

2. Please describe tﬁe procedures used to value the different types
of foreign assets and liabilities. In doing éo, please address the
following issues: (i) are foreign transactions recorded in the books of the
State Bank at current exchange rates or historical accounting rates?

(ii) which exchange rates are used to convert foreign balancés into tugrik?
and (iii) where ére the revaluation accounts recorded in the balance sheet

of the State Bank.

3. Please provide monthly data, starting January 1980, for official

foreign exchange reserves, in convertible and nonconvertible currencies.

FINTAS\MGA\QUESTION.DOC



1IV. Financial institutions

The mission would like to review data on the balance sheet of the State
Bank that were supplied to the Fund membership mission in August 1990 and

discuss the following issues:

1. The missionzﬁould like to obtain information on the recent
proposals for financial reform, including: (i) the plan for the separation
of the commercial banking from the central banking functions of the State
Bank and the ;stablishment of a separate entity for bank supervision;

(ii) the status of the two new commercial banks; and (iii) proposals for the
development of money and stock markets, expansion and improvement in the
system of check clearing, and developmeﬁt of instruments of indirect
monetary management. The mission would also like to review any new plan of

accounts that is related to the financial reform.

2. Please provide information on the present accounting practices of
the central banking and commercial banking functions of the State Bapk, as

well as the two newly created commercial banks.

3. Please provide recent end-of-month balance sheets or financial
statements for each of the two newly created commercial banks and of the

State Bank. #
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4. The mission would liké to discuss the sectorization of the economy
employed for purposes of monetary statistics and its linkages to the
sectorization employed in other areas of statistics, particularly balance of
payments and government finance statistics. In particular, the mission
would like to obtain clarificatién on .the distinction between resident and
nonresident accounts (as comparea to distinction between domestic and
foreign currency accogﬁts) and between central govermment and public

enterprise accounts.

5. The.mission would like to discuss the classification of
instruments egployed for purposes of monetary statistics. 1In particular,
please describe any problems of classification of accounts resulting froﬁ
the transition to a market oriented financial system. Are there still
relevant financial instruments that were created under the systeﬁ of ‘central
planning? Such instruments‘could include loans made by the State Bank at

highly subsidized rates, e.g., credit to agriculture, and industry, etc.

6. Please describe the present bank reporting system and the
reporting requirementé,_the timing of reports, and the time geeded to
compile statistiés for the major monetary aggregates. FPlease also describe
any plans to improve the reporting systgm. Specifically, do the present and
any prospective reporting systems provide for a clear distinction between
residents and nenresidents and, among residents, between the central

government, enterprises, and the private sector? Following the economic
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reform, are there any plans to collect separate data for private

enterprises?

7. Please describe in detail the instruments and mechanism of

monetary control.

8. Please describe the pre-reform system of bank clearing and the

anticipated changes in the system.
9. Please describe in detail the current system for foreign currency
deposits. When were foreign currency deposits introduced? Are interest

rates on foreign currency deposits the same as for savings deposits?

10. Please explain the present method for determining loan lending and

deposits rates.

v. Government finance

The following is a Government Finance Statistics (GFS) questionnaire
that requests ihformation on institutional and accounting arrangements
pertaining to the operations of all levels of government in Mongolia. It
would be appreciated’if this questionnaire could be completed prior to the
mission’s arrival. Also, please provide answers to the specific

questionnaire.

FI\TAS\MGA\QUESTION.DOC



1. Institutional questiommaire

a. Units of Government

(1) Units of central government
(1) Coveredlby central government budget
Please list ﬁajor administrative units, such as
mihistries, agencies and similar bodies, the operations
of which are included under parts or chapters of the
central government budget. »Eor each unit, please
indicate whether all of its financial operations are
inCluded‘ﬁnder the central government budget.
(ii) With séparate (own) budgets
Please list all agehcies, funds, organizations (by
type), universities anﬁ similar units which are not -
covered“by the central government budget, but which rely
substanﬁially on tax revenue or transfers from the
central govefnment budget'to cover their expenditure.

(2) Units of city governments
(i) Covered by the budgets of the cities (e.g.,
Ulaanbaatar)
Please list--separately for each city--major
administrative units, such as agencies and similar
bodies, the operations of which are included under parts

or chapters of the budgets. For each unit, please
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indicate whether all of its operations are included
under the city budgets.
(ii) With separate (own) budgets
‘Please list all agencies, funds, subsidized
organizations (by type), universities and similar units
which are noé covered by the budgets of the cities, but
wbich rely substantially on earmarked tax revenue or
transfers from city budgets to cover their expenditure.

(3} Units of aimaks and somons -
Please list the types (e.g., districts, communes,
municipalities, etc.) of national committees an@
indicate a number of committees of each type.

(4) Other
Are there any other non-commerciél activities or -
institugions, the operations of which;are not included
in the units listed abgve? If so, please provide a
brief description of these activities or imstitutions
and indicate where accounts of their operations may be
found.

b. .Liguidation or Complementary Period

Please summarize briefly the rules governing transactions

carried out in a complémentary peried, that is, a period

after the close of the regular fiscal year during which

uncompleted collections, payments, and commitments may be
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carried out and assigned to the previous fiscal year’'s
accounts. Please indicate if the closing date for various
units or operations is variable.

C. Government Accounts and Funds

Please list accounts with the state bank through which the
operations of units listed in section I are carried out and
indicate for each given account the units that utilize it.

d. Sources of Data

For the units listed in section I, please indicate the
'available sources of data on the accounts of their
4 oPeratidns, the frequency with which these data are
available, the organization responsible for issue, and thé
length of time thaﬁ elapses between the close of their
accounting periods and the ﬁime that data are available.

e. Nonfinancial Public Enterprises

Please indicate the pumber of state-owned enterprises
(exclusive of cooperatives), broken down by main sectors,

f. Public Financial Institutions

Please list all banks and insurance institutions.

2. Specific questionnaire

a, Please~explain the nature of non-tax revenues from

enterprises and cooperatives,
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b. Please explain the differences between allowances and social
security payments.

c. Please explain whether investment expenditures of public
enterprises include investment paid for from the state budget. Where are
such transfers récorded in the state budget, and how are they financed?

d. Please explain tﬂé puépose of, and the mechanism for
financing, the ccmpen;étion fund that existed before 1986.

e. Please provide a brief description of the principal taxes and
fees imposed by the central government, including custom duties on exports
and imports, éomestic turnover taxes, social security fees, production
taxes, payments. to labor reserve, rental fees, and payments to the gccial
security fund for disaster relief.

£. Please explain how the rental fees paid by enterprises are
calculated.

g. Please expléin whether the allocations frop the state
enterprises for social, development, and disaster funds are held by the
enterprises or transferred to the budget. If the latter is the case, please
indicate where these transfers are recorded in the state budget.

h. Please describe the nature of the off-budgetary accounts and
provide data ohfﬁhe amounts involved.

i. Please explain the method for determining the profit markup
for each industry.

j. Are cooperatives subject to the same taxes and the same tax

rates as enterprises.
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k. Do ministries have direct control over the budgets of their
respective enterprises and cooperatives since the new enterprise law was
implemented in 19897

1. Are pensions included in budgetary expenditure? If so,
where? If not, how are they financed?

m. Please provide data on foreign grants and loans related to
turnkey projects (where both labor services and materials are imported), and
other technical assistance (where only materials are imported). Are these
fully recorded in the state budget?

n. B Please provide information on the following budget items:

(1) grants and loans, in cash and in kind; (ii) debt and debt servige, in
transferable rubles and converﬁible currencies; and (iii) domestic finanéing

and the terms of its servicing.

VI. Balance of payments and external debt

1. Balance of pavments data sources and methods

Please correct any errors in the following statements. Please
also provide aﬁy“additional information that would be useful for an
understanding of the balanée of payments data or the methodology used to
compile them. When separate components are compiled for comvertible and
nonconvertible currenecy transactions, please comment on each component

separately.
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Merchandise exports and imports. There are two sources for trade

data: The State Bank and the Ministry of Trade.

a. Fbreign exchange record data. The State Bank compiles data
on the value of éiports and imports on a payments basis. The
State génk's exports data include gold sales and, since 1986,
bonuses from the U.S5.S8.R. for Mongolia's compliance with

annual export volume targets.

Please dgsqribe the procedures for compiling foreign exchange
statistics by the State Bank, including the various types of forms compléted
by those acquiring or selling foreign exchange, the processing system,
quality control changes, timeliness of reéults, and major coverage or other

problems.

b. Shipment data. The Ministry of Trade compiles data on the

value of exports and imports on a shipment basis, which
reflects notifications of delivery or receipt by the state
bféreign trade enterprises (Mongolimpex, Mongolexport,
Razneimport, Teknikimport, and Avtoneftimport). Export data
are compiled on an f.o.b. basis. Import data are primarily
on a cui.f. basis, although some contracts are specified as

f.o.b. Disaggregated information on the commodity
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composition of trade is compiléd and maintained only by the
Ministry of Trade. Cross-border barter trade with China,
ynder which Mongolian agricultural raw materials are exported
in exchange for Chinese consumer goods, is not captured in

either set of official data.

Please describe the procedures for compiling international trade
statistics by the Ministry of Trade. This should include descriptions of
the various types of forms completed by importers and exporters, the
processing sygfem, quality control checks, timeliness of results, and any
major coverage or other problems. Please explain whether there is any
adjustment (coverage deficiencies on other factors) made to value of expéfts
and imports of either at the official sets of trade data. For example, isv
interest on trade credit included in import statistics? :Furthermore; please
explain in detail the mechagism for setting export and import prices.
Finally, please explain the mechanism of the U.S.S.R. bonus system; has this

system continued to operate since January 1, 1991°?

Services. Data on gervices receipts and payments are compiled by

the State Bank. Data on interest payments are compiled on a cash

basis. Data on dividends paid to nonresident partners in joint
ventures are not recorded. Data on current payments financed by

project loans, in the form of turnkey projects (where both labor
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services and materials are imported) are not compiled by either

the State Bank or the Ministry of Trade.

Capital. Data on capital transactions are compiled by the

Ministry of Finance; these include data on trade and

investment financing from other CMEA countries, and grants and

loans from the U.S.S.R. to finance that part of the trade deficit

arising from terms of trade losses during 1976-1985. Data on

foreign monetary assets and liabilities are compiled by the State

Baﬁk. Detailed information on deposits held with the State Bank

by foreign residents (mainly embassies) is available from 1980.

Please explain whether the U.S.S.R. still provides grants and loans to

finance the trade deficit since 1985,

Please.describe the procedures for compiling foreign exchange and trade
statistics by both the State Bank and the Ministry of Trade. In doing so,
please include information of the various types of forms completed by
importers and exporters, the processing system, quality congrol checks,

timeliness of results and any major coverage or other problems.
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2. Currency conversion methods used to compile balance of payments
statistics

Please describe the various methods to convert balance of payments

transactions expressed in various currencies to a common unit of currency.

3. International debt and investment position data

For the capital account items, e.g., medium- and long-term capital
(trade loans, turnkey projects, technical assisﬁance loans), and reserves,
it would be useful if ;he corresponding stock data could be compiled from
1980 to 1990. If possible, separate details should be provided for both .
asset and liability positions and for the official (including the central
government, public enterprises, and the State Bank), and other sectors.
Separate data for external assets and liabilities in convertible currency
should also be compiled in terms of U.S. dollars; for debt in nonconvertible
currencies, the data should be in transferable rubles. The exchange rates
used should be end of period exchange rates. Please provided explanatiohs
of any differences between the balance of paymeﬁts capital account entries

and the changes in stock data.

4, Data links to momnetary statistics

The stock data prepared in answer to the preceding questions "3"
should use valuation and classification consistent with data compiled
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monetary statistics. Please indicate any areas where there are
discrepancies in valuation, classification, or timing between the two types

of statisties,
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Office Memorandum

January 9, 1991

MEMORANDUM FOR FILES

Subject: Mongolia--Meeting with Asjan Department Staff

On January 7, 1991, Mr. Joyce and I met with a group of ASD
staff members (Mr. Saito, Ms. Milne, and Mr. Leimone) to discuss the
timing and terms of reference for the proposed STA multi-topic mission
to the Mongolian People’s Republic (MPR).

