Session 2.3. IMF-Supported
Programs: Case Study of
Mongolia

IMF lending in brief




IMF Lending Facilities

Loans to countries with actual or potential balance of payments problems.
IMF does not lend for specific projects, as do development banks

Typically used to rebuild reserves, pay for imports, restore conditions for
growth. Can also be used for budget support.

Lending instruments tailored to specific needs—short vs. longer-term
problems; immediate financing needs or precautionary; LIC vs other.

Non-concessional lending includes Stand-by Arrangements (SBA),
Extended Fund Facility (EFF), and precautionary facilities (FCL, PLL)

Concessional lending facilities for LICs.

IMF first in line for repayment

Trivia quiz

Which country was the first recipient of IMF financing?
France
Argentina
United Kingdom
Ghana




Answer: France, in May 1947

IMF lending at a glance
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‘ Aims of a Financial Program

Financial Program .
Comprehensive set of Macroeconomic

Direct Aim s
coordinated economic stability
policies

Credibility /
market expectations

The process

+ Inception. Member country makes a request for financial assistance

+ Blueprint. Area department staff assess underlying problems and
outline key elements of a program in a briefing paper

+ Internal review process. Review departments and management sign off.

+ Negotiation. Agreed program —policies, financing and conditions— a
compromise between staff and authorities. Reflected in country
memorandum (MEP) and specific targets and policies

+ Board approval. Based on Staff Report approved by Management

+ Monitoring. Regular reviews based on conditions and broader
assessment of policies. Time for program adjustments to be made.




These guys again....

Programs: Typical starting points

Fiscal crisis: Unsustainable debt and/or financing needs
 Lack of access to financial markets
External crisis: Low/rapidly declining international reserves
« Incompatible macro and exchange rate policies
« Sudden stop/reversal of capital inflows
Financial sector crisis: Balance sheet vulnerabilities

Limited policy options: Countercyclical monetary/fiscal policy
not feasible, tradeoff between XR and interest rate




Conditionality

+ Countries agree to follow policies to overcome problems that led it to seek
financial assistance.

+ Conditions must be macro-critical
+ Conditions also aim to ensure repayment—revolving nature of Fund.

+ Compliance ensured via reviews and evaluated on basis of prior actions,
quantitative criteria and structural benchmarks.

+ Quantitative targets (PCs) typically include measures of fiscal deficit, domestic
credit (NDA) by central bank.

+ Number and scope of structural conditions reduced since 2009. Structural PCs
eliminated in 2009

+ Waivers and adjustments common

A flexible framework

‘ Iterations to Form a Financial Program

Where
are we?

A. Program
Objectives P

going to
be on
track?

What are the
effects? C. Consistent

Program
Projections

B. Policy

Measures

What can we do?




How much financing? Quotas and

dCCesSsS

Annual and Cumulative Normal Access Limits by Facility
as a percent of quota

Current Limits Previous Limits

Non-Concessional Annual | Cunulative | Annual | Cumulative
SBA/EFF 145 Q;;s) 200 600
RFI 37.5 73 150
PLL 200 500 500 1000
Concessional
SCF/ECF 75 225 150 450
RCF

Normal 18.75 75 37.5 150

Shocks 875 15 75 150

What’'s in a program staff
report?

Analysis of the country economy and imbalances

Case for program: Type, length, access, phasing

Policy content of program —overall strategy and

individual policies

Letter of intent/Memorandum of Economic Policies

from country authorities

Conditionality: Performance criteria, prior actions,
benchmarks




Putting it all together

From Serbia 2014 Program Staff Report

Case study: Mongolia




The economic context: What
were the problems?

Resource rich but not diversified

Figure 1. Known Mineral Deposits in Mongolia
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Impressive progress...at risk?

Human Development Index (HDI)
(Higher value=better environment)
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Boom and bust

Real GDP Growth

(Contribution; Year-on-year percentage change, RH5)
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Expansionary policies to cushion
recession

Fiscal Accounts, 2015-26 (Percent of GDP)

2011-15
avg. 2015 2016
Revenue 29.6 25.1 23.7
[ ]
Slower grOWth led to Expenditure 379 336 40.7
lower revenue Cu rr.ent 24.7 24.4 279
Capital 133 9.2 12.8
Overall balance -84 -85 -17.0
General government debt
3 3 1 Nominal 59.5 87.6
[ ] = Sy
ngher dlscretlonary Present value 55.0 69.1
Ll L]
spending and interest .
Memorandum items:
L] . +
Sp endlng Primary expc‘endlture 364 30.7 36.8
pre-election programs 23
judicial settlement 0.6
arrears clearance 12
1 1 101 derlyi i dit 364 30.7 327
« Cyclically-adjusted deficit Ul e niice
up Sharply Primary ba!ance . -6.8 -56 -131
P.b. excluding one-off spending -6.8 -5.6 -9.0
P.b. excluding one-off spending -6.8 -1.2 -3:1
and rev. shortfall rel. to 2011-15 avg.
Cyclically adjusted primary balance -7.6 -6.5 -12.8
CAPB excluding one-off spending -7.6 -6.5 -87
Nonmineral primary balance -12.2 -10.0 -15.6

Fiscal deterioration

Fiscal Balance
{In percent of GDP)
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Sources: Mongolian authorities; and IMF staff calculations.




