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BASIC DATA 
 

Program Preparation/Institution Building 
TA No. TA Name Type No. of 

Person-
Months 

Amount 
($’000) 

Approval 
Date 

3316 Initial Phase of Public 
Administration Reform 

ADTA 164 1,100 2 Dec 1999 

3317 Public Expenditure Management ADTA 24     496 2 Dec 1999 
3318 Study on Central-Local Aspects of 

Reform Implementation 
ADTA 10     235 2 Dec 1999 

 
 
 
Key Program Data  

Per ADB 
Loan Documents 

 
Actual 

Total Program Cost SDR18,238,000a SDR18,238,000
ADB Loan Amount/Utilization($ million) 25.0 24.3 
 
 
Key Dates Expected Actual 
Fact-Finding I 5–17 Apr 1999 
Appraisal 23 Jun–2 Jul 1999
Loan Negotiations 16–17 Sep 1999
Board Approval 2 Dec 1999
Loan Agreement 24 Jan 2000
Loan Effectiveness 24 Apr 2000 2 Mar 2000
First Tranche Release  Dec 1999 3 Mar 2000
Second Tranche Release  May 2001 3 Sep 2002
Program Completion 31 Oct 2001   3 Sep 2002
Loan Closing 31 Oct 2001 3 Sep 2002
Months (effectiveness to completion) 18.0 30.0 
 
Borrower          Mongolia 
 
Executing Agencies         Ministry of Finance and Economy and the Cabinet Secretariat  
 
Type of Mission No. of 

Missions 
No. of Person-Days 

Fact-Finding  1 13 
Appraisal 1 13 
Inception 1   4 
Review 5 45 
Program Completion 1 10 
Operations Evaluation 1 20 

                                                 
a Special Drawing Right (SDR) is a unit of account used by the International Monetary Fund and some other 

international organizations, having value which is based on a basket of key international currencies.  
 



 

 

EXECUTIVE SUMMARY 
 

This report details the findings of a postevaluation of the design, implementation, and 
outcomes of the first phase of the Mongolian Governance Reform Program (GRP) loan (1999) 
and of the design of a second Program loan (2003). 
 

Compared with other transition economies in the Asian region, Mongolia managed its 
transition well until the mid-1990s when budget pressures began to emerge partly due to the 
large size of the Mongolian public sector. Mongolia’s financial difficulties were exacerbated by 
weak budget management, and revenue administration with limited political will and 
bureaucratic commitment to maintaining overall fiscal discipline. 
 

The rationale for the GRP was to help improve financial management in the public sector 
by introducing institutional mechanisms to improve financial planning, transparency, and 
accountability based on the New Zealand model of reform. The GRP also provided much- 
needed budget support to the Government, although the report and recommendation of the 
President to the Board of Directors of the Asian Development Bank (ADB) did not provide an 
explicit justification for the size of the Program loan ($25 million). 
 

The evaluation found that the Program’s rationale was consistent with the Government’s 
reform program and ADB’s Country Assistance Plan (2000–2002) and hence, was valid at 
appraisal and implementation. It was also valid at the time of evaluation as the Program’s 
rationale was in line with Mongolia’s draft national development strategy and ADB’s Country 
Strategy and Program (2006–2008). 
 

While the Program’s rationale was valid, the GRP’s program framework had a number of 
shortcomings. In particular, the framework was overly ambitious, the logical relationships 
between the Program’s outputs and objectives were not clear, and the framework did not 
adequately identify and manage the risks and assumptions underpinning governance reform in 
Mongolia. 
 

The centerpiece of the GRP was the introduction of public governance reforms on a pilot 
basis in selected government agencies. The evaluation found limited progress on several key 
aspects of the reform process (e.g., strategic planning, output-based budgeting, implementing a 
medium-term expenditure framework). Nevertheless, the GRP realized other significant 
achievements. It  
 

(i) supported the preparation of Mongolia’s draft Public Sector Management and 
Finance Law (PSMFL). The law was extensively debated by parliamentarians 
and senior public servants before it went into effect in January 2003; 

(ii) closed all off-budget bank accounts to improve budgetary constraints on public 
sector agencies. Government deposits were transferred into a single treasury 
account, and all transactions are now conducted at the Treasury;  

(iii) developed a system for monitoring and reporting the contingent liabilities of the 
Government;   

(iv) developed the technical capacity to connect local and central government 
administration to a centralized financial management information network;  

(v) implemented a new debt management system; 
(vi) improved financial reporting and strengthened independent auditing; and  
(vii) developed guidelines and templates to guide general managers of public sector 

agencies entering into performance agreements with their reporting authorities. 
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In an effort to fast-track the reform process, in January 2001 the Government declared 
its intention to extend the reform program to all government ministries, six provinces, and 
Ulaanbaatar City, ahead of schedule and before the completion of the piloting phase. The lack 
of a legal mandate for the reforms and capacity constraints within Mongolian agencies hindered 
the proposed expansion. 
 

The evaluation rated the GRP partly successful. It was assessed as relevant in that it 
was responding to an urgent need of the Government, although the design was overly ambitious 
and complex and did not adequately identify the risks and assumptions underpinning 
governance reform. The GRP was less effective in that while some significant achievements 
had been realized, progress in several key areas was limited, and local government agencies 
were left behind by the reform process. The GRP was less efficient as the program’s effects 
were limited as compared to its costs. Insuffcient technical assistance resources were provided 
to fast track the adoption of reforms in 17 central agencies and to achieve the desired capacity 
development outcomes in local government. The GRP was less likely to be sustainable due to a 
poorly sequenced implementation strategy and the growing demand for the PSMFL to be 
significantly amended or withdrawn. The performance of both ADB and the Government was 
mixed. 
 

The Government and international development partners face a number of challenges in 
further progressing the GRP. The Government needs to amend a number of existing laws as a 
result of the enactment of the PSMFL. ADB’s program preparatory technical assistance 
indicated that up to 40 existing laws would be directly or indirectly affected, and consultants 
provided details of the changes required in eight laws. By early 2008 only one of the eight 
identified laws had been amended. 
 

There is opportunity for ADB to better coordinate its activities with its development 
partners, the World Bank and the International Monetary Fund. While the partners share a 
common agreement that Mongolia’s public sector financial management practices are in need of 
reform, each institution has taken a slightly different approach to supporting improvements. 
 
 New Zealand’s model of public financial management reforms is not necessarily suitable 
for other countries, as its successful implementation demands a number of prerequisites. 
Unfortunately for the GRP, most of the preconditions were not in place in Mongolia at the time of 
the program loan’s approval, and were not achieved during the course of the loan. The 
evaluation offers a number of lessons regarding Mongolia’s legal framework for reform, the 
need to design and sequence reforms properly, and the importance of taking a long term 
approach to development. 
 

Development partners have suggested a need to scale down aspirations for financial 
management reform in Mongolia and to concentrate on a more limited set of initiatives that 
appear to be within the reach of the government institutions. With the impending closure of the 
second GRP loan, ADB should take this opportunity to review its comparative strength and 
strategic approach to governance reform in Mongolia. 
 
 
 
       R. B. Adhikari 
       Director, Operations Evaluation Division 1 

Operations Evaluation Department 



 

 

I. INTRODUCTION 

A. Evaluation Purpose and Process 

1. The Operations Evaluation Mission (OEM) of the Asian Development Bank (ADB) was 
conducted in March 2008 5.5 years after the closure of the first phase of the Governance 
Reform Program (GRP) loan. The evaluation aimed to assess the design, implementation, and 
outcomes as defined in the report and recommendation of the President (RRP) to the Board of 
Directors1 and to determine if the lessons from the first phase had been incorporated into the 
design of the second phase GRP.2 The evaluation examined the current state of financial 
management practices in government agencies and identified any improvements that had 
occurred as a result of the first phase GRP. ADB provided three technical assistance (TA) 
projects to support the first phase reforms. The OEM assessed and rated the three TAs 
focusing on support for public sector financial management reform.3 
 
2. This program performance evaluation report follows the Guidelines for Preparing 
Performance Evaluation Reports for Public Sector Operations.4 The OEM evaluated the GRP 
using several methods. Project documents and other relevant publications were reviewed, 
interviews were conducted with ADB staff and former consultants; senior Mongolian officials 
from central, provincial and local government agencies were also interviewed. Consultations 
were undertaken with the World Bank, International Monetary Fund (IMF), and the United 
Nations Development Programme (UNDP). The evaluation also incorporates findings from OEM 
field visits and discussions with citizen representatives. 
 
3. The program completion report (PCR), prepared in December 20025 rated the Program 
successful. 6  The PCR stated that “the measures introduced under GRP have significantly 
changed the course of public sector administration and financial management in Mongolia. The 
design of GRP was consistent with the critical need for reform of Mongolia’s public sector 
financial management practices. While agencies found the specification of outputs and costings 
relatively difficult to comprehend and implement, the new performance management measures 
will significantly strengthen the public sector. Major changes in the Parliament’s composition 
and the Government midway through the implementation process slowed progress for some 
time. However, the complexity of the reform measures fully justifies the long consensus-building 
process.” 
 

                                                 
1  ADB. 1999. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to 

Mongolia for the Governance Reform Program. Manila (Loan 1713-MON, for $25 million, approved on  
2 December). 

2  ADB. 2003. Report and Recommendation of the President to the Board of Directors on a Proposed Program 
Cluster of Loans and Technical Assistance Loan to Mongolia for the Second Phase of the Governance Reform 
Program. Manila. (Program Loan 2010-MON, for $13.5 million and TA Loan 2011-MON, for $2 million, both 
approved on 14 October). 

3  ADB. 1999. Technical Assistance to Mongolia for the Initial Phase of Public Administration Reform. Manila (TA 
3316-MON, for $1.1 million, approved on 2 December). 

 ——. 1999. Technical Assistance to Mongolia for the Public Expenditure Management. Manila (TA 3317-MON, for  
$496,000, approved on 2 December). 

 ——. 1999. Technical Assistance to Mongolia for the Study of Central-Local Government Aspects of Reform 
Implementation. Manila (TA 3318-MON, for $235,000, approved on 2 December). 

4  ADB. 2006. Guidelines for Preparing Performance evaluation Reports for Public Sector Operations. Manila. 
Available http//www.adb.org/Documents/Guidelines/Evaluation/PPER-PSO/default/asp 

5  ADB. 2002. Program Completion Report on the Governance Reform Program in Mongolia. Manila. 
6  This PCR was part of a sample of PCRs independently reviewed by the Operations Evaluation Department. This 

review validated the methodology and ratings given. 
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B. Program Objectives 

4. In December 1999, ADB approved the GRP loan for $25 million equivalent (footnote 1), 
along with three TA grants totaling $1.8 million (footnote 3). This Program was the first phase 
(GRP I) of a multiprogram public sector reform strategy designed by the Government in 
collaboration with ADB. GRP’s overall goal was to facilitate the transition to a new structure of 
public sector governance in Mongolia by establishing a sound public sector financial 
management and accountability system, and a transparent data and information dissemination 
system. To achieve that goal, the GRP l focused on five objectives: (i) improving aggregate 
fiscal discipline, (ii) strengthening the public sector’s budget formulation and execution,  
(iii) enhancing the public sector’s operational efficiency, (iv) addressing social impact and 
financing needs of the reforms under the GRP l, and (v) preparing the groundwork for continuing 
the reforms. The Program’s framework is in Appendix 1. The Program’s policy matrix (Appendix 
2) had a total of 53 conditions: 8 first tranche conditions, 9 second tranche conditions,  
4 program-end conditions, and 32 other reform actions. 
 
5. In October 2003, ADB approved the second phase of GRP (GRP ll) to mainstream the 
reforms throughout Mongolia’s public sector (footnote 2). GRP II involved a program loan of 
$13.5 million and a TA loan of $2 million to achieve three objectives: (i) enhance institutional 
capacity to implement financial management reforms, (ii) improve fiscal sustainability through 
pension reforms, and (iii) mainstream governance reforms. 
 

II. DESIGN AND IMPLEMENTATION 

A. Formulation 

6. Compared with other transition economies in the East and Central Asia region, Mongolia 
managed its transition well until the mid-1990s. Pressures on the budget then began to emerge 
due to the large size of the Mongolian public sector (over 7,000 public sector entities relied on 
budgetary support) in a country with a relatively small population of 2.45 million. 
 
7. Mongolia’s financial difficulties were exacerbated by a number of factors, including  
(i) weak budget management, reporting, and control frameworks resulting in inadequate checks 
and balances; (ii) full devolution of expenditure responsibilities to lower tiers of governments 
without strategic prioritization; (iii) weak revenue administration; (iv) inadequate treasury 
controls; (v) weak political will and bureaucratic commitment to maintaining overall fiscal 
discipline; and (vi) weak operational and financial practices adopted by budgetary bodies and 
state-owned enterprises (SOE). 
 
8. In view of the rising public expenditures from 1995 and the consequent macroeconomic 
effects, the Government launched a debate on public sector reforms with the support of ADB 
TAs.7 The TAs helped build the consensus within the Government and the public service on the 
need for reform and the direction that the reforms should take. 
 

                                                 
7 The TAs included (i) ADB. 1996. Technical Assistance to Mongolia for Institutional Support for Local Government 

and Decentralization (Phase I). Manila; (ii) ADB. 1996. Technical Assistance to Mongolia for Restructuring and 
Staff Rationalization. Manila; (iii) ADB. 1997. Technical Assistance to Mongolia for Institutional Strengthening of the 
Local Government and Decentralization (Phase II). Manila; (iv) ADB. 1997. Technical Assistance to Mongolia for 
the Initial Phase of Civil Service Reforms. Manila; (v) ADB. 1996. Technical Assistance to Mongolia for 
Strengthening of the Taxation System. Manila; and (vi) ADB. 1997. Technical Assistance to Mongolia for Program 
Preparation of Governance Reforms. Manila. 
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9. The Government subsequently formulated a wide-ranging program of public sector 
governance reforms to be implemented over 10 years (1999–2009), and sought ADB’s support 
through the GRP to implement the initial phase of reforms over 1999–2002. 
 
10. The program preparatory TA (PPTA) for preparing a program for governance reforms 
was approved in December 1997.8 Its objective was to (i) assist the Government in preparing 
the inputs for a possible Program loan on governance reforms, and (ii) support the groundwork 
for implementing reforms arising from the upcoming enactment of the Public Sector 
Management Finance Law (PSMFL).9 The proposed reforms were based heavily on the New 
Zealand model of public sector management and targeted 15 central government ministries,  
2 provinces, and 1 local government district (soum). The Mongolian Government aspired to 
adopt the world’s best practice although it recognized that local capacity was limited. ADB’s 
PPTA did not assess whether the New Zealand model was suitable for Mongolia, but rather 
focused on supporting a comprehensive reform program to be implemented over 3 years. 
Similarly, ADB’s PPTA did not question the feasibility of the Government’s 3-year 
implementation timetable. 
 
11. The TA support was provided through two groups of consultants: (i) eight international 
advisors, and (ii) eight national consultants who provided on-the-ground assistance. The use of 
national consultants was well-regarded by politicians and senior agency staff, and helped 
enhance local ownership. However, a group of officials in MOF were opposed to the proposed 
reforms. To minimize the politicization of the reform program, both government and opposition 
members of Parliament were involved in the design of the Program. The considerable political 
instability in Mongolia at the time slowed the progress of the TA for several months. 
 
12. During the formulation process, ADB actively consulted with its development partners 
including UNDP, World Bank, and IMF. The World Bank raised questions about the suitability of 
the New Zealand model for Mongolia. In addition, the German Agency for Technical 
Cooperation (GTZ, Deutsche Gesellschaft für Technische Zusammenarbeit) expressed concern 
that Mongolia’s draft PSMFL was adapted from New Zealand legislation. This was an issue as 
Mongolia has a Germanic civil law tradition while New Zealand has an Anglo-Saxon common 
law system. Several examples show that laws that Mongolia had adopted from common law 
countries later required numerous amendments to improve their consistency with Mongolia’s 
civil law framework. In addition, ADB’s PPTA had indicated that enacting the PSMFL would 
directly or indirectly affect up to 40 existing laws (footnote 8). 
 
