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Executive Summary

Mineral prices held up well since the last Monthly Update. And economic growth in China—Mongolia’s 

main export destination—continues to be strong, fueled by a massive fiscal and monetary stimulus 

package. In Mongolia, however, depressed economic conditions made the trade deficit narrow further, as 

imports continue to fall faster than exports (on a 12-month rolling basis). Industrial production continues 

to contract, particularly in the manufacturing sector, with Mongolia facing a sharp GDP growth slow 

down for 2009 as a whole.

Only coal exports are up on a year-on-year basis, on the back of extremely strong demand in China which 

imported record quantities in September. With the Chinese economy growing strongly, the expectation is 

that the fall in overall exports to China has now bottomed out and will pick up going forward. In addition, 

the decline in the imports of machinery and equipment seems to have turned the corner.

Mongolia has now benefited from a stable exchange rate since April of this year, due to strong policy 

actions taken under the IMF program and favorable copper prices. This has also allowed the BoM to 

accumulate international reserves. Real interest rates are now, however, very high, because the economy 

is experiencing deflation with prices falling by 1.9 percent (year-on-year) in September, while nominal 

interest rates on both savings and loans have not come down significantly.

High real interest rates on savings are responsible for the continued growth recorded in MNT savings, but 

pose problems for borrowers in a depressed economy. In addition, most banks remain cautious, preferring 

to purchase less risky central bank bills, and depositing their foreign exchange with the central bank. 

Fortunately, signs of new lending to individuals are emerging. Overall, the banking sector’s balance sheet 

has weakened further: a worrisome trend which is now almost a year old.

The fiscal balance remains under pressure despite a slight improvement in the 12-month rolling fiscal 

balance in September. Given the limited financing options available, the next two to three years will 

require a continued fiscal effort to bring the budget back to a sustainable path. New fiscal management 

legislation designed to support this effort will be presented to Parliament.

The second annual public Economic Policy Conference (EPC) and a high-level workshop between 

parliamentarians and international experts aimed to build a better understanding as to why and how 

Mongolia was so badly affected by the recent boom and bust cycle and what types of reforms could be 

implemented to create a stronger framework for both the financial sector, as well as fiscal management.
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External sector developments are supportive, as mineral prices continue to rise and economic 

growth in China—Mongolia’s main export destination—continues to be strong, fueled by a massive 

fiscal and monetary stimulus package.

International prices of copper, gold and zinc held up well during October (Figure 1). The copper price in 

October 2009 averaged US$6286/tonne, slightly up from 6195/tonne in September. Gold prices also rose 

slightly to $1043/toz on average in October, up from $996/toz in September.   

Mongolia’s main trading partner, China (accounting for almost three quarters of exports) looks set to 

grow by around 8 percent this year, with overall industrial profit growth accelerating to 6.5 percent in Q3 

(Figure 2). Industrial production in China grew by 13.9 percent in September compared to a year earlier, 

up from 12.3 percent in August, and well above the 5 percent year-on-year (on a three-month average 

basis) growth rate seen at the beginning of 20091. Industrial production in Mongolia’s other major 

partners also showed improvements in recent months.

1 China National Bureau of Statistics. 

Figure 1. Mineral prices are holding up Figure 2. China’s economic growth continues 
to be strong

US dollar price index=100 in January 2004 % Real growth,  year-on-year, and quarter-on-quarter 
seasonally adjusted annual rate 

Source: LME, World Bank Source: CEIC, World Bank
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Industrial production continues to contract, particularly in the manufacturing sector, with 

Mongolia facing a sharp GDP growth slow down for 2009 as a whole.

Industrial production (on a three-month moving 

average basis to smooth fluctuations) contracted 

by 15.0 percent yoy in September 2009. 

Manufacturing activity was hit especially hard, 

with two key activities (manufacturing of textiles 

and basic metals) contracting by 35.8 percent yoy 

(Figure 3). 