1. Timing

The ASD staff explained that March 1991 had been proposed for the

multi-topic STA mission because it was necessary for the STA mission
. to be scheduled ahead of other missions scheduled for Mongolia during
March to May: INS in early April, CBD in the second half of April, and
ASD consultation mission in early May. The ASD staff explained
further that any time after February 15 (New Year’s day in MPR) would
be acceptable to the authorities and ASD. Timing of the mission
should alsoc take into account that there is only one flight per week
(Monday) from Beijing to Ulaanbaatar, and that routing through Moscow,
from which there was a daily flight, was difficult on account of visa

problems.
2. Terms of reference

Mr. Joyce indicated that, as agreed between Mr. McLenaghan and
Mr. Danzan, the mission would include a three-day training program in
the methodologies of monetary statistics, balance of payments
statistics, and government finance statistics. He solicited the ASD
staff’s opinion about the priority areas that would need immediate STA
technical assistance. The ASD staff indicated that priority should be
given to monetary data, balance of payments data, and government
finance data. Assistance in real sector data was not considered by
the ASD staff as high priority for the Fund, since assistance would be
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sought from the United Nations on national accounts. However, the
mission could help the authorities lay the groundwork to establish a
simple measure of consumer prices (a household income and expenditure
survey had not been undertaken in Mongolia). Mr. Joyce doubted that
that could be accomplished in the present mission, although the
possibility of a specialized mission in price statistics could be
discussed with STA management.

ASD staff considered that, for monetary data, the mission
should review the existing accounting procedures and classification of
assets and liabilities of the State Bank. Some of the data problem
the membership mission had found were that assets of the State Bank
were not equal to liabilities, and that certain items were double-
counted between the balance sheet and off-balance sheet entries. For
balance of payments data, the task would be to help the authorities
improve their compilation and classification of data on exports and
imports on a custom basis and services receipts and payments, with
emphasis on the latter. With regards to capital transactions (which
are mostly related to the Eastern European countries), as more and
more transactions are being carried out with convertible-currency
countries, an additional task would be to set up a system for '
monitoring borrowing and direct investment from these countries.

There was also a suspicion that reserve assets were misclassified.

For government finance data, the mission should aim to separate the
central government accounts from those of enterprises and insure that
no foreign financing was still included in revenue. Moreover, the
task should include a general review of classification of government
accounts. There are off-budgetary accounts, and some of which were
documented in the membership paper (EB/CM/Mongolia/90/1, November 29,
1990). The ASD staff suggested that STA should coordinate its
technical assistance effort with FAD in the area of the tariff system;
FAD is planning to have a follow-up to its November 1990 mission. For
all of the three main areas, the mission should focus on more recent
data in its work: data prior to 1985 should be given low priority.
Furthermore, for use by the future ASD consultation mission, Mr, Saito
requested the STA mission to check the quality of the tables in the
membership paper with the authorities.

Mr. Joyce asked if the State Bank would need assistance in
developing a computerized database, as had been discussed with
Mr. Danzan. The ASD staff explained that the State Bank now had a
computerized system, at least at the headquarters in Ulaanbaatar. A
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commercial bank from the Washington area (Riggs Bank) was helping the
State Bank to set up a computer program for its accounts and,
therefore, assistance in this area was not a high priority for the STA

mission.
Padej Sukachevin
Economist
Financial Institution Division I
ce: Mr. McLenaghan

Mr. Donovan (o.r.)
Mr. O’Connor

Mr, Gill

Mr, Joyce

Mr. McLoughlin
Mr. Stillson

. Mr. Wolfe
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December 19, 1990

To: Members of the Executive Board

From: The Secretary

Subject: Mongolia - Report of the Committee on Membership

Attached is the report by the Chairman of the Committee on
Membership for Mongolia, recommending the approval of a draft membership
resolution for the Mongolian People’s Republic for submission to the Board
of Governors for a vote by mail.

This matter is being placed on the agenda of an Executive Board
meeting to be held on Friday, December 21, 1990.

Att: (1)

Other Distribution:
Department Heads



December 19, 1990

To: The Chairman of the Executive Board
From: Mr. Santos, Chairman, Committee on Membership - Mongolia

Subject: Mongolian People’s Republic - Report on Membership

On November 30, 1990, the Executive Board decided to proceed with
the formal investigation of the application for membership in the Fund made
by the Government of the Mongolian People'’s Republic on June 26, 1990
(EBD/90/204, 7/11/90), and appointed this Committee to study the application
and to report to the Executive Board (EBD/90/204, Sup. 1, 11/25/90).

The Committee, after considering the size and characteristics of
the economy of the Mongolian People’s Republic in relation to those of
existing members and taking into account the existing structure of Fund
quotas, concluded that an initial quota of SDR 25 million would be
appropriate for the Mongolian People's Republic. The Committee further
agreed that the Mongolian People’s Republic should be given the option to
consent to an increase in its quota to SDR 37.1 million, in accordance with
the provisions of the Board of Governors'’ Resolution No. 45-2 on the Ninth
General Review of Quotas. This increase would take effect in accordance
with the terms of that Resolution and the Mongolian People’s Republic would
pay for the increase in accordance with Article III, Section 3 of the
Articles. The increase in the quota of the Mongolian People’s Republic was
calculated by the staff using the uniform method of distribution and the
rounding procedures agreed for the Ninth Review.

The Committee considers that the Mongolian People’s Republic
should be permitted to pay its initial subscription within six months after
accepting membership in the Fund. The Committee further recommends that the
Mongolian People’s Republic should pay an amount equivalent to
22.7 percent of its initial quota in SDRs or in currencies of other members
acceptable to the Fund. Such payment would be in accordance with
Article II, Section 2 of the Articles and the guidelines adopted by the
Executive Board in Executive Board Decision No. 6266-(79/156), adopted
September 10, 1979, for the payment of reserve assets in connection with the
initial quota payment. The balance of the subscription should be paid in
the currency of the Mongolian People’s Republic.

The authorities of the Mongolian People’s Republic have indicated
that the proposed terms and conditions for the membership of the Mongolian
People’s Republic are acceptable to them.



Accordingly, the Committee recommends that the attached draft
decision be adopted by the Executive Board, and that the report and the
draft Resolution appended thereto be sent to the Board of Governors, the
latter for a vote without meeting.

Attachments




DRAFT DECISION

MEMBERSHIP FOR THE MONGOLIAN PEOPLE’'S REPUBLIC

1. The Board of Governors is requested to vote without meeting pursuant to
Section 13 of the By-Laws of the Fund on the attached draft Resolution,

2. The Secretary is directed to send the attached report and draft
Resolution on Membership for the Mongolian People’s Republic to each member
of the Fund by rapid means of communication on or before [ 1.

3. To be valid, votes must be cast by Governors or Alternate Governors and
must be received at the seat of the Fund before 6:00 p.m. Washington time on
[ ]. Votes received after that time will not be counted.

4, The effective date of the Resolution of the Board of Governors shall be
the last day allowed for voting.

5. All votes cast pursuant to this decision shall be held in the custody
of the Secretary until counted, and all proceedings with respect thereto
shall be confidential until the Executive Board determines the result of the
vote.

6. The Secretary is authorized to take such further action as he shall
deem appropriate to carry out the purpose of this decision.



REPORT BY THE EXECUTIVE BOARD

MEMBERSHIP FOR THE MONGOLIAN PEOPLE'S REPUBLIC

The Mongolian People's Republic applied on June 26, 1990 for admission
to membership in the International Monetary Fund in accordance with
Section 2 of Article II of the Articles of Agreement of the Fund. Pursuant
to Section 21 of the By-Laws, the Executive Board has consulted with the
representative of the Mongolian People’s Republic and has agreed upon the
terms and conditions which, in the opinion of the Executive Board, the Board
of Governors may wish to prescribe for admitting the Mongolian People’s
Republic to membership in the Fund.

The Executive Board has therefore approved the attached Resolution for
submission to the Board of Governors for a vote without meeting pursuant to
Section 13 of the By-Laws.




INTERNATIONAL MONETARY FUND

DRAFT RESOLUTION

MEMBERSHIP FOR THE MONGOLIAN PEOPLE'S REPUBLIC

WHEREAS, the Mongolian People’s Republic, on June 26, 1990 requested
admission to membership in the International Monetary Fund in accordance
with Section 2 of Article IT of the Articles of Agreement of the Fund;

WHEREAS, pursuant to Section 21 of the By-Laws of the Fund, the
Executive Board has consulted with the representative of the Mongolian
People's Republic and has agreed upon the terms and conditions which, in the
opinion of the Executive Board, the Board of Governors may wish to prescribe
for admitting the Mongolian People’s Republic to membership in the Fund;

NOW, THEREFORE, the Board of Governors, having considered the
recommendations of the Executive Board, hereby resolwes that the terms and
conditions upon which the Mongolian People’s Republic shall be admitted to
membership in the Fund shall be as follows:

1. Definitions: As used in this Resolution:
(a) The term "Fund" means the International Monetary Fund;

{b) The term "Articles" means the Articles of Agreement of the
Fund, as amended:; and

(c) The term "SDRs" means special drawing rights of the Fund.

2. Quota: The quota of the Mongolian People’s Republic shall be
SDR 25 milliomn.

3. Payment of Subscription: The subscription of the Mongolian
People‘’s Republic shall be equal to its quota. The Mongolian People’s
Republic shall pay 22.7 percent of its subscription in SDRs or in the
currencies of other members selected by the Managing Director from those
currencies that the Fund would receive in accordance with the operational
budget in effect at the time of payment. The balance of the subscription
shall be paid in the currency of the Mongolian People’s Republic.

4, Timing of Payment of Subscription: The Mongolian People’s
Republic shall pay its subscription within six months after accepting
membership in the Fund.

5. Increase in Quota Equivalent to an Increase Under the Ninth
General Review: The quota of the Mongolian People's Republic shall be
increased to SDR 37.1 million, to which the Mongolian People’s Republic may
consent in accordance with the provisions of the Resolution of the Board of




Governors No. 45-2 on the Ninth General Review of Quotas. This increase
shall take effect in accordance with the terms of that Resolution and the
Mongolian People’s Republic shall pay the increase in accordance with
Article III, Section 3 of the Articles.

6. Exchange Transactions with the Fund and Remuneration: The
Mongolian People’s Republic may not engage in transactions under Article V,
Section 3, or receive remuneration under Article V, Section 9, until its
subgeription has been paid in full,

7. Exchange Arrangements: Within 30 days after accepting membership
in the Fund, the Mongolian People’s Republic shall notify the Fund of the
exchange arrangements it intends to apply in fulfillment of its obligations
under Article IV, Section 1 of the Articles.

8. Representation and Information: Before accepting membership in
the Fund, the Mongolian People’s Republic shall represent to the Fund that
it has taken all action necessary to sign and deposit the Instrument of
Acceptance and sign the Articles as contemplated by paragraph 9(a) and 9(b)
of this Resolution, and the Mongolian People’s Republic shall furnish to the
Fund such information in respect of such action as the Fund may request.

9. Effective Date of Membership: After the Fund shall have informed
the Government of the United States of America that the Mongolian People’s
Republic has complied with the conditions set forth in paragraph 8 of this
Resolution, the Mongolian People’s Republic shall become a member of the
Fund on the date when the Mongolian People’s Republic shall have complied
with the following requirements:

(ay The Mongolian People’s Republic shall deposit with the Government
of the United States of America an instrument stating that it
accepts in accordance with its law the Articles and all the terms
and conditions prescribed in this Resolution, and that it has
taken all steps necessary to enable it to carry out all its
obligations under the Articles and this Resolution; and

(b) The Mongolian People's Republic shall sign the original copy of
the Articles held in the Archives of the Government of the United
States of America.

10. Period of Acceptance of Membership: The Mongolian People’s
Republic may accept membership in the Fund pursuant to this Resolution not
later than six months after the effective date of this Resolution, which
date shall be the date of its adoption by the Board of Governors; provided,
however, that if the circumstances of the Mongolian People’s Republic are
deemed by the Executive Board to warrant an extension of this period during
which the Mongolian People’s Republic may accept membership pursuant to the
Resolution, the Executive Board may extend such period until such later date
as it may determine.

— -



Office Memorandum

November 21, 1990

MEMORANDUM FOR FILES

Subject: Meeting with Mongolian Representatives

On Thursday, November 15, 1990, I met with Mr. D. Danzan,
Deputy Chairmain, State Bank of the Mongolian People’s Republic, who
is to become the Governor of the Bank; an official from the Mongolian
Embassy, who acted as interpreter; and Ms. Milne (ASD). Mr. Danzan
was attending the central banking course given jointly by the INST and
CBD.

Mr. Danzan reviewed Mongolia's statistical system, which he
described as inadequate for the purposes of policy formulation and
analysis, and for meeting the Fund’'s needs. He indicated that the
authorities were anxious to receive Fund technical assistance and
advice in a number of areas. They were especially interested in
developing Mongolian statistics in accordance with international
standards.

I described the arrangements normally established with new
members for statistical reporting to the Fund, emphasizing the
benefits of a coordinated reporting system to meet the needs of ASD
and STA, and outlined the Bureau's program of technical assistance in
statistics.