B. Rationale 

13. The rationale for reforming Mongolia’s public sector was sound and well-timed to assist 
the Mongolian Government in implementing its own reform program. Dysfunctional public sector 
governance was contributing to unsustainable budget deficits, misallocation of resources, 
inefficiencies, and limited accountability in the public sector. The GRP l was to help improve 
financial management in the public sector by introducing institutional mechanisms to improve 
financial planning, transparency, and accountability. The GRP l also provided much-needed 
budget support to the Mongolian Government, although ADB’s RRP did not provide an explicit 
justification for the size of the Program loan ($25 million). 
 

                                                 
8  ADB. 1997. Technical Assistance to Mongolia for Program Preparation for Governance Reforms. Manila (TA 2931-

MON, for $967,300, approved on 10 December). 
9  The PSMFL was subsequently enacted by the Parliament in June 2002, to start in January 2003. 



4 

 

14. The OEM assessment found that the Program’s rationale was consistent with the 
Government’s reform program (footnote 1) and ADB’s Country Assistance Plan (2000–2002)10 
and, hence, was valid at appraisal and implementation. It was also valid at the time of 
evaluation as the Program’s rationale was in line with Mongolia’s draft national development 
strategy and ADB’s Country Strategy and Program (CSP, 2006–2008).11 Note that while the 
CSP recognized the need for governance reform, it advocated a more targeted approach than 
had been the case under the GRP l. 
 
15. While the Program’s rationale was valid, the GRP’s program framework had a number of 
shortcomings. In particular the framework was overly ambitious as it contained five high-level 
objectives to be achieved in a short period of time. The logical relationships between the 
Program’s outputs and objectives were not clear, and the performance indicators proposed for 
monitoring purposes did not include baselines and targets. Finally, the program framework did 
not adequately identify the risks and assumptions underpinning governance reform. Because of 
these limitations, the program framework was of limited use to this evaluation. 
 
C. Cost, Financing, and Executing Arrangements 

16. ADB supported the GRP l with a loan of SDR18.24 million ($24.4 million). The loan was 
fully disbursed in two equal installments. According to the PCR (footnote 5), the total cost 
associated with the implementation of the GRP l is estimated at $29.4 million. In addition, three 
TAs in the amount of $1.83 million were provided to support the implementation of the GRP 
(footnote 3). 
 
17. The GRP l had two executing agencies (EAs): (i) the Cabinet Secretariat—the EA for 
governance reforms as a whole, which focused specifically on public sector administration 
reforms; and (ii) MOF—the Borrower and EA for the budget reform process. A steering 
committee and an operational working group were established to help the EAs implement the 
GRP. The steering committee comprised the Prime Minister, the minister of finance, the minister 
of justice, the head of the Cabinet Secretariat, the economic adviser to the President, the senior 
policy adviser to the Prime Minister, and two representatives from the Parliamentary Working 
Group on Governance. The operational working group comprised the head of the Strategic 
Management Division of the Cabinet Secretariat, the head of the Fiscal Policy Department in 
MOF, the economic and social policy advisers to the Prime Minister, chairpersons from five 
central ministries, and representatives from Arhangi and Selenge provinces. The Cabinet 
Secretariat was responsible for monitoring the GRP’s overall progress and for submitting reports 
to ADB. 
 
D. Application of Counterpart Funds 

18. Loan proceeds were withdrawn according to ADB’s standard disbursement procedures 
and were intended to finance structural adjustment costs under the Program and provide budget 
support to the Government.  
 
19. The PCR (footnote 5) indicated that the Government earmarked the equivalent of  
$5 million in counterpart funds generated from GRP l loan proceeds to support implementation 
of the reform measures in agencies during 2001. As shown in Appendix 3 of the PCR, 
allocations were used primarily for internal capacity-building activities, including the provision of 

                                                 
10  ADB. 1999. Country Assistance Plan (2000–2002): Mongolia. Manila. 
11  ADB. 2005. Country Strategy and Program 2006–2008: Mongolia. Manila. 
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equipment and overseas training in some cases. The Cabinet Secretariat utilized the proceeds 
for a successful public outreach campaign on the Government’s reform agenda and 
dissemination of information relative to the PSMFL. The PCR stated that MOF was in the 
process of verifying the use of funds by central ministries. The Mongolian Government has not 
submitted its PCR to ADB as required in the loan agreement. 
 
20. The OEM consulted with MOF and other central agencies, but was unable to obtain 
documentary evidence or advice as to the application of counterpart funds in the 2002–2007 
budgets. 
 
E. Consultants 

21. A key aspect of GRP l reforms was the provision of TA through three TA grants  
(footnote 3). The TA for the initial phase of public administration reform, designed to introduce 
financial management reforms in five pilot agencies, provided 16 person-months of international 
and 164 person-months of national consulting services. The international firm voluntarily 
preterminated its contract before the assignment was completed and the remaining 
uncommitted funds were then used to employ additional consultants. The TA for managing 
public expenditure, intended to help MOF establish an outcome-based public expenditure 
management system, provided 6 person-months of international and 24 person-months of 
national consulting services. The TA to study central-local government aspects of reform 
supported reforms in five central government agencies in two pilot provinces provided 5 person-
months of international and 7 person-months of national consulting services. The TAs are 
assessed in Chapter IV. 
 
F. Design Changes 

22. The original scope of GRP l envisaged that the reforms would initially be implemented 
within five pilot agencies12 with an extension to a second set of pilot agencies,13 based on 
experience with the first agencies. Extension to the broader public service was not planned until 
GRP ll. This plan was subsequently overtaken by the priorities of a new Government. 
 
23. Decree No. 10 issued by Government on 19 January 2001 declared the intention to 
extend the reform to all government ministries, agencies, six provinces, and Ulaanbaatar City, 
beginning in July 2001. The lack of a legal mandate for the reforms (the PSMFL did not come 
into force until January 2003 and the Government chose not to introduce regulations as an 
interim strategy) and capacity constraints hindered the proposed expansion, and placed ADB 
consultants under considerable pressure. To accommodate the Government’s requests, work 
with the second set of pilot agencies started ahead of schedule and before the lessons from the 
first pilots could be assessed. 
 

                                                 
12 Designated “bunch 1” agencies: (i) General Department of National Taxation, (ii) Customs General Administration, 

(iii) State Audit and Inspection Committee, (iv) State Administrative Services Council, and (v) National Statistical 
Office. 

13 Designated “bunch 2” agencies: (i) Ministry of Finance and Economy; (ii) Ministry of Labor and Social Security;  
(iii) Ministry of Justice and Internal Affairs; (iv) Ministry of Education, Culture, and Science; (v) Ministry of Health; 
(vi) Ministry of Environment; (vii) State Financial Inspection Department; (viii) Environmental Protection Agency;  
(ix) Land Administrative Authority; (x) State Meteorological Agency; and (xi) Clinical Hospital No.1. In addition, 
GRP l also focused on the pilot provinces Arhangi and Selenge, and the Nalaikh District Administration,  
a jurisdiction within Ulaanbaatar City, to pilot-test administrative reforms at provincial and local government levels. 
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G. Loan Covenants 

24. The policy framework for GRP l included five objectives that were structured around  
53 conditions: 8 first tranche conditions, 9 second tranche conditions, 4 program-end conditions, 
and 32 other reform actions. 14 GRP I was approved on 1 December 1999 and became effective 
2 March 2000, upon which the first tranche was released. At the time of appraisal, it was 
envisaged that the second tranche of GRP would be released in May 2001, subject to 
satisfactory compliance with all the relevant conditions. However, the second tranche was 
released in September 2002, almost 17 months behind the original schedule, due in part to the 
complexity of the reform measures and the uncertainty over the enactment of the PSMFL. Given 
the politically sensitive and time-consuming nature of the reform measures, the appraisal 
disbursement schedule was unrealistic. ADB launched several review missions to work with the 
Government and the EAs and to support them in taking corrective actions. The loan was 
financially closed in September 2002 taking some 30 months from effectiveness to completion 
compared with the original schedule of 18 months. 
 
25. OEM’s fieldwork raised a number of concerns relating to the GRP’s conditions. While the 
PCR reported full compliance with all program conditions as of December 2002, this was not the 
case at the time of the OEM. Appendix 2 indicates the present status of compliance with 
program conditions as verified by the OEM. Appendix 3 presents data on the program indicators 
identified in the Program Administration Memorandum for monitoring and evaluation purposes. 
 
H. Outputs 

1. Improving Aggregate Fiscal Discipline 

26. In accordance with GRP l, and in line with the 1997–2000 Poverty Reduction and 
Growth Facility of IMF, the budgets for 1999 and 2000 aimed at reducing deficit levels. The 
budget deficit declined from 12.2% of the gross domestic product (GDP) in 1999 to 5.4% in 
2001 before a budget surplus of 2.6% was achieved in 2005 (Appendix 3, Table A3.1). This 
notable trend was achieved despite the emergency government spending triggered by two 
successive harsh winters and despite the wage and pension increases that hampered efforts to 
reduce public expenditures. Improved collection of tax and non-tax revenues contributed to 
significantly increased government revenues in conjunction with improved mineral prices in 
international markets. In November 2002, Mongolia adopted its Consolidated Budget Law, 
which included (i) the Mongolian consolidated budget, (ii) the responsibilities of budget 
managers, (iii) classification of the budget income and expenditure, and (iv) budget performance 
and accounting procedures. 
 
27. To strengthen the overall fiscal framework and coordination in the budgetary process, 
GRP l supported the development of medium-term macroeconomic forecasts and the adoption 
of a fiscal framework statement (FFS). The FFS aimed to develop sustainable fiscal deficit 
forecasts over the medium term by ensuring consistency with the strategic growth priorities and 
projections, and external and domestic borrowing capacity. With advisory support under the 
ADB TA for managing public expenditure, the Government formulated a FFS, initially for the 
2001 budget and subsequently for 2002–2004. The FFS has continued to be prepared for the 
subsequent years including 2005–2007 and 2006–2008 although it is not being used to support 
the preparation of multiyear budgets that are then adhered to. 

                                                 
14  Appendix 1 gives the program framework, and Appendix 2 the policy matrix and compliance with program 

conditions. 
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28. GRP l was to help establish a system for monitoring and reporting the contingent 
liabilities of the Government, including those of SOEs and private banks, and integrate a table 
(with appropriate explanations) into the annual budget documents, specifying all the contingent 
liabilities of the Government. With advisory support under the ADB TA for managing public 
expenditure, a system to monitor contingent liabilities on an ongoing basis was developed. 
Although, the Government’s contingent liabilities have not been aggregated into a table within 
the budget documents, the budget estimates account for contingencies for each of the sectors 
separately. In addition, a contingency fund has been in place since 2000 for the central 
Government, and since 2007 for local governments, incorporating the country reserves and 
other funds. Three reserve funds have been established: (i) Government reserves (to tackle 
expenditure shocks that may arise in the economy), (ii) risk reserve (to tackle shocks on the 
revenue side), and (iii) Mongolia development reserve (to tackle losses that may arise from 
price changes in the commodity market). 
 
29. As part of the broader efforts to strengthen the budgetary constraints on public sector 
agencies, the Government initiated the closure of all off-budget bank accounts. Subsequently, 
as per the agreements reached between the Bank of Mongolia and MOF, Government deposits 
were transferred into a single treasury account, with all transactions being conducted at the 
Treasury. After several years of public sector agencies using their own bank accounts for off-
budget outlays, the single treasury account has been very successful in enabling Government to 
gain control over agency expenditures.15 
 

2. Strengthening the Public Sector’s Budget Formulation and Execution 

30. GRP l was intended to support the formulation of a 3–year rolling public investment 
programming (PIP) framework linked to a medium-term expenditure framework (MTEF). The 
PIP framework was to be integrated with recurrent budgets to ensure adequate maintenance of 
the capital investments undertaken. With support from the TA for managing public expenditure, 
the Government developed a 3-year rolling PIP framework integrating capital and recurrent 
expenditures that the Parliament approved for 2002–2004. PIPs for subsequent years have not 
been prepared and Mongolia does not currently have a comprehensive multiyear PIP framework 
in place. Part of the difficulty is that the strategic business plans (SBPs) of central Government 
ministries lack specified, realistic cost estimates based on a medium-term development 
strategy. 
 
31. GRP l was to assist the Government in establishing explicit strategic objectives and set 
corresponding (top-down) sector budgetary parameters for ministerial portfolios in accordance 
with a MTEF based on the principles of output-based budgeting. However, output-based 
budgeting is currently beyond Mongolia’s capacity and MTEFs are still in the process of 
development. As an experimental approach, budget estimates for three portfolios—  
(i) food and agriculture sector, (ii) social security labor sector, and (iii) education culture and 
science sector—were prepared using program-based budgeting. The remaining central 
ministries still use line-item budgeting. MOF plans to fully adopt program-based budgeting in all 
ministries for 2009 and have MTEFs in place for 2009–2011. 
 
32. The Government, with World Bank support, sought to design and implement a modern 
and integrated treasury financial management information system (MIS). The system was 
intended to improve risk management processes and gradually introduce a modified accrual 
budgeting system. The system also aimed to improve the quality of fiscal reporting and support 

                                                 
15 Introducing a single treasury account was an IMF initiative that was supported by GRP l. 
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effective cash and debt management. A new MIS has been launched. However, the question of 
its consistency with “accrual-based accounting” as well as with the “general ledger account 
chart,” which is required under the PSMFL, is not clear. Accrual budgeting is currently beyond 
Mongolia’s capacity. 
 
33. Building the technical capacity to connect local and central government administration to 
a government centralized financial management information network has been completed. 
Technical capacity building at 10 budgetary agencies in Ulaanbaatar and 50 local government 
districts was supported from the World Bank’s Governance Reform Project loan, and support for 
193 districts came from the government budget. The network’s users have increased to 751, 
covering 253 districts (76% of the total number of districts). 
 
34. In line with the GRP l, significant progress has been made to implement risk 
management policies for debt and investments. A debt management system has been 
developed to achieve improved matching of assets and liabilities in terms of composition as well 
as maturity. The purpose of the new system is to smooth the debt repayments over the medium 
term, by avoiding repayment peaks and spreading out the burden evenly over time. The ADB 
TA provided support in forecasting public debt and repayments over 2001–2003. MOF recently 
issued an updated policy for debt management, its debt MIS has been upgraded, and the 
ministry produces mineral and nonmineral financial statements to evaluate the dependency of 
the debt management strategy on mineral sector revenues. 
 

3. Enhancing the Public Sector’s Operational Efficiency 

35. Under GRP l, a number of process-oriented reforms were introduced to improve public 
sector administration and efficiency. The reform measures focused on (i) financial reporting and 
forecasting, (ii) strategic planning and budgeting, and (iii) performance and personnel 
management. 
 
36. A system for preparing ex post financial statements has been instituted in all budgetary 
agencies. A key part in this process was the plan to shift the emphasis in financial accounting 
from cash to accrual basis and from input- to output-based budgeting. However, this plan has 
not materialized as output-based budgeting and accrual-based accounting have proven to be 
beyond the current capacity of public sector agencies in Mongolia. All budgetary agencies now 
prepare annual financial statements and submit them to MOF. Currently public sector agencies 
operate on a line-item cash accounting basis. At year-end, agencies prepare cash-based 
financial statements which are then translated into a modified accrual format for auditing 
purposes. 
 
37. NAO conducts independent financial audits of all central budgetary agencies. Audits for 
SOEs are performed by private audit firms under contract to NAO. A government consolidated 
financial statement is produced by the end of March of each year, and by end of April the audit 
opinion on consolidated financial statements is prepared. Many financial statements were given 
a qualified opinion, stating that they were prepared not in accordance with international 
accounting standards but in accordance with the guidelines set by MOF. 
 