The consensus view on the economic growth 

projections for 2009 is around zero, with the 

differences in projections largely attributed to 

different estimates of this year’s agricultural 

growth. The consensus view for 2010 is a sharp turnaround due to the impact on economic value added 

from the large foreign direct investments associated with the OT and other mining projects.

Mongolia’s goods trade deficit narrows further: imports are falling faster than exports

The goods trade deficit narrowed to $0.51 billion on 

a 12-month rolling basis by September from a recent 

peak of $1.1 billion in February. Imports continue to 

fall faster than exports, underlining the depressed 

economic conditions (Figure 4).

Only coal exports are up on a year-to-year basis

Goods exports over January-September are down 34.3 percent in dollar terms from a year earlier with 

declines across most commodities (Figure 5). The drop is mainly due to lower prices, not to lower 

volumes. For instance, the dollar value of copper exports fell 52.7 percent in the first nine months of the 

2 Monthly trade data is strongly affected by the seasons in Mongolia, and has strong month-to-month fluctuations. 
For this reason, we used a 12-month rolling sum.

Figure 3. Industrial production contracted

% year-on-year real change, 3-month moving average

Note: Number in box is September growth. 
Source: National Statistical Office, World Bank

Figure 4.  The trade balance narrowed as 
imports have fallen faster than exports 2

$ mn (12-month rolling sum)

Source: National Statistical Office, World Bank
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year due entirely to the decline 

in copper prices.

Only coal exports, both in 

value and volume, are now up 

in September, on a year-to-year 

basis. Coal exports increased 

by 56.7 percent in dollar terms 

and 65.1 percent in volume on 

an annual basis due to 

extremely strong demand in 

China which imported record 

quantities of coal in September.

China’s coal imports skyrocketed by 167 percent, year on year, to 85.7 million tons in the first three 

quarters of this year. China’s coal use is roughly evenly divided between industry and electricity 

generation (80 percent of which is coal fueled). Much of China’s energy demand in the medium to long 

term is expected to be met by coal. This bodes well for the development of Mongolia’s Tavan Tolgoi 

(TT) coal deposits which hold an estimated of 6.5 billion tonnes of coking coal. Expectations are that the 

negotiations for the fully government-owned TT deposits will be concluded much faster than the OT 

negotiations.

The export of greasy cashmere is a purely seasonal activity, which has now come to a halt. For the year, 

the greasy cashmere export volume increased by over 111 percent and its dollar value increased by 34.4 

percent compared to the same period last year. Chinese traders took advantage of the low cashmere prices 

in Mongolia and a reduction in trade barriers due to the lifting of quality restrictions and an increase in the 

number of border posts authorized to trade cashmere with China over the past year. This was a timely 

trade liberalization which may have helped cushion the downturn for the rural population. The downturn 

of cashmere prices at the beginning of this season provided Chinese processors a good opportunity to 

enter the market and build up stock. Chinese cashmere spinners and knitters have reported that overall 

order levels were satisfactory and were supported by the low value of the raw material, the low Euro/Rmb 

and Yen/Rmb rates and by growing Chinese demand for exclusive products.

Figure 5. Total exports down, except for coal
Contributions to monthly year-on-year growth

Note: Gold: unwrought or in semi-manufactured forms. Combed goat down and 
greasy cashmere are intermediate cashmere products.
Source: National Statistics Office, World Bank
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Mongolia’s exports to China closely follow Chinese real industrial value added (Figure 6a). While on a 

year to year basis, Mongolia’s exports to China are still down by 13.7 percent, the expectation is that this 

trend has now bottomed out and will pick up going forward (Figure 6b). 

Goods imports remain sharply down…

Goods imports over January to 

September were down by 38.8 

percent in dollar terms from the 

corresponding period in 2008. 

Imports of mineral products

(mainly fuel) are still sharply 

down, but the trend in machinery 

and equipment seems to have 

bottomed out. This is related to 

increased activity in the mining 

sector (Figure 7).