Unsustainable debt path

External and Domestic Debt
{(In percent of GDF)
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Sources: Mongolian authorities; and IMF staff estimates.

Rising sovereign spreads

JP Morgan EMBI Global Sovereign Spreads
(In basis points; January, 2014 - July, 2016)
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Currency under pressure

Exchange Rates of the Togrog
(Index, 2010=100}
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Enough reserves?

International Reserves
(In millions of US dollars)
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Sources: Mongolian authorities; and IMF staff calculations.
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Emerging deflation

Consumer Price Inflation
(In percent)
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Sources: Mongolian authorities; and IMF staff calculations.

And high real interest rates

Policy Rate and Commercial Banks' Interest Rates
(Percent per annum, end-of-period)
Headline CP (RHS)
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- Bank challenges: Rising bad
loans

Bank Capitalization, Asset Quality and Liquidity

(In percent)
- Bank capital to risk-weighted assets == «Total liquid assets to total asset
= Nonperforming loans to total loans (RHS)
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Sources: Mongolian authorities; and IMF staff calculations.
Note: Cautionis needed in interpreting FSl indicators given pervasive forbearance and rapid credit growth.

Lending weak despite subsidies

Bank Lending
(In billions of Mongolian togrog, LHS; In percent, RHS)
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Program design

Key elements of the program

+ Three-year arrangement (EFF)

+ Access of 314 million (US$434 million) or 435 percent of quota (max under normal
access)

« Substantial concessional lending from financing partners and private sector creditor
strategy

+ Large fiscal adjustment to restore debt sustainability and stabilize external position

« Fiscal reforms to ensure adjustment durable. Steps to strengthen safety net and protect

the most vulnerable
+ Market-determined exchange rate and prudent monetary policy —reserves buildup.
+ Measures to strengthen banking regulation and BoM governance, recapitalize banks

+ Structural reform to achieve sustained and inclusive growth— diversification, better
business environment, increase FDI




As described here...

Appendix I Letter of Intent

April 13, 2017
Ulaanbaatar

Ms. Christine Lagarde
Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Ms, Lagarde:

Mongalia is blessed with vast mineral resources, strong potential in agriculture and tourism, a
talented workforce, and a vibrant democracy. Our long-run future is undoubtedly bright, but in
recent years, we have been hit hard by the sharp decline of commodity prices and a collapse in
foreign direct investment (FDI). Efforts to buffer the economy from these shocks succeeded in
maintaining high growth for a while, but at the cost of higher public debt, a weaker external
position, and dedining asset quality at banks. As a result, market confidence waned and growth
declined, leading to widespread hardship amaong the population and serious economic
wulnerabilities.

We believe that the policies set forth in the MEFP are adequate to achieve the objectives of the
program but are prepared to take further measures if necessary. We will consult with IMF staff on

the implementation of the policies contained in the MEFP, and in advance of any revisions to these
policies, in accordance with the IMF's policies on such consultation.

In keeping with our policy a e content of the IMF staff
report, including this letter, the MEFP, the TMU, and the informational annex of the staff report. We
therefore authorize IMF staff to publish these documents on the IMF website once the Executive
Board has approved this EFF.

Sincerely yours,
/sl s
B, Choijilsuren N. Bayartsaikhan

Minister of Finance Governor, Bank of Mongolia

Attachment I. Memorandum of Economic and Financial Policies
April 13, 2017

This Memorandum of Economic and Financial Policies (MEFP) provides context regarding Mongolia's
economy, describes recent developments and the outlook, and then presents our progrom of policy
adjustment and structural reforms, to be supported by an ed under the IMF’s
Extended Fund Focility (EFF).

L Context

L Mongolia has strong economic potential but faces a number of difficulties. We are
blessed with large mineral reserves that are under active development, a well-educated population,
and opportunities for economic diversification and greater regional integration in Asia. But when
our new govemnment took office in June, we inherited a very challenging economic situation, with
stagnant growth, a weak balance of payments position, a large fiscal deficit and rising debt, and
increasing vulnerabilities in the banking system,

2 These difficulties were partly caused by major external shocks. FDI fell from $4% billion
in 2011 (more than 40 percent of GDP) to nearly zero in 2015, reflecting the end of the first phase of
the Oyu Tolgoi (OT) copper and gold mine, a dispute over the second phase of that project, and
adverse changes to the investment regime, and coal and copper export prices fell sharply. The effect
was to drive export eamings and fiscal sharply d .

3 But policy errors also contributed. Mongolia failed to build up buffers during good times,
And when conditions worsened, stimulus policies temporarily helped maintain high growth while
exacerbating economic vulnerabilities by building up public debt, weakening the BOP further,
undermining bank asset quality, and damaging investor confidence:

. Fiscal policy. For several years up to 2015, quasifiscal spending at the Development Bank of
Mangolia (DEM) pushed the consolidated deficit up to around 10 percent of GDP. In 2016,
spending in the run-up to the elections helped push the annual deficit (as defined by the
IMF) up even further, to 17 percent of GDP,

. Monetary and exchange rate policy. The BOM implemented expansionary policies during
2012-14: the policy rate was cut substantially, and several new quasifiscal lending programs
injected about 25 percent of GDP in new liquidity into the economy. These policies fostered
a credit boom and fueled imports. While the togrog was allowed to weaken, there were
extended periods during which the Bank of Mongolia (BOM) attempted to defend the
currency, and reserves, which stood at over §4 billion in 2012, fell to $1.3 billion by end-
2015. Depreciation also led to an increase in inflation, which later diminished as the
economy began to slump.