38. Mongolian public sector agencies have struggled to prepare the required budget 
appropriation estimates in a manner consistent with the reform principles. Under the GRP ll TA 
loan (footnote 2), recommendations and methodology were developed for (i) output costing,  
(ii) output budgeting, (iii) accrual budgeting, and (iv) developing linkages between financial and 



9 

 

fiscal planning. This is similar to the work previously funded by ADB’s Program loan (footnote 2) 
and associated TAs. 
 
39. Under GRP l, bunch 1 and bunch 2 agencies were guided in formulating their SBPs. 
Consistent with the PSMFL, SBPs were meant to include an overall vision statement, the 
strategic priorities, outputs planned for the period, forward appropriation estimates and forecast 
financial statements, and a linkage between the functions of the agency and the overall strategic 
priorities of the Government. While the PCR reported that agencies have sound SBPs in place, 
the OEM found that few agencies have up-to-date SBPs that include a clear specification of 
their costed outputs. Most SBPs simply present a description of agency functions and activities. 
As part of the reform program, agencies were to prepare and include in their SBPs forecast 
financial statements in accordance with international accounting standards. While the PCR 
reported compliance with this condition, the OEM found that several central Government 
agencies were struggling to produce forecast financial statements and the quality of completed 
statements was variable.  
 
40. To streamline the functions of the Mongolian public sector and eventually reduce its size, 
the GRP l supported (i) a functional review of the core and non-core functions of all bunch 1 and 
bunch 2 agencies to derive lessons that could be applied in extending such reviews to the whole 
public sector, and (ii) introduction and implementation of a system of output-based contracting 
for provision of services and merit-based selection and promotion of civil servants in the pilot 
agencies. 
 
41. After the core and non-core functions of central ministries had been identified, the 
Government, through the State Property Committee, formulated action plans for restructuring  
corporations and SOEs coming under the  central ministries. The review of core and non-core 
functions of government agencies was further progressed under ADB’s current project on 
capacity building for GRP ll (footnote 2). 
 
42. The GSC has developed guidelines and templates to support general managers of 
public sector agencies entering into performance agreements with their reporting authorities. 
Performance agreements are required to outline the strategic objectives of the agency; the 
responsibility, obligations, and personal performance of the general manager, including targets 
to be met (for example, tax revenues); monitoring and reporting requirements; and the roles and 
responsibilities of the portfolio minister or any higher authority to whom the general manager 
reports. Some civil servants have criticized the agreements for imposing an additional 
administrative burden, for being too generic in their content, and for being impracticable in an 
environment where turnover of senior staff is high. Despite these limitations, the use of 
performance agreements has encouraged the belief that it is desirable to hold general 
managers accountable for the performance of their agency. 
 
43. The GSC also developed and implemented an improved competitive entry process for 
the core civil service. New regulations cover the process for selecting base grade civil service 
as well as management-level personnel. The guidelines and procedures on recruitment and 
entry into the civil service were consolidated in 2003 in the Public Administration journal 
published by the Management Academy. Updates to the regulations are published in Public 
Information, the periodic newsletter on updates and amendments to laws and regulations by 
Government and other public administrative offices. Despite these advances, the GSC has 
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limited capacity to ensure compliance with government policies for selection and promotion, and 
Mongolia’s public service remains heavily politicized.16 
 

4. Addressing the Social Impact of Reforms under the Program 

44. The PCR stated that the reforms implemented thus far under GRP l have not produced 
adverse social impacts such as increased unemployment, forced retirement, or other forms of 
worker displacement. However, aware that expanding the reform measures would have a 
significant impact, the Government is committed to allocating sufficient budgetary resources to 
cushion any adverse outcomes. 
 
45. Since the release of the PCR in 2002 and the privatization of several SOEs, a degree of 
worker displacement was to be expected. The GSC and State Property Committee were unable 
to provide the OEM with figures regarding the number of public servants who had lost their 
positions either through agency restructuring or the privatization of SOEs. 
 
46. MOF advised the OEM that the Mongolian Parliament agreed to pass legislation to 
support the Government in providing funds for mitigating economic risks to the general public. 
Furthermore, the Mongolia Development Fund was established; it allocated MNT339.7 billion for 
2008. The fund will support the implementation of Mongolia’s development framework, loan 
conditions set by international agencies, implementation objectives set in the Country 
Development Policy Based on the Millennium Development Goals, and will finance priority 
areas of the economy. The Investment Development Fund was established to finance leading 
industries, and thus contribute to economic growth. In 2008, MNT30.0 billion was provided for 
this fund: MNT15.0 billion was for financing the agriculture sector and MNT15.0 billion for 
financing the road, tourism, energy, manufacturing, and trade sectors. 
 

5. Preparing the Groundwork for Continuation of the Reforms 

47. The first draft of the PSMFL, prepared in 1998 with support from ADB (footnote 8), and 
was extensively debated by parliamentarians and senior public servants. The PSMFL was 
based on the New Zealand model of public sector reforms and was intended to provide a long-
term framework for good governance in the public sector. The law aimed to closely integrate 
strategic planning at all levels with budget formulation and execution, while infusing budgetary 
discipline through enhanced accountability and transparency in determining as well as applying 
budgetary funds. To achieve the objectives, the law defines fiscal and operational relations 
within the different executive branches of the Government at various levels, and between the 
executive and the elected representatives.  
 
48. With support from the TA for the initial phase of public administration reform (footnote 4), 
the Government developed an implementation strategy for the PSMFL in central ministries, 
provinces, and local governments. Further, the Government adopted Decree No. 10 in 2001 to 
form implementation councils in six pilot provinces: Arhangai, Darkhan-Uul, Selenge, 
Sukhbaatar, Uvs, and Khunsugul. Officials in Arhangi and Selenge chosen by the Government 
on a pilot basis as well as officials from selected central ministries received training. The training 
program focused on functional, management and organizational changes needed to adopt 
governance reforms; formulation of SBPs; and budgetary, accounting, and treasury system 
reforms.  
 

                                                 
16 For example, civil servant posts down to the deputy director level are changed after elections. 



11 

 

49. In 2002 the PSMFL legislation was submitted to Parliament in conjunction with the law 
for implementing it. The PSMFL came into effect in January 2003. The Parliament did not 
approve the implementing law. Currently, Mongolia does not have an approved plan for 
implementing the PSMFL in local governments. A 2008 draft report by IMF states that Mongolia 
currently lacks the capacity to successfully implement the PSMFL, particularly in relation to 
output-based budgeting, output purchase agreements, and accrual reporting.17 
 

III. PERFORMANCE ASSESSMENT 

A. Overall Assessment 

50. The PPER rated GRP l partly successful (Table 1). The overall assessment was based 
on four evaluation criteria with corresponding weights: (i) relevance (20%), (ii) effectiveness 
(30%), (iv) efficiency (30%), and (v) sustainability (20%). 
 

Table 1: Overall Performance Assessment 
 

Criteria 
Weight  

(%) Assessment Rating Value 
Weighted 

Rating 
1. Relevance 20 Relevant 2 0.4 
2. Effectiveness 30 Less Effective 1 0.3 
3. Efficiency 30 Less Efficient 1 0.3 
4. Sustainability 20 Less Likely 1 0.2 
Overall Ratinga  Partly Successful  1.2 

a Highly Successful: ≥ 2.7, Successful: ≥ 1.6 but < 2.7, Partly Successful: ≥ 0.8 but < 1.6, and Unsuccessful: < 0.8. 
Source: Operations Evaluation Department. 

 
51. GRP I was relevant in that, although its design was overly ambitious, it was responding 
to an urgent need of the Government. It was less effective in that, while some significant 
achievements were realized, progress in several key areas has been limited. GRP I was less 
efficient as the program’s effects were limited compared to the program’s costs. It was less 
likely to be sustainable due to a poorly sequenced implementation strategy and growing 
demands for the PSMFL to be significantly amended or withdrawn. 
 
B. Relevance 

52. GRP l was relevant at the time of approval and at the time of this evaluation. It was 
designed and implemented in response to an urgent need of the Government for budget support 
and to reform its public sector over the medium term. The Government viewed GRP I as the 
initial phase of a 10-year reform program whose centerpiece was the PSMFL. ADB supported 
the drafting and implementation of the PSMFL, with a focus on improved public resource 
management. However, the design of GRP I was overly ambitious and complex, and did not 
adequately identify and manage the risks and assumptions underpinning governance reform. It 
sought to support the adoption, in a relatively short time, of wide-ranging financial management 
reforms based on perceived international good practice (the New Zealand model). While this 
was consistent with the desires of the Mongolian Government, greater diagnostic work and 
policy dialogue were required to ensure that the reforms were focused on Mongolia’s priority 
needs and consistent with the implementation capacity of key institutions. GRP l was valid at the 
time of evaluation as its rationale was in line with Mongolia’s draft national development strategy 
and ADB’s CSP, 2006–2008 (footnote 11). 
                                                 
17  International Monetary Fund. 2008. Mongolia Budget Preparation: A Roadmap for Reform and Institutional 

Strengthening (draft). Washington, DC. 
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53. There has been insufficient coordination among ADB, World Bank, and IMF. ADB is 
supporting the introduction of output-based budgeting in Mongolia, the World Bank is supporting 
program-based budgeting. ADB supported rapid implementation of governance reforms in 
Mongolia while the World Bank favored a more incremental approach. Both agencies have also 
developed procedures for producing binding budget ceilings as part of central government 
financial management reforms. IMF has also expressed the view that ADB’s approach to reform 
in Mongolia is overly advanced (para. 67). 
 
C. Effectiveness 

54. GRP I was less effective. While there have been significant achievements under the 
program progress in several key areas has been limited (see the Policy Matrix in Appendix 2).18 
In relation to the objective of improving fiscal discipline Mongolia’s deficits show a downward 
trend due to better expenditure control by MOF and improved revenue collections from mining, 
royalties, taxation and customs. The application of a single treasury account has enabled the 
Government to gain control over the expenditures of central ministries and provinces. While the 
Government has prepared and published its FFS for 2008, further work is required as the 
statement does not yet link the annual budget to longer term policies and fiscal objectives.  
 
55. In seeking to strengthen the public sector’s budget formulation and execution, the 
Government developed a 3-year rolling PIP framework integrating capital and recurrent 
expenditures for 2002–2004 but PIPs for subsequent years have not been prepared. Output-
based budgeting has proven to be beyond the capacity of Mongolian public sector agencies, 
and the strategic business plans of central Government ministries lack specified, realistic cost 
estimates of providing services. 
 
56. A number of process-oriented reforms were introduced to improve public sector 
administration and efficiency. All budgetary agencies now prepare annual financial statements 
and submit them to MOF. The NAO conducts independent financial audits of all central 
budgetary agencies many of whom then receive qualified audit opinions. Mongolian public 
sector agencies have struggled to prepare budget appropriation estimates in the required 
format. The GSC has developed guidelines to support general managers of public sector 
agencies entering into performance agreements with their reporting authorities although their 
have been a number of implementation problems. The GSC has also developed and 
implemented an improved competitive entry process for the core civil service although the GSC 
has limited capacity to ensure compliance with government policies. 
 
57. In relation to the objective of addressing the social impact and financing needs of the 
reforms, it is unclear what action has been taken by the government. The OEM was unable to 
obtain information on the number of public servants who had lost their positions either through 
agency restructuring or the privatization of SOEs. Nor was the MOF able to provide data on the 
amount of government funding provided in the 2002-2007 budgets to support the reform 
process. 
 
58. Mongolia lacks the capacity to successfully implement the PSMFL at this time. Many 
mid-level public sector managers do not fully understand the PSMFL reforms and are not 
applying the tools and techniques. Planning and budgeting are not well-integrated in Mongolia’s 

                                                 
18 At the time when GRP l was approved, ADB could offer only a standard program loan with a normal completion 

period of 3 years. Since then, ADB has developed its program cluster loan modality, which is better suited to 
supporting long-term reform programs. 
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public sector. Agencies continue to struggle with preparing SBPs, most of which do not include 
up-to-date specifications of costed outputs. Despite the reform program’s heavy emphasis on 
output-based budgeting, central ministries and provincial and local government agencies 
continue to practice line-item input budgeting. Rather than progressing output-based budgeting 
(a key feature of the reforms), three central ministries will make a trial of program-based 
budgeting in 2008 as part of an economic capacity-building TA from the World Bank. Finally, 
Mongolia has yet to develop and implement a strategy for extending the PSMFL reforms to 
provincial and local government agencies. 
 
D. Efficiency 

59. GRP l was less efficient as the program’s effects were limited compared to the 
program’s costs. GRP I sought to support a fundamental paradigm shift in the operational 
frameworks of Mongolia’s public sector which was hampered by limited institutional capacity 
and high levels of staff turnover. Insufficient technical assistance resources were provided to 
fast track the adoption of reforms in the 17 central agencies and to achieve the desired capacity 
development outcomes in local government. 
 
60. GRP l in 1999 produced various guidance materials and manuals to support the 
implementation of financial management reforms. Mongolian agencies have limited institutional 
memory, which means that, as staff change, retraining is required and policy framework 
documents can become “forgotten” over time. Under ADB’s second program loan (GRP ll, 2003) 
guidance materials are again being prepared for output-based budgeting and strategic business 
planning, and the core/non-core functions of ministries are being reviewed. Yet these same 
activities were completed as part of GRP I. The preparation of a plan for implementing the 
PSMFL had been funded under the PPTA (footnote 8) and then again under GRP l, and now 
GRP ll is also funding the preparation of such a plan. Despite these efforts, Mongolia still does 
not have a formal plan in place for implementing the PSMFL across all levels of government.  
 
61. Finally, the Government’s own allocation and utilization of counterpart funds to support 
the reform program is unclear. The OEM was unable to obtain documentary evidence or advice 
as to the application of counterpart funds in support of the program. ADB should also have 
worked with development partners to better mobilize and align resources to support such a 
large reform effort. 
 
E. Sustainability 

62. GRP I is less likely to be sustainable. The PSMFL is illustrative of the impact that an 
overly ambitious and poorly sequenced implementation strategy can have on the sustainability 
of public resource management reforms. While some positive outcomes have resulted from 
ADB’s support for the GRP, insufficient resources have been provided to support progressive 
implementation. Given the complex and advanced nature of the GRP reforms and the limited 
capacities of Mongolian public sector agencies, ADB’s TA grants for institutional capacity 
development have been of too short duration and too focused on central Government ministries. 
Because of limited staff numbers, shortage of advanced skills, limited in-house training 
capacities, and lack of required organizational systems, agencies are unable to comply with the 
requirements of the PSMFL. Capacity building was further constrained by the turnover of 
professional staff, which results in the need to regularly repeat training courses. A 2007 draft 
report by the Mongolian nongovernment agency, Open Society Forum, details the range of 
challenges faced by provincial and local government agencies in attempting to comply with the 
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requirements of the PSMFL.19 The complexity of the legislative requirements combined with 
local capacity constraints meant that agency practices often differed from the intent and specific 
requirements of the legislation. Local government politicians and agencies are becoming 
increasingly dissatisfied with the PSMFL’s impact at the local level and increasingly call for the 
legislation to be significantly amended or withdrawn.  
 

IV. OTHER ASSESSMENTS 

A. Institutional Development 

63. Despite the capacity-building TA grants provided by ADB and other development 
partners, central and local government agencies continue to lack the capacity for public sector 
planning and financial management. Because of limited staff numbers, shortage of advanced 
skills, limited in-house training capacities, staff turnover, and lack of required organizational 
systems, agencies are unable to comply with the requirements of the PSMFL. The institutional 
setup and authority of MOF also need to be further strengthened if it is to successfully 
coordinate PSMFL’s implementation. As the policy matrix shows (Appendix 2), agency progress 
in adopting key reforms has been slow, and in some areas reforms that had been adopted were 
neglected in later years. A recent draft report by IMF concluded that the public finance capacity 
of Mongolian central agencies needs to be substantially enhanced (footnote 17). In addition, 
IMF stated that some of the reform methodologies developed by ADB consultants do not seem 
worth pursuing at this time, given their very advanced nature and the lack of capacity to 
implement them in the foreseeable future. 
 