The US dollar exchange rate remains stable with some minor depreciation

The IMF-supported stabilization measures undertaken earlier in the year, combined with the increase in 

mineral prices, have been responsible for a stable exchange rate since April this year (Figure 8a). They 

have also allowed for a substantial accumulation of international reserves by the Bank of Mongolia 

Figure 6a. Exports to China follow Chinese real 
industrial value added trend  

Figure 6b. and exports to China picked up in 
September 

% year-on-year change seasonally adjusted % year-on-year change in monthly exports

JLI

Source: Bank of Mongolia, monthly bulletin Source: Bank of Mongolia, monthly bulletin, World Bank

Figure 7. …but the decline in the imports of machinery and 
equipment seems to have turned the corner
Contributions to monthly year-on-year growth

Source: National Statistics Office, World Bank
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(Figure 8b).  In October, the average monthly exchange rate against the USD depreciated slightly by 1.4 

percent compared with September.

Prices have now deflated 

for two months in a row 

August and September 

inflation rates were minus 

0.9 and 1.9 percent year-

on-year, respectively. Core 

inflation is still positive, 

but falling to 4.6 percent 

year-on-year (yoy) in 

September (Figure 9). 

Despite deflation, nominal interest rates on both savings as well as loans have not come down 

The nominal interest rates on local and foreign currency deposits have now stayed virtually the same for 

two years despite large fluctuations in inflation (Figure 10a). The maximum advertised nominal interest 

Figure 8a. Exchange rate stable, with some 
minor depreciation between September and 
October 2009

Figure 8b. BoM is accumulating its international 
reserves via FX auctioning

MNT per USD                $ billion, stock                $ million, month-on-month change   

Last observation: October 31 2009.
Source: Mongolian Financial Association, World Bank.

 Note: Number in box is end-September stock of BoM international 
reserves in $million. 
Source: Bank of Mongolia, World Bank

Figure 9. Inflation has fallen rapidly from its peak, mainly because of 
the domestic slowdown 
Percentage point contribution to CPI inflation

Note:  This is the UB city CPI. 
Source: National Statistical Office, World Bank
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rates on local and foreign currency deposits have stayed around 19 percent and 13 percent while the 

weighted average rates have been around 13 percent and 7 percent respectively for the last two years. 

However, since the real interest rates have fluctuated markedly, this has shifted the burden of large 

fluctuations in the real interest rates onto depositors and borrowers. High real interest rates on savings are 

responsible for the continued growth recorded in MNT savings, but pose problems for borrowers in a 

depressed economy.

Due to extremely attractive 

MNT deposit rates, MNT 

deposits grew to MNT 1,072

billion September 2009

(Figures 10b and 11). This is 

MNT 184 billion higher than 

the level at the height of the 

deposit outflow crisis in 

January 2009, but still lower 

(by MNT 77 billion) than in 

March 2008, when MNT deposits peaked. Foreign exchange (FX) deposits remained at around the same 

level of MNT 580 billion, compared to August. FX deposit rates remain highly attractive at 14 percent 

nominal interest rate on time deposits.

Figure 10a. High positive real interest rates pressures 
banks to lower nominal rates on MNT deposits …

Figure 10b. … leading to a large MNT deposit increase

% MNT billion, month-on-month change MNT billion, stock

Note: Interest rate deflated by CPI inflation. 
Source: Bank of Mongolia, National Statistical Office, World Bank

Source: Bank of Mongolia, World Bank

Figure 11. Although deposits are increasing, lending has fallen 
sharply
% year-on-year change

Source: Bank of Mongolia, World Bank
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Most banks continue to purchase less risky central bank bills and deposit their foreign exchange 

with the central bank, but signs of new lending to individuals are emerging

The banks are, however, not 

significantly increasing their lending to 

the private sector. Instead, they are 

lending to and depositing their foreign 

exchange with the Mongol Bank. 