. Financial sector policies. Loans funded by the BOM's easing programs were zero-risk-
weighted and exempted from limits on large exposures and industry concentration. In
general, the supervisory framework was inadequate, with limited resources, frequent

Program conditionality




Table Al. Mongolia:IQuantitative Performance Criteria

4/30/2017 6/30/2017 9/30/2017 12/31/2017

Performance Criteria 1/ 2/

Change ir‘ net international reserves tN[R) of the Bank of
Mongolia (BOM) (floor, cumulative, change in eop stock,
in million US$ at program exchange rate) -250 0

|Net domestic assets (NDA) of the BOMI(ceiIing, eop
stock, in billion togrog at program exchange rate) 5,400 5,100

|Primary balance of the general government dfloor,
cumulative since the beginning of the fiscal year, in
billion togrog) -650 -850

i\lew nonconcessional external debt l'naturing in one year

or more, contracted and/or guaranteed by the

govemnment or the BOM {ceiling, eop stock, in million

us$). 600 1,800

Stock of guarantees on external debt extended by the
govemment or BOM (ceiling, eop stock, in million US$) 850 850

Indicative Targets (IT)
Reserve money (ceiling, in billion togrog) 3,400 3,500

Continuous Performance Criteria

| New nonconcessional external debt maturing in less than
one year, contracted and/or guaranteed by the 0 0
govemnment or the BOM (ceiling, eop stock, in million
Us$).

Accumulation of new external payment arrears (ceiling,
eop, in million US$). 0 0

100 250

4,900 4,600

-1,050 -1,500

1,800 1,800

850 750

3,900 4,000

3/30/2018
Indicative targets

550

4,000

-350

1,800

750

4,200

Prior actions (to\be completed before Board approval of the new arrangement)

Passage of a 2017 supplementary budget and a medium-term budget framework (2018-
2020) consistent with program targets, and passage of all fiscal measures needed to support

2017 targets
Banking

BOM to launch the procurement procedure for AQRs by intemationally reputable firms on
banks based on terms of reference developed in consultation with IMF staff.

Monetary

Authorities to communicate to staff the discontinuation of any net BOM financing of the
mortgag am as well as any quasi- fiscal lending e.qg. to companies

Structural benchmarks

Establishment of a working group to review the tax structure and make recommendations
to improve efficiency and equity including review of the investment, VAT, personal income
tax, and economic entity tax laws with a view to enhance revenue, reduce complexity, and
introduce progressivity in personal income tax, in consultation with IMF staff.

Finalization and commencement of implementation by the General Department of Taxation
(GDT) and tax offices of compliance improvement strategies for large, medium, small, and
micro businesses that will include baseline performance measures and an automated
menitoring and evaluation framework

Submission to Parliament of a revised general taxation law that consclidates the common
administrative provisions that apply to all tax types, promotes consistent administration of
the tax system, and achieves an appropriate balance between taxpayers' interest and the
powers of the tax authorities

Submission to Parliament of legislation to create a simplified tax regime for micro and
small businesses within the scope of IMF technical assistance recommendations.

Passage of a 2018 budget in line with the program'’s fiscal path.

Revision of the relevant budget laws and introduction of a new law to establish a fiscal
council, in line with international best practice and IMF advice.

Revision of the Integrated Budget Law and other relevant laws to restrict, effective 2018
onward, Parliament from increasing the aggregate expenditure envelope reflected in the

budget presented by the Minister of Finance {including through a PAYGO provision).

Submission of the tax working group’s report to the Ministry of Finance.

Table A2. Mongolia: Proposed Prior Actions and Structural Benchmarks

Completion Date

end-August 2017

end-April 2017

end-October 2017

end-October 2017

end-Movember 2017

end-December 2017

end-November 2017

end-December 2017




Table A2. Mongolia: Proposed Prior Actions and Structural Benchmarks (concluded)
Social protection

The Child Money Program will be targeted to the poorest 40 percent of Mongolian end-December 2017
households and the savings redirected toward the better-targeted Food Stamps program.

Monetary

Submission to Parliament of a new Bank of Mongolia Law, to clarify the BOM's mandate, end-Movember 2017

strengthen autonomy and governance, and improve operations, in consultation with IMF
staff.

