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I. INTRODUCTION 
 
1. The Government of Mongolia has requested the Asian Development Bank (ADB) to 
provide technical assistance (TA) to develop a legal, regulatory, and institutional framework for a 
private pension scheme.1 The private system will complement existing tiers in the public pension 
and social insurance system, which suffers from several weaknesses, including a lack of fiscal 
sustainability, and is unable to provide inclusive coverage. The knowledge and support TA aligns 
with ADB’s country partnership strategy for Mongolia, 2017–2020, and is included in ADB’s 
country operations business plan for Mongolia, 2018–2020.2 
 

II. ISSUES 
 
2. Mongolia has a need and the market demand for supplementary private pension benefits. 
The current pay-as-you-go public pension system3 has a defined benefit scheme for people 
enrolled in 2015 notional defined contribution program and a nationally defined contribution 
scheme for older age groups who contributed before 2015. These two parallel contributory 
pension schemes are complemented by (i) a noncontributory social welfare old-age benefit 
program, which had 1,871 beneficiaries who did not contribute or did not have the required years 
of qualification to access the contributory pension as of 2015; and (ii) a welfare cash support 
scheme for older people, which had 333,300 beneficiaries who contributed to the social insurance 
fund as of 2013.4 The pay-as-you-go public pension system covers only about half the labor force; 
efforts to reach agricultural workers, the self-employed, herdsmen, and the informal sector have 
achieved modest results. There are also persistent gender disparities and resulting vulnerabilities 
that merit reforms in the pension system’s design, which provides insufficient income to sustain 
preretirement consumption for its varied membership. 5  It is estimated that the income 
replacement rate will fall to about 30% of average preretirement earnings for those born after 
1960. Financial projections for the public pension system indicate that even these modest income 
replacement rates determined in accordance with the current law are not financially sustainable 
and require either a prospective decrease in benefits or parametric changes that would raise the 
retirement age. 
 
3. A lower birth rate in the 1990s;6 rapid gross domestic product growth; and rapid growth of 
the mining, manufacturing, and service industries in urban areas are expected to increase the 
demand for private pensions. This demand will arise from pressures to (i) compensate for a likely 
necessary increase in redistribution away from higher earners in the social insurance system, 
which will be required to sustain and improve the system’s social inclusiveness; (ii) assist in 
managing a more competitive labor market in high value-added and high human capital industries; 
and (iii) provide early retirement for workers in hazardous or arduous industries, who may choose 
to set aside savings so that they do not need to continue working to the age when their accrued 
benefits will be accessible in the public pension system. 
 

                                                
1 The TA first appeared in the business opportunities section of ADB’s website on 18 June 2018. 
2 ADB. 2017. Country Partnership Strategy: Mongolia, 2017–2020—Sustaining Inclusive Growth in a Period of 

Economic Difficulty. Manila; and ADB. 2018. Country Operations Business Plan: Mongolia, 2018–2020. Manila. 
3  A pay-as-you-go pension plan is a retirement scheme where the plan beneficiaries contribute regularly from their 

paycheck in a pre-specified amount.  
4 International Labour Organization. 2016. Universal Social Protection: Universal Old-Age Pensions in Mongolia. The 

TA will focus on the introduction of a complementary pillar—private pension schemes. 
5 T. Begzsuren and D. Aldar. 2014. Gender Overview—Mongolia: A Desk Study. Ulaanbaatar: Swiss Development 

Cooperation / Independent Research Institute Mongolia. 
6   The birth rate declined from 5.38 birth per woman in 1985 to 2.81 in 1995 due to the economic transition period when 

unemployment and poverty rates rose to unprecedented levels and abortion was legalized.   
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4. Banking and financial service employers are establishing employer-sponsored private 
pension funds, which they view as a business opportunity to manage pension fund assets. 
However, these developments are taking place in the absence of a legal or regulatory framework 
and without specific economic incentives to positively distinguish supplementary pension savings 
from other types of private savings. Employer and employee representatives are aware of the 
need for supplementary benefits and have taken steps to advocate for a better regulated system. 
 