However, nominal advertized deposit 

rates are 19 percent for local currency 

bills and 14 percent on foreign 

exchange deposits which puts 

downward pressure on the profitability 

of the banking sector. With the fall in 

inflation, the real return on central bank bills now stands at an annualized 11.9 percent.

However, there are some signs that banks are starting to increase lending to the private sector, but to 

individuals, not companies. Total loans outstanding to individuals in September increased by MNT 14.8 

billion over August, while to the private sector it decreased by MNT 45.2 billion. 

Banking sector balance sheets have 

weakened further3

On average, loan quality, in particular to 

the private sector, continues to deteriorate, 

reflecting portfolios that are exposed to 

sectors experiencing a strong slowdown. 

Non-performing loans and loans with their 

principal in arrears4

3 The numbers in the remainder of this section have been provided by the Bank of Mongolia. They include Anod 
Bank, the bank that was taken under conservatorship by the Bank of Mongolia in December 2008. Its failure caused 
the discrete jump in NPLs from November to December 2008.

(which, if the 

borrower does not improve repayment, 

will eventually turn into NPLs) now stand 

at 23.7 percent of all loans. Excluding 

4 These are loans of which the principal is 1 to 90 days in arrears. After 90 days, they become non-performing loans.

Figure 12. Small signs of new lending to individuals

% year-on-year change                                        % year-on-year change

Source: Bank of Mongolia, World Bank

Figure 13. NPLs and loans in arrears have risen 
strongly, as key sectors in the economy slowed down
MNT billion

Note: The numbers in boxes are the sums of NPLs to residents and non-
residents and loans with principal in arrears as a percent of total loans 
outstanding.
Source: Bank of Mongolia, World Bank
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Anod (the failed bank), the number is 18.6 percent, or MNT 497 billion (Figure 13).

Non-performing loans (NPLs) to residents and nonresidents rose to MNT 435 billion or 16.3 percent of 

outstanding loans in September, up from 14.9 percent in August 2009. Loans with principal in arrears

reached MNT 198 billion in September (7.5 percent of outstanding loans).

The impact of the losses on aggregate bank capital is increasingly apparent: it declined by around 12 

percent from August to September. These trends point to an urgent need for the Mongol Bank to take 

decisive action. The lessons of international experience for dealing with and averting banking crises are 

clear: speed, preparedness and transparency (Box 1).

Box 1. Managing A Banking Crisis : Key Lessons for Mongolia

Since 1800 and until the collapse of Lehman Brothers last year, the world has seen 258 banking crises. One
comforting fact for developing countries is that they are hit as frequently as high income ones. Moreover, there are 
also common features in both the run-up and the aftermath across advanced and developing countries. In the run-
up, periods of high capital inflow bonanzas, either in the form of capital inflows or high commodity export 
earnings, have repeatedly produced banking crises. This is because inflow bonanzas are almost always 
accompanied by credit booms, which tend to create asset price bubbles or finance increasingly risky investments 
that then tend to fail. Meanwhile in the aftermath of a crisis, real output remains substantially and persistently 
depressed, with no rebound on average to the pre-crisis trend over the medium term.

Accordingly, given the long history of banking crises, there is now a large body of experience from which lessons 
can be drawn for the current banking crisis that Mongolia is experiencing. The three most important points are:

The need for speed: Speed is critical for crisis containment and a quick restoration of public confidence.  There is 
a high cost of delay, arising from the potential for asset-stripping by insiders or lending for even riskier projects in 
the belief these could rescue the failing banks. A lack of action early on can have irreversible consequences and 
increase the fiscal bill as happened in Japan in the 1990s and complicate the ultimate allocation of losses.