Adoption of the new Bank of Mongolia Law. end-March 2018

Banking
Amendment of the Banking Law and Bank of Mongolia Law and related secondary end-November 2017
legislation, guided by IMF staff, to

1. improve the early intervention framework

2. bring the bank resolution legislation, funding and cooperation framework up to
best international standards in cooperation with MoF, DICOM

3. ensure that BOM has adequate powers to request from banks additional
capital and provisioning to enhance financial strength or to absorb existing and
estimated future credit losses, including based on the diagnostic studies and the
analysis of the business plans

4. introduce power for BOM to apply levies on banks to cover the cost of
supervision incl. AQRs

S. strengthen shareholders’, board members’, and senicr management’s fit and
proper requirements

6. upgrade rules on banks’ related party exposure and final beneficial owners

Amendment of DICOM law to bring it in line with IADI Core Principles for Effective end-November 2017
Deposit Insurance Systems,

Financial Stability Board (FSB) approval of an NPL resolution strategy. In consultation with  end-January 2018
other relevant ministries, the FSB will first establish a working group, and that group will:

(i) identify and analyze impediments to debt resolution, in particular related to insolvency

and enforcement laws, taxation issues, and legal and regulatory obstacles to NPL sales

and outsourcing; and (ji) develop an NPL resolution strategy including milestones and a

timetable for removal of identified impediments.

BOM to carry out a review of related party exposures based on improved legislation end-September 2018

BOM to adopt an amendment to its regulation on asset classification and provisioning in end-June 2017
consultation with IMF staff

Enact a law on the use of public funds end-December 2017

Table 1. Mongolia: Selected Economic and Financial Indicators, 2013-22

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
o 5 5 Est.
. t of GOP, unless othenwise indicated
Mongolia: Projections 3 O e )
Real sector
Nominal GDP (in billions of togrogs) 19174 22227 23134 23886 26048 27688 31390 35023 39306 45181
Real GDP growth (percent change) 116 79 24 10 -0.2 18 81 53 6.1 85
Py Mineral real GDP growth 185 194 141 0.7 0s 45 136 151 137 189
Pro gram POllCleS Mon-mineral real GDP growth 10.0 5.0 -1.0 11 -0.5 09 61 17 29 37
GDP deflator {(percent change} 29 74 17 23 93 44 49 59 58 59
Consumer prices 112 107 11 s 61 61 69 6.5 6.5 65
(End-period; percent change)
Gross national saving 26.3 234 211 26.5 30.3 301 324 364 38.2 414
Public 74 37 04 -4.6 -34 =15 13 37 55 6.1
1 1 Private 139 187 207 311 338 316 312 327 327 353
° W
Sllghtly negatlve gro th Gross capital formation 517 349 251 306 348 39.6 46.1 469 466 476
1 1Q1 Public 16.4 150 9.2 128 77 75 76 8.0 a0 80
thls year’ r181ng Sharply Private 353 199 159 178 271 322 385 389 386 396
from 20 1 9 General government accounts
Total revenue and grants 312 278 251 237 247 263 68 270 2271 272
Total expenditure and net lending 1/ 401 391 336 407 353 348 327 310 291 287
. Prlm arv sur hlS b 2020 Overall balance (IMF definition) 2/ 89 113 -85 -170 -106 -85 59 -40 -20 -15
y p y Primary balance {IMF definition) 75 88 56 131 55 31 10 03 15 16
{In percent of GDP, unless indicated otherwise)
bl . d b k . Monetary sector
e Public debt pea sin 2018 Credit growth (percent change) 579 235 05 85 90 103 106 111 119 156
Reserve money growth (percent change) 54.0 27 -282 246 218 193 16.0 153 151 161
« MT inflation at 6.5 percent Balance of payments
Current account balance -25.4 <115 -40 41 -4.4 -85 <136 -106 -84 6.2
Gross official reserves (in millions of USS) 3/ 2242 1,648 1324 1297 1692 2515 3583 4032 4257 4304
o 0 . {In months of imports) 39 40 29 29 34 44 61 6.5 6.8 7.2
« Rising credit growth
Debt indicators 4/
General government debt _460 571 59.5 876 949 1013 1000 975 523 847
I Domestic 135 147 146 198 214 194 151 117 129 116
o RISIHg reserves Coverage External 325 423 M9 678 734 8L9 849 857 795 731
General government debt in NPV terms 550 691 863 B9 B6S 240 796 743
GFN 9.8 133 107 181 224 215 185 138 139 175
Memorandum items:
Copper prices (US$ per ton) 7331 6863 5510 4868 5722 5733 5721 5708 5704 5704
Gold prices (US$ per ounce) 1411 1266 1,160 1248 1212 1225 1251 1274 1299 1,325

Sources: Mongolian authorities; and Fund staff projections.

1/ Inclhudes DBM spending.

2/ Excludes privatization receipts; indudes DBM commercial spending and fram 2017 onwards mortgage interest financed mortgage spending.
3/ Gross official reserves includes drawings from swap line.