5. Mongolia’s population has a high level of engagement with financial institutions and 
services, particularly banks, and the level of financial knowledge and capability is similar to that 
found in countries that have successfully implemented effective private pension systems. The 
underlying need for supplementary pensions to fill projected gaps in the public system is a further 
indication of the potential for introducing private pensions in some form. 
 
6. However, Mongolia currently lacks most of the essential legal and institutional 
infrastructure needed to support a private pension system. Mongolia has no legal and regulatory 
framework specific to private pension funds. The Law of Mongolia on Securities Market (revised 
version), 2013 and Law of Mongolia on Investment Fund, 2013 include key elements on the 
division of legal and beneficial ownership, prudential requirements for fund managers, and 
portfolio composition standards, but these needs to be further refined to meet the higher security 
standards required for a secure and effective supplementary pension system. 
 
7. There is no authority with the capacity or expertise to provide effective oversight of private 
pension funds. The Financial Regulatory Commission of Mongolia and the Bank of Mongolia 
gained daunting new responsibilities under the recent legal amendments, including Central 
Banking Law (revised version), 2018 (para 6), and tighter fiscal situations.  Both are struggling to 
secure adequate human and financial resources to deliver on their existing responsibilities. 
 
8. The depth of capital markets and currently available products will significantly constrain 
the ability to introduce private pensions. Capital markets tripled in size from 2007 to 2012, but 
total market capitalization remains relatively low in relation to the economy’s size. The banking 
system continues to account for more than 95% of capital markets, with nonbank financial 
institutions providing only about 3% of total assets. There are almost no institutional investors—
such as mutual funds—that could be expected to manage pension fund assets, and the insurance 
industry remains highly concentrated in the property and casualty business, with few life insurance 
or other endowment products. The debt market is dominated by government issues that are not 
yet priced and sold in a transparent and liquid manner, or within the prudential standards required 
by pension funds. 
 
9.  The Law on Personal Income Tax (revised version), 2006, offers no financial incentives 
or other advantages to distinguish private pension funds from other forms of savings. This will 
make it difficult to stimulate demand for private pensions beyond relatively narrow segments of 
the labor force and employers facing the greatest worker retention pressures. 
 
10. A complete, readily accessible system for consumer protection and redress does not exist. 
The long-term nature of private pension savings, the vulnerability to poverty in old age that would 
result from losses, and the disparity between the knowledge of the average consumer of pension 
products and the sellers, and managers of private pension funds require a robust system of 
consumer protections and dispute resolution. 
 
11. Consumer confidence in the integrity of a private pension and the long-term security of 
retirement savings is paramount to the success of any system, particularly early in its 
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development. This can be achieved in part through effective regulation and supervision, but these 
are insufficient to ensure success. Supervisory authorities rarely have sufficient resources to 
address individual cases and often face the competing imperatives of ensuring that individual 
benefits are paid, and the long-term solvency of a pension fund is maintained. Public awareness 
of benefits arising from the private pension scheme is an essential requirement to ensure 
confidence in, and the security of, any private pension system. 
 

III. THE TECHNICAL ASSISTANCE 
 
A. Impact and Outcome 
 
12. The TA is aligned with the following impact: more inclusive and sustainable development 
process promoted.7 The TA will have the following outcome: legal, regulatory, and institutional 
arrangements for an improved pension system in Mongolia strengthened.8 
 
B. Outputs, Methods, and Activities 
 
13. The TA will support the development of the legal, policy, and institutional frameworks 
needed to introduce a supplementary private pension scheme in Mongolia. The TA activities will 
be implemented through legal, institutional, and policy advice; and capacity development. The TA 
will also support the development of a communication strategy to ensure awareness of the 
proposed pension reforms among policy makers and the public. 
 
