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Mongolia became a member of the 
Asian Development Bank (ADB) in 
1991. Virtually from the start of its 
membership, public sector management 
has been a key area of engagement. In 
fact, of the cumulative lending, grant, 
and technical assistance portfolio of 
$248.24 million as of 1992, public sector 
management is the third largest sector 
(12.29% of total approvals) in ADB’s 
partnership with Mongolia.

Over the period 1992–2017, ADB’s 
support for improved public sector 
management has evolved and covered 
a range of areas to respond to the 
changing needs and demands of the 
country. A review of the portfolio shows 
five distinct phases in the engagement.

Mongolia’s economic growth 
performance in the period following 
its transition to a centrally planned 
economy in 1991 has rivaled that of its 
fellow transition economies, despite 
its land-locked geography, lack of 
product diversity for international trade, 
and vulnerability of its agricultural 
production and livestock. Its initial 
growth performance was, however, 
compromised by several structural 
constraints, including legal impediments 
to the transition process and the growing 
size and increasing inefficiencies of the 
public sector.

In the early years of the partnership, 
ADB’s support for public sector 
management was characterized by a focus 
on basic reforms to the country’s legal 
framework, strengthening the capacity 
for strategic planning, strengthening 
the taxation system, and rationalizing 
intergovernmental fiscal arrangements. 

A key milestone achieved during this 
early phase was the adoption of the 
Public Sector Management and Finance 

Law under the Governance Reform 
Program, which provided a sound legal 
framework to guide budget, output, 
performance, and financial management 
reforms.

PHASE 1: BASIC LEGAL And InStItutIonAL SuPPort  
(1992–1996)

A couple from the remote province. A lady from the remote province of Mongolia poses for the photo as her 
spouse feels shy (photo by Eric Sales).

Central square of ulaanbaatar. Chinggis Square, also known as Sükhbaatar Square, is the 
public square of Ulaanbaatar, the capital city of Mongolia. It highlights the Government Palace 
and Chinggis Khan monument (photo by Eric Sales).



1 ADB. 2002. Strengthening Public Sector Administration and Financial Management. Manila.
2 ADB. 2003. Second Phase of the Governance Reform Program. Manila.

The share of total government 
expenditures to gross domestic product 
(GDP) in the mid-1990s stood at 
over 50.0%, one of the highest among 
comparable transition economies. 

It was against this background that the 
Government of Mongolia launched a 
wide-ranging program of public sector 

governance reforms in 1996, with 
the overall objective of infusing fiscal 
discipline and increasing overall public 
sector efficiency.1

In response, ADB’s support shifted 
from the basics-first approach of the 
early years, toward a strong focus on 
public financial management and public 

administration reform. Examples from 
this second phase include support 
for strengthened public expenditure 
management; reforms in the legal 
framework for procurement, and the 
development of procurement guidelines; 
continued support for decentralization, 
and the strengthening of local 
government; and civil service reforms.

PHASE 2: GroWInG EMPHASIS on PuBLIC FInAnCE (1997–2001)

PHASE 3: Good GovErnAnCE—ContInuEd SuPPort 
For PuBLIC FInAnCE (2002–2006)

The budget deficit declined from 12.2% 
of GDP in 1999 to 6.8% in 2000, and 
to 5.3% in 2001, which was impressive 
given the expenditure overruns due 
to the dzud (dry summer followed by 
harsh winter) in those years. Improved 
collection of tax and nontax revenues 
and a 2.0% increase in value-added 
taxes and import taxes on energy inputs 
helped raise the revenue–GDP ratio 
from 27.2% in 1999 to 38.0% in 2001.2 

Concerns over fiscal discipline and the size 
of the public sector remained, however, 
both at the national and local level. It was 

against this background that ADB’s public 
sector management engagement with the 
Government of Mongolia over the period 
2002–2006 was formed. 

The adoption of the Public Sector 
Management and Finance Law had 
provided the foundation for most of 
ADB’s support provided during the 
second phase of engagement on public 
sector management, and continued to 
do so during the third phase. 

Two flagship programs in this period 
were the second Governance Reform 

Program and the Capacity Building for 
Governance Reform initiative, both 
financed through Asian Development 
Fund loans. Support under these 
programs built on the work done in 
1997–2001, and focused on areas  
like (i) civil service reform (introduction  
of performance management);  
(ii) increasing the efficiency of  
the budget management cycle;  
(iii) introduction of output-based 
budgeting in health, education, and 
social welfare programs; and (iv) further 
support for the crafting of a legal 
framework for a market-led economy. 

High school students from the province. Students from the Sainshand School No.2 benefited 
from the rehabilitated facilities, furniture and educational equipment provided by the ADB 
(photo by Kevin Hamdorf).