4/ General government debt data excludes SOEs debt and central bank's liabilities from PBOC swap line,




Ambitious upfront fiscal

adjustment

Fiscal Measures

Estimated Savings
2017-2019
(percent of GDP)

Expenditure measures

Reducing capital spending

Streamlining and better targeting of social transfers and reforming

public pensions
Containing public wage bill

Reducing expenditure on goods and services

9.0

Ly

14
0.9

Revenue measures

Improving revenue administration

Partly reversing cut in petroleum excise

Introducing a progressive income tax

Raising social security contribution

Increasing excise on vehicles, alcohol and tobacco

Eliminating the threshold for withholding tax on interest earnings

Increasing customs duty on tobacco

2.2

0.8
0.2
0.6
0.3
0.2
01

Total

11.2

O

of the

Table 2b. Mongolia: §

¥ V¥

t, 2014-22

2014

Actual Actual Frelim __ Budget

Total revenuse and grants 1/
Current revenue
Tax revenue and social security contributions
Income taxes
cm
PIT
Social security contributions
VAT
Excise taxes
Customs duties and export taxes
Other taxes
Mon-tax reverse
Capital revenue and grants

Total expenditure and net lending
Current expenditure
Wages and saluries
Purchase of goods and serices
Subsidies
Transfers
Interest payments
Capital expenditure and net lending 2/
Capital expenditure
Domestically-financed
ofw DBM noncommarcial spending
Foreign-financed
Net lending
o/fw DBM commercial spending
ofw Mortgage program net lending

‘Overall balance (Authorities” definition)
Structural overall balance (buthorities’ definition)
DBM spending
‘Overall balance (IMF definition)
Primary balance (IMF definition)
Financing
External
Disbursement
Amartization
Domestic (net)
Gevernment bonds
Privatization
Other

Memarandum items:
Mineral revenue (in percent of GDP)
Naor-mineral revenue {in percent of GDP)
Total expenditure (in percent of nan-mineral GDPY)
Mon-mineral overall balance (in percent of nan-mineral GOP)
Primary spending (change in percent}

2015

2016

2017

2018

2019 2020 2021 2022

Froj.

(In percent of GDPY

278 251 237 221 247 263 26.8 210 271 27.2
278 M9 234 215 M1 259 264 265 267 268
234 pray 206 188 2.2 29 235 257 239 241
50 51 a3 a0 43 a7 4.6 46 a7 a9
28 a0 21 19 20 20 20 21 22 23
22 21 21 21 23 27 28 25 25 26
a1 a4 A6 44 46 51 5.2 5.7 59 61
6.2 45 48 4.8 49 52 55 53 52 49
20 26 26 21 19 24 24 23 22 22
16 14 14 15 16 17 19 18 18 16
45 a2 29 20 38 39 40 41 42 44
a4 27 28 27 29 30 29 28 28 7
0.0 0z 03 0s 06 04 04 0.4 04 0.4
391 336 407 329 353 348 327 310 291 287
240 244 79 26.2 pri] 274 251 2289 212 207
i} T4 T3 66 (] 6.5 59 55 51 51
a8 47 60 a8 55 54 50 48 46 46
08 05 08 or 08 1] 0E o8 or 07
89 a0 98 1] a3 91 a4 78 72 7.2
25 25 40 51 51 55 48 43 36 31
15.0 92 128 &7 e 75 76 an a0 a0
87 50 Tl EX) 36 29 28 43 43 44
29 19 10 o7 o7 o0 oo oo o0 0.0
11 11 25 20 25 29 31 22 22 21
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Sources: Mangolian autharities; and Fund stalf projections.
1/ The 2017 budget revenue esti are d because ac

2f Includes DBM spending.

to the FSF and FHF are not included, nor are interest payments from DBM.




Risks still significant

Mongolia Public DSA-Stress Tests
Macro-Fiscal Stress Tests
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Adjustment realistic?

Assessing the Realism of Projected Fiscal Adjustment

3-Year Adjustment in Cyclically- Adjusted 3-Year Average Level of Cydlically-Adjusted
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2/ Compared with all AEs and EMs with debt greater than 60 percent of GDP, 1990-2011
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Fully-funded program

Mongolia: Program Financing (2017-2022)

Table 6. Mongoli Reg and Sources, 2015-2022

(In millions of U.S. dollars)

(In millions of U.S. dollars)

Total Financing

Sources: Mongalian authaorities; and Fund staff projections.

1/ Includes all ather net financial flows, and errors and emissions.

Sources: Fund staff projections.

Projections
015 2016 2007 20018 20019 2020 2021 2022 2017-2022
Financing 5,650
Gross financi . 935 2006 a7e w7 aze 393 3sl 320
External current account deficit (excl official tran 497 482 487 1037 1603 1338 1151 26
Amortization A27 IMF 425
Public sector 64 62 257 301 2 259 734 174
o/w bends 0 0 0 o 0 500 1000
of/w loans 75 257 301 329 259 234 174 Other IFls 1,500
Private sector 363 497 762 645 551 903 407 407
Repayment of arrears 0 0 0 0 o 0 o 0 World Bank 1/ 600
Gross reserves accumulation (increase = +) -324 =27 395 823 1068 449 225 a7 5 _
IMF repurchases and repayments 3 o0 o 0 ) o 0 [} o/w project financing 175
Qther net capital outfiows 1/ 3371082 818 612 728 573 666 665
ADB 900
Available financing 935 2006 1959 2374 3232 309 3033 370 " i
Grants w33 31 32 35 37 0 21 o/w project financing 300
Disbursements to public sector 255 1133 396 335 344 549 444 1223
o/w bonds 500 20 0 0 240 181 1000 :
o/w loans 467 376 335 344 309 263 m Bilateral donors 1,550
Disbursements to private sector 543 5011 535 460 467 475 457 470
Foreign direct investment 110 -4081 995 1547 2385 2036 2081 1456 Japan 850
Einancing need 0 ] THD 1043 1047 475 150 50 Korea 700
Financing 0 0 760 1043 1047 425 150 50 o/w project financing 700
IMF 0 0 1135 1347 1418 355 0 0
Other IFL 0 0 313 475 472 240 0 0
Identified bilateral support 0 0 333 433 433 10 150 50 PBOC swap line 2,175
PBOC swap (additional drawing) o o o o ) [1] o [1]
PBOC swap rollover (net zero) 1725 1725

1/ The World Bank has committed to provide $400 million in
budget support over the program period, and there are good
prospects that it can provide an additional $200 million, most

likely in the form of project aid.