14. Output 1: Legal and regulatory framework for the establishment of a private pension 
scheme developed. This will include developing a law on supplementary pension savings, which 
will address the benefit structure, the method for payment of benefits, and the provision of 
matching contributions for individuals not participating in the public social insurance system. In 
addition, it will include revising the Law on Personal Income Tax (revised version) 2017; the Labor 
Code (revised version) 2016; the Law of Mongolia on Investment Funds, 2013; and the Law of 
Mongolia on Social Insurance (revised version), 2017. 
 
15. Output 2: Institutional arrangements for systems operation and asset management 
developed. These will include developing (i) a framework of standards for establishing, licensing, 
operating, and supervising employer-sponsored supplementary pension plans; (ii) standards—to 
control the investment portfolios, manage risks in the investment process, present results, and 
credit individual accounts with investment returns—that would apply to pension investment funds 
for inclusion in the Law of Mongolia on Investment Fund; and (iii) a comprehensive prudential 
framework—including regulatory oversight and redress mechanisms—that would apply to 
pension investment funds for inclusion in the new law on supplementary pension savings. 
 
16. Output 3: Awareness of new pension arrangements among government officials, 
private sector stakeholders, and the public enhanced. Awareness raising is needed among 
policy makers, private sector stakeholders, and the public about the rationale behind, and the 
potential benefits from, the establishment of a private pension scheme, especially to boost 
awareness of the existence of and need to address the system’s persistent gender disparities 
(footnote 5). The TA will provide for the development and implementation of a communication 
strategy and for training government officials and private sector stakeholders. 
 

                                                
7 Government of Mongolia. 2016. The Action Plan of the Government of Mongolia 2016–2020. Ulaanbaatar. 
8 The design and monitoring framework is in Appendix 1. 
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C. Cost and Financing 
 
17. The TA is estimated to cost $530,000, of which $500,000 will be financed on a grant basis 
by ADB’s Technical Assistance Special Fund (TASF 6). The government will provide counterpart 
support in the form of office space and other in-kind contributions and will also assist in arranging 
meetings with counterpart agencies. The key expenditure items are listed in Appendix 2. 
 
D. Implementation Arrangements 
 
18. The executing agency will be the Ministry of Finance; the implementing agencies will be 
the Ministry of Labor and Social Protection, and the Financial Regulatory Commission of 
Mongolia. ADB will administer the TA, recruit international and national individual consultants, 
and carry out procurement following the ADB Procurement Policy (2017, as amended from time 
to time) and Procurement Regulations for ADB Borrowers (2017, as amended from time to time). 
The implementation arrangements are summarized in Table 1. 
 

 Implementation Arrangements 
Aspects Arrangements 
Indicative implementation period August 2018–February 2021 
Executing agency Ministry of Finance 
Implementing agencies Financial Regulatory Commission of Mongolia (Lead Implementing 

Agency) 
Ministry of Labor and Social Protection 

Indicative consultants inputs To be selected and engaged by ADB 
 Individual selection: 

actuarial specialist 
International expertise, 1 
person-month 

$20,000 

 Individual selection: 
pension law specialist 

International expertise, 3 
person-months 

$60,000 

 Individual selection: 
pension policy specialist 

International expertise, 3 
person-months 

$60,000 

 Individual selection: 
communication specialist 

International expertise, 3 
person-months 

$60,000 

 Individual selection: 
econometrist 

National expertise, 1 
person-month 

$4,000 

 Individual selection: tax 
lawyer 

National expertise, 4 
person-months 

$16,000 

 Individual selection: 
accountant and/or 
management consultant 

National expertise, 4 
person-months 

$16,000 

 Individual selection: 
communication specialist 

National expertise, 4 
person-months 

$16,000 

Disbursement The TA resources will be disbursed following ADB's Technical 
Assistance Disbursement Handbook (2010, as amended from time to 
time). 

ADB = Asian Development Bank, TA = technical assistance. 
Source: Asian Development Bank. 
 
19. Consulting services. The TA implementation period is from August 2018 to February 
2021. ADB will engage four international consultants (a total of 10 person-months) and four 
national consultants (a total of 13 person-months) following the ADB Procurement Policy (2017, 
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as amended from time to time) and