We then discussed plans for a multi-topic STA mission. The
following points were agreed:

1. The mission timing tentatively scheduled for March 1991
was acceptable to the authorities.

2. A three-day training program at the start of the
mission, along the lines of that conducted during recent STA missions
in Eastern Europe, would be scheduled. Up to ten officials could be
assigned to participate in each of the areas of statistics to be
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covered (money and banking, government, finance, and balance of
payments); a general overview session, linked to the SNA, would be
included.

3. The mission would identify areas in which technical
assistance, both short term and long term, could prove beneficial.

4. At Mr. Danzan'’s request, the mission would also assess
the Central Bank'’s plans for developing a computerized database for
which they may be seeking guidance; possible BCS involvement in this
area would be considered.

5. A letter proposing the mission would be prepared for
the attention of the Minister of Finance. As soon as agreement on the
mission timing is reached, a detailed questionnaire and the full set
of data needs of the mission should be dispatched.

John B. McLenaghan

cc: Mr. Donovan
Advisors
Division Chiefs
Ms. Milne
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Office Memorandum

TO: The Managing Director Septembef-27, 1990
FROM: P.R. NarvekarrﬁQpQ

SUBJECT: Mongolian People's Republic--Meeting on
September 28, 11:30 a.m.

1. The Minister of Finance, Mr. Bazarkhuu, is likely to
request that an identification mission for technical assistance (staffed
by all concerned departments including CBD, FAD, and STA) be sent in
October.

2. You may wish to respond that given the limited Fund and
Mongolian staff resources (including for translation), a sequential
approach may be preferable. A series of missions and meetings can be
arranged. CBD/INST can extend an invitation to Mongolia to participate
in the November central banking seminar, and discuss technical assis-
tance support for financial reform at that time; FAD can field a mission
in November, and STA in the first half of 1991.

cc: The Deputy Managing Director
Mr. McLenaghan
Mr. Tanzi
Mr. Zulu

Principal author: Miss Elizabeth Milne
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Office Memorandum

To: Ms. Milne October 25, 1990
From: Daniel Scheuer

Subject: Mongolia--Quota Paper

Further to your memorandum to Mr. McLenaghan, attached is a
copy of this paper with some minor editorial comments. Apart from
these comments, there are two issues in statistics that might deserve
some further discussion in the paper.

As shown in the Main Economic Indicators table, the growth of
GDP at constant prices outpaces the growth of nominal GDP in 1985-87
and again in 1989, reflecting the substantial declines in the net
material product implicit deflators in those years. While this
unlikely situation is briefly discussed on page 29 of the report, it
might be possible to give some indication of the likely size as well
as the direction of the biases. For instance, a decline in official
list prices might have been reflected in budgetary subsidies (and to
some extent in domestic credit creation when subsidy payments were
delayed), and the changing dimension of these subsidies relative to
sector material product could give some indication of the underlying
price trends.

With respect to the monetary survey (Table 3), I presume that
the net international reserves concept is intended to reflect the
balance of payments concept, as a result of which, however, demand
deposits of nonresidents are included in the definition of money.

Since residency is the primal sector criterion for monetary
statistics, it would be preferable to use instead the concept of net
foreign assets, distinguishing as components the net international
reserves and net other foreign assets. Some explanation of the
nonmonetary "other liabilities” item, which would usually be included
in net other items, would also be useful.

Attachment

e} Mr. Mc énaghan (w/o attachment)
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EBD/90/352
October 19, 1990
To: Members of the Executive Board
From: The Secretary

Subject: Mongolia - Request for Technical Assistance

A request has been received from the Mongolian authorities
for technical assistance to advise on a proposed tax reform to be introduced
during the first part of 1991. It is proposed to comply with this request
by sending Mr. Jacques Baldet, Advisor, and Mr. John Brandolo, Research
Officer, both from the Fiscal Affairs Department, to Ulaanbaatar for two
weeks from early November 1990. The mission would be accompanied by two
members of the panel of fiscal experts.

In the absence of a request for discussion by an Executive
Director by noon on Wednesday, October 24, 1990, the proposal will be deemed
to have been approved by the Executive Board and it will be so recorded in
the minutes of the next meeting thereafter.

Other Distribution:
Department Heads



m:: Office Memorandum @

TO: The Managing Director Septembef'27, 1990
FROM: P.R. Narvekarwﬁyg

SUBJECT: Mongolian People's Republic—-Meeting on
September 28, 11:30 a.m.

1. The Minister of Finance, Mr. Bazarkhuu, is likely to
request that an identification mission for technical assistance (staffed

by all concerned departments including CBD, FAD, and STA) be sent in
October.

2. You may wish to respond that given the limited Fund and
Mongolian staff resources (including for translation), a sequential
approach may be preferable. A series of missions and meetings can be
arranged. CBD/INST can extend an invitation to Mongolia to participate
in the November central banking seminar, and discuss technical assis-
tance support for financial reform at that time; FAD can field a mission
in November, and STA in the first half of 1991.

cc: The Deputy Managing Director
Mr. McLenaghan
Mr. Tanzi
Mr. Zulu

Principal author: Miss Elizabeth Milne
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1990 Annual Meetings Minutes

(Asian Department Meeting)

Country: Mongolia

Delegates: Mr. Barzarkhum, MInister of Finance
Mr. Buyantogtokh, Executive Director,
Monetary Department, Ministry of Finance

Asian

Department: Ms. Milne
Mr. Leimone

Fiscal Affairs
Department: Mr. Baldet

IMF Institute: Mr. Lanyi

Mr. Otani
Central Banking
Department: Mr. Downes
Bureau of ;
Statistics: Mr. O'Connor
Mr. Wolfe
Date: Septembg; 26, 1990

The meeting, which was chaired by Ms. E. Milne of the Asian Department,
was called to provide the Mongolian delegation with an overview of the range
of technical assistance provided by the Fund.

Mr. Baldet noted that the Fiscal Affairs Department was prepared to
offer assistance in the area of tax reform and alsc in a number of other
related areas. He suggested that, while some assistance could be scheduled
fairly quickly, it would be useful if the authorities provided an indication
of the current status of the tax reform measures now under review in
Mongolia.

Mr. Lanyi described the types of training provided by the Institute,
both at Headquarters and abroad, and noted that the Institute &stood ready to
assist the Mongolian authorities in this endeavor. He suggested that one
advantage of scheduling a seminar in Ulan Bator was the ability to train a
relatively large number of officials; at the same time, the potential lack
of adequate translation facilities would require a substantial lead time
when planning such a seminar.
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Mr. O’Connor explained that the Bureau of Statistics provides technical
assistance (both long- and short-term) in the money and banking, government
finance, and balance of payments areas. The delegation were given copies
of the statistical manuals in these areas. He also noted that assistance
was provided in the real sector. Technical assistance is also provided
through the training programs mentioned by Mr. Lanyi. Over the last year or
two, the Bureau had worked with a number of economies in transition and this
experience would be useful given the current situation in Mongolia. Mr.
0'Connor indicated that a multi-topic mission would probably be the most
appropriate course of action, but that the Bureau could provide assistance
in specific areas if necessary.

Mr. Downes enumerated the short- and long-term assistance provided by
the Central Banking Department and made particular mention of assistance in
the area of drafting central bank legislation. He cited experience in Lao
P.D.R., Viet Nam, and Myanmar which he suggested would be useful background
to the work in Mongolia.

In response, the Minister said that the transition now under way in
Mongolia required a cadre of well-trained staff and that there was an
immediate and desperate need in this area. With this in mind, it would be
useful if a member of each of the technical assistance departments could
contribute a staff member to participate in a joint mission later this year
to discuss with the authorities the needs for assistance. In this context,
he noted that the govermment was currently reviewing the departmental
infrastructure in Mongolia, and also mentioned that two commercial banks had
been established earlier in the month. Ms. Milne suggested that, given the
lack of available contacts in Mongolia, it might be preferable to have the
technical assistance departments sequentially send people to Ulan Bator with
the Asian Department providing a staff member for the entire period. This
alternative was acceptable to the Minister. Mr. Baldet confirmed that his
department could send a small advisory mission before Christmas. Noting the
demands already placed on the Bureau of Statistics, Mr. O'Connor said that a
multi-topic mission could not be undertaken until early next year, although
it may be possible to send a one-man mission before then. Mr. Downes
indicated that the commitments of the Central Banking Department made it
unlikely that a team-type mission could be scheduled before mid-1991, but a
small-scale visit might be possible, particularly if management indicated
that Mongolia should be given high priority in technical assistance. It was
noted that the Minister was meeting with the Managing Director later in the
week.

Follow-up action

None for the immediate future. The Minister said that he would consult
with his colleagues on returning to Ulan Bator and send a letter to the Fund
specifying the type of technical assistance needed.
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MONGOLIA

International Monetary Fund
Bureau of Statistics - 1990 Annual Meetings

Country Brief

General Note

STA (Mr. Sukachevin) participated in a membership mission during
August 13-27, 1990 (see attached back-to-office reports of Mr. Saito to the
Managing Director and Mr. Sukachevin to Mr. MclLenaghan). The mission found
the authorities both well prepared and anxious to effect improvements in the
statistical area. The authorities expressed strong interest in obtaining
Fund technical assistance in all statistical areas, as well as in the fiscal
and banking areas, and they plan to approach concerned departments during
the forthcoming Annual Meetings.

Three areas were identified as priorities for technical assistance from
STA: (1) the compilation of money and banking statistics; (2) the
compilation of balance of payments statistics; and (3) the compilation of
government finance statistics. 1In all three areas, the authorities are
anxious to conform to Fund methodology. They would also wish, therefore, to
send relevant personnel to the Institute's statistical courses.

The authorities were invited to attend the Annual Meetings. Two
officials are scheduled to attend: Mr. A. Bazarkhuu (Minister of Finance)
and Mr. D. Buyantogtokh (Executive Director of the Monetary Department of
Ministry of Finance).
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&): Office Memorandum

b0

TO: Mr. McLenaghan / September 19, 1990
Mr. Tanzi
Mr. Teyssier
Mr. Zulu

FROM: K. Saité&

SUBJECT: Mongolian People's Republic: Technical Assistance

During the membership mission in Ulaanbaatar this past August,
the Mongolian authorities indicated keen interest in obtaining technical
assistance and training from the Fund, to assist them in their
transition from a centrally planned to a market economy. They are
particularly interested in assistance in tax reform, the separation of
commercial and central bamking function of the State Bank, and
improvements in economic and financial statistics. In addition, they
have expressed strong interest in the Institute courses, including the
possibility of a seminar in Ulaanbaatar.

To discuss their needs in further detail, it is proposed to
hold a meeting with the Mongolian delegation and the representatives of
the relevant departments on Wednesday, September 26, at 10:00 am in the
Sheraton (Room 2064). Any follow up meeting with individual departments
can be arranged at that time. For any questions regarding the meeting,
please contact Mr. Leimone (Ext. 7315).

ce: Mr. Narvekar
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To: Mr. McLenaghan September 5, 1990

wer
STV

e ~
Through: Peter L. Joyce = 4
From: P. Sukachevi : /~/7pAV/

Subject: Back-to-Office Report on Participation in Membership Mission /lL
to Mongolian People’s Republic (August 13-27, 1990) ﬁb{k?
7.0

A membership mission 1/ that visited Ulaanbaatar during
August 13-27, 1990 was very well received by the Mongolian
authorities. The mission collected and assessed the basic data needed
for quota calculations and the membership paper, and acquainted the
authorities with the legal, financial, and procedural steps toward
membership and the rights and obligations of membership.

My primary responsibilities were in the areas of national
accounts and real sector data. The mission’s work on the national
accounts data focused on the need to convert the authorities’ data on
net material product (NMP) to gross domestic product (GDP). After
examining the NMP data, the mission proposed that the authorities make
adjustments to the NMP data to capture the value of non-material
services and depreciation of fixed capital. The authorities were able
to make these adjustments, using data collected in the course of
preparing the NMP estimates, and they provided the mission with GDP
data and its sectoral components for the period 1980 to 1989. These
data appear to provide a good approximation of the value of GDP and
will be used in the quota calculations and the membership paper. The
mission also collected available data on output of agricultural
products (e.g., animal husbandry and crops such as cereals, potatoes,
and vegetables) and industrial products (fuel, textile, clothing, and
the like), prices (wholesale, consumer, export and import unit
values), employment, and wages.

The real sector data were prepared for the mission by the
State Statistical Office; these data are directly reported to the
Statistical Office from the data collection network comprising
300 districts, and 21 regional offices in 18 provinces and 3 large
cities. The authorities explained that all data from the
300 districts are electronically transferred to the regional offices.