B. Impact 

64. One of the most significant outcomes of the GRP was its contribution to enhancing 
awareness of the need for public sector administration and financial management reforms. The 
PSMFL triggered debate on the desired level of autonomy of the budgetary bodies at provincial 
and local governments within the overall framework of the Mongolian Constitution. The PSMFL 
required local bodies to deliver their outputs in accordance with overall policy priorities and 
performance contracts established by the sector ministries and other relevant bodies that 
coordinate economic activities at the central and local levels. Stakeholders (including budgetary 
bodies and provincial-level officials) and the major political parties have discussed extensively 
and reviewed those provisions. 
 
65. The parliamentary process over 1997–2002 ensured that the various provisions of the 
legal framework were actively debated. Local-level concerns were discussed in various forums 
held between the Standing Committees of the Parliament and groups of provincial governors. 
Within the civil service, the overriding concern has been in relation to the (i) possibility that 
provincial and local agencies may lose their independence and control; and (ii) capacity 
constraints that would impede effective implementation of reforms. Despite these concerns with 
the PSMFL, there was widespread recognition of the need for Mongolia to reform its public 
sector. 
 
C. ADB and Borrower Performance 

66. The Borrower (MOF) and the EAs (MOF and the Cabinet Secretariat) showed a mixed 
performance. The prolonged debate on the PSMFL delayed program implementation, but it also 

                                                 
19  Open Society Forum. 2007. Local Budget Review (draft). Ulaanbaatar. 
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helped create a sense of ownership, enhance understanding of the planned reforms, and 
solidify the Government’s commitment to the policy reforms under the GRP. The capacity of the 
program implementation units in the EAs was adequate. The Government met all requirements 
for submitting reports except its own PCR. At the same time the Government’s desire to fast- 
track the reforms despite well-recognized capacity constraints and without a clear plan for 
engaging local government agencies was counterproductive. The extent of the Government’s 
financial support for the reform program remains unclear. 
 
67. ADB’s performance was also mixed. On the positive side, ADB was responsive to the 
desires of the Mongolian Government by providing budget support and designing the GRP 
based on the New Zealand model of reform (perceived by many people as representing 
international good practice). ADB actively monitored the implementation of the GRP through the 
Mongolia Resident Mission and seven missions from headquarters, which held dialogue with 
relevant government officials on the conditions, and policy and legal consultations with various 
members of Parliament. Senior staff also interacted at the ministerial level to facilitate 
implementation of the GRP. ADB maintained regular contact with other development agencies, 
notably IMF and the World Bank. While ADB maintained regular contact with the World Bank 
and IMF, the three held significantly different views regarding the design of the GRP. ADB also 
underperformed in some areas. The design of the GRP was overly ambitious, with short time 
frames and insufficient TA support. Better diagnostic work should have been undertaken 
through the PPTA to assess the suitability of the New Zealand model for Mongolia, given that 
this intervention was complex and highly controversial.20 While ADB actively monitored the 
implementation of the GRP, the focus was on meeting tranche conditions and the mechanics of 
output-based budgeting rather than the higher level goal of public expenditure control.  
 
D. Technical Assistance 

68. A key aspect of the GRP reforms was the provision of three TA grants attached to the 
Program loan (footnote 3). The TA for the initial phase of public administration reform aimed to 
introduce financial management reforms in five pilot agencies in 2 years. The TA’s outputs 
included training sessions for agency staff, awareness raising seminars for parliamentarians 
and civil servants, overseas study tours, and the development of policy and practice guidelines 
to support financial management reform. The TA completion report rated the assistance 
successful, while the OEM rated it as partly successful (Table 2). 
 

Table 2: Assessment of the TA: 
Initial Phase of Public Administration Reform (TA 3316-MON) 

 

Criteria 
Weight  

(%) Assessment Rating Value 
Weighted 

Rating 
1. Relevance 20 Relevant 2 0.4 
2. Effectiveness 30 Less Effective 1 0.3 
3. Efficiency 30 Less Efficient 1 0.3 
4. Sustainability 20 Less Likely 1 0.2 
Overall Ratinga  Partly Successful  1.2 

a Highly Successful: ≥ 2.7, Successful: ≥ 1.6 but < 2.7, Partly Successful: ≥ 0.8 but < 1.6, and Unsuccessful: < 0.8. 
Source: Operations Evaluation Mission. 

 
 

                                                 
20 For example, see Schick, A. 1998. Why Most Developing Countries Should Not Try New Zealand Reforms., The 

World Bank Observer 13 (1):  123–131. 
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(i) Relevance. The TA was relevant. It was designed to support fundamental 
reforms to Mongolia’s financial management practices in five pilot agencies in a 
manner consistent with the Government’s strategy. As the Government sought to 
fast-track the reforms, the TA responded by providing services to  
17 pilot agencies within the existing resource allocation. The TA was also 
extended so as to provide unplanned support for implementing the PSMFL and 
to review governance in Mongolia. Although it provided much-needed support, 
the TA was not based on a thorough diagnostic assessment of the pilot agencies 
and the final design was overly ambitious. 

(ii) Effectiveness. The TA was less effective. While some significant outputs were 
realized, progress in building institutional capacity was limited. The effectiveness 
of consultants was adversely affected by the absence of specific terms of 
reference for each consultant, unclear reporting requirements, increases to the 
scope of the assignment, and consultant turnover. 

(iii) Efficiency. The TA was less efficient. With significant increases to the project's 
scope, too little TA resources were provided to achieve the desired capacity 
development outcomes. The completion of the TA was delayed as it was 
extended four times for a total of 19 months. The extensions enabled the 
consulting team to provide additional unplanned support at the request of the 
Government. 

(iv) Sustainability. The TA was less likely to be sustainable. Given the complex and 
advanced nature of the GRP reforms and the limited capacities of Mongolian 
public sector agencies, the duration of ADB’s TA for institutional capacity 
development was too short. In addition, the implementation strategy was poorly 
sequenced. Local government politicians and agencies, dissatisfied with the 
PSMFL’s impact at the local level, increasingly demand that the legislation be 
significantly amended or withdrawn. 

 
69. The TA for managing public expenditure was intended to assist MOF in establishing an 
outcome-based public expenditure management system in 2 years. The TA’s outputs included 
discussion papers, workshops to train staff, various consultations, and support for the 
Government in preparing a 3-year PIP. The TA completion report rated the assistance as highly 
successful while the OEM rated it as partly successful (Table 3). 
 

Table 3: Assessment of the TA: 
Public Expenditure Management (TA 3317-MON) 

 

Criteria 
Weight 

(%) Assessment Rating Value 
Weighted 

Rating 
1. Relevance 20 Relevant 2 0.4 
2. Effectiveness 30 Less Effective 1 0.3 
3. Efficiency 30 Less Efficient 1 0.3 
4. Sustainability 20 Less Likely 1 0.2 
Overall Ratinga  Partly Successful  1.2 

a Highly Successful: ≥ 2.7, Successful: ≥ 1.6 but < 2.7, Partly Successful: ≥ 0.8 but < 1.6, and Unsuccessful: < 0.8. 
Source: Operations Evaluation Mission.  

 
(i) Relevance. The TA was relevant. It was designed to assist MOF to establish an 

outcome-based public expenditure system with strong links between the planning 
and budgeting functions. While the TA was targeted at important needs within 
MOF, it was overly ambitious and was not based on an adequate diagnostic 
assessment of the ministry’s capacities. 
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(ii) Effectiveness. The TA was less effective. While the required deliverables were 
obtained, progress in building long-term institutional capacity was limited. On the 
core objective of improving the quality of Mongolia’s PIP, a PIP was prepared for 
2002–2004, but not for subsequent years. 

(iii) Efficiency. The TA was less efficient. The design of the TA called for major and 
diverse reforms across all key departments of MOF, to be accomplished within a 
narrow timeframe. The available TA resources did not match the scope of the 
project. Turnover of professional staff in MOF along with fundamental changes in 
the Government’s economic policy stance imposed significant constraints on TA 
capacity building activities. 

(iv) Sustainability. The TA was less likely to be sustainable. The TA failed to 
recognize the extent of reform that could be reasonably pursued, given the 
complex and advanced nature of the GRP reforms and the limited staff numbers 
and capacities within MOF. 

 
70. The TA to study reforms at central-local governments aimed to introduce reforms in five 
central Government agencies in two pilot provinces and to identify how the reforms could be 
extended to local government in 20 months. The TA’s outputs included a number of workshops 
and a series of working papers addressing key aspects of the reforms. The TA completion 
report rated the assistance successful, while the OEM rated it as unsuccessful (Table 4). 
 

Table 4: Assessment of the TA:  
Study of Central-Local Government Aspects of Reform (TA 3318-MON) 

 

Criteria 
Weight 

(%) Assessment Rating Value 
Weighted 

Rating 
1. Relevance 20 Partly Relevant 1 0.2 
2. Effectiveness 30 Ineffective 0 0.0 
3. Efficiency 30 Less Efficient 1 0.3 
4. Sustainability 20 Unlikely 0 0.0 
Overall Ratinga  Unsuccessful  0.5 

a Highly Successful: ≥ 2.7, Successful: ≥ 1.6 but < 2.7, Partly Successful: ≥ 0.8 but < 1.6, and Unsuccessful: < 0.8. 
Source: Operations Evaluation Mission. 
 

(i) Relevance. The TA was partly relevant. While targeted at an important aspect of 
the reform process, the TA was poorly designed. Discussions during contract 
negotiations indicated that all parties considered the objectives of the TA to be 
challenging and unrealistic in relation to the resources available and that 
prioritization of deliverable tasks would need to be undertaken during the 
inception stage. To a limited extent, the terms of reference were subsequently 
modified. However, the TA did not attempt to address the most important and 
contentious issue for local government—how to balance the need for improved 
financial management practices while safeguarding local autonomy. 

(ii) Effectiveness. The TA was ineffective. Several of the planned outputs were not 
delivered as the PSMFL had yet to be enacted, agencies did not have an 
appropriate framework for implementing the reforms, and there was no funding 
for the provision of computer hardware and software. At the inception stage, ADB 
decided to restrict the TA scope to the tasks of education and implementation 
planning. Hence, while awareness was raised in the pilot locations, actual 
capacity building was minimal. The capacity of local government agencies to 
adopt the reforms specified in the PSMFL remains an ongoing challenge. The 
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Government has yet to issue a formal plan for extending the reforms to local 
governments. 

(iii) Efficiency. The TA was less efficient. The available TA resources did not match 
the scope of the project; consequently not all the planned outputs were delivered. 
Introducing new accounting, budgeting, and computing systems into the pilot 
agencies did not occur as planned. 

(iv) Sustainability. The TA was unlikely to be sustainable. Some awareness was 
raised in the pilot agencies, but in the absence of effective capacity building and 
resources, lasting reform is unlikely. 

 
V. ISSUES, LESSONS, AND FOLLOW-UP ACTIONS 

A. Issues 

1. The Legal Framework for Reform 

71. In preparing for support to public sector resource management reforms, ADB provided a 
PPTA to assist with drafting the PSMFL (footnote 8), with its approval being an end of program 
condition for GRP l. The PSMFL was based on a similar law in New Zealand which was 
problematic given that New Zealand’s legal system is based on common law while Mongolia 
has a civil law tradition. ADB had not recognized the consequences of this and therefore the 
need to formulate a mitigation strategy. As a result of enacting this law the PPTA indicated that 
up to 40 existing laws would be directly or indirectly affected. The PPTA’s legal consultant 
detailed changes required to eight laws—the Law on Government, Law on Mongolian 
Administrative and Territorial Units and their Governance, Law on State and Local Property, 
Law on Government Service, Labor Law, Mongolian State Law on Courts, the Consolidated 
Budget Law, and Law on State Auditing. Consequently, the TA attached to the program loan 
(footnote 3) included short term inputs by an international legal expert to review and recommend 
changes to the PSMFL and other laws impacted by the reforms. By early 2008 only 
amendments to the Law on Mongolian Administrative and Territorial Units and their Governance 
had been passed. However, these were not consistent with those proposed by the consultant, 
rather they included providing aimag and soum governors the authority to appoint heads of key 
local government departments which politicized the selection process undermining merit-based 
procedures in the PSMFL. 
 

2. Coordination with Development Partners 

72. Development partner coordination requires agreement among aid donors with the aim of 
improving the efficiency and effectiveness of development cooperation. Donor coordination 
involves a continuum from information exchange, systematic division of labor, common policy 
and institutional frameworks, and a common process of performance monitoring and 
assessment. The Paris Declaration on Aid Effectiveness21 states that partner countries and 
donors should commit to implement harmonized diagnostic reviews and performance 
assessment frameworks in public financial management. 
 
73. ADB, the World Bank and the IMF share a common view that Mongolia’s public sector 
financial management practices are in need of reform, each institution has taken a slightly 
different approach to supporting improvement. For example, the IMF has indicated that it 
believes output-based budgeting, as advocated by ADB, is currently beyond the capacity of key 

                                                 
21 Available: http://www.oecd.org/dataoecd/11/41/34428351.pdf 
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Mongolian institutions (footnote 17). Stronger donor coordination in future projects should be 
ensured through better donor information sharing and common dialogue with the government, 
focusing on the nature, sequencing, and timing of reform measures.  
 
74. In the context of seeking to better harmonize donor interventions, the Public Expenditure 
and Financial Accountability (PEFA) program 22 developed the PFM Performance Measurement 
Framework as a tool that would provide reliable information over time on the performance of 
public financial management systems, processes and institutions. The goals of the program 
were to strengthen recipient and donor ability to assess the condition of country public 
expenditure systems and develop a practical sequence of reform and capacity-building actions 
in a manner that; (i) encourages country ownership; (ii) enhances donor harmonization; and  
(iii) leads to improved impact of reforms. The Mongolian Government and donors should 
consider making use of the PFM Performance Measurement Framework to guide and 
harmonize any future reform activities. 
 

3.  Adoption of New Zealand-Style Reforms 

75. A review of the international literature indicates that New Zealand’s model of public 
financial management reforms are not necessarily suitable for other countries, as there are a 
number of prerequisites for the model’s successful implementation.23  These include 
 

(i) political stability and a consensus regarding the required reforms; 
(ii) a strong rule-based government and open robust markets in place; 
(iii) respective roles, powers, and accountabilities of different levels of government,  

clearly spelled out and supported by legislation; 
(iv) apolitical public service; 
(v) adequate resources to support the reform process (the costs of adopting New 

Zealand style reforms are considerable); 
(vi) legal system and cultural values that support contractual relationships, plus 

effective incentives, strong regulatory regime, and robust private sector markets; 
(vii) compliance with laws and regulations, adequate implementation capacity, and 

enforcement; 
(viii) skilled public service with limited turnover; 
(ix) absence of corruption and patronage, employee appointments are merit based; 
(x) high levels of trust for successful performance agreements, and shared 

understanding of both organizational goals and individual expectations; 
(xi) adequate financial, accounting, and computer systems in place; 
(xii) use of financial and performance information to support decision making; and 
(xiii) active stakeholder participation in the policy development process. 