The need for preparation: Whether in the containment or the resolution phase, the prime objective of countries in 
banking crises is to get productive assets into the hands of solvent entities. A lack of preparation – on what to do, 
how to do it, and who should be responsible for doing it – has meant that governments are often forced to construct 
the tools for their task even as they are applying them. To be better prepared, countries should collect detailed 
information on their banking systems and hold simulations of crises to “battle-test” these systems in order to 
highlight institutional, legal, and communications deficiencies. For example, banks requesting support during the 
Sweden’s banking crisis in the early 1990s had to completely open their books to the Bank Support Authority, 
which then provided differentiated support based on the resulting analysis of bank portfolios.

The resolution of banking crises is eventually about how losses in the banking system are to be apportioned. Left 
to the market, depositors, creditors, and shareholders would bear the brunt. But the accompanying loss of 
confidence would inflict intolerably high social and economic costs, which governments try to minimize using 
taxpayer money. For taxpayers to accept this, transparency about the costs of crisis resolution and the burden borne 
by the other stakeholders is essential. Thus, if management is seen as culpable, then their departure is a key 
element in the resolution process. Or, if governments are required to inject equity capital, then owners should be 
subject to mandatory write-downs.  Finally, assets of failed banks are often transferred to a centralized agency such 
as an asset management company (AMC) for recovery. Here too, transparency in the systems, accounts and 
managerial appointments of AMCs is key for insulating them against political pressure and insider abuse. This is 
critical for recovering the residual value of assets of failed banks and for keeping the cost of a banking crisis low.

The need for transparency

Overall, dealing with banking crises promptly and in a well-prepared and transparent manner is crucial for 
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sustaining long -term growth and keeping the associated fiscal costs low. In Mongolia’s case, its next phase of 
banking system restructuring and resolution will need to be taken with deliberate speed, and will need to address 
gaps in the legal framework as well as strengthen its regulatory and supervisory institutions.   

Source: Speech by Vikram Nehru, Sector Director, East Asia & Pacific Sector Unit of the Poverty Reduction and 
Economic Management Sector Department at the World Bank, made on October 29, 2009 at the Economic Policy 
Conference in Ulaanbaatar, Mongolia: 
http://www.worldbank.org.mn/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/MONGOLIAEXTN/0,,menuPK:327714~page
PK:141159~piPK:141110~theSitePK:327708,00.html

Registered unemployment continued to 

decrease marginally in September…

Registered unemployment remained the same 

at 3.75 percent of the labor force in September

2009 although continued to rise on a 12-

month moving average basis (Figure 14). The 

results of the September informal labor 

market survey6

The fiscal balance improves slightly on a 12-

month rolling basis

, commissioned by the World 

Bank, suggest a slight improvement in the 

average unskilled workers’ real wages from April 2009 to September 2009, after their earlier collapse. In 

the markets surveyed, it seems that the number of workers also increased by about 25 percent compared 

to April, 2009.

The fiscal balance had been on a protracted 

decline since mid 2008, although on a 12-month 

rolling basis, the fiscal deficit improved slightly 

to 10.3 percent of GDP. The adjusted deficit 

(which excludes the loan made by the 

government to the gold sector) now stands at 8.5

percent of GDP. The deterioration of the deficit 

has been mostly due to falling mining revenues

5 However, the officially registered unemployment figures grossly underestimate actual unemployment, which 
according to plausible, unofficial estimates could be a much higher percentage of the labor force. 
6 Table 1 in World Bank (2009), Mongolia September Monthly Economic Update.

Figure 14. Registered unemployment* slightly down
% of labor force

* Defined as working-age population currently not working in a 
paid job and not self-employed, actively looking for job and 
registered at the Employment Office. 
Source: National Statistical Office, World Bank

Figure 15.  The 12-month rolling fiscal deficit 
improves slightly in September
% of GDP*, 12-month rolling sum

* GDP interpolated using actual 2008 GDP (MNT 6,130 billion) 
and projected 2009 GDP (MNT 6,209 billion). ** Adjusted fiscal 
balance excludes net lending from expenditure, leaving current 
and capital expenditure only.
Source: Ministry of Finance, World Bank
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whereas expenditures have been fairly constant as a share of GDP (Figure 15).