1/ Comprising Mr. Saito (head), Ms. Milne, Mr. Leimone, Ms. Rosario
(all ASD), Messrs. Oh (LEG), Nocera (TRE), Rozwadowski (ETR),
Mrs. Tenney (SEC), and myself.
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The Statistical Office receives and stores the processed informatien
sent by the 21 regional offices in the mainframe computer. Other
types of statistics such as external current transactions, external
debt, exchange rate, international reserves, and government finance
are compiled either by the State Bank or by the ministries concerned;
the data are then either sent in hard copy or electronically
transferred to the Statistical Office.

The coverage of the external current account data provided to
the mission includes exports (f.o.b. basis), imports (c.i.f. basis),
services (mostly transportation of goods between China and the
U.S.8.R.), and travel receipts (include only tourism). Other items in
the services account include interest payments on long-term loans,
payments on insurance and international communications. At present,
external transactions data are collected by the State Bank and the
Ministry of Trade: data from the State Bank are on a payments basis,
whereas the data from Ministry of Trade are based on notification of
delivery by foreign trade companies. Mongolia’s external debt is due
mostly to the U.S5.S8.R., which includes import financing and technical
assistance (comprising capital goods for projects as well as experts
and feasibility studies). Mongolia's trade with the CMEA countries is
based on two exchange rates, a commercial and a non-commercial rate,
quoted against the transferable ruble (TR). The commercial rate
(Tugrik 4.44 per TR) is applied to most external transactions, whereas
the non-commercial rate (Tug 4.18 per TR) is applied to services such
as tourism. Both rates were originally set by taking into account the
general price structure of Mongolia compared with the price structure
of other CMEA countries but have remained unchanged since 1968,
Mongolia's trade with the non-CMEA countries is also based on two
exchange rates, commercial and non-commercial, quoted against the U.S.
dollar. The non-commercial rate (Tug 20.0 per U.S. dellar) is
available only to Mongolian residents who wish to exchange tugrik
against foreign currency for tourism or similar activities, whereas
the commercial rate (e.g., Tug 5.55 per U.8, dollar as of August 1,
1990) is applied to all other transactions. The international
reserves data include gold holdings (troy ounces) and convertible
foreign exchange holdings (millions of U.S. dollars). These data
exclude non-convertible reserves., The coverage of government budget
data includes the operations of the general govermment, local
governments, and part of the capital ocutlays of public enterprises.
The authorities stated that the state budget receives no financing
from the State Bank other than the transfer of foreign loans.

However, the State Bank directly finances a portion of enterprises'’
investment in accordance with the plan, and may alsc finance unplanned
losses of enterprises when unplanned surpluses of other enterprises
are inadequate to cover the losses. There are no limits on such
finaneing.

I:\TAS\MGAPSLER.BTO



The authorities indicated that they would welcome technical
assistance from the Fund to assist them in transforming Mongolia from
a centrally planned to a market economy. Five areas were identified
as priorities for technical assistance: (1) to separate the central
banking function from the deposit money bank activities of the State
Bank, the only bank in Mongolia; (2) to compile money and banking
statistics In accordance with Fund methodology; (3) to compile balance
of payments statistics; (4) to support tax reform efforts; and (5) to
compile government finance statistics according to Fund methodology.

I am responsible for drafting the section on the real sector
for Mongolia’'s membership paper. The first draft of the paper 1s due
to be completed around the end of September 1990, )

[

cc: Mr. Donovan (o.r.)
Advisors
Division Chiefs
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Office Memorandum

To: Mr. Joyce August 6, 1990

From: C.A, Patel

Subject: Comments on Draft Briefing Paper on
Membership Mission to Mongolia

The only point I wish to stress on national accounts is that
even i1f Mongolia proves to have relatively little sector-specific data
for effecting the net material product (NMP) to gross domestic product
{GDP) conversion outlined in this briefing paper, the mission should
nonetheless collect available information to try to estimate the
missing components, rather than simply apply aggregate adjustment
coefficients for nommaterial services and depreciation to total NMP.
This approach is more likely to yield more robust estimates of GDP for
Mongolia, and will yield background material for the consideration of
a future technical assistance mission.

ce: Mr., McLenaghan
Mr. Donovan
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Office Memorandum
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To: Mr. McLenaghan August 6, 1990
From: Peter L. Joyce ‘

Subject: Mongolia: Briefing Paper

Attached please find the final briefing paper for the area
department mission to the above-mentioned country.

Regarding the suggestion by Mr. Luu to obtain information on
current and planned technical assistance by other international
organizations that relate to statistics, the mission members were
specifically advised by the Mission Chief to refrain from becoming
involved in this subject. In fact, the briefing that was sent to the
management did not address the aspect of technical assistance at all.

Attachment

cc: Mr, Donovan
Mr. McLoughlin (o.r.)
Advisors
Division Chiefs
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: Office Memorandum

IO Mr. McLenaghan August 6, 1990
THROUGH: Peter L. \ e, Division Chief
FROM: Padej Sukachevi&?g

SUBJECT: Briefing Paper on Participation in Membership
Mission to Mongolia (August 13-27,  1990) 1/

A staff mission consisting of Mr. Saito (head), Ms. Milne,
Mr. Leimone (all ASD), Messrs. Oh (LEG), Friedman (SEC), Nocera (TRE),
Rozwadowski (ETR), Ms. Rosario (Administrative Assistant, ASD), and
myself will visit Ulaanbaatar for about two weeks beginning August 13,
1990. The mission will gather the data necessary for the calculation
of the quota as well as acquaint the authorities with the legal,
financial, and procedural steps toward membership and the rights and
obligations of membership.

My assigned responsibilities are in the area of national
accounts statistics. Mongolia uses the net material product (NMP),
which is common to centrally planned economies, to measure its
national income. The NMP system is different from the gross national
product (GDP), which is used for Fund quota calculation. The NMP is
defined as the difference between gross material product (which
includes production of material goods and material services but
excludes non-material services such as finance, insurance, education,
and the like) and material consumption of inputs including
depreciation of fixed capital.

In principle, GDP can be estimated from the NMP by using a
conversion method. The attached Table 1l--Mongolia: Conversion of Net
Material Product to Gross Domestic Product, According to Type of
Production Activity--shows a possible way to convert the production
aggregates of NMP to GDP by using a number of adjustment items as
detailed in the table and explained in the note attached to the table.
Table 1 shows that there is no one-to-one conversion of NMP production
to GDP at a disaggregated level. Experience in another Asian country,
Lao People’s Democratic Republic, shows that the staff had to ignore
the disaggregated adjustment items entirely. Instead, the staff
estimated GDP from the given NMP by adding estimates of nonmaterial

l/ My last day in the office will be August 8, 1990.

FI\TAS\MGA\MGAPSLER . BRF



services and depreciation of fixed capital to NMP; the staff used
certain proportions of NMP to estimate the nonmaterial services and
depreciation. Subject to the availability of data in the field, it
will be necessary to formulate such estimates of the adjustment items.

Thus, my major task will be to collect data relating to the
NMP, to review their coverage and accuracy, to assess the extent of
any distortions created by unrealistic exchange rates and controlled
prices used by the authorities in their computation, to formulate
estimates of the adjustment items, and thus to estimate GDP for use in
the quota calculation. Based on the data collected, the task will
also include discussions with the authorities on recent developments
in national accounts.

With regard to the issues of relevance to the Bureau, I will
attempt to obtain, to the extent possible, additional information on
the data collection systems related to other macroeconomic areas, for
example, money and banking, balance of payments, and government
finance, which would be useful for the assessment of possible future
technical assistance from the Bureau.

Attachment

cc: Mr. Donovan
Advisors
Division Chiefs
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ATTACHMENT

Table 1. Mongolia: Conversion of Net Material Product to Gross Domestic Product,

According to Type of Production Activity, (year)
' (In millions of tugrik)

Standard adiustmentiatems for converting NMP to GDP

Re-allo Value Value of Purchases Cost Losses Net Con-
cation added, non- by enter- of in dom- sump-

Types of Net between net in material prises travel stocks estic tion Gross Types of

production material major  the services, for of and in prod- of dom- production

activities product produc- non- consumed recreat- emplo- fixed uct fixed estic activities
according (NMP) tion mate- by the ional, yees capi- (1+2+ capi- pro- according to

to System acti- rial material cultural tal 3-4- tal duct the U.N.

of Material vities sphere sphere services 5-6- (GDP) System of

Product for 7) (8+9) National

Balances e yb ees Acccounts

(MPS) (1) (2) (3) (4) ( /('S)j ( (6) ((7) (8) (9) (10) (SNA)

1. Agriculture X X X X X X X X X 1. Agriculture and
and forestry forestry

2. Industry bl4 bl4 X bl4 by bl4 bl4 X X 2. Mining, manufac-

turing, electri-
city, gas, and
water

3. Construction X X X X X X X X X 3. Construction

4. Trade X X X X X X X X X 4, Trade (whole
(Wholesale sale and

and retail)
retail)
Transporta- X X X X X X X X X 5. Transportation
tion and and
communication conmunication

6. Other X X 6. (None)
activities
of material
sphere

7. Total X X X X X X X X X 7. Total
Material material
sphere sphere
(1+2+3+4+5+6) (1+2+3+4+5)

8. Housing, X X X bl4 X bl4 X X 8. Financing,
personal, insurance, real es-
financial, tate and business

and services, and per-
business sonal services
services

9. Other non- X X X X X X X X 9. Community & social
material services, except
services personal services

10. Total non- X X X X X X X x 10. Total non-material

material sphere
sphere (8+9) (8+9)

11. Grand total X X X X X X X X X X 11. Grand total

(7+10) (7+10)

Sources: United Nationas, Studies in Methods, Comparisons of the System of National Accounts and the System of
Balances of the National Economy, Part One (Conceptual Relations) and Part Two (Conversion of Aggregates of SNA

to MPS and Vice Versa for Selected Countries), New York, 1981.

"x" denotes the potential placement of data.

Blank spaces mean no data are expected.
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Explanatory Note of Table 1

lumn 1--NMP (net material product) is defined as the difference between gross material product (which includes
~ooduction of material goods and material services, that is, only services involved in the production of goods)
and material consumption of inputs including depreciation of fixed capital. Material product includes outputs
from agriculture and forestry, construction, retailed and wholesale trade, transportion and communication, and
other activities of material sphere. Material services include printing, publishing, hotels, restaurants,
distribution of utilities such as electricity and water, and other business services. Excluded from the
measurement of the NMP are the non-material services which include finance, insurance, housing, public
administration, defense, repairs, education, and welfare.

Column 2--Secondary activity should be separated from the main production acivity and classified in the production
activity proper to them. For example, if the secondary activity involves the construction of an industrial
entity, and is currently being included in the industry, this secondary activity should be deducted from the
industry category and added to the construction category. In principle, the entry in one production category (for
example, a positive entry) should have a balancing entry (a negative entry) in another category of production
activity.

Column 3--Both SNA value added and MPS primary income are defined as gross output minus intermediate consumption
(in the case of MPS, also minus capital consumption or depreciation). The main difference between the two
concepts is that MPS primary income is confined to income originating in the material sphere, whereas SNA value
added includes income from non-material as well as from material spheres. Therefore, value added from the non-
material sphere should be added to NMP.

Column 4--Intermediate inputs are excluded in the SNA concept of GDP and, therefore, should be deducted from the
NMP.

lumn 5--In SNA, these expenditure items are treated as similar expenditures incurred in connection with the
rmal activities of the enterprises and, therefore, included in the intermediate consumption. Thus, they are
excluded from GDP and should be deducted from the NMP.

Column 6--In SNA, travel expenses and other similar types of expenses incurred by employees in connection with the
business of their employers are treated as intermediate comsumption. However, in MPS, these travel and similar
types of expenses are not included in intermediate consumption but treated as primary incomes of the population.
In so far as they relate to goods and material services they appear as final consumption of the population and
should be deducted from the NMP.

Column 7--In SNA, a distinction is made between foreseen and unforeseen losses. Foreseen losses include losses
due to normal events in production (for example, losses in the storage of products) and losses due to normal
accidental damage (car accident, fire, and the like). Foreseen losses in stocks are treated as part of
intermediate consumption. Unforeseen losses in stock due to major calamities are treated as capital losses, which
are not recorded in the production. accounts. However, in MPS, only losses in stocks due to normal events in
production are included in the material inputs and, therefore, excluded from NMP, whereas the remaining losses are
included in NMP. Therefore, losses in stocks due to accidental damage and losses in stock due to major
calamities should be deducted from NMP.

In SNA, losses in fixed capital due to major calamities and abandoned construction are treated as
capital losses and not recorded in the production accounts, whereas these are included in NMP. Therefore, these
losses should be deducted from the NMP.