Access and phasing

Table 9. Mongolia: Proposed Access and Phasing Under the Extended Arrangement

Purchase
Million SDR  Million USD Percent of

Availability Date Quota
April 28, 2017 Board approval of extended arrangement 20.9670 28.36 29.00
June 15, 2017 Observance of end-April 2017 performance criteria, completion of first review 209670 28.36 29.00
September 15, 2017 Observance of end-June 2017 performance criteria, completion of second review 20,9670 28.36 29.00
December 15, 2017 Observance of end-September 2017 performance criteria, completion of third review 209670 2836 29.00
March 15, 2018 Observance of end-December 2017 performance criteria, completion of fourth review 20.9670 28.36 29.00
June 15, 2018 Observance of end-March 2018 performance criteria, completion of fifth review 26.2088 35.45 36.25
September 15,2018 Observance of end-June 2018 performance criteria, completion of sixth review 26.2088 3545 36.25
December 15, 2018 Observance of end-September 2018 perfarmance criteria, completion of seventh review 26.2088 3545 36.25
March 15, 2019 Cbservance of end-December 2018 performance criteria, completion of eight review 26.2088 35.45 36.25
June 15, 2019 Observance of end-March 2019 performance criteria, completion of ninth review 26.2088 3545 36.25
September 15,2019 Observance of end-June 2019 performance criteria, completion of tenth review 26.2088 3545 36.25
December 15, 2019 Observance of end-September 2019 performance criteria, completion of eleventh review 26.2088 35.45 36.25
March 15, 2020 Observance of end-December 2019 performance criteria, completion of twelfth review 26.2088 35.45 36.25

314.5054 425.4 435.00




s it working?

What has happened so far?

» Growth stronger than expected —commodities prices,
China demand, global growth up

« First review delayed on change in government
« First two reviews completed on December 15
« All quantitative PCs met

» Market reactions positive




Storming Ahead
ongolia's stocks climb with IMF deal, commodity rebound

Normalized As Of 11/14/2016 ®Mongolia Stock Exchange Top 20 Index
MSCI ACWI Index of developed and emerging stocks MMSCI Frontier Emerging Markets Index

Bloomberqg

New World Order
ields on CCC-rated EM bonds drop below 6 percent

M Mongolia 2021 Yield ™ Belarus 2023 Yield M Ukraine 2019 Yield

e

May Jun

Source: Bloomberg Bloomberg @




Extra slides

Table 5. Mongolia: Summary of Financial Stability Indicators

2013 2014 2015 2016 2017
X0 20 an2 Dec Dac Dec Dec Feb

Capital (in percent)
Risk Weighted CAR 16.2 159 155 16.0 177 179 186 185
Risk Weighted CAR (excluding Anod and Zoos) 16.2 159 155 160 176 178 183 182
Asset quality
Asset Growth (percent change from start of year) 430 46.5 50.5 68.2 11.7 =36 213 -0.8
Loan Growth (Net) (percent change from start of year) 264 340 378 52.4 175 -B.6 47 13
Loan share in total assets (in percent) 479 496 496 531 55.9 530 46.0 470
Non Performing Loan (in percent)
NPL to gross loans 67 60 58 25 il 7.3 7.2 69
Past-due to gross loans 30 33 35 0.0 22 56 71 84
MPL{old) to gross loans 9.7 92 9.3 EX 53 129 14.2 153
Provision 87 92 83 16 53 129 140 151
Provision/NPL*s 624 65.2 65.4 716 70.2 61.6 722 750
Provision/NPL{old)s 432 422 409 497 415 348 364 340
MNPL*s net of provision /Capital 125 106 105 43 50 127 79 6.6
NPL{old) net of provision /Capital 27.2 273 286 111 16.5 38.2 357 384
FX loans to total loans 337 332 344 275 235 245 202 204
Interest Rate (in percent)
Average lending rate 174 17.4 17.0 14.0 143 15.2 167 186
Earnings and Profitability (in percent)
Return on assets 18 27 18 27 18 12 08 16
Return on equity 11.2 24.2 146 204 135 91 6.9 147
Interest income to gross income 342 305 46 493 46 645 609 69.0
Interest expenses to gross income 213 192 225 30.2 347 411 422 49.2
Mon-interest expenses to gross income 727 727 712 579 554 514 533 40.2
Personal expenses to Non-interest expenses 7.2 B5 77 10.2 112 139 118 16.2
Liquidity (in percent)
Liguid assets to Total assets 44.1 433 434 30.9 252 22.0 240 222
Liquid assets to Short-term liabilities 533 521 521 320 297 306 358 334
FX deposit to total Deposits 324 299 309 216 268 261 317 293

Source: Mongolian authonties.