The collapse in copper prices at the end of last year severely undermined Mongolia’s mining sector

receipts which account for roughly 40 percent of corporate income tax and 90 percent of dividend 

revenues. But copper prices have since regained some ground with signs that this is feeding through to 

revenues (Figure 16). Total revenue and grants collected in the first nine months of 2009 were lower by

24 percent in real terms7

Still, with copper prices currently well 

below last year’s peak, corporate income 

tax and the Windfall Profit Tax revenues   

were respectively 40 percent and  75 

percent lower (in real terms) than last 

year. In addition, indirect tax revenues 

which amount to about a third of total 

government receipts also fell, reflecting 

the underlying weakness of the economy. 

over the previous year, in comparison to a fall of 61 percent in January, 2009 

over January, 2008. 

However, non-mining receipts are 

showing signs of recovery, in particular, 

personal income taxes which rose 6.6 

percent in real terms for the period January to September, 2009, against the same period of 2008, and 

property tax revenues (up by 20.4 percent). Meanwhile, non-tax revenue increased by 17 percent but this 

was mainly due to the substantial increase in dividend payments (of a 187 percent) which were meant to 

have been received in 2008 but were instead shifted to this year (Figure 17a).

Total expenditure and net lending from January to September 2009 has decreased by 5.3 percent in real 

terms, compared to the same period a year ago. Wages and salaries, which account for a quarter of total 

expenditure and lending (Figure 17b), were stable in real terms increasing by only by 1.0 percent while 

major cuts were visible in fuel, transportation and communication spending, current repairs, domestic 

investment and capital repairs.

Offsetting these however were social security contributions paid by employers, which rose by 8 percent. 

Subsidies and transfers were stable in real terms, but within this expenditure item, social insurance 

7 In order to calculate the change in real terms, the revenue and expenditure items have been deflated by the 
consumer price index (CPI).

Figure 16. Copper and gold prices have rebounded for
now, earning WPT revenues

$/tonne                                                                                   $/ounce

Note: the dashed lines indicate the $2600/tonne and $850/ounce thresholds 
for copper and gold respectively for the WPT. 
Last observation: November 1, 2009. 
Source: London Metal Exchange, World Bank
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transfers rose by 248 percent while reimbursements went up by 175 percent for the reported period. 

Interest payments also increased by 38 percent while net lending rose by 11.7 percent mainly due to 

external budget supports flowing into the government accounts.  

Figure 17a. Shares in revenue Figure 17b. Shares in expenditure
% of total revenue and grants, January to September 2009 % of total expenditure and net lending, January to September 2009

Source: Ministry of Finance, World Bank Source: Ministry of Finance, World Bank

Overall, the government is succeeding in controlling spending although continued restraint is necessary, 

given the difficult financing conditions for the fiscal deficits which are projected for the next years. In 

particular, 2011 will be a difficult year for the budget as the Windfall Profits Tax will have been 

abolished and donor funding for budget support will have dwindled.

Over the medium-term, Mongolia is expected to experience a huge revenue inflow from the development 

of its OT copper and TT coal deposits. However, the domestic spending of these revenues carries the risk 

of Dutch Disease whereby Mongolia’s non-resource sectors lose competitiveness and contract (Box 2). 

The new fiscal responsibility framework currently under consideration should help the government 

prevent harmful Dutch Disease effects and also help avoid harmful boom-bust cycles by stabilizing 

government spending.
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Box 2. Dutch Disease

What is the Dutch disease?