Column 9--In SNA, consumption of fixed capital is included in the measurement of GDP, but excluded from the
measurement of NMP. Therefore, it should be added to the NMP to arrive at the amount of GDP.

lumn 10--In SNA, gross domestic product (GDP) is defined as gross value of final goods and services produced by
all resident producing units in a country. Therefore, excluded from the measurement of GDP is the intermediate
consumption of inputs.
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Office Memorandum

To: Mr. Donovan 1 i 1 August 3, 1990

From: Peter L. Joycey)
v

/
Subject: Mongolia: Draft“Briefing Paper for Clearance

Attached please find for your clearance the revised briefing

paper for the area department mission to the above-mentioned country.

Attachment

cc: Mr, McLenaghan/ 5 )
Mr. McLoughlin (o.r.) é; y o 4(,._., M’
Advisors

Division Chiefs
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ATTN : MR.P.R.NARVEKAR,
RE : MISSION TO ULAANBAATAR ) M
1 EXPRESS MY GRATITUDE TO YOUR QUICK RESPONSE TO OUR APPLICATION FOR MEMBER ]
MEMBERSHIP IN THE INTERNATIONAL MONETARY FUND.
1 AGREE TO THE PROPOSAL MISSION DATES-AUGUST 13-27 AND WOULD LIKE TO N
INFORM YOU THAT WE MADE REERVATIONS FOR NINE PEOPLE- ON MONGOLIAN
AIRCRAFT'S FLIGHT FROM BEIJING TO ULAANBAATAR ON AUGUST 13.. G
PLEASE CONTACT OUR EMBASSY UPON ARRIVAL TO BEIJING.
WE ALSO ARRANGED RESERVATIONS AT IH TENGER HOTEL.
AS TO YOUR NOTE ON THE REQUESTED MEETINGS, DOCUMENTS, BRIEF NOTES M
AND DATA OUR MINISTRY IS WORKING IN CLOSE CONTACT WITH RELATED
MONGOLAIN AUTHORITIES. E
YOU CAN COMMUNICATE THROUGH TELEX NO0.241 WITH MR.D.BAYARTOGTOKH, S
EXECUTIVE DIRECTOR OF MONETARY DEPARTMENT, ABOUT ANY QUESTIONS
REGARDING YOUR MISSION TO ULAANBAATAR. S
BEST REGARDS, : ; Ay
A.BAZARKHUU ce CTYE;//://// A
MINISTER OF FINANCE ' o v .
. ULAANBAATAR DY G
31 JuLY 90 ////1%;
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Office Memorandum

To: Mr. Donovan August 1, 1990

From: Thiet T. Luu ;g

Subject: Mongolia--Briefing Paper

The participation of an STA staff member in the forthcoming

membership mission to Mongolia will provide a good opportunity for STA
" to gather wvaluable information on the process (organizational

structure and resources employed) whereby statistics are being
collected and compiled in the country. It would be also useful if the
mission could obtain information on any current and planned technical
assistance by othef International ofganizations that relate to"
SEoETSETEE : : e et aestom s oot e

i
PRGN

I expect that Mongokia would be similar to Lao Peoples’
Democratic Republic, where in the beginning data provided by the
authorities were of little reliability and substantial technical
assistance would be needed to bring the data to an usable level. For
the purpose of this mission, it would not be sufficient to find the
way to convert the MPS national income measure to the SNA concept of
GDP. The coverage of any data on national income provided by the
authorities would need to be carefully reviewed first for their \ v
adequacy within the MPS system, before converting them to the GDP
concept. This could be tricky, because of the distortions created by
the unrealistic exchange rates and controlled prices, and as the
authorities might not be able, or willing to provide the details.
Usually in these centrally-planned economies, price data may not
represent real conditions. I am afraid that, being an STA staff
member assigned to develop the GDP data, Mr. Sukachevin would be also
asked to produce some relevant price series (CPI and GDP deflator).
Technical papers prepared by previous missions to Lao PDR (in which I
participated) may provide some useful hints for the preparation of
this mission.

cc. Mr. Joyce f%\

Mr. Sukachevi ' wh
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Office Memorandum

To: Mr. Donovan July 31, 1890
From: Ruth Lituma pui/

Subject: Mongolia: Draft Briefing Paper for Clearance

Attached please find for your clearance the briefing

paper for the area department mission to the above-mentioned country.

Attachment

cc: Mr. Mclenaghan
Mr. McLoughlin (o.r.)
Advisors
Division Chiefs
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&y Office Memorandum
e
TO: The Managing Director “July 30, 1990
The Deputy Managing Director //
N A
FROM: Hubert Neiss : 4
SUBJECT:

Mongolian People's Republic (MPR): Membership Mission

Attached for your approval is the briefing for the membership
mission to Mongolia. It has been reviewed by Messrs. Boorman (ETR),
Williams (TRE), Lang (SEC), McLenaghan (STA), Lorie (FAD), and Oh (LEG).

Except for anticipated difficulties in compiling the data
needed for the quota calculations, there are no exceptional issues.
World Bank plans to begin processing Mongolia's application after the
Fund mission. The Asian Development Bank, which had already sent two

missions, expects that Mongolia's application would be approved shortly
by its Executive Board.

The

The general election held last Sunday (July 29)--the first
multi-party election in Mongolia—--has reportedly been fair and resulted
in a return of the Communist Party. Secretary Baker's visit, the first

such high-level contact between the U.S. and Mongolia, will take place
during August 3-5.

Mr. Saito's last day in office is August 13, 1990

Attachment

cc: ETR
FAD
LEG
SEC
STA
TRE

Mr. P. Andrews
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CONFIDENTIAL

(CHC) cbpOmn (7/30/90)
INTERNATIONAL MONETARY FUND
MONGOLIAN PEOPLE'S REPUBLIC

Briefing Paper - Membership Mission ~

Prepared by the Asian Department and the Treasurer's Department
(In consultation with the Exchange and Trade Relations,
Fiscal, Legal, Secretary's, Treasurer's Departments,
and Bureau of Statistics

AINfocrRN
Approved by P.R. Narvekar and Gerhard Lask

July 30, 1990

Following the application for mémbership_by the Mongolian Peoplé's
Republic (MPR) received by the Fund on July 10, 1990, a staff mission
consisting of Mr. Saito (head), Ms. Milne, Mr. Leimone (all ASD),
Messrs. Oh (LEG), Friedman (SEC), Nocera (TRE), Rozwadowski (ETR),
Sukachevin (STA), and Ms. Rosario (Administrative Assistant, ASD) will
visit Ulaanbaatar from August 16—3i.

Mongolia has simultaneously applied for membership in the World
Bank and its membership application to the Asian Development Bank 1/
will be considered shortly.

1. Tasks of the mission

The mission will:

- acquaint the authorities with the rights and obligations of
membership, including, inter alia, the obligation to disclose
information (under Article VIII, Section 5 of the Fund's

1/ At an informal meeting of their Executive Board, Directors with-
the exception of Taiwan Province of China indicated they would support
the MPR's membership.



Articles of Agreement), the principles and policies governing
the various Fund facilities and the Fund's programs of
technical assistance;

- explain the procedural steps toward membership and the way in
which the members may have its interests looked after in the
Executive Board in the period between elections of Executive
Directors.

-- describe in detail the legal instruments {(domestic
legislation, memorandum of law, instrument of acceptance,
full powers authorizing the instruments of acceptance,
instrument of participation in the SDR Department, etc.);

- discuss in general the considerations bearing on the
determination of an initial quota for a new member;

- collect and assess the basic data needed for quota
calculations at headquarters under the Eighth and Ninth
General Reviews, without discussing or making such
calculations in the field; and
- gather the information related to Mongolia's exchange rate
arrangements and external trade and payments system, in
particular with respect to exchange restrictions, multiple
currency practices and discriminatory currency arrangements.
The mission will also gather the economic data and information
necessary to draft the membership paper and review with the authorities
recent economic developments, policies for the immediate future, plans
for further economic transformation in the near term, and the develop-
ment strategy of the next Five-Year Plan. The impact on Mongolia's
economy of the recent announcement of the Soviet Union's intention to
shift to world pricing of tradables and settlement in convertible
currencies will be discussed. Given the lack of information generally
available, emphasis will be placed compiling a data base for the quota

calculation as well as gaining greater understanding of the economic

structure with emphasis on institutions and policy instruments.



2. Political background

With a rich and ancient history, Mongolia's present borders date
from 1911 when it attained autonomy from China. Although it became
independent in 1921, Mongoiia was generally regarded as a satellite of
the Soviet Union reflecting the substantial integration of economic,
political and national security interests. Recognition by China at the
end of the Second World War and increased bilateral relations facili-
tated acceptance of membership by the United Nations in 1961.

Mongolia's actions to consolidate its position as an independent country

included formalizing its relations with-its surrounding neighbors, as
evidenced by the 1960 Treaty of Friendship and Mutual Assistance with
China and the 20-year treaty with the U.S.S.R signed in 1966, and
joining the CMEA in 1962, However, Soviet troops réturned in 1969 as
Sino-Soviet relations deteriorated. Notwithstanding the further
strengtheniﬁg of political and economic links with the Soviet Union
during the 1970s, Mongolia continued to expand its diplomatic relations
and by 1987 was recognized by over 100 countries, including the United
States. In 1989, it established relations with the European Community
and intensified cooperation with U.N. agencies.

In 1984, the removal of the leader of the Mongolian People's
Revolutionary Party (MPRP), Tsedenbal, marked the beginning of the

economic and political restructuring now taking place. Tsedenbal had

held power since 1952 and his era had been characterized by political
repression, restrictions on internal labor mobility and increased

controls on the country's economic and social structure. The initiation



of reform was also facilitated by the improving relationship between
China and the U.S.S.R. and by the Soviet Union's own steps tqward
internal transformation. In early 1987 agreement was reached for the
phased withdrawal of Soviet forces and by May 1990 reportedly only
technical and administrative personnel remained. Soviet authorities
were also increasingly concerned about the drain that Mongolian aid
flows (amounting to an estimated $3 billion in the first half of the
1980s) represented to their own economy and encouraged greater Mongolian
economic independence. |

The Mongolian policies of '"renewal" (oorchlon shinechlel) and
"openness' (il tod), which are framed on the Soviet perestroika and

glasnost, were adopted in 1987. Political transformation has, however,

outpaced economic reform. During 1987, elections to the Great Hural
(People's Assembly) were opened to non-MPRP candidates. In December
1988, the plenum of the MPRP acted to restructure the 40 ministries and
departments as the size of the bureaucracy was seen as an impediment to
reform. The following year, the formation of new independent political
parties was permitted. 1In early 1990, a draft reform of the
Constitution was prepared and submitted for national discussionj the new
provisions eliminate references to the central role of the MPRP,
recognize the new political pluralism, and provide for direct presiden-
tial elections. Multiparty general elections, the first in Mongolia's
history, will be completed on July 29. It is expected that the MPRP,
will continue to dominate the Assembly. Until the constitutional

amendments are effected, the Great Hural will elect the President.

~



3. Economic background

a. Evolution
From independence, Mongolia's economic structure has reflected the

predominant role of the Soviet Union as the economy was transformed from

a peasant feudal system that functioned without a domestic currency to a
centrally-planned command economy. In the 1920s, a gold-backed note
(tugrik) was circulated and economic activity expanded with the
establishment of Soviet joint venture companies in the areas of finance,
transportation and trade. Private ownership was abolished. The 1950s
ushered in a era of intensive collectivization of herds and agricultural
production. Links to the U.S.S.R. strengthened further with the comple-
tion of the trans-Mongolian railway in 1955. Soviet aid contributed
significantly to the industrialization of the 1960s, mainly for the
processing of agricultural products and animal hides, and to the
exploitation of mineral resources through joint venture companies in the
1970s. It is estimated that gross industrial production rose nearly
fivefold between 1960 and 1980; however, agricultural output remained
stagnant with grain production and the number of livestock at the same
levels in 1980 as in 1965.