Phasing of program financing

Mongolia: Phasing of Program Financing

(In millions of U.S. dollars)

2017Q2 2017Q3 2017Q4 2018Q1

Financing 13 198 248 278
IMF 57 28 28 28
Other IFls and bilateral donors 257 170 220 249

Sources: Fund staff projections.

Critiques of Fund Programs

+ Inadequate analysis, wrong policy advice
+ “One size fits all”, not flexible
+ Too much emphasis on adjustment vs. growth
+ Not enough emphasis on who bears the burden
« Too intrusive, not enough emphasis on ownership
» Moral hazard —wrong incentives for countries and lenders

Do the critiques hold water? Have they been addressed?




Table 4. Mongolia: Monetary Aggregates, 2013-22
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Projections
(In billions of togrog, end of period)
Monetary survey
Broad money 9449 10635 10008 12,031 13,967 15822 18465 21,356 24721 28777
Currency 582 499 461 565 656 743 867 1,003 1161 1351
Deposits 8867 10135 9547 11466 13311 15079 17,597 20,353 23560 27426
Net foreign assets 760 -2,021 -4,166 -5,028 -4176 -2,037 710 2,057 3951 4,184
Net domestic assets 8689 12656 14174 17,058 18143 17859 17,754 19298 20769 24,594
Domestic credit 9974 13738 14386 16,760 18252 19,640 20,846 22339 25840 28,284
Net credit to government -1,061 106 683 1886 2,044 1,770 1,081 381 1274 -112
Credit to the private sector 1/ 11,034 13,632 13703 14,874 16208 175870 19765 21,958 24,566 28396
Other items, net 1,285 -1,082  -212 298  -109 -1,780 -3,092 -3,040 -5071 -3,690
Monetary authorities
Reserve money 3,335 3427 2,462 3,067 3,734 4457 5172 5965 6867 7972
Net foreign assets 1941 120 -1286 -1,708 -731 1072 3797 5206 7341 7830
Net domestic assets 1394 3,307 3,748 4774 4466 3,385 1375 759 -475 142
Net credit to government -1,685 -570 -474 -332 -332 -332  -332  -332  -332 -332
Claims on deposit money banks 4,297 2,608 1,686 1471 1,097 837 677 567 445 495
Minus: Central bank bills (net) 1,627 854 1,025 577 979 2535 5041 6469 8418 8706
Other items, net 410 2123 3,559 4212 4680 5415 6071 6993 7830 8684
Memorandum items: (In percent, unless otherwise indicated)
Annual broad money growth 241 125 -59 20.2 l6.1 133 16.7 157 15.8 164
Annual reserve money growth 540 2.7 -28.2 246 218 193 16.0 153 15.1 16.1
Velocity 20 21 23 20 19 18 17 16 16 16
Credit growth (percent) 579 235 05 85 9.0 103 106 111 119 156
Sources: Mongolian authorities; and Fund staff projections.
1/ Includes mortgage-backed securities.
Table 7. Mongolia: Capacity to Repay Indicators, 2017-22
(In millions of SDR, unless otherwise indicated)
Projections
2017 2018 2019 2020 2021 2022

Exposure and Repayments from Existing and Prospective Fund Arrangements

GRA credit to Mongolia 83.87 18346 28830 31451 311.02 29311
In percent of quota 116,00 25375 39875 435.00 430.17 40540

Debt service on GRA credit 071 1.97 4.75 7.37 1114 2533
Principal (repayments/repurchases) 3.49 17.91
Charges and interest 0.71 1.97 475 7.37 7.65 742

Debt and debt service ratios (In percent of GDP)

Public and publicly-guaranteed debt 94.86 101.34 100.00 9746 9231 84.70
Excluding proposed IMF 93.77 99.00 96.63 94.02 89.15 81.99
GRA credit to Mongolia 1.10 2.34 3.37 3.44 3.16 271

Public and publicly-guaranteed debt service 17.69 19.20 18.17 1467 1589 19.08
Excluding proposed IMF 17.68 19.17 18.11 14.59 1577 18.84
GRA debt service 0.01 0.03 0.06 0.08 011 0.23

Debt and debt service ratios (In percent of exports of goods and services)

Public and publicly-guaranteed debt 171.01 18546 18244 17813 16739 15851
Excluding proposed IMF 169.03 18118 17630 171.84 16166 15345
GRA credit to Mongolia 1.98 4.28 6.14 6.28 5.74 5.07

Public and publicly-guaranteed debt service 31.89 35.13 3314 2681 2881 3570
Excluding proposed IMF 31.87 35.08 33.04 26.66 28.60 35.27
GRA debt service 0.02 0.05 0.10 0.15 0.21 0.44

Sources: IMF Finance Department; and Fund staff estimates and projections.




Attachment II. Technical Memorandum of Understanding

1 This Technical Memorandum of Understanding (TMU) sets out the understandings between
the Mongolian authorities and IMF staff regarding the definition of quantitative performance criteria
(QPC) for the extended arrangement under the Extended Fund Facility (EFF). It sets out the QPC
adjusters and data reporting requirements for the duration of the extended arrangement, as
described in the authorities’ Letter of Intent (LOI) dated April 13, 2017, and the attached
Memorandum of Economic and Financial Policies (MEFP). The TMU also describes the methods to be
used in assessing the program performance and the information requirements to ensure adequate
monitoring of the targets.