The Dutch disease broadly refers to the harmful consequences for an economy of a booming natural resource sector. 
A boom in the natural resource sector increases a countries income, which will lead to increased spending. In 
response to this, the non-traded sector will raise its prices, but the traded sectors cannot, as they are exposed to 
foreign competition. As a result, the real exchange rate (the price of non-traded goods relative to traded goods) 
appreciates: a unit of foreign currency now buys fewer real goods and services in the domestic economy than before. 
As a result, the relative profitability of the manufacturing sector declines. Note that the size of the spending effect 
depends on the extent to which the additional income is spent domestically.

What happened in The Netherlands?

The term Dutch disease was coined in the early 1980s 
when the Netherlands was the first patient diagnosed 
with this disease. At that time, the Dutch economy was 
effectively in a state of crisis, with GDP contracting in 
1981 and 1982 (Figure 18).

Gas revenues had been relatively modest since the 
natural gas fields were first discovered in 1959. In the 
1970s, energy prices surged as a result of the oil crises, 
causing the gas revenues of the central government to 
increase from 0,1% of GDP in 1970 to 4% in the first 
half of the 1980s.

In response to the economic downturn that followed the 
first oil crisis, the government adopted an expansionary 
fiscal policy, financed to a large extent by the windfall 
gas revenues. Basically, nearly all revenues were spent 
on income transfers to households. This exerted upward 
pressure on the real exchange rate. The guilder, which 
in 1974 already had appreciated by 30% since 1960, 
appreciated even further between 1975 and 1979.

The spending effect was not the only reason for the loss in competitiveness of the private sector; wage developments 
also played a crucial role. Wage indexation prevented real wages from adjusting to the large deterioration in the 
terms of trade of the non-energy sector. The combination of high energy prices, upward pressure on the real 
exchange rate, and the high labor income share squeezed the profitability of the market sector. As a result, 
employment declined substantially.

The dramatic increase in unemployment and the introduction of a very generous welfare program resulted in a 
strong increase in public expenditure. The fiscal situation deteriorated dramatically in the early 1980s when 
expenditure on social welfare exploded. In 1982, public expenditure was 60% of GDP, an increase of 15% 
compared to 1970.

How did the Netherlands recover?

Drastic measures had to be taken to cure the patient. To restore competitiveness, wage growth was restricted for a 
number of years – in some years it was even negative in real terms – and the guilder was pegged to the Deutsche 
mark. These measures had a strong positive effect on employment. However, restoring the fiscal position and the 
functioning of the labor market required a drastic restructuring of the social welfare system and other expenditure 
cuts. It took more than twenty years and a number of very unpopular political decisions before public finances were 
sound again. The structure of the manufacturing industry also changed, with dramatic declines visible in 
employment and output in heavy industry notably textile manufacturing and shipbuilding, although that said, the 
Netherlands has become the leading producer of horticultural goods,

How to prevent the Dutch disease?

Figure 18. How Dutch Disease in the 1970s caused the 
Netherland’s real exchange rate to appreciate and output 
to contract

Source: Ameco EU Database
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The Dutch experience contains a number of important lessons for other countries on how to manage revenues from 
natural resources. First of all, it shows that even when revenues from natural resources amount to only 4% of GDP, 
spending them can contribute to a strong decline in competitiveness and employment. Second, spending temporary 
revenue windfalls is very likely to lead to a structural increase in expenditures.

More generally, since the domestic spending of windfall revenues is the main cause of Dutch disease, sound fiscal 
policy is the key to preventing it. A set of fiscal rules should be adopted to make sure that temporary fluctuations in 
revenues from natural resources do not affect expenditure, but rather lead to changes in the actual fiscal balance.  In 
other words, excess revenues from natural resources should not be used for domestic spending, but rather should be 
invested abroad.

Source: Prepared by Remco van der Molen (Dutch Ministry of Finance). The views expressed herein are those of the 
author and should not be attributed to the Ministry of Finance of the Netherlands.
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Table 1. Mongolia: Key Indicators 
2003 2004 2005 2006 2007 2008e 2009f

Output, Employment and Prices
Real GDP (% yoy change) 7.0 10.6 7.3 8.6 10.2 8.9 0.5
Industrial production index .. .. .. 100.0 110.4 113.4 ..