While the history of the Tsedenbal era is now just being revisited,
recent reports indicate that the early 1980s were characterized by slow
economic growth, a declining output/capital ratio and mounting domestic
economic pressures. The disparity between urban and rural incomes
widened, increasing the incentive for migration to the cities. This

migration, combined with an accelerated growth of population,



contributed to housing problems, shortages of foodstuffs and consumer
goods, and rising unemployment.

b. Present structure

A landlocked country surrounded by the Saviet Union to the north
and China to the east, west; and south, the Mongolian economy remains
heavily dependent on agriculture, animal husbandry, and mining. Total
population is estimated at 2.05 million, of whom 70 percent are less
than 30 years of age and one quarter are located in the capital city.
Industrial development has been concentrated in the north, while in the
south the traditional nomadic lifestyle has been sustained. With a vast
land area (1.6 million square kilometers, slightly less than the size of
continental Europe), population density is low, resulting in thin as

well as fragmented internal markets. Estimates of per capita income

vary widely (from US$450 to US$2,000), reflecting the difficulties in
translating Mongolia's net material product (NMP) into gross national
product as well as determining the appropriate rates of exchange for the
U.S. dollar against the transferable ruble and the tugrik. Controlled
domestic prices and wages, an overvalued tugrik, and barter trade
transactions effected at negotiated shadow prices add to the
distortions.

As is»the case in other centrally planned economies, virtually all

economic activity is controlled by the State with the state budget

accounting for almost three quarters of NMP. Central government
revenues depend primarily on turnover taxes levied on state enterprises

and joint ventures, while expenditures are determined by the level of



external and domestic resources. All banking and credit operations are
vested with the State Bank which fully accommodates the credit needs of
the public éector and the cooperatives. Interest rates are set low and
the Council of Ministefs retains the power to change both the term
structure and the interest rate including on loans already extended.
Reflecting accommodating monetary policy, it was estimated that by early
1990 about one half of the 255 agricultural cooperatives had incurred
substantial domestic bank debt and 60 percent of these were unable to
meet debt gervice obligations.

External trade continues to be dominated by the U.S.S.R., which

accounts for about 80 percent of transactions while other CMEA countries
account for about 17 percent; the remaining 3 percent represents hard
currency trade, of which trade with Japan accounts for about

40 percent. Transactions with the CMEA countries have been
traditionally in the form of bilateral barter arrangements, with trade
deficits recorded as debt and debt service payments are made in terms of

goods. Outstanding external debt is currently estimated at 10.5 billion

rubles, of which debt to the U.S.S.R. is 9.5 billion rubles. The rate
of exchange of the tugrik was fixed at Tg 4.4 per ruble in 1963
remaining unchanged thereafter (giving a cross rate of Tg 2.9975 per
U.8. dollar using the official ruble/dollar rate). In 1988, a preferen—
tial réte of‘Tg 20 per dollar was iegalized for foreign exchange
surrender by Mongolian nationals to the State Bank; a '"black market'

rate of Tg 25 per dollar has been reported.



4. Recent economic reforms 1/

" While nominally the reform movement dates from 1987, only tentative
steps were initiated aimed primaril? at reducing the level and size of
bureaucracy and improving the efficiency of state enterprises. In 1988,
differential pay scales dependent on enterprise revenue were intro-
duced. In January 1989, a new Law on State Enterprises was passed that
placed greater emphasis on the £inancial autonomy of individual
factories and by late 1989, labor strikes related to wages and housing
conditions were tacitly accepted.

The pace of economic reform accelerated in 1990. To stimulate -

agricultural production, a new Law on Coopératives became effective and
provision was made for greater ownership of herds outside state
control. Bank debts of agricultural cooperatives were restructured Qith,
one third of outstanding credit written off and the remainder
rescheduled at a zero interest rate for payment in the year 2000.
Preliminary steps toward the introduction of market mechanisms were
taken including limited price reform, whereby prices would be set as a
result of bilateral negotiations between producers and consumers,
subject to government regulation. fn addition, the new Five-Year Plan
(covering the ﬁeriod 1991-95) is being elaborated using only indicative
physical targets of key variables and resource allocation is to be left
to the individual firms, on the basis of negotiated prices. IQ April,
the municipality of Ulaanbaatar announced that house sales to

establishments and organizations would be permitted.

1/ The discussion of recent developments relies heavily on the
findings of the June mission of the Asian Development Bank.



The authorities continued efforts to improve the efficiency of the

Government by further rationalizing the number of ministries, resulting
in a 30 percent reduction in the wage bill. Special separation grants
were introduced to encourage early retirement. A number of measures

were taken to improve workers' benefits. Pension regulations were

amended to allow full pension payment for those eligible but who
continue to workj rural pensions were raised; and paid maternity and
child care leave were introduced. Some cooperatives reduced the work-
week from seven to five days, an action which is expected to increase
employment opportunities.

To stimulate investment and diversify the economic base, a new Law

of Foreign Investment was promulgated and came into effect in May.

Liberalization of foreign investment, including exemption from customs
duties, aims at divérsifying Mongolia's productive base and new invest-
ment in export-oriented and import-substituting industries will be given
priority. Initial response has been encouraging with possible joint
ventures with Japan, China and Singapore mentioned. Finally,

preliminary steps were taken toward reducing the external debt burden

with the establishment of a Soviet-Mongolian Working Group. The
Mongolians are pressing for consideration under the 100-year Soviet debt
moratorium being offered to less developed countries.

The measures implemented to date appear to have had some modest
impact on agricultural output and the herd size is reportedly

increasing. However, the restructuring of the public sector is



exacerbating unemployment and price liberalization, even though limited,
has resulted in higher prices. Inflation is now seen as an emerging

problem.
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Table 1: Mongolian People's Republic: Basic Data

Geographic and social indicators

Area (million sq. km.) 1.565

Population: Total (1990, estimated) 2.1 mn.
(Growth rate, 1980-86) (2.8 percent)
Urban (share of total) 51 percent

Population density (population/sq/km., 1988) 1.3

Life expectancy at birth 65 years

Infant mortality (under 1 year) 46 per 1,000

Economic indicators

(Share of total, percent)

Net material product (1988) 100.0
Industry 32.9
Agriculture 19.1
Construction 7.8
Transport 10.1
Communication 1.6
Trade, supply and procurement v 27.0
Other 1.8
1987 1988 1989

Est.

(In millions of tugriks)

Net material product 7,478 7,900 .o
(Percent change) 3 6 ves

Government budget

Revenue 6,209 6,675 6,970
Turnover tax 4,101 4,342 4,429
Profit transfers 1,661 1,877 2,043
Other 447 456 498

Expenditure 6,199 6,670 6,970
Of which: Development cee cea 3,151

(In millions of U.S. dollars) 1/

External
Exports cee 774 774
Imports cee 1,166 1,073
External debt
CMEA 16,406
Of which: U.S.S.R. : 14,844

Official exchange rate
(as at July 31, 1990) Tg. 2.9975 per U.S. dollar

Sources: United Nations; Asian Development Bankj; and "The Europa
World Year Book, 1989" (Europa Publications Limited).

1/ At the IBEC (International Bank for Economic Cooperation)
ruble/dollar rate of 0.64 which is considered to be highly overvalued.
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INTERNATIONAL MONETARY)FUND

Briefing Paper: Staff Mission to the Mongolian People's Republic

Prepared by the Asian Department

(In consultation with the Exchange and Trade Relations, Bureau
of Statistics, Legal, Secretary's, and Treasurer's Departments)

Approved by P.R. Narvekar and Gerhard Laske

July , 1990

Following the application for membership by the Mongolian People'é
Republic (MPR) on June 26, 1990, a staff mission consisting of Mr. Saito
(head), Ms. Milne, Mr. Leimone (all ASD), Messrs. Oh (LEG), Friedman
(SEC), Nocera (TRE), Rozwadowski (ETR), Sukachevin (STA), and
Ms. Rosario (Administrative Assistant, ASD) will visit Ulaanbaatar from
August 13-27. 1/ ‘The mission will gather the data necessary for the
calculation of the quota as well as acquaint the authorities with the
legal, financial, and procedural steps toward membership and the rights
and obligations of membership. ”

Mongolia has simultaneocusly requeéted membership in the World Bank
and its membership application to the Asian Development Bank will be

considered shortly.

1. Political background

With a rich and ancient history, Mongolia's present borders date

from 1911 when it attained autonomy from China. Although it became

1/ Because of logistical difficulties, two mission members will be
sent in advance to Beijing, People's Republic of China in order to
secure the necessary travel documents for the flight to Ulaanbaatar.



independent in 1921, Mongolia was/generally regarded as a satellite of
the Soviet Union reflecting.the substantial integration of economic,
political and national security interests. Recognition by China at the
end of the Second World War and increased bilateral relations
facilitated acceptance of membership by the United Nations in 1961.

Mongolia's-actions to consolidate its position as an independent country

included formalizing its relations with its surrounding neighbors, as
evidenced by the 1960 Treaty of Friendship and Mutual Assistance with
China and the 20-year treaty with the U.S.S.R signed in 1966, and
joining the CMEA in 1962. However, Soviet troops returned in 1969 as
Sino-Soviet relations deteriorated. Notwithstanding the further
strengthening of political and economic links with the Soviet Union
during the 1970s, Mongolia continued to expand its diplomatic relations
and by 1987 was recognized by over 100 countries, including the United
States. In 1989, it rejoined the Group of 77, established relations
with the European Community and intensified cooperation with U.N.
*

agencies.

In 1984, the removal of the leader of the Mongolian People's
Revolutionary Party (MPRP), Tsedenbal, marked the beginning of the

economic and political restructuring now taking place. Tsedenbal had

held power since 1952 and his era had been characterized by political
repression, restrictions on internal labor mobility and increased
controls on the country's economic and social structure. The initiation
of reform was also facilitated by the improving relationship between

China and the U.S.S.R. and by the Soviet Union's own steps toward



internal transformation. In early 1987 agreement was reached for the
phased withdrawal of Soviet forces and by May 1990 reportedly only
technical and administrative personnel remained. Soviet authorities
were also increasingly concerned about the drain that Mongolian aid
flows (amounting to an estimated $3 billion in the first half of the
1980s) represented to their own economy and encouraged greater Mongolian
economic independence.

The Mongolian policies of '"renewal" (oorchlon shinechlel) and

"openness" (il tod), which are framed on the Soviet perestroika and

glasnost, were adopted in 1987. Political transformation has, however,
outpaced economic reform. During 1987, elections to the Great Hural
(People's Assembly) were opened to non-MPRP candidates. In December
1988, the plenum of the MPRP acted to restructure the 40 ministries and
departments as the size of the bureaucracy was seen as an impediment to
reform. The following year, the formation of new independent political
parties was permitted. In early 1990, a draft reform of the
Constitution was prepared and sibmitted for national discussionj the new
provisions eliminate references to the central role of the MPRP,
recognize the new political pluralism, and provide for direct presiden-
tial elections. Multiparty general elections, the first in Mongolia's
history, will take place on July 29. It is expected that the MPRP,
which won the first-round balloting held on July 22, will continue to

dominate the Assembly. Until the constitutional amendments are

effected, the Great Hural will elect the President.



2. Economic background

a. Evolution
From independence, Mongolia's economic structure has reflected the

predominant role of the Soviet Union as the economy was transformed from

a peasant feudal system that functioned without a domestic currency to a
centrally-planned command economy. In the 1920s, a gold-backed note
(tugrik) was circulated and economic activity expanded with the
establishment of Soviet joint venture companies in the areas of finance,
transportation and trade. Private ownership was abolished. The 1950s
ushered in a era of intensive collectivization of herds and agricultural
production. Links to the U.S.5.R. strengthened further with the comple-
tion of the trans-Mongolian railway in 1955. Soviet aid contributed
significantly to the industrialization of the 1960s, mainly for the
processing of agricultural products and animal hides, and to the
exploitation of mineral resources through joint venture companies in the
1970s. It is estimated that gross industrial production rose nearly

*
fivefold between 1960 and 1980; however, agricultural output remained
stagnant with grain production and the number of livestock at the same
levels in 1980 as in 1965.

While the history of the Tsedenbal era is now just being revisited,
recent reports indicate that the early 1980s were characterized by slow
economic growth, a declining output/capital ratio and mounting domestic
pressures. The disparity between urban and rural incomes widened,

increasing the incentive for migration to the cities. This migration,

combined with an accelerated growth of population, contributed to



housing problems, shortages of foodstuffs and consumer goods, and rising
unemployment .

b. Present structure

A landlocked country surrounded by the Soviet Union to the north
and China to the east, west, and south, the Mongolian economy remains
heavily dependent on agriculture, animal husbandry, and mining. Total
population is estimated at 2.05 million, of whom 70 percent are less
than 30 years of age and one quarter are located in the capital city.
Industrial development has been concentrated in the north, while in the
south the traditional nomadic lifestyle has been sustained. With a vast
land area (1.6 million square kilometers, about the size of Western
Europe), population density is low, resulting in thin as well as

fragmented internal markets. Estimates of per capita income vary widely

(from US$450 to US$2,000), reflecting the difficulties in translating
Mongolia's net material product into gross national product as well as
determining the appropriate rate of dollar exchange for the convertible
ruble in the case of Mongolia. ﬁControlled domestic prices and wages, an
overvalued tugrik, and barter trade transactions effected at negotiated
shadow prices add to the distortions.