 

                                                 
22 PEFA, a partnership formed in 2001, comprises the World Bank, European Commission, UK's Department for 

International Development, Swiss State Secretariat for Economic Affairs, French Ministry of Foreign Affairs, Royal 
Norwegian Ministry of Foreign Affairs, IMF, and Strategic Partnership with Africa. Available: http://www.pefa.org/ 
about _pefamn.php 

23 For example, see Bale, M. and T. Dale. 1998. Public Sector Reform in New Zealand and Its Relevance to 
Developing Countries. The World Bank Observer 13(1):  103–121; Laking, R. 1999. Don’t Try This at Home?  
A New Zealand Approach to Public Management Reform in Mongolia. International Public Management Journal 2 
(2): 217–235; Nixson, F., and B. Walters. 1999. Administrative Reform and Economic Development in Mongolia, 
1990–1997: A Critical Perspective. Policy Studies Review 16 (2): 147–175; Rose, A. 2003. Results-Oriented 
Budget Practice in OECD Countries. Overseas Development Institute, London; Schick, A. 1998. Why Most 
Developing Countries Should Not Try New Zealand Reform. The World Bank Observer 13 (1): 123–131; World 
Bank. 2002. Mongolia: Public Expenditure and Financial Management Review. 
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76. Unfortunately for GRP l, most of those preconditions were not in place in Mongolia at the 
time of the program loan’s approval, and were not achieved during the course of the loan. 24 For 
example, political instability was a significant factor during the course of the loan, although there 
was general political agreement that some type of governance reform program was needed. 
Mongolia does not have a strong rule-based government in place with a cultural tradition of 
respecting contractual relationships. In Mongolia, the norm is for informal practices to vary 
significantly from the formal rules and for civil servants to rely on their personal relationships to 
facilitate achievements. The senior ranks of the public service are skilled but heavily politicized, 
with significant turnover. Mongolia does not have a history of using financial and performance 
information to support decision making, but output-based budgeting requires monitoring and 
evaluation to inform management practices. The respective roles, powers, and accountabilities 
of different levels of government have been clarified through the PSMFL, but there is 
considerable ongoing debate concerning the effect of this law on the constitutional autonomy of 
local government. Finally, while politicians and senior civil servants had considerable 
participation in debates about the PSMFL, the same cannot be said of local government and 
civil society.  
 
B. Lessons 

1. The Design of GRP ll 

77. In October 2003, ADB approved the second phase of the GRP (GRP ll) to mainstream 
the reforms throughout Mongolia’s public sector (para. 5). The PCR for GRP l and the RRP for 
GRP ll identified a number of relevant lessons for financial management reform. 
 

(i) Public sector reforms need to be sequenced properly. 
(ii) Risks associated with implementing the PSMFL should be managed well. 
(iii) Appropriate balance between local government autonomy and public sector 

efficiency and accountability needs to be found. 
(iv) Civil service reforms are critical to ensure the sustainability of public sector 

reforms. 
 
78. The design of GRP ll has only partly complied with those lessons. A functional review 
and assessment of the public sector capacity should have been the critical first step in 
introducing reforms. Although that was partly accomplished in GRP l, it should have been 
extended to cover all ministries and major public sector institutions before implementing GRP ll. 
In addition, the PCR for GRP l recognized that adopting output-based budgeting across the 
entire Mongolian public sector was not a realistic goal. Nevertheless, GRP ll sought to further 
promote output-based budgeting in public sector agencies.  
 
79. The GRP has attempted to implement a broad range of reforms in central ministries in 
parallel with capacity-building activities. Schick (1998 and 2004) 25  states that international 
experience suggests it is desirable to sequence financial management reform efforts as follows: 
(i) budget for inputs before aiming to budget for outputs, (ii) account for cash before accounting 
for accruals, (iii) operate a reliable accounting system before installing an integrated financial 
                                                 
24 See footnote 17 and Damiran, T. and R. Pratt. 2005. Institutional Change in Mongolia: Balancing Waves of Reform. 

Presentation at the Annual Conference of the Network of Asia-Pacific Schools and Institutes of Public 
Administration and Governance, Beijing, China. Available: http://unpan1.un.org/intradoc/groups/public/docu 
ments/ADB/UNPAN025048.pdf?bcsi_scan_D4A612CF62FE9576=0&bcsi_scan_filename=UNPAN025048.pdf 

25 See footnote 20 and Schick, A. 2004. Pathways to Improving Budget Implementation—Budget Management and 
Financial Accountability Course. The World Bank. 
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management system, (iv) establish external controls before introducing internal controls,  
(v) budget for work to be done before budgeting for results to be achieved,  
(vi) establish internal control before introducing managerial accountability, (vii) adopt and 
implement predictable budgets before insisting that managers efficiently use the resources 
entrusted to them, (viii) enforce formal contracts in the market sector before introducing 
performance contracts in the public sector, and (ix) have effective financial auditing in place 
before moving to performance auditing. GRP l and GRP ll were not designed to sequence 
reforms in accordance with those principles. 
 
80. Several risks associated with implementing the PSMFL should have been better 
addressed. The GRP reforms were conceptualized as a gradual learning-by-doing exercise 
allowing for the possibility of midcourse corrections.  That was not the case in practice as the 
Government’s desire for rapid implementation exceeded the capacity of most agencies; 
consequently, little learning occurred. Politically, there was also the risk that the PSMFL would 
be seen as recentralizing the budget process and reducing the constitutionally guaranteed 
autonomy of local government agencies. It was essential that the Government worked with local 
government agencies to ensure that the reforms penetrated down to the subprovincial levels, 
but this was not an explicit part of GRP ll’s design. In effect, the reform program left local 
governments behind. 
 
81. Civil service reforms are critical for ensuring the sustainability of public sector reforms, 
but Mongolia does not have a permanent merit-based, well-managed civil service. GRP ll 
sought to address the situation by enacting new public service regulations and enhancing the 
enforcement capacity of the State Service Council. Given the heavily politicized nature of the 
public service and Mongolia’s history of enacting regulations that are subsequently not enforced, 
this strategy was unlikely to succeed in the absence of a strong political consensus. Such a 
consensus was not present. 
 

2. Transplanting Reforms 

82. Ongoing globalization and improved communications speed the process by which 
information, experiences, and management practices are exchanged across countries. This 
exchange often occurs in the context of a high degree of optimism coupled with a limited 
reflection of the structural and cultural implications for the adopting country. However, as Bale 
and Dale (1998)26 note, transplanting the system and structures in one country unchanged into 
another is seldom desirable because the efficacy of a system depends so much on the 
complementary structures. At the same time, countries commonly study and adapt systems and 
structures from other locations to fit their particular circumstances.  
 
83. Two models of how reforms may be successfully transplanted from one country to 
another are (i) “actors pulling in,” and (ii) “the goodness of fit” argument.27 In the first approach, 
the key driving force is the demand from within the adopting country. The second deals more 
with the cultural, legal, and political similarities between the donor and the adopting country. 
 
84. The “actors pulling in” model leads to the following proposition: 
 

                                                 
26 Bale, M. and T. Dale. 1998. Public Sector Reform in New Zealand and Its Relevance to Developing Countries. The 

World Bank Observer 13 (1): 103–121. 
27 De Jong, M., K. Lalenis, and K. Manadouh (eds.). 2002. The Theory and Practice of Institutional Transplantation. 

Experiences with Transfer of Policy Institution. Norwell, Massachusetts, USA: Kluwer Academic Publishers. 
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(i) Imposition by an external force makes the reform adoption less easy than 
voluntary adoption. 

(ii) Exactly copying reforms from elsewhere makes the transplantation less easy 
than when the adopting country can adapt the model to suit local circumstances. 

(iii) Considering only one strict model makes transplantation less easy than 
considering a more loosely defined model or multiple models.  

 
85. The “goodness of fit” perspective has the following implications: 
 

(i) Similarities between the donor and adopter facilitate the successful 
transplantation of reforms. 

(ii) Specific legal frameworks or procedures are more difficult to transplant than 
more general and abstract policy lessons, ideas, and ideologies. 

(iii) Certain periods of regime transformation, characterized by a sense of emergency 
and urgency, create windows of opportunity for reform. 

 
86. Reforming public financial management (PFM) systems is first and foremost a political 
task. It is a long-term process, for which some authors consider 15–25 years a realistic 
timeframe. PFM systems are also highly path-dependent, 28  which means that a staged-
development approach to managing the change process is more likely to be successful rather 
than the “big bang” approach to reform that was applied in Mongolia. International experience 
suggests that a ”big bang” approach can generate rapid progress in the early stages of planning 
and piloting reforms, but the subsequent mainstreaming of new practices is often delayed and 
erratic.29 This is arguably Mongolia’s experience with the PSMFL. 
 
C. Follow-Up Actions 

87. Development partners have suggested a need to scale-back aspirations for financial 
management reform in Mongolia and to concentrate on a more limited set of initiatives (such as 
program-based budgeting) that appears to be within the reach of Mongolia’s government 
institutions. With the impending closure of the GRP ll loan, ADB should take this opportunity to 
review its comparative advantage and strategic approach to governance reform in Mongolia. 
 
 
 
 

                                                 
28 Leiderer, S. 2005. Diagnosis and Reform of Public Financial Management Systems: A Key Crosscutting Issue for 

Program-Based Approaches in Development Policy. Briefing Paper No. 3/2005, German Development Institute/ 
Deutsches Institut für Entwicklungspolitik (DIE), Bonn. 

29 See Nixson, F. and B. Walters. 1999. Administrative Reform and Economic Development in Mongolia, 1990–1997: 
A Critical Perspective. Policy Studies Review 16 (2): 147–175. 
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PROGRAM FRAMEWORK 
 

Design Summary Indicators and Targets 
Monitoring 
Mechanism 

Risks and 
Assumptions 

Goal 
 

   

National statistics  
 
Asian Development 
Bank (ADB) review 
missions 

Government’s high 
commitment to 
reforms prevails.  

Assist in the transition to 
a new system of public 
sector governance in 
Mongolia through the 
establishment of an 
efficient public sector 
financial management 
system, a sound public 
sector accountability 
system, and a transparent 
data/information 
dissemination system 

An increasing pattern of 
budgetary bodies embarking on  
administrative reforms following 
the review of the experience of 
the pilot agencies 

 
Reports by the 
program steering 
committee  

 
Parliament’s micro-
management of 
reforms will not 
interfere with the 
Program.  
 
Immediate budget 
crisis does not 
undermine efforts 
at reform.  
 

 Degree of focus achieved on 
the core functions of the public 
sector and the resulting 
reduction in the size of the civil 
service compared with the 
baseline level at the beginning 
of the Program  

The Ministry of 
Finance and 
Economy (MOFE) 
and Bank of 
Mongolia (BOM) 
reports to ADB Political stability 

prevails. 

 Level of fiscal deficit in 
proportion to the gross 
domestic product (GDP) 
 

  

 Availability of funds under the 
recurrent budget for capital 
investment projects  
 

  

 Maintenance of a close match 
between approved and 
disbursed appropriations that 
indicates absence of 
expenditure control by cash 
rationing  
 

  

 Improved revenue collection 
due to a more efficient 
functioning of the General 
Department of National 
Taxation  
 
Improved customs revenue 
collection  
 
Number and quality of audits 
performed by the State Audit 
Board 
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Design Summary Indicators and Targets 
Monitoring 
Mechanism 

Risks and 
Assumptions 

Objectives    
    
Improve aggregate fiscal 
discipline  

Downward pattern (shown by 
percentage points decline) of 
fiscal deficit in proportion to 
GDP 
 

National Statistical 
Office and MOFE 
reports 

Commitment to 
strong structural 
adjustment 
measures 
continues. 

Strengthen the public 
sector’s budget 
formulation and execution 

Basic principles of public 
expenditure management 
adhered to (see policy matrix 
items intended to achieve 
primary objectives A and B) 
 

Budgetary 
proposals to 
Parliament and 
statistics on budget 
execution 

MOFE builds 
sufficient capacity 
for implementing 
public expenditure 
management. 
 

Enhance the public 
sector’s operational 
efficiency  

Performance-based public 
sector operations   (see  policy 
matrix items intended to 
achieve primary objective C) 
 

Performance 
agreements of 
implementing 
agencies as 
evaluated by 
consultants 

Implementing 
agencies have 
developed sufficient 
capacity. 

Address the social impact 
and financing needs of 
reforms 
 

See policy matrix items 
intended to achieve primary 
objective D  

Reports from the 
steering committee, 
ADB review 
missions 
 

There is strong 
commitment to 
address social 
impact. 

Prepare the groundwork 
for continuation of the 
reforms 

Implementation strategy 
developed to apply the 
requirements of the public 
sector management and 
finance law (PSMFL) to local 
governments and state-owned 
enterprises (SOEs, policy 
matrix primary objective E) 

 The PSMFL is 
approved by 
Parliament. 
 
There is strong 
political 
commitment. 

    
Outputs  
 

   

The immediate budgetary 
crisis eased (by 2000). 

Supplementary budget for 1999 
and the budget document for 
2000 contain deficit reduction 
measures. 

Budget documents Parliament 
approves the 
budgets. 

The general requirement 
for fiscal responsibility in 
the budgetary process is 
enhanced.  
 

  
 

  
 

  
 

Financial policy 
coordination is 
strengthened. 

Aggregate public expenditure is 
linked to macroeconomic 
forecasts (September 2000). 
 

Independent report 
by consultants 

MOFE has built 
sufficient capacity. 

 Contingent liabilities of the 
Government are better 
monitored and reported 
(starting in September 1999). 
 

Budgetary 
documents 

Same as above 
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Design Summary Indicators and Targets 
Monitoring 
Mechanism 

Risks and 
Assumptions 

 BOM and MOFE agree to better 
coordinate banking and financial 
relations (by July 2000). 

Memorandum of 
agreement signed 

An agreement is 
reached. 

 The task force for information 
and data sharing between BOM 
and MOFE is formed (by 
December 2001). 
 

MOFE reports to 
ADB 

 

A strategic focus in the 
budgetary formulation 
process is instilled. 

Medium-term development 
strategy is coordinated with the 
public investment plan and 
availability of aid funds (starting 
at time of the development 
partners meeting in 2000). 
 

Documents 
prepared for the 
Consultative Group 
meeting in 2001 

MOFE’s capacity is 
sufficient. 

 A medium-term development 
expenditure framework is built 
based on the above and used 
as a base for budgetary 
strategic objectives (September 
2000). 
 

Report from MOFE 
to ADB 

Same as above  
 

The public sector’s 
banking and cash flow 
management is improved 

Monitoring of public sector bank 
accounts is strengthened 
(March 2001). 
 

Report by 
consultants 

Capacity at MOFE 
is strengthened. 

The public sector’s debt 
and investment 
management is upgraded. 

Treasury management function 
within MOFE is established in 
compliance with MOFE’s 
agreement with the World Bank 
(December 2000). 
 

Reports by the 
Government, by 
consultants 

Same as above  
 

 Risk management policies 
improved in accordance with 
requirements of the World Bank 
fiscal technical assistance (TA) 
(March 2001). 
 

  

A strategic and 
performance focus in the 
budgetary process is 
instilled at the portfolio 
level. 

Budgetary units develop 
strategic business plans, 
conduct functional reviews, and 
plan for separating non-core 
functions (December 2001). 
 

Report by 
consultants 

Sufficient capacity 
building is 
accomplished. 

The accounting practices 
of the public sector are 
upgraded. 

Accounting practices of the 
implementing units are 
upgraded (December 2000). 
 

Report by State 
Audit Board and 
consultants 

Same as above 

The scope and availability 
of information on 
personnel management 
practices of the public 
sector are improved. 

Personnel management 
practices of the public sector 
are improved and made more 
transparent (May 2002). 
 

Reports available to 
the public and ADB 

Same as above 
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Design Summary Indicators and Targets 
Monitoring 
Mechanism 

Risks and 
Assumptions 

Same as above 
 

The efficiency of 
performance contracting 
in the public sector is 
evaluated. 

General managers are 
appointed to implementing units 
with whom agreements are 
signed and implemented 
(depending on the time of 
approval of the PSMFL). 
 

Consultants reports 

Political 
commitment 
prevails. 

Provision of sufficient 
budgetary resources to 
the implementing units to 
properly implement the 
reforms is assured. 
 

Costs are estimated by the 
Government and provided for in 
the budget (January 2001). 
 

Report to ADB and 
the budget 
document 

Same as above. 

A trans-governmental 
mandate for continuation 
of the reform is provided. 
 

The PSMFL is approved by 
Parliament (May 2002). 