(% yoy change) .. .. .. .. 10.4 2.8 ..
Unemployment (%) 3.4 3.6 3.3 3.2 2.8 2.8 ..
Consumer price index (% yoy change) 4.6 10.9 9.6 5.9 14.1 23.2 8.5

Public Sector
Government balance (% of GDP) -3.7 -1.8 2.6 3.3 2.8 -5.0 -6.5
Non-mining balance (% of GDP)(1) -5.9 -5.8 -1.3 -7.3 -13.4 -15.3 -12.1
Domestic public sector debt (% of GDP) 3.1 1.4 0.1 1.0 0.5 0.0 0.0

Foreign Trade, BOP and External Debt
Trade balance ($ mn) -199.6 -99.2 -99.5 136.2 -52.4 -612.6 -183.0
Exports of goods ($ mn) 627.3 872.1 1066.1 1543.9 1950.7 2534.5 1830.0

(% yoy change) 19.7 39.0 22.2 44.8 26.4 29.9 -27.7
Copper exports (% yoy change) .. .. 14.7 94.8 27.7 3.0 ..
Imports of goods ($ mn) 826.9 971.3 1165.6 1407.7 2003.1 3147.0 2013.0

(% yoy change) 21.6 17.5 20.0 20.8 42.3 57.1 -35.7
Current account balance ($ mn)(2) -102.4 24.1 29.7 221.6 264.8 -721.9 -291.0

(% of GDP) -7.1 1.3 1.3 7.0 6.7 -13.9 -6.9
Foreign direct investment ($ mn) 131.5 128.9 257.6 289.6 360.0 585.5 517.0
External debt ($ mn) 1240.3 1311.8 1360.0 1413.9 1528.7 1600.5 1860.0

(% of GDP) 87.3 73.7 59.7 44.3 38.9 33.1 46.5
Short-term debt ($ mn)(3) 0.0 0.0 0.0 0.0 0.0 0.0 ..
Debt service ratio (% of exports of g&s)(3) 13.4 9.4 7.6 5.4 4.3 3.5 4.3
Foreign exchange reserves, gross ($ mn) 203.5 207.8 333.1 718.0 1,000.6 656.7 822.1

(month of imports of g&s) 2.3 1.8 2.5 4.6 5.0 2.1 3.7

Financial Markets
Domestic credit (% yoy change) 157.3 25.8 18.8 -3.1 78.4 60.6 ..
Short-term interest rate (% per annum)(4) .. 15.8 3.7 5.1 8.4 9.8 ..
Exchange rate (MNT/USD, eop) 1168.0 1209.0 1221.0 1165.0 1170.0 1267.5 ..
Real effective exchange rate (2006=100)(5) 94.2 93.9 99.6 102.8 104.8 127.4 ..

(% yoy change) -4.8 -0.4 6.1 3.2 1.9 21.5 ..
Stock market index (2000=100)(6) 151.5 120.8 203.6 382.0 2048.0 1181.6 ..

Memo: 
Nominal GDP (MNT bn) 1,660 2,152 2,780 3,715 4,600 6,130 6,209
Nominal GDP ($ mn) 1,448 1,814 2,307 3,156 3,930 5,258 ..
GDP per capita ($) 583 722 900 1,214 1,491 1,960 ..

(1) Non-mining balance excludes revenues from corporate income tax and dividends from mining companies, the Windfall 
Profits Tax and royalties. (2) The 2008 data for the balance of payments are based on the final revision. (3) On public and 
publicly guaranteed debt. (4) Yield of 14-day bills until 2006 and of 7-day bills for 2007. (5) Increase is appreciation. (6) Top-20 
index, end of year, index=100 in Dec-2000.
Source: Bank of Mongolia, National Statistical Office, Ministry of Finance, IMF and World Bank staff estimates