As is the case in other centrally planned economies, virtually all

economic activity is controlled by the State with the state budget

accounting for almost three quarters of national income. Central
government revenues depend primarily on turnover taxes levied on state
enterprises and joint ventures, while expenditures are determined by the

level of external and domestic resources. All banking and credit



operations are vested with the State Bank which functions mainly to meet
the credit demands of the public sector and ﬁhe cooperatives. Interest
rates are set low and the Council of Ministers retains the power to
change both the term structure and the interest rate including on loans
already extended. Despite accommodating monetary policy, it was
estimated that by early 1990 about one half of the 255 agricultural
cooperatives had incurred substantial bank debt and 60 percent of these
were unable to meet debt service obligations.

External trade continues to be dominated by the U.S.S.R., which

accounts for about 80 percent of transactions while other CMEA countries
account for about 17 percent; the remaining 3 percent represents hard
currency trade, of which trade with Japan accounts for about 40 per-
cent. Transactions with the CMEA countries have been traditionally in
the form of bilateral barter arrangements. Trade deficits are recorded
as debt and debt service payments are made in terms of goods.

Reflecting the large trade deficits recorded in the 1980s, outstanding

Fg

external foreign debt is currently estimated at 10.5 billion rubles, of

which debt to the U.S.S.R. is 9.5 billion rubles. l/ The rate of
exchange of the tugrik was fixed at Tg 4.4 per ruble in 1963 remaining
unchanged thereafter (giving a cross rate of Tg 2.9975 per U.S. dollar
using the official IBEC ruble/dollar rate).l In 1988, a preferential
rate of Tg 20 per dollar was legalized for foreign exchange surrender by
Mongolian nationals to the State Bank; a "black market' rate of Tg 25

per dollar has been recorded.

1/ This figure is disputed by the Mongolian authorities}; however,
their own records do not extend back before 1960.



3. Recent economic reforms i/

While‘nominally the reform movement dates from 1987, only tentative
steps were initiated aimed primarily at reducing the level and size of
bureaucracy and improving the efficiency of state enterprises. In 1988,
differential pay scales dependent on enterprise revenue were intro-
duced. In January 1989, a new Law on State Enterprises was passed that
placed greater emphasis on the financial autonomy of individual
factories and by late 1989, labor strikes related to wages and housing
conditions were tacitly accepted.

The pace of economic reform accelerated in 1990. To stimulate

agricultural production, a new Law on Cooperatives became effective and
provision was made for greater ownership of herds outside state
control. Bank debts of agricultural cooperatives were restructured with
one third of outstanding credit written off and the remainder
rescheduled at a zero interest rate for payment in the year 2000.
Preliminary steps toward the introduction of market mechanisms were

x>
taken including limited price reform, whereby prices would be set as a
result of bilateral negotiations between producers and consumers,
subject to government regulation, In addition, the new Five-Year Plan
(covering the period 1991-95) is being elaborated using only indicative
physical targets of key variables and resource allocation is to be left
to the individual firms, on the basié of negotiated prices. In April,

the municipality of Ulaanbaatar announced that house sales to

establishments and organizations would be permitted.

1/ The discussion of recent developments relies heavily on the
findings of the June mission of the Asian Development Bank.



The authorities continued efforts to improve the efficiency of the
Government by further ratlonalizing the number of ministries, resulting
in a 30 percent reduction in the wage bill. To ease the impact on
workers, special separation grants were introduced and early retirement
encouraged; pension regulations were amended to allow full pensioen
payment for those eligible but who continue to work; and rural pensions
were raised. Paid maternity and child care leave were introduced. Some
cooperatives reduced the work-week from seven to five days.

To stimulate investment and diversify the economic base, a new Law
of Foreign Investment was promulgated and came into effect in May.
Liberalization of foreign investment, including exemption from customs
duties, aims at diversifying Mongolia's productive base and new invest-—
ment in export-oriented and import-substituting industries will be given
priority. Initial response has been encouraging with possible joint
ventures with Japan, China and Singapore mentioned. Finally,
preliminary steps were taken toward resolving the external debt problem

P
with the establishment of a Soviet-Mongolian Working Group. The
Mongolians are pressing for consideration under the 100-year Soviet debt
moratorium being offered to less developed countries.

The measures implemented to date appear to have had some modest
impact on agricultural output and the herd size is reportedly
increasing. However, the restructuring of the public sector is
exacerbating unemployment and price liberalization, even though limited,
has resulted in higher prices. Inflation is now seen as an emerging

problem,



4. Topics for discussion

The mission will collect and assess the basic data needed to make
quota calculations under the Eighth and Ninth Reviews. It will be
prepared to discuss the considerations bearing on the determination of
an initial quota for a new member, without quantification or discussion
of the quota for Mongolia. The final quota calculations will be made at
headquarters. Legal and procedural steps that would lead to membership
will be explained and detailed discussions on the functions and policies
of the Fund as well as the rights and obligations of members will be
held. Particular attention will be given to member's obligation to .
disclose information under Article VIII, Section 5 of the Fund's
Articles of Agreement. In addition, legal instruments (such as domestic
legislation, memorandum of law, instrument of acceptance, instrument of
participation in the SDR Department, etc.) needed to effect membership
will be described in detail. The mission will gather information
related to exchange restrictions, multiple currency practices and

*
discriminatory currency arrangements. The mission will also discuss
general matters related to Fund membership including the various
facilities of the Fundj the principles and policies governing these
facilities; and the Fund's programs of technical assistance.

The mission will gather the economic information necessary to draft
the membership paper and review with the authorities recent economic
developments, policies for the remainder of 1990, plans for further

economic transformation in the near term, and the development strategy

of the next Five-Year Plan. The impact, if any, on Mongolia's external



-10 -

viability of the recent announcement of the Soviet Union's intention to
shift to world pricing of tradables and convertible currency trade will
be discussed. Given the lack of information generally available,
emphasis will be placed on gaining greater understanding of the economic

structure, focusing on institutions and policy instruments.

W



(CHC) tbdOmn (7/25/90)
Table 1: Mongolian People's Republic: Basic Data

Geographic and social indicators

Area (million sq. km.) 1.565

Population: Total (1990, estimated) 2.1 mn.
‘(Growth rate, 1980-86) (2.8 percent)
Urban (share of total) 51 percent

Population density (population/sq/km., 1988) 1.3

Life expectancy at birth 65 years

Infant mortality (under 1 year) 46 per 1,000

Economic indicators

(Share of total, percent)

‘Net material product (1988) 100.0
Industry 32.9
Agriculture 19.1
Construction 7.8
Transport 10.1°
. Communication 1.6
Trade, supply and procurement 27.0
Other 1.8
1987 1988 1989

Est.

(In millions of tugriks)

Net material product : 7,478 7,900 cee
(Percent change) : 3 6 “ee

Government budget

Revenue 6,209 6,675 6,970
Turnover tax 4,101 4,342 4,429
Profit transfers & 1,661 1,877 2,043
Other 447 456 498

Expenditure 6,199 6,670 6,970
Of which: Development ces cee 3,151

(In millions of U.S. dollars) 1/

External
Exports . ees 174 174
Imports oo 1,166 1,073
External debt
CMEA 16,406
Of which: U.S.S.R. 14,844

Official exchange rate
(as at July 31, 1990) Tg. 2.9975 per U.S. dollar

Sources: United Nations; Asian Development Bank; and "The Europa
World Year Book, 1989" (Europa Publications Limited).

1/ At the IBEC ruble/dollar rate of 0.64 which is considered to be
highly overvalued.
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INTERNATIONAL MONETARY FUND A
"

WASHINGTON. D.C. 20431

July 19, 1990

Dear Ambassador Nyamdoo:

Re: Mongolia--Membership Mission

1. Attached is a note on the meetings, documents, and data that
the staff team (mission) would like to request in connection with its
forthcoming visit to Ulaanbaatar during August 13-27. As agreed
earlier, we request your kind assistance in carrying this note to
appropriate officials in Ulaanbaatar. A formal communication from
Mr. Narvekar to Finance Minister Bazarkhuu will be telexed in due

course.

2, We are trying through Thomas Cook Travel Agency (both in
Washington, D.C., and Beijing offices) and Jhulchin (Mongolian Travel
Agency) to obtain:

a. airline (MIAT) reservations for nine people on August 13
(Monday) from Beijing to Ulaanbaatar and on August 27 (Monday) from
Ulaanbaatar to Beijing; and

b. reservations at Hotel Ulaanbaatar for nine suites during
August 13-27.

We would appreciate it if the authorities could follow up these
arrangements from the Mongolian end.

3. We would also appreciate the authorities' assistance on our
arrival at the airport in Ulaanbaatar on August 13 (Monday).

4, It would be useful if the authorities could inform us of the
name of a liaison person, who can communicate with us about arrival
arrangeménts and other technical matters, (as well as any questions
regarding the accompanying note). For this purpose, I can be reached

directly:

Kunio Saito

Deputy Director

Asian Department
International monetary Fund
Washington, D.C. 20431
U.S.A.

Tel. No. (202) 623-7450
Telex No. 248331 IMF UR
Facsimile No. (202) 623-4661

CABLE ADDRESS

INTERFUND



5. We will be approaching Mr. Sandag some time next week about
our entry visas to Mongolia.

Very truly yours,

[\ -~
?%183 0 e

Deputy Director
Aslan Department

His Excellency

Gendengiin Nyamdoo

Embassy of the Mongollan People's Republic
10201 Iron Gate Road

Potomac, Maryland 20854
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MONGOLIA

Note on the requested meetings, documents,
brief notes and data

The staff team ("the mission") of the International Monetary Fund,
which will be visiting Ulaanbaatar for a period of about two weeks
beginning August 13, 1990 will seek to (i) acquaint the authorities with
the legal, financial and procedural issues of membership in addition to
describing the rights and obligations that Mongolia will assume upon
joining the International Monetary Fund; (ii) collect the financial and

_economic data necessary for the calculation of Mongolia's capital

subscription ("quota") to the Fund upon joining; and (iii) obtain

.information on the institutional structure of the Government, public

enterprise and banking institutions, as well as on external trade
arrangements (including details of bilateral conventions), the exchange
rate system and restrictions on external current and capital transac-
tions, and the reforms that have already been introduced and those that
are being planned.

I. Meetings

Accordingly, we would greatly appreciate having a series of
meetings with senior government officials. It would be useful if we
could meet on the first working day with the Minister of Finance and the
Chairman of the State Bank in order to begin our dialogue; further
meetings will be needed later but these can be scheduled depending on
the progress of the work. Courtesy calls on the President of Mongolia,
the Chairman of the Council of Ministers and the President of the Great
Hural would be welcomed if possible. We would also request that
meetings with the following Ministers be included in the program for the
first wee‘k:

1. Minister of Trade and Cooperation

2. Minister of Heavy Industry

3. Min;ster of Agriculture, Light, and Food Industry

4., Minister of Comstruction

5. Chairman, State Statistical Office

6. Chairman, State Committee for Economic and Social Development
Furthermore, the mission will need to hold extensive meetings with

your technical and legal staff to clarify our understandings of the
Mongolian economy. These meetings will have to cover the areas of:



(i) legal aspects of the Constitution, State Bank and the government
budget to ensure that the framework required to permit membership is in
place or can be adopted} (ii) economic data including monetary,
government budget and operations of selected large public enterprises,
and foreign trade and exchangej; and (iii) instruments of economic
management (for example taxation, public sector investment planning,
interest rates, exchange rates, tariff and trade licensing systems).
Also, a few meetings with the representatives of the largest public
sector enterprises including the State Trading Corporation would be
useful. Finally, we would appreciate meetings with embassy personnel of
the main donor and trading partner countries of Mongolia as well as the
United Nations Representative.

IT. Documents

We would appreciate having the documentation in English if
possible, or if not, a Russian translation or the original Mongolian.

1. The Constitution of the Mongolian People's Republic (as
recently amended).

2. A copy of laws which provide for the conclusion of
international treaties (how and by whom).

3. Laws which provide the basis for regulating and cdntrolling
the purchase and sale of foreign currencies.

4, Laws which establish the State Bank of Mongolia and define
its powers.

5. The recently approved investment law.

6. ‘National Economy of the MPR for 60 Years (1924-84), 1984,
. Ulan Bator, Central Statistical Board. :

]

7.  Seventh Central Plan, 1981-85; Eighth Central Plan, 1986-90.

8. The most recent government budget document.

9. The most recent statistical yearbook.

10, A list of state enterprises grouped by type of product or
service. Please include a description of the various legal
forms that state enterprises may take.