Parliamentary 
record 

Political 
commitment 
prevails. 

An implementation 
strategy to apply the 
requirements of the 
PSMFL to local 
governments is prepared. 
 

An implementation plan is 
prepared (December 2000). 

Government decree Same as above 

The performance 
structure of public 
enterprises is reformed. 
 

SOEs prepare statements of 
intent and annual reports, and 
adopt an open process in 
appointing Board members 
(January 2002). 
 

Reports by the 
Government, and 
ADB review 
missions 

Same as above 

Inputs  
 

   

ADB loan on governance 
reforms ($25 million)  
 

Successful Program 
disbursements  

ADB review 
missions and 
various reports 

Government’s 
commitment 

ADB TA of $1.8 million 
 

Successful implementation of 
the TAs 

Same as above Same as above 

World Bank Fiscal TA of 
$5 million 
 

Successful implementation World Bank reviews Same as above 

Program on track 
 

International Monetary 
Fund—Extended 
Structural Adjustment 
Facility and technical 
expertise 
 

Successful implementation 

International 
Monetary Fund 
missions and 
reports 

Same as above 

Other bilateral grants and 
technical support 
 

   

Source:  This is the original program framework from ADB. 1999. Report and Recommendation of the President to 
the Board of Directors on a Proposed Loan to Mongolia for the Governance Reform Program. Manila (Loan 
1713-MON, for $25 million, approved on 2 December). Updated program indicators are presented in 
Appendix 3. 
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POLICY MATRIX: ASSESSMENT OF PROGRESS 
 

Program Conditions  Status of Compliance in Program Completion 
Report, December 2002 Status as of April 2008 

Primary Objective A: Improve Aggregate Fiscal Discipline  
1.1 Adopt a supplementary budget 
for 1999.  

Complied with (prior to Board consideration).  Mongolia adopted its Consolidated Budget Law in 
November 2002 which outlines the Mongolian 
consolidated budget, the responsibilities of budget 
managers, classification of the budget income and 
expenditure, budget performance and accounting 
procedures. In December each year the Government 
finalizes its proposed budget for the following calendar 
year. Early in the following year Parliament approves 
the Law on Budget which determines the final 
parameters and specifications for the budget. 

1.2 Adopt a budget for 2000 with the 
objective of further reducing the 
deficit in proportion to gross 
domestic product (GDP).  

Complied with. The overall budget deficit declined 
from 12% of GDP in 1999 to 6.8% in 2000 and 5.3% in 
2001. While some expenditure consolidation was 
achieved, emergency spending triggered by two 
successive harsh winters and wage and pension 
increases have constrained efforts to reduce public 
expenditures. Revenue collection has improved over 
the last 2 years.  

Since further decline in overall budget deficit to GDP 
ratio to 2.1% in year 2004, Mongolia observed overall 
budget surplus starting from 2005 indicating its 3.2% 
of GDP in 2005 and 3.9% in 2006. Based on the 
expected estimates for 2007, the proportion of budget 
surplus to GDP is anticipated to be at 2.9%.  

2.1 Develop a system, acceptable to 
the Asian Development Bank (ADB), 
linking the medium-term 
macroeconomic forecast with 
corresponding binding parameters 
on aggregate public expenditures 
and budget deficits, and publish a 
Fiscal Framework Statement (FFS) 
for the 2001 budget, acceptable to 
ADB, outlining these parameters.  

Complied with. With advisory support under ADB 
technical assistance (TA) 3317, the Government 
formulated a FFS, initially for the 2001 budget and 
subsequently for 2002–2004, incorporating (i) a  
3-year rolling macroeconomic framework; (ii) medium-
term revenue forecasts, and expenditure allocations by 
budget entity; (iii) a 3-year public investment program 
(PIP); and (iv) a medium-term finance and debt plan. 
The FFS is to be repeated for subsequent budgets.  

FFS have continued to be prepared for the 
subsequent years including 2005–2007 and 2006-
2008. The medium term macroeconomic targets have 
been complied with. The document: “Mongolia’s FFS 
for 2008, medium- term budget expectations 2009–
2010” was prepared by the Ministry of Finance (MOF) 
in April 2008. The FFS proposes medium term GDP 
real growth in the range of 8.7–14.6% (driven by 
growth in GDP by manufacturing sector), overall 
budget deficit to GDP ratio and medium term inflation 
to be not exceed 3% and 5% respectively.  
 

2.2 MOF submits a position paper to 
the Parliament, acceptable to ADB, 
on the provision in the draft law 
pertaining to local government 
borrowing.  

Complied with (prior to Board consideration).  Under the related provisions of the law on governance 
of foreign loan and aid as well as the public sector 
management and finance law (PSMFL) local 
governments are prohibited from engaging in any kind 
of commercial borrowings other than obtaining a 
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Program Conditions  Status of Compliance in Program Completion 
Report, December 2002 Status as of April 2008 

budget loan or subsidy from the central government.  
2.3 Include as part of the budget 
statement for 2000 a memo item 
indicating the extent of contingent 
liabilities of local and central 
budgetary bodies.  

Complied with (prior to Board Consideration).  

2.4 Establish a system, acceptable to 
ADB, to monitor the contingent 
liabilities of the Government, 
including those of state-owned 
enterprises (SOEs) and private 
banks, and integrate a table (with 
appropriate explanations) into the 
annual budget documents, specifying 
all the contingent liabilities of the 
Government.  

Complied with (Program End Condition). With 
advisory support under ADB TA 3317, a system to 
monitor contingent liabilities on an ongoing basis was 
developed. Guidelines have also been drafted to 
incorporate details on contingent liabilities in the 
annual budget documents, and the FFSs for 2002–
2004 include estimates of such liabilities. The budget 
documents for 2003 are being drafted with appropriate 
accounting of the contingencies.  

Contingent liabilities of the Government are not to be 
integrated in a table within the budget documents. 
However the budget estimates accounts for 
contingencies for each of the sectors separately.  
 
An extra-budgetary fund has been established in 2008 
to cover the possible losses from contingent liabilities 
and quasi fiscal operations which have been limited 
since amendments were made to the Consolidated 
Budget Law in 2003.  
 
A contingency fund has been in place since 2000 for 
central government and since 2007 for local 
government incorporating the country reserves and 
other funds. Three reserve funds have been 
established comprised of Government reserves (to 
tackle shocks arising in the economy); Risk reserve 
(to tackle shocks in income side); and Mongolia 
development reserve (to tackle loss may arise from 
the price change in the commodity market). 

3.1 Bank of Mongolia (BOM) and 
Ministry of Finance and Economy 
(MOFE) to enter into an agreement 
on their banking and financial 
relations.  

Complied with. As a part of the broader efforts to 
harden the budgetary constraints on public sector 
agencies, the Government initiated the closure of all 
off-budget bank accounts. Subsequently, as per the 
agreements reached between BOM and MOFE, 
Government deposits are being transferred into a 
single treasury account, with all transactions being 
conducted at the Treasury.  

The Treasury department at MOF manages the single 
treasury account while settlement is done through the 
BOM clearing system. All government accounts have 
been transferred to single treasury account (STA), 
while any account at commercial bank would have the 
concept of zero balance. MOF previously utilized the 
clearing capacity of the BOM in settlement, clearing, 
and information transfer between the local and central 
administrations. 
 
With recent increase in the world prices for the main 
commodities in the Mongolian economy, namely gold 
and copper, extensive fluctuations of budget revenue 
have been observed. The BOM and MOF are in the 
process on negotiating information sharing 
arrangements in order to better coordinate monetary 
policy and the fiscal budget.  
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3.2 BOM and MOFE to negotiate the 
structure, membership, reporting 
responsibilities, terms of reference, 
and funding arrangements for a 
formal task force that will be 
responsible for recommending 
improvements in coordination and 
data sharing and, upon concluding 
these negotiations, to establish the 
task force.  

Complied with. A formal coordinating task force has 
been appointed and is overseeing the implementation 
of the treasury single account project and suggesting 
refinements. BOM and MOFE are in the process of 
confirming the medium-term membership and funding 
arrangements.  

Overall, the project was quite successful. Task force 
membership and functions have now been changed to 
focus on information sharing regarding fiscal 
projections and monetary policy. 

 

Primary Objective B: Strengthen the Public Sector’s Budget Formulation and Execution  
4.1 Submit a medium-term 
development strategy to funding 
agencies that will be the basis for the 
3-year PIP.  

Complied with (prior to Board consideration).  Master plans for sector ministries have been 
developed incorporating proposals and 
recommendations submitted by international and 
other public organizations. The quality of these pans 
is gradually improving over time. A Master Plan to 
develop education in Mongolia 2006–2015 was 
developed in 2006, and Health Sector Strategic 
Master Plan 2006–2015, was developed in 2005. 

4.2 Develop a 3-year PIP framework, 
acceptable to ADB that integrates 
capital and recurrent expenditures, 
and prepare a draft PIP based on the 
framework.  

Complied with. With support under ADB TA 3317, the 
Government has adopted a 3-year rolling PIP 
framework integrating capital and recurrent 
expenditures. The Parliament has adopted the PIP for 
2002–2004.  

4.3 Finalize the PIP based on 
commitments from funding agencies.  

Complied with. The PIP framework is being 
continuously updated on an annual basis to guide 
investment planning, based on annual funding agency 
commitments.  

PIPs for subsequent years were not prepared. 
Mongolia does not currently provide for a 
comprehensive multi-year PIP. Strategic business 
plans in central Ministries still lack specified, realistic 
cost estimates based on a medium term development 
strategy. 

4.4 Develop the underlying 
conceptual basis for a medium-term 
expenditure framework (MTEF) that 
builds on the PIP framework and is 
acceptable to ADB.  

Complied with. The conceptual framework of the 
MTEF adopts an output-based system of budget 
estimates for 3 years on a rolling-basis. The MTEF 
aims at achieving greater integration of the PIP and 
recurrent budgets and sound linkage between policy 
and budgeting.  

As part of the Health sector’s Strategic Master Plan 
2006–2015, a MTEF was developed in 2006 
 
Output based budgeting is currently beyond 
Mongolia’s capacity and MTEFs are still in the 
process of development. As an experimental 
approach, budget estimates for three portfolios, Food 
and Agriculture sector, Social Security Labor sector, 
Education Culture and Science sector, have been 
prepared using program based budgeting. The 
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remaining central ministries still make use of line-item 
budgeting. The MOF plans to fully adopt program 
based budgeting in Ministries for 2009 and have 
MTEF in place for 2009–2011. 

4.5 Establish explicit Government 
strategic objectives and set 
corresponding (top down) sector 
budgetary parameters for 
ministerial portfolios in 
accordance with the MTEF.  

Complied with. The action plan of the Government of 
Mongolia, the Economic and Social Development 
Guidelines for 2002, and the Development Vision for 
2003–2005, define the strategic objectives of the 
Government over the medium term. The MTEF, 
building on the PIP, integrates bottom-up forward cost 
estimates submitted by line ministries and budget 
bodies with the top-down strategic priorities and the 
binding sector budget ceilings established by the 
Government.  

In 2003, the Government finalized the National 
Poverty Reduction Strategy in the form of the 
Economic Growth Support and Poverty Reduction 
Strategy (EGSPRS). Deriving from the EGSPRS, the 
Government adopted the National Action Plan for 
2004–2008 and in January 2008 the Millennium 
development goals based comprehensive national 
development strategy of Mongolia has been 
approved.  Moreover in 2001 and 2003, the 
Parliament had approved the policy papers on the 
Concept of Regional Development and the Medium 
term strategy for the regional development 
respectively. 
 
Master plans for two ministries have been developed. 
A Master Plan to develop education in Mongolia 
2006–2015 was developed in 2006, and Health 
Sector Strategic Master Plan 2006–2015, was 
developed in 2005. 
 
Current practice is that Ministries prepare their 
budgets based on assumptions consistent with 
current strategy, plus any additional proposals to be 
submitted with respective explanations. As an 
experiment for 2008 the incremental budget for 
Ministry of Education, Culture, and Science has been 
set at 10%. 
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5.1 Develop and implement control 
arrangements over the opening, 
closing, and operation of bank 
accounts of the public sector.  

Complied with. In the first phase of reforms over the 
second half of 2001, all foreign currency deposits of 
the central Government were transferred to the 
treasury single account. A pilot program was initiated 
under which 11 budget entities initially routed all their 
payments through zero-balance accounts at BOM. 
Based on a review, MOFE and BOM have introduced 
a centralized payment system in favor of a zero-
balance system. Budgetary agencies have been 
barred from opening new commercial bank accounts. 
Full implementation of the treasury single account was 
initiated on 1 July 2002.  

The Treasury single account is currently fully 
implemented. Budgetary agencies are restricted from 
opening the accounts at commercial banks except 
with the permission from the Treasury department, 
MOF. 
 

6.1 Strengthen the treasury 
management function within MOFE 
including a corresponding treasury 
management computer system.  

Complied with. The treasury system aims at 
improving the risk management processes and 
gradually introducing a modified accrual budgeting 
system. The system would also help improve the 
quality of fiscal reporting and support effective cash 
and debt management. The system framework has 
been designed, tenders have been announced, and 
the actual installation of the treasury financial 
management information system (MIS) is expected by 
April 2003, with support from the World Bank’s fiscal 
TA project. 

Accrual budgeting is currently beyond Mongolia’s 
capacity. A new MIS from Canada has been 
launched. However the question of consistency of the 
new MIS with the “accrual based accounting” as well 
as “General ledger account chart” which is required 
under the PSMFL is not clear. 
 
Technical capacity building to connect local and 
central government administration to government 
centralized financial management information network 
has been completed. Technical capacity building at  
10 budgetary agencies in Ulaanbaatar and 50 soums 
was supported from the World Bank’s “Governance 
reform project” loan, and 193 soums were supported 
from the government budget. The number of users for 
this network has increased to 751, covering a total of 
253 soums.  

6.2 Design and implement risk 
management policies for debt and 
investments.  

Complied with. A debt management system has been 
designed to achieve improved asset-liability matching 
both in terms of composition as well as maturity. The 
purpose of the new system is to smooth the debt 
repayments over the medium term, by avoiding 
repayment peaks and spreading out the burden evenly 
over time. ADB TA 3317 has provided support in 
forecasting public debt and repayments over 2001–03.  

A debt management strategy document has been 
prepared by the Debt Management department of 
MOF. Foreign debt is regulated by the law on foreign 
loan and aid as well as other 7 regulations on projects 
financed by the government’s foreign borrowings and 
regulations regarding on-lending.  MOF produces 
mineral and non mineral financial statement to 
evaluate the dependency of the debt management 
strategy on mineral sector revenues. MOF’s debt 
management information system has been upgraded. 
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Primary Objective C: Enhance the Public Sector’s Operational Efficiency  
7.1 At least two pilot entities from the 
pilot agencies prepare financial 
reports for the year ended 31 
December 1998.  

Complied with (prior to Board consideration). 
Under the Program, five pilot agencies have been 
identified to implement public sector management 
reforms. These include the State Administrative 
Services Council (SASC), General Department of 
National Taxation (GDNT), Customs General 
Administration (CGA), National Statistical Office 
(NSO), and State Audit and Inspection Committee 
(SAIC). Of these, GDNT and NSO had submitted their 
financial reports for 1998.  

7.2 The remaining three pilot 
agencies prepare financial reports for 
the year ended 31 December 1998.  

Complied with. Ex-post financial statements have 
been prepared for SASC, CGA and SAIC. 
Subsequently, all five entities have completed the 
statements for the following years.  

As of the 2007, all budgetary agencies including 
government and public sectors prepare annual 
financial reports, submitting them to MOF. 
 

7.3 Financial reports prepared by the 
pilot entities in 7.1 are audited by an 
independent auditor with close 
cooperation from SAIC and the 
auditor’s evaluation submitted to 
ADB.  