I.  Quantitative Performance Criteria and Indicative Targets:
Definition of Variables

Test Dates

2. Performance criteria for end-April 2017, end-June 2017, end-September 2017, and end-

December 2017 have been established with respect to:

- Floors on the change in level of net international reserves of the Bank of Mongolia (BOM);

- Ceilings on the level of net domestic assets of the BOM;

. Floors on the level of primary balance of the general government;

- Ceilings on the contracting and/or guaranteeing by the general government or the BOM of
new nonconcessional external debt maturing in one year or more; and

. Ceilings on stock of guarantees on external debt by the general government or the BOM.

3. Performance criteria that are applicable on a continuous basis have been established with

respect to:

. Ceilings on the contracting and/or guaranteeing by the general government or the BOM of
new nonconcessional external debt maturing in less than one year,

- Ceilings on the accumulation of new external payment arrears;

4. Indicative targets have been established for end-April 2017, end-June 2017, end-September

2017, end-December 2017, with respect to:

- Ceilings on the level of reserve money.

Definitions

5. For the purposes of the program the following definitions will be used:

. The general government (GG) includes all units of budgetary central government, social

security funds, extra-budgetary funds {including but not limited to the Stabilization Fund and
the Future Development Heritage Fund), and local governments, and the Development Bank
of Mongolia {DBM). Debts of other legally autonomous state-owned enterprises (SOEs) and
BOM liabilities including the swap line with the People's Bank of China (PBOC) are excluded
from the definition of the general government debt.

Table 3. Mongolia: Balance of Pay ts, 2013-22

2013 2014 2015 2016 2017 2018 2019 2020 2022
Projections
{in millions of U.S. dollars, unless otherwise indicated) 1/
Current account balance (including official grants) -3,192 -1405 -469 -449 456 -1,004 -1,568 -1,301 -1,110 -905
Trade balance 41,321 994 1178 1330 1,766 968 709 1,002 1,267 1,626
Exports 4269 5776 4616 4803 4898 4943 5,440 5827 6348 6777
Mineral export 4050 4762 4088 4125 4314 4351 4825 5195 5691 6103
Non-mineral export 215 1014 517 678 584 592 615 633 656 675
Imports 5,590 4783 -3438 3473 3632 -3975 -4,731 -4.825 5081 -5151
Services, net -1,314  -1553 -857  -L142 -1017 -1174 -1328 1333 -1405 -1423
Income, net -699 -989 -966 -B32 -937 -1,033 -1.196 -1.228  -1243  -1,374
Current transfers 140 168 175 191 231 234 248 259 272 266
General government 22 27 27 29 31 32 35 ) 40 21
Other sectors 118 142 148 162 200 202 212 2 231 245
Of which: Workers remittances 26 55 76 108 B8 23 96 103 110 121
Caprtal and financial account 1,438 1112 382 707 91 785 1,58% 1,325 1,185 902
Capital account 126 100 114 92 114 117 128 137 147 152
Financial account 1312 1012 268 615 =23 667 1461 1188 1038 751
Direct investment 2,098 276 110 4,081 995 1547 2,385 2,036 2,081 1458
Portfolio investment -156 277 274 469 -84 o a =260 -31% [t}
Trade credits, net 9 -136 -302 -201 -45 -45 -45 -45 -45 -45
Currency and deposits, net <1376 =210 =233 =497 -BR6 663 =791 =652 =751 =755
Loans, net 737 758 347 5,045 7 -171 -88 108 72 95
Other, net a 48 72 -120 1] ] 0 a 0 )
Errors and omissions -113 -128 -181 -277 o o o o 0 [}
Overall balance -1,B67 -421 -268 -18 -365 =220 21 24 75 -3
Financing Gap 0 0 1] 0 760 1,043 L1047 425 150 50
Fund credit -93 -61 3 0 1135 1347 1418 355 0.0 0.0
Donor support 647 208 205 390 150 50
Memaorandum items:
Current account balance (in percent of GDP) -25.4 -115 -4.0 4.1 -4.4 -95 -136 -10.6 -84 -6.2
Gross official reserves (end-period) 2/ 2,242 LB48 1324 1297 1692 2515 3.583 4,032 4257 4304
({In months of next year's imports of goods and services) 38 40 25 28 34 4.4 6.1 6.5 6.8 7.2
Change in reserves 3/ -1,885 -594 -324 -27 395 823 10638 449 225 47
Copper price (in U.S. dollare per ton) 7.331 6863 5510 4868 5722 5733 5721 5708 5,704 5,704
Qil price (in L5, dollars per barrel} 104 26 51 43 55 56 56 56 56 57
1411 1266 1160 1248 1212 125 1251 1274 1299 1325

Gold price (in LLS. dollars per troy oz}

Sources: Mongolian authorities; and Fund staff projections.

1/ Structural break in series: 2013-2015 reported on the basis on BPMS5, while 2016 onwards in on BPME,

2/ Gross official reserves includes drawings from swap line.

3/ Changes in reserves reflect