ITII. Brief Notes

1. A brief note describing the basic organizational structure of
the Government and of the functions of the most important economic
ministries and government agencies, including the Ministry of Finance,
the State Bank, the State Committee for Social Development, the State
Bank of Mongolia, the Ministry of Foreign Trade, the State Statistical
Office, the Commission for External Economic Relations, and the Agency
responsible for formulating the economic plan.

2. A brief note describing the process for formulating and
carrying out the national economic plan.

3. A list and brief note on the most important economic
liberalization measures taken since 1985.

4. A brief note describing the most important trade agreements or
protocols with other countries or groups of countries, including the
periods covered, the types of goods (or services) involved, the maximum
quantities of each type of good or service agreed upon and the actual
transactions that have taken place in each of the most recent five
years, and the prices and exchange rates assigned to each type of good
or service under the agreement.

5. A brief note describing the foreign exchange and external
trade system. This should include the number of exchange rates for the
tugrik, whether official or unofficial, the mechanisms for determining
exchange rates, taxes or subsidies on purchases or sales of other
currencies, the rules and regulations governing the purchase and sale of
other currencies (including transactions related to exports or imports
of goods, payment of interest, dividends, debt, transfer abroad of wages
earned by foreigners working in Mongolia, or receipts for similar
purposes) and gold, and regulations governing resident héldings of
foreign currencies or bank deposits and nonresident holdings of domestic
currency or bank deposits and the mechanism for administering these
rules and regulations. The description of the external trade system
should cover regulations governing restrictions on exports and imports,
taxes or subsidies associated with these transactions, and the process.
of determining and reviewing policy on foreign trade. The description
should also cover rules and regulations covering capital flows (loans to
or investment in Mongolia by foreigners, repayments of loans, and loans
to or investments in foreign countries by Mongolian residents, including
government agencies.)

6. A brief note on the system for determining prices, including
mechanisms for enforcing price controls, and the relationship between
determination of domestic prices and exchange rates.

7. A brief note on the system for cetermining wages, pensions,
and other wage-related benefits and subsidies to workers.



IV. Data

Please provide data for the attached tables indicated below, which
are essential for the quota calculation. In addition, please provide
annual data for the following concepts covering the years 1985-89, and
if possible the years 1980-84. It would be appreciated if these data
could be provided to the mission on arrival.

1. Data for national income and expenditure accounts and its
composition. Please provide data for Table 1 (attached) and extended
through 1989. 1In order to assist you with the calculations of gross
domestic product (GDP), please provide for the period 1979-89 data on:
net material product (by output sector, if possible); nonmaterial
services (by sector, if possible);.investment in fixed capital,
depreciation of capital stock, changes in stocks {inventories); and net
factor payments abroad (i.e., payments of interest, dividends, profits
to foreign residents outside Mongolia, less receipts in Mongolia from
Mongolian residents living abroad).

Please provide information on the volume and .value of production
for the most important types of agricultural products, production and
slaughter of livestock, the most important mineral products,
manufacturing sectors, and electricity.

2. Data on external trade and balance of payments. Please
provide data for Table 2A, Table 2B, and Table 2C (attached) and foreign
exchange rate data for Table 3 (attached). In addition, for each
category of countries for the convertible, CMEA and other categories,
please indicate whether exports used for payment in kind of interest,
debt principle, or for other purposes are included in total exports and
if imports which are received as foreign aid grants are included in
total imports; if not, please specify separately. Also, please provide
data on ipflows of loans and investments from foreign countries,
repayments of principal on such loans, outflows of loans to and
investments in foreign countries. For such capital transactions, please
distinguish between CMEA countries, other countries involving bilateral
trading arrangements, and all other countries.

Please indicate what exchange rate (turgrik/convertible ruble;
tugrik/U.S. dollar) are applicable, both average exchange rates for the
year and the exchange rate prevailing at the end of each year, for each
category of trade and capital transactions.

3. Data on the international reserves of the State Bank of
Mongolia. Please provide data requested in Table 4 (attached). Also,
please provide information for these same items for the years ending
1980-89. 1In addition, please provide data on State Bank loans received
from foreign countries for each year 1985-89 and, if possible for 1980-
85. Please distinguish between State Bank foreign assets and loans from




abroad by those less than one year to maturity and those with a maturity
of one year or more.

4, Data on external debt. Please indicate the stock of debt to
foreigners residing outside Mongolia by type of debtor (central
_government, state enterprises, the State Bank of Mongolia, and other),
by major creditor countries, by currency, and by type of creditor
‘(governments, banks, other). Please indicate the exchange rate used to
convert debts to tugrik at the end of each year.

5. Data on revenues, expenditures, and financing of the central
government for 1985-89. Please indicate the sources of tax and nontax
revenues (including dividends and nontax transfers from state
enterprises), and the types of current expenditures (including wages,
pensions, interest payments, and subsidies paid) and capital
expenditures (investment in fixed capital, onlending to public
enterprises, and loans made to the cooperatives and to joint ventures,
if not included under ministries). Please indicate amounts of financing
in tugrik (from the State Bank) and from foreign sources, and any
changes in cash balances (currency or bank deposits). Are any revenues
and expenditures denominated in foreign currencies? In all foreign
currency transactions, please provide the average rate of exchange
utilized. Is CMEA commodity assistance fully reflected in the
Government Account?

Data, if available, for the ten largest nonfinancial public
enterprises for 1985-89 on a consolidated basis. Please provide
revenues by source (sales, subsidies received, interest received, and
. other); expenditures by type, current (wages, pensions, taxes,
transfers, purchases of goods and services, interest paid, and other);
and capital (investments in fixed capital, loans to and investments in
other entities). Also, please provide data on receipts from repayments
of loans made or sales of capital assets and investments: Please
provide data on financing of the nonfinancial enterprisés similar to
data requested on financing of the central government.’

6. Data on the composition of loans and deposits extended by the
State Bank for 1985-89 (central government, local governments, state
enterprises, foreign residents outside Mongolia, and other), currency
issues, and the composition of other assets and liabilities (including
‘capital). Please indicate what loans, deposits, and other balance sheet
items are denominated in foreign currency and indicate the rate of
exchange used to convert these items to tugrik. Please provide five-
year series of interest rates on the most important types of loans and
deposits. .

7. Data on consumer and wholesale prices (monthly, if possible),
by components. If a price index is calculated, please provide weights
for each component. Also any information on wage rates and pension
payments and their changes..




8. Data on population, working age of population, and employment,
total and by productive sectors.



Table 1. Mongolia - Data Requiréd for Quota Calculation

{Gross Deomestic Product)

Net Material
Product GDP
(L) (2)

1978

1979

1980

1981

1982

1983

1984

1985

1986

{(in current Tughrik)




1yl

Crtp el Kecsdpts,
Exports ol pgowds, o b,

Servicen:
of which: Shipmeuts
Travel
Interest
receipts
Uther

Private transfers 1/
Curpent Uayments

lporrs of goods, t.o.b.

Services:

of which: Shipments
Travel
Interest paid
Other

Private transfers

Memorandign Icem

Conversion rate used
(-Tughrik/U.5.$)
(-Tughrik/transferable ruble)

Table 2A. Hougolia -

oy v/ 1971 1972

Dty Regulred for Quota Culculutlous:
Under Clearing Bllateral Aprecments

(Inmlliops of tuplik)

1977

1976

ly/3 1924 1975 94 1979 1980

1981

1942

*

Current Recelpts and Paymonts, 196d-86

1983 juds U8y Y6

Sougce;



Table 2B. Mongolie - Data Required for Quota Calculations: Current Recelpts and Payments, 1968-86

In Convertible Currencies

{(Inmilliops of rughrik)

1968

1969 1970 1971 1972 1973 1974 1975 1976 1977 1976 1979 1980

1981

1982

1983

1984

1985

1986

‘e it s
Exports of goods, f.o.b,
Services:
of which: Shipments
Travel
Interest

recelpts
Other

Private transfers ]/
yipent s

Imports of goods, t.o.b.

Services;

of which: Shipments
Travel
Interest pald
Other

Private transfers
- b
Conversion rate used

{-Tughrik/u.§8.§)
{-Tughrik/transfersble ruble)

Source:



Table 2C, Mongolia - Data Required for Quota Calculations: Curremt Receipts and Payments, 1968-86
with CHMEA

{(In_millions of tughrik)

1968

1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

1985

1986

Qurrent Recefpts
Exports of goéds, f.o.b.
Services:
of which: Shipments
Travel
Interest
receipts
Other

Private transfers 1/

Luryent Payments
Imports of goods, £.0.b.

Services:

of which: Shipments
Travel
Interest paid
Other

Private transfers

Meporandum Item

Conversion rate used
(-Tughrik/U.5.§)
(-Tughrik/transfersble ruble)

Source:
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Table 3. Mongolia - Data Required for Quota Calculation: Exchange Rates, 1968-86

1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982

1983

1984

1985

1986

Averoge per Period

Commerclal rate
Noncommerclal rate
Parallel market rate

Comnercial rate

Noncammercial rato

Qthers:

~Perfoe

Counercial rate
Norvommercial rate
Parallel market rate

Comuercial rate

Noncommercial rate

Others:

(In.tughrik per 100 U.5.§)

(o tuehrik per 100 transferable publes)

(Iop_xughcik per 100 Soviel rubles)

(In_tughrik per 100 U5, %)

( 100 trapnsferable les)

{In.tughrik per 100 Sovjet rubles) ~




LETTER OF APPLICATION

Ulaanbaatar,

26th June, 1990

Dear Sir,

I have the honour, under the instructions received from my Govern-
ment, to submit to you herewith the application of the Government of

the Mongolian People's Republic for membership in the International
Monetary Fund.

Mr. A.Bazarkhuu, Minister of Finance has been authorized and direc-
ted to conduct, on behalf of the Government of the Mongolian People's
Republic, the negotiations with the Fund regarding this application
and to transmit to you any information which you may require in the

consideration of this request.

1 add for your information that on 26th of June 1990 I have also -
filed, on behalf of my Government, an application for membership of
the Mongolian People's Republic in the International Bank for Reconstruc-~
tion and Development, the International Finance Corporation and the

International Development Association.

Sincerely yours

{1 /7\

TSERENPILIIN GOMBOSUREN

MINISTER FOR FOREIGN AFFAIRS
OF THE MONGOLIAN PEQPLE'S
REPUBLIC

MR. M.CAMDESSUS

MANAGING DIRECTOR
INTERNATIONAL MONETARY FUND

Washington, D.C. 20431




DOCUMENT OF INTERNATIONAL MONETARY FUND

AND NOT FOR PUBLIC USE

MCLENAGHAN, John B.

RM. ISS5-100 0401
To: Members of the Executive Board
From: The Secretary
Subject: on a - Application for Membershi

FOR
AGENDA

EBD/90,/204

July 11, 1990

i

The attached application by the Mongolian People'’s Republic for
membership in the Fund, which was received on July 10, 1990, will be placed
on an agenda in due course, for consideration of the establishment of a

committee on membership,

Att: (1)

Other Distribution:
Department Heads



INTERNATIONAL MONETARY FUND

MCLENAGHAN, John B.
RM. IS5-100 D411

//.v

PRESS RELEASE NO. 90/ 37 FOR IMMEDIATE RELEASE
July 12, 1990

'

The Government of the Mongolian People's Republic has filed an
application for membership in the International Monetary Fund. In
accordance with prescribed procedures, the application will be
considered, first, by the IMF's Executive Board. After its
consideration, the Executive Board would be in a position to submit a
report, with recommendations, to the Board of Governors of the IMF in
the form of a '"Membership Resolution.'" These recommendations cover the
amount of quota in the Fund, the form and payment of the subscription,
and other customary terms and conditions of membership. Upon the
adoption by the Board of Governors of a '"Membership Resolution," the
Mongolian People's Republic would need to take the legal steps required
under its law to enable it to sign the IMF's Articles of Agreement and
to fulfill the obligations of membership in the Fund.

External Relations Department ® Washington, D.C. 20431 ® Telephone 202-623-7100



Table 4., Mongolia - Data'Requireé for Quota Calculations--International Reserves

- ’ (End of month holdings)

January February March April May June July August September October Novenbor December

Jetal Internatiopal Reserveg

Gold holdings
(In.millions of trov gunces)

1980 °
1985
1986
12-months
ended March 1990

Forelgn exchange holdings 1/

1980
1985
1986
12-months
ended March 1950

N.B.: Only sggregated data on forelgn reserves (1.s., gold plus other foreign currency holdings) will be shown in Fund reports.

1/ Consists of holdings available to (and under the control of) the monetary authorfties. Includes, for example, bank deposits, holdings of Treasury bills amd forelgn
goversunent securities.

~%