Complied with. With TA support from the Australian 
Agency for International Development, two auditors of 
Audit Victoria, Australia, conducted an external audit of 
the ex-post financial statements of all the bunch 1 
agencies, and found the audits satisfactory. The 
auditors’ opinion and an activity completion report 
have been submitted to the Government and ADB.  

7.4 The financial reports prepared by 
the remaining pilot entities are 
reviewed by SAIC.  

Complied with. Auditors from Audit Victoria, Australia, 
in collaboration with auditors from SAIC have 
conducted an external audit of the ex-post financial 
statements of the three remaining pilot agencies. 
Australian auditors also conducted training in risk 
management to inspectors of SAIC to provide them 
with relevant knowledge on audits of financial 
statements prepared on accrual/output-based 
accounting methods.  

7.5 The second group of pilot 
agencies prepares ex-post 
financial reports for the year 
ended 31 December 2000 in 
accordance with the 
recommendations based on the 
review and experience of the first 

Complied with. The following 11 agencies were 
selected as bunch 2 entities under the Program:  
(i) MOFE; (ii) State Financial Inspection Department 
under MOFE; (iii) Ministry of Education, Science, 
Technology, and Culture; (iv) Ministry of Health;  
(v) Hospital No.1; (vi) Ministry of Environment;  
(vii) three agencies under the supervision of the 

The National Audit Office (NAO, with its 22 local audit 
offices) conducts independent financial audits of all 
central budgetary agencies. Audits for SOE are 
performed by private audit firms under contract to the 
NAO. A government consolidated financial statement 
is produced by the end of March of each year and by 
end of April the audit opinion on consolidated financial 
statements is prepared. For the rest of the year the 
performance audit is performed by NAO. Performance 
audit manual as well as the Financial audit manual 
has been developed with the assistance by ADB in 
2006. The financial audits resulted in many of the 
financial statements being given a qualified opinion. 
Audit opinion states that the financial statements were 
not prepared in accordance with international 
accounting standards but in accordance with the 
guidelines set by the MOF. Most of the financial 
statements of budgetary agencies are still being 
prepared on a cash basis and then subsequently 
converted to an accrual based statement at year end. 
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group and the reports reviewed by 
SAIC.  

Ministry of Environment; (viii) Ministry of Justice and 
Internal Affairs; and (ix) Ministry of Social Welfare and 
Labor. In addition, the Nalaikh District Administration 
within Ulaanbaatar City has also adopted the Program 
on a pilot basis. SAIC has carried out the auditing 
process of the financial outcomes of bunch 2 entities, 
and copies of the audit reports have been submitted to 
the State Great Hural. 

8.1 The bunch 1 pilot entities 
submit appropriation estimates on 
an output basis to the Parliament 
in lieu of the current appropriation 
requirements.  

Complied with. The budget appropriation estimates of 
these entities were developed in a manner consistent 
with the reform principles and concepts, and submitted 
to the Parliament. The Strategic Business Plans 
prepared by all the entities facilitated better linkage 
between inputs and output, which in turn enabled a 
closer link between outputs and the budget needs.  

8.2. Based on the results of the 
review and the experience of the 
bunch 1 pilot entities, bunch 2 
budgetary entities present 
appropriation estimates on an output 
basis to the Parliament.  

Complied with. Output-based appropriation estimates 
have been prepared on a provisional basis for 2002– 
2004 for all bunch 2 entities, and the estimates have 
been tabled along with the budget documents 
presented to the Great Hural.  

Under the current ADB program loan 2011, Capacity 
Building for Governance Reform Program (GRP), 
recommendations and methodology have been 
developed for: output costing; output budgeting; 
accrued budgeting; benchmark for line items in the 
budget; and linkages between financial and fiscal 
planning. These documents have been circulated to 
the line ministries to use in their formulation of MTEF 
for 2009–2011. 

8.3 Bunch 1 pilot entities prepare 
and complete medium-term strategic 
business plans (SBPs) acceptable to 
ADB, including specified and costed 
outputs.  

Complied with. The SBPs for the bunch 1 entities 
were completed in September 2000 in accordance 
with the format prepared with ADB TA support.  

8.4 Based on the results of the 
review and the experience of the 
bunch 1 pilot entities, bunch 2 
budgetary bodies will prepare SBPs, 
or adaptations thereof, that are 
acceptable to ADB.  

Complied with (Program End Condition). The SBPs 
of all Bunch 2 entities have been finalized for 2002– 
2004 in accordance with the format prepared with ADB 
TA support.  

The PSMFL requires all public sector agencies to 
prepare SBPs. In practice, few agencies have SBPs 
in place that include a clear specification of their 
costed outputs. Most SBPs just present a description 
of agency functions and activities. 

8.5 Bunch 1 pilot entities conduct 
and complete a functional review to 
identify core and non-core functions.  

Complied with (prior to board consideration). The 
identification of core and non-core functions of the five 
bunch 1 pilot agencies was undertaken, along with the 
formulation of their SBPs. Based on the outcomes, all 
the five entities have attempted to streamline their 
internal organizational structures and improve 

The review of core and non core functions of central 
government agencies has been completed as part of 
the current project on Capacity Building for GRP (ADB 
program loan 2011). 
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assignments of functional responsibilities to staff at 
different levels.  

8.6 Ten other central and 20 local 
budgetary bodies conduct and 
complete a functional review to 
identify core and non-core functions.  

Compliance under way. Eleven central level entities 
have undertaken a preliminary functional review, and 
the process is under way in selected local budgetary 
bodies.  

8.7 At least three portfolio ministries 
conduct and complete a functional 
review to identify core and non-core 
functions and develop corresponding 
time-bound action plans to 
corporatize, privatize, or spin-off to 
non-government organizations their 
non-core functions.  

Complied with. All six ministries included in bunch 2 
have undergone a functional review. The Government 
through the State Property Committee is at present 
engaged in formulating action plans for the 
restructuring of corporations and SOEs coming under 
the structure of these ministries.  

9.1 Bunch 1 pilot entities prepare 
forecast financial statements in 
accordance with international 
accounting standards (IAS) for 
inclusion in SBPs.  

Complied with. The forecast financial statements for 
2001–03 and 2002–04 were completed in September 
2000 and November 2001, respectively. In addition, 
SAIC has reviewed these reports in October 2001 for 
conformity with IAS.  

9.2 Based on the results of a review 
and the experience of bunch 1 pilot 
entities, bunch 2 entities prepare 
forecast financial statements in 
accordance with IAS for inclusion in 
SBPs. 

Complied with. Forecast financial statements have 
been completed for all the bunch 2 agencies in 
accordance with IAS. 

The process of producing the forecast financial 
statements for central government agencies is in the 
process of being implemented. The quality of 
statements completed to date is variable. 

10.1 Make available to the general 
public (and announce in a 
newspaper that is available upon 
request) figures on the number of 
civil servants by ministry and within 
each ministry, by local and central 
governments by position 
classification and rank. 

Complied with (prior to Board consideration). Since 1996 the Government Service Council (GSC) 
has produced an annual statistical overview of 
government employees. This booklet is distributed to 
MPs and other officials upon request and is not 
available to the general public. Selected data is 
presented in local newspaper arising from statements 
and articles by members of parliament especially in 
the lead up to parliamentary and presidential 
elections.  

10.2 Update the system of 
consolidating data on the size and 
structure of the civil service in 
accordance with any changes in the 

Complied with. Consolidated data on the size and 
structure of the civil service are being updated each 
year. The updated data system includes changes in 
public service employment patterns, gender indicators, 

Comprehensive statistics have been produced by the 
GSC in its yearly statistical overview on government 
employees’ structure and movement (1996–2007). 
Main statistics include data on: population and human 
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civil service law and begin publishing 
civil service personnel statistics 
according to any changes. 

share of public servants in the overall employment and 
population, number of public servants by type of 
economic activity, total government expenditure per 
employee, and information on civil service training and 
qualification exams. 

resource of Mongolia; state structure, composition & 
number of budget organizations; number of civil 
servants, finance & wages; number, composition & 
age distribution of civil servants; location of civil 
servants; education, training & qualification of civil 
servants; selection of civil servants; complaints and 
disputes from civil servants received by GSC; and 
movement of civil servants. 

10.3 Make available to the general 
public the current guidelines and 
procedures for recruitment and entry 
into the civil service.  

Complied with (prior to Board consideration). The 
guidelines and procedures on recruitment and entry 
are regularly disseminated to the general public.  

The guidelines and procedures on recruitment and 
entry into the civil service was consolidated in 2003 in 
the “Public Administration” journal published by the 
Management Academy. Updates to these regulations 
are published in “Public Information” the periodic 
newsletter on updates and amendments to laws and 
regulations by Government and other Public 
administrative offices.  

10.4 Develop and implement an 
improved competitive entry 
process for the core civil service 
based on a plan acceptable to 
ADB.  

Complied with. Each year, SASC consolidates 
current vacancies and publishes announcements, 
along with civil service entry requirements and general 
guidelines in the month of May, about 45 days prior to 
holding centralized exams, in the Zuunii Medee 
(Century News) newspaper. In aimags and the capital 
city, the local state administrative service councils 
make announcements through local radio and UB 
Times newspaper, respectively. Under the Program, 
SASC issued Decree No. 6 (2001) and Decree No. 5 
(2002) approving temporary template guidelines on 
selection and recruitment in budgetary bodies to be 
followed by bunch 1 and bunch 2 pilot entities. These 
entities, constituting a core of the civil service, in turn, 
have adopted their own transparent guidelines, which 
now govern the entry process for employment at all 
levels.  

At least once a year, the GSC organizes (based on 
the regulations set by GSC degree no. 36) a 
centralized proficiency exam for civil service. 
Examination dates are announced to the general 
public 21 days in advance through the daily 
newspapers.  
 
Regulations on the civil service entry process are 
available in the “Public Administration” journal 
including the following regulations: 

1. Regulations on selection of personnel of civil 
service: 
(i) Executing the proficiency exam for 

civil service personnel. 
(ii) Central committee to conduct a 

proficiency exam for civil service 
personnel. 

(iii) Local committee to conduct a 
proficiency exam for civil service 
personnel. 

(iv) Organizing the proficiency exam for 
civil service personnel. 

(v) Determining the health status of civil 
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core service personnel. 
(vi) Probationary period of civil service 

personnel. 
(vii) Selection of management level 

personnel of civil service.  
(viii) Selection of management level 

personnel for civil core service.  
(ix) Selection of Board members for SOE.  
(x) Selection of general manager of the 

budget entities. 
10.5 Establish and publish guidelines 
and procedures that promote the use 
of performance as a basis for 
promotion.  

Complied with. The SASC, with support under ADB 
TA, has prepared template guidelines on general 
manager and employee performance agreements. 
These guidelines have been effectively implemented in 
all bunch 1 pilot entities. GDNT and NSO have 
implemented a performance-based bonus system on a 
trial basis for all their employees. 

GSC regulations indicate that performance is to be 
the basis for the promotion in public service. Decrees 
no. 18 and no. 19, 2002 stipulates the procedure of 
entering into staff performance agreements. New 
regulations on (i) evaluating the performance 
agreement and on (ii) entering into the performance 
agreement had been developed approved by GSC on 
August 2007, GAGS decree no. 48.  
 
In addition, amendments to the civil service law have 
been submitted to the Parliament for discussion in 
spring 2008. It is proposed that public servants should 
be politically neutral and that any complaint 
concerning the dismissal of a public servant can be 
investigated by the GSC who has the power to 
recommend that the public servant be reinstated. 
 
However the Mongolian public service remains 
politicized and the GSC has limited capacity to fulfill 
its functions. 

10.6 Develop a system for estimating 
private sector compensation across 
different generic positions for 
benchmarking public sector 
compensation.  

Complied with. Paragraph 3.3 of Article 28 of the Civil 
Service Law provides the criteria for benchmarking for 
public sector compensation and stipulates that the 
average remuneration for a civil service position 
should be no less than 95 % of the average 
remuneration for a comparable private sector position. 
SASC has introduced a survey framework to compile 
data on a periodic basis. 

Benchmarks for public sector compensation have 
been stipulated in Civil Service Law which state that 
public sector compensation should deviate from the 
average private sector compensation by no more than 
5%. Information on estimates on private sector 
compensations has been produced by the National 
Statistics Office and Ministry of Labor. 
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10.7 Begin publishing annual 
summary tables of civil service 
compensation across positions 
together with private sector 
benchmarks.  

Complied with. Annual revisions to civil service 
salaries are published in official state gazette Turiin 
Medeelel (State Newsletter) of the Parliament 
Secretariat.  

Annual revisions to civil service salaries are 
periodically published in the daily newspapers. 

11.1 The Government appoints 
general managers to each of Bunch 
1 pilot entities in accordance with 
guidelines and procedures 
established by the SASC. 

Complied with. General managers of two government 
agencies in bunch 1 (namely, GDNT and CGA) are 
appointed by the minister for finance and economy, 
and general managers of the three Parliamentary 
bodies (namely, SASC, SAIC, and NSO) are 
appointed by the Parliament. The nomination and 
appointment process is in line with the SASC 
guidelines. 

General managers at budget entities are appointed in 
line with the GSC regulations on competitive entry 
process to civil service. 

11.2 Government implements 1-year 
performance agreement for each of 
bunch 1 pilot entities in accordance 
with the guidelines and procedures 
established by SASC. 

Complied with. GDNT and CGA have entered into 
performance agreements with the Minister of finance 
and economy, and the other three entities have 
formulated such agreements with the Parliament, 
through adoption of the SBPs. 

11.3 The Government undertakes 
performance evaluation in bunch 1 
pilot entities on 1-year contracts.  

Complied with. In January 2002, the Cabinet 
Secretariat and SASC conducted performance 
evaluation of bunch 1 pilot entities. A participatory 
workshop was held in which the chairpersons of the 
bunch 1 agencies outlined the achievements of the 
reform measures. The assessment concluded that on 
the whole satisfactory progress has been achieved, 
although capacity constraints need to be addressed. 
An important lesson learned has been the need for 
careful definition and costing of outputs.  

Entering into performance agreements and 
undertaking performance evaluations has become 
common practice in the civil service. However these 
same procedures have been criticized for causing an 
increased administrative burden, reducing operational 
flexibility in budgetary entities, reducing initiative by 
public servants, and concentrating power in central 
ministries.  

11.4 SASC revises guidelines and 
procedures on personnel 
management of the public sector 
based on a first review of 
experience of pilot entities with 
performance contracting.  

Complied with. Based on a review of the outcomes in 
bunch 1 pilot entities, SASC has adopted revised 
templates and guidelines on general manager and 
employee performance agreements through SASC 
Decree No 4, April 2002.  

New regulations on (i) evaluating the performance 
agreement and new guideline on (ii) entering into the 
performance agreement were approved by the GSC 
on August 2007, GSC decree no. 48. Revision to 
regulations concerning the selection of civil servants 
at management level is being considered through 
proposed amendments to the Law on Civil Service. 
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11.5 Based on the first review of 
experience in bunch 1 pilot entities, 
the Government appoints general 
managers for selected bunch 2 
entities in accordance with the 
revised guidelines and procedures of 
SASC.  

Complied with. With regard to the six portfolio 
ministries, their state secretaries are designated as the 
general managers, who have been appointed in line 
with the SASC provisions. This process is under way 
for the non-ministerial entities in bunch 2.  

General managers of budget entities are appointed in 
line with the GSC regulations on competitive entry 
process to civil service.  

Primary Objective D: Address the Social Impact and the Financing Needs of Reforms under the Program 
12.1 The Government will provide 
the necessary budgetary support for 
the pilot entities to begin to 
implement administrative reforms.  

Complied with. The Government, in line with the 
agreement with ADB, allocated $5 million in the 2001 
budget to support implementation of reforms in bunch 
1 entities, selected ministries, aimags, and a few 
bunch 2 agencies.  

12.2 The Government will provide 
the necessary budget support to 
cushion the social impact of the 
reforms as they are mainstreamed.  