During the 2008 global financial crisis, 
Mongolia faced a number of challenges 
in terms of sustaining growth amid the 
fall in commodity prices. Its narrow 
economic base and high dependence on 
commodity production and trade made 

the country vulnerable to exogenous 
shocks. Fragmented domestic markets 
and geographic isolation hindered growth. 
Against this backdrop, the government 
highlighted, in particular, the need for 
continued financial sector reforms as 

During the period of rapid economic 
growth between 2004 and 2014, 
Mongolia expanded its social welfare 
programs and began the Child Money 
Program, which was at various times 
supported through large fiscal surpluses 
and the redistribution of mining income. 
Social transfers, which accounted for 
about 40% of the income of poor people, 
had been instrumental in reducing 
poverty. Since 2015, however, Mongolia’s 
economic situation has deteriorated. 
The GDP growth rate declined to 1% 
in 2016, and unemployment increased 
to 8.6% at the end of 2016. The 
economic slowdown and poor fiscal 
management—in particular, excessive 
off-budget spending leading up to 
the general election in June 2016—
contributed to the widening fiscal deficit.

ADB responded by supporting reforms 
and through fiscal support to protect the 
poor via three programs that focused 
on improvements in social welfare. The 
Social Sectors Support Program designed 
during the 2008 global financial crisis 
supported the targeting of social welfare 
assistance, and the improvement and 

a condition to realize a growth rate of 
around 6% over the medium term. 

ADB responded with a large initiative 
focused on improving regulatory 
governance in the financial sector. 
The program combined corporate 
governance reforms with reforms on the 
public side, removal of tax impediments, 
and introduction of an anti-money 
laundering regime. 

In addition to these regulatory reforms, 
the earlier work on public financial 
management was taken to the next level 
through ADB support for the introduction 
of results-based management principles 
in a range of line ministries; and with 
the introduction of performance-based 
audits in cooperation with China National 
Audit Office.3 

PHASE 5: In SuPPort oF SoCIAL WELFArE (2012–2017)

consolidation of social welfare programs. 
Two other policy-based loans have 
since continued to refine this work and 
support the poor during successive 
commodity crises. Phase 1 of the 
program established a policy framework 
to improve targeting and consolidate 
social welfare programs. Phase 2 
(currently under implementation) will 
focus on better targeting, which will 
ensure that the poor and vulnerable 
people are the major beneficiaries; 
that the number of nonpoor accessing 
these programs is reduced; and that 
fiscal sustainability is promoted. Both 
programs also supported the enactment 
and subsequent amendment of the 
Fiscal Stability Law, which focused on 
fiscal consolidation and improved debt 
management. 

ADB’s strong public finance support 
continues to the present through 
regional technical assistance initiatives 
for information and communication 
technology-based improvements 
in increasing tax revenue, tax 
administration, fiscal transparency,  
and public investment programming.4

3 ADB recognizes “China” as the People’s Republic of China.
4 ADB. 2014. Enhancing Transparency and Exchange of Information for Tax Purposes. Manila; and ADB. 2014. Strengthening Tax Policy and Administration to Mobilize Domestic 

Resources. Manila.

PHASE 4: rESuLtS-BASEd MAnAGEMEnt  
And rEGuLAtory GovErnAnCE (2006–2011)

Mongolian cityscape. Mongolian modern architecture and cityscape highlights the Ministry of Foreign Affairs 
and the Blue Sky Tower (photo by Eric Sales).

tsagaan sar celebration. Munkhbat Tumennast,  
a 24-year-old electrician, celebrates a traditional  
ceremony with his family before they move to  
Mongolia’s capital city (photo by Kevin Hamdorf).
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Mongolia: ADB Operations in Public Sector Management (as of 31 December 2017) 

No.

Project  
Approval 
Number Project Name

Milestone Dates 

Net Amount 
($ million) Approved Closed

Loans

1 2011 Capacity Building for governance Reform Program 2.000 14 oct 2003 4 aug 2011

2 1713 governance Reform Program 25.000 2 Dec 1999 3 Sep 2002

3 2010 Second Phase of the governance Reform Program 13.500 14 oct 2003 19 Dec 2008

4 2218 Financial Regulation and governance Program 10.000 28 Jun 2005 30 Jun 2010

5 3297 Social Welfare Support Program 150.000 29 Sep 2015 15 Jun 2016

6 3532 Social Welfare Support Program Phase 2 150.000 30 May 2017 

Technical Assistance

7 2769 institutional Strengthening of the local government  
and Decentralization (Phase ii)

0.550 14 Mar 1997 31 Mar 1998

8 3031 Development of Procurement legislation and guidelines 550.00 23 Jun 1998 30 Jun 2000

9 3318 Study on Central–local aspects of Reform implementation 0.235 2 Dec 1999 Feb 2003

10 3920 Strengthening Public Sector administration and Financial Management 0.650 5 Sep 2002 31 Jan 2006

11 4957 Mainstreaming Managing for Development Results in investment  
Planning and Public Funds Management 

1.800 1 aug 2007 31 Jul 2011

12 7596 Managing for Development Results 1.800 7 Sep 2010 31 Jul 2014

13 8742 Transparency and Efficiency in Public Financial Management 1.100 29 oct 2014 28 Feb 2017

14 9372 improved Registry System to Strengthen the Delivery of Social Services 1.500 14 Sep 2017

Source: Asian Development Bank.