Complied with. During the 1999–2002 pilot phase of 
reforms under the GRP, no adverse social impact 
resulted from the reforms introduced in the pilot 
agencies or in the budget management process. 
However, the Government is acutely aware that any 
expansion of reforms will most likely have significant 
effects on society at large, and has committed to 
making sufficient allocations in the budget to mitigate 
any adverse social impact.  

The MOF is unable to provide data on the amount of 
government funding provided in the 2002–2007 
budgets to support the reform process. 
 
 
Parliament has agreed for legislation to be 
established to support Government in providing funds 
for the mitigation of economic risks to the general 
public. 
 
The “Mongolia development fund” has been 
established with 339.7 billion MNT allocated for 2008. 
The fund will support the implementation of 
Mongolia’s development framework, loan conditions 
set by international agencies, implementation 
objectives set in the “Country development policy 
based on the millennium development goals”, and to 
finance priority areas of the economy. 
 
The “Investment, development fund” has been 
established to finance leading industries, thus 
contribute to economic growth. In 2008, 30.0 billion 
MNT had been provided for this fund, from which 15.0 
billion was for the financing of the agricultural sector 
and 15.0 billion MNT for financing of the road, 
tourism, energy, manufacturing and trade sectors.  

Primary Objective E: Prepare Groundwork for Continuation of the Reforms  
13.1 Submit a draft PSMFL 
acceptable to ADB and Parliament.  

Complied with (prior to Board consideration).  The PSMFL was approved by the Mongolian 
Parliament in June 2002 to be implemented from 
January 2003. A draft 2008 report by the International 
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Monetary Fund (IMF) states that the PSMFL is overly 
focused on a series of very ambitious reforms not well 
suited to Mongolia’s capacities while ignoring some of 
the basic features of sound budget management. 

13.2 Secure Parliamentary approval 
of the PSMFL. 

Complied with (Program End Condition). The 
Mongolian Parliament adopted the PSMFL on 27 June 
2002. The PSMFL has three main components, which 
aim to (i) strengthen budget formulation and execution, 
at all levels of public administration; (ii) enhance 
accountability and transparency in the civil service 
through the adoption of medium-term SBPs, 
performance contracting and output-based budgeting; 
and (iii) streamline center-local fiscal relations, given 
the lack of fiscal prudence at local level. The 
Government and Parliament have demonstrated full 
ownership of this important legislation. 

Amendments to the current law have been proposed 
by the MOF, including: 

1.  In order to increase local budgetary flexibility 
and reduce bureaucracy it is proposed that local 
authorities shall be authorized to make 
discretionary investments within certain 
predetermined limits.  
2.  Introduce an incentives scheme based upon 
agencies generating additional revenues and 
reducing expenditures. The bonus/reward will be 
approved by the Minister of Finance with effect 
from the following year. Regulations governing 
bonus/reward operations are to be developed and 
approved by MOF. 

14.1 Establish a working group to 
develop a detailed plan and 
implementation strategy for 
mainstreaming the reforms in local 
governments. 

Complied with. A working group comprising the 
deputy chief of the Cabinet Secretariat and selected 
local officials has been formed, and a detailed reform 
plan and an implementation strategy have been 
developed with support under TA 3316. Periodic 
discussions have been held with all the aimag 
governors on the scope and direction of reforms to be 
pursued. Further, the Government adopted Decree 
No. 10 in 2001 to form implementation councils in 6 
pilot aimags, including Arkhangai, Darkhan-Uul, 
Selenge, Sukhbaatar, Uvs, and Khunsugul. 

14.2 Prepare an implementation 
strategy (based on the provisions 
of the PSMFL) for mainstreaming 
public sector reforms in local 
governments and identify an 
aimag in which pilot 
experimentation will be 
undertaken as a basis for the 
formulation of the strategy.  

Complied with. With ADB support, the Government 
has reviewed the local government aspects of reform 
implementation and formulated a draft time-bound plan 
to guide the expansion of governance reforms across 
the country in line with the provisions of the PSMFL. 
Subsequently, significant capacity building and training 
have been provided to officials in Arhangi and Selenge 
aimags, chosen by the Government on a pilot basis, 
as well as officials from the bunch 1 agencies. The 
focus of the training program has been on the 

In 2002 the PSMFL legislation was submitted to 
Parliament in conjunction with the law for its 
implementation. The law on implementing the PSMFL 
was not approved by the Parliament. Currently 
Mongolia does not have an approved plan for 
implementing the PSMFL in local governments. 
 
A draft 2008 report by IMF states that Mongolia lacks 
the capacity to successfully implement the PSMFL at 
this time, particularly in relation to output based 
budgeting, output purchase agreements, and accrual 
reporting. 
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functional, management, and organizational changes 
needed to adopt governance reforms; formulation of 
SBPs; and budgetary, accounting, and treasury 
system reforms.  

14.3 At least three central level 
and three local level SOEs prepare 
statements of intent acceptable to 
ADB. 

Complied with. Satisfactory statements of intent, 
modeled after the SBPs for the bunch 1 and 2 entities, 
have been prepared by three central–level (Khunstech 
Corporation, Mongol Tamga and Biochemical Factory) 
and three smaller local level SOEs (National 
Recreation Center, Bus Company No. 2, and 
Ulaanbaatar Road Maintenance Company). 

14.4 Ten central level and local level 
SOEs prepare statements of intent 
acceptable to ADB.  

Complied with. Detailed instructions and templates 
have been prepared with ADB TA support, to help 
entities in preparing SBPs. The State Property 
Committee has confirmed that 20 SOEs have 
submitted statements of intent that are in line with the 
templates. 

Under the article 28 of the PSMFL all fully and 
partially owned SOEs in Mongolia are required to 
prepare a statement of intent which is submitted to the 
State Property Committee (SPC) by 1st of July. The 
MOF then forwards the statements of intent to the 
government and respective standing committees of 
the parliament. As of March 2008, the statements of 
intent are being provided to individual officers in the 
Ministry responsible for particular fields but a 
consolidated data set is not readily available. In 
practice these documents fulfill a compliance function 
rather than providing data to support business 
enterprise planning. 
 

14.5 SOEs prepare annual reports 
acceptable to ADB.  

Complied with. Corporatized SOEs in Mongolia 
prepare their annual reports in accordance with the 
Company Law provisions, which are acceptable to 
ADB.  

All SOEs are required to prepare annual reports and 
submit them to MOF who then prepares a 
consolidated financial statement. Audited financial 
statements are provided to MOF, National Tax 
Authority and SPC.  

14.6 SOEs specified in 14.3 
prepare an open process of board 
member identification and 
appointment that is acceptable to 
ADB. 

Complied with. The Boards of the above SOEs 
consist of representatives from MOFE, SPC, and the 
respective line ministries, in line with Mongolian legal 
framework. 

14.7 SOEs implement the above 
open process of board member 
identification and appointment.  

Complied with. Around 45 of the 67 SOEs with full 
state ownership have proper board structures, and 
SPC is pursuing the board member identification and 
appointment process in the remaining SOEs. 

The procedures of appointing Board members for 
SOEs are specified in the PSMFL. SPC advises that 
SOEs are generally complying with the requirements 
of the PSMFL. In practice SOE Boards continue to 
include representatives from MOF, SPC and 
respective line ministries.  
 

Note: Second Tranche Release in the program conditions column appear in Bold. 
Source: Operations Evaluation Mission. 
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PROGRAM INDICATORS 
 
1. The Program Administration Memorandum for the Program loan for governance reform 
identified nine indicators for monitoring and evaluating the loan. Data on the indicators are 
presented below. 
 
A. Fiscal Deficit as a Percentage of Gross Domestic Product 
 
2. The overall budget deficit (Table A3.1) rose over the period 1997 to 1999 due to 
increased government spending, and then began to fall in 2000 as government revenues rose 
faster than the increase in spending. In 2001 and 2002, emergency government spending 
triggered by two successive harsh winters and wage and pension increases constrained efforts 
to reduce public expenditures. Beginning in 2005 Mongolia achieved a budget surplus as 
expenditures were reduced and revenues continued to grow. 
 

Table A3.1: Fiscal Deficit Trends 
(%) 

 
 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Deficit  (9.0) (14.3) (12.2) (7.0) (5.4) (6.0) (4.2) (1.9) 2.6 8.1 2.2 
Source: Ministry of Finance. 

 
B. Funding for Capital Investment Projects 
 
3. Capital expenditures include (i) domestic investment, (ii) capital repairs, (iii) other capital 
expenditures, and (iv) road funds financed by the project loan. Historical data shows a constant 
increase in capital investments from 3.5% of the gross domestic product (GDP) in 1997 to 6.6% 
in 2007. Compared with 2006 figures, capital expenditures in 2007 increased more than tenfold, 
reaching MNT299.5 billion, which represented 6.6% of GDP. 
 
C. Consistency of Approved and Disbursed Appropriations 
 
4. A close match between approved and disbursed appropriations is important because it 
would indicate absence of expenditure control by cash rationing. Table A3.2 compares 
approved and actual expenditures for 2001 to 2006. 
 

Table A3.2: Comparison of Approved and Disbursed Appropriations  
(%) 

 
Expenditures 2001 2002 2003 2004 2005 2006 
Total expenditure and net lending 1 (1) (5) (2) 8 (1) 
Current expenditure 1 (1) 1 (1) 1 (11) 
Capital expenses (5) (17) (43) 2 16 10 
Net lending (subtracted repayments) 8 6 (13) (12) 37 45 

Note:  Data on projected vs actual budget for previous years was not available. 
Source: Ministry of Finance. 
 
5. The table shows that actual budget expenditures tend to be close to the budgeted 
expenditure except in 2005 when the budget was underutilized by 8%. The main sources of 
expenditure deviations from the approved budgets were capital expenses and net lending. In 
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2003, actual capital expenditures exceeded budget projections by 43%, and in 2006 net lending 
expenditure was 45% under the projected budget figure. 
 
D. Improved Revenue Collection Due to More Efficient Functioning of the National 

Tax Department 
 
6. Revenue collections as a proportion of GDP have improved from 19.7 % in 1997 to  
33.0% in 2007. In 2007, 80% of revenue collected was from taxes, namely,  
(i) personal and business income tax, and commodity price rises; (ii) social security 
contributions; (iii) tax on immovable properties; (iv) value-added tax (VAT); (v) excise tax;  
(vi) special tax revenue; (vii) taxes on foreign trade; and (viii) other taxes and fees. The 
contribution arising from a rise in commodity prices, effective from 2006, is substantial. It 
constituted 37% of income tax in 2006 and 55% in 2007. 
 
E. Improved Customs Revenue Collection 
 
7. Tax rates on foreign trade have remained comparatively stable since 2000, ranging from 
2.0% to 2.5% yearly, while revenue collections have grown substantially  
(Table A3.3). 
 

Table A3.3: Trends in Customs Revenue Collection 
(MNT billion) 

 
 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007a 

Revenue 8.8 1.5 9.0 22.3 27.0 24.6 32.6 44.7 57.0 72.1 102.5
a Estimated. 
Source: Ministry of Finance. 

 
F.  Number and Quality of Audits Performed by the National Audit Office 
 
8. Since 2003 the National Audit Office (NAO) has provided three types of services:  
(i) performance audits; (ii) financial audits; and (iii) recommendations to the Great Khural (the 
Unicameral Parliament of Mongolia). In the performance audit framework, the Great Khural or 
NAO itself can identify the audit topics. Financial audits include audits of budget execution and 
of the Government’s year-end financial statement. Finally, NAO submits to the Great Khural 
recommendations based on the audits performed. Table A3.4 shows the number of audits 
conducted by NAO since 2004. 
 

Table A3.4: Number of Audits Performed 
 

 2004 2005 2006 2007
Financial audit 597 553 563 555
Performance audit 985 2,410 2,685 3,176

Source: National Audit Office. 
 
G. Quality and Timeliness of Data Produced by the National Statistical Office 
 
9. Since 1989, statistics produced by the National Statistical Office (NSO) have been 
integrated into two publications: (i) Mongolia in a Market System. Statistical Yearbook 1989–
2002; and (ii) yearly statistical yearbook for 2003, 2004, 2005, and 2006. 
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10. Before 2007, the Information Dissemination Division at NSO was responsible for 
conducting client surveys. NSO’s newly established Marketing Department conducted client 
surveys in May and October 2007. The May 2007 survey found that 69% of clients were 
satisfied with the quality of NSO data, but only 7% were able to find the information they 
required on NSO’s website. The October 2007 survey found that 80% of clients were satisfied 
with the quality of NSO data. NSO’s clients reported that they obtained 25% of their required 
information from NSO, 24% from radio and television, 23% from newspapers and magazines, 
20% from the internet, and the remaining 8% from government agencies and other sources. 
 
H. Quality of Personnel Standards Issued by the Government Service Council and 

Dissemination of Information on Personnel Management to the General Public 
 
11. In 2003 guidelines and procedures for recruitment and entry into the civil service were 
consolidated in Public Administration, a journal published by the Management Academy. 
Updates in rules and regulations are regularly published in Public Information, the periodic 
newsletter on updates and amendments to laws and regulations by Government and other 
public administrative offices.  
 
12. At least once a year the Government Service Council (GSC) organizes civil service 
proficiency examinations in accordance with regulations. Information on entry examinations are 
announced to the general public 21 days in advance through the daily newspapers.  
 

(i) Regulations on civil service entry processes are available in the journal of Public 
Administration, including: 

 
(a) regulations on selection of personnel for the civil service 

      (b) executing the proficiency exam for civil service personnel 
1. central committee to conduct a proficiency exam for civil service 

personnel 
2. local committee to conduct a proficiency exam for civil service 

personnel 
3. organizing the proficiency exam for civil service personnel 
4. determining the health status of civil core service personnel 
5. probationary period of civil service personnel 

 
(ii) Information regarding the selection of management-level personnel for the civil 

service is also announced in Public Administration: 
  

(a) selection of management-level personnel for civil core service  
(b) selection of Board members for state-owned enterprises  
(c) selection of the general manager of budget entities 

 
13. GSC regulations indicate that promotion in public service will be based on performance. 
Decrees no. 18 and no. 19 of 2002 stipulate the procedure for entering into staff performance 
agreements. New regulations on (i) evaluating the performance agreement and  (ii) entering into 
the performance agreement approved by GSC in August 2007, under decree no. 48.  
 
14. In addition, amendments to the civil service law were submitted to the Parliament for 
discussion in spring 2008. It is proposed that public servants be politically neutral and that any 
complaint concerning the dismissal of a public servant can be investigated by GSC, which also 
has the power to recommend that a public servant be reinstated. 
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I.  Results of Client Surveys Conducted by Implementing Agencies Compared with 
Benchmark Results 

 
15. Aside from NSO, it appears that Mongolian central ministries (including the Ministry of 
Finance) have not undertaken any client surveys. In 2007, however, a Mongolian 
nongovernment organization, Open Society Forum, conducted a survey of financial 
management practices in local government agencies.1 The draft report had the following general 
conclusions.  
 

(i) Local budget relationships based on parallel vertical and horizontal financing, 
and management principles have become a reality and are commonplace. 

(ii) Budget processes are relatively well-defined in the laws, but the relationship 
between budget planning and actual performance remains weak in practice. 

(iii) At the local government level the goal of strengthening fiscal discipline has been 
largely fulfilled; further work is needed on enabling the treasury to look at the 
efficiency of spending by budget entities. 

(iv) The implementation of the principle of performance-based financing has had an 
ambiguous effect. 

(v) Local budgets have increased in size, but at a slower pace than the general 
budget has. 

(vi) There is a need to reform the salary system of public servants, especially those 
employed by local entities operating under the state budget. 

(vii) The system of checks and balances for budget expenditures is in place, including 
the legal framework. 

(viii) Citizens do not have a good understanding of their local budgets, and have 
limited opportunity to participate in formulating, executing, or monitoring budgets. 

 
 

                                                 
1 Open Society Forum. 2007. Local Budget Review (draft). Ulaanbaatar. 
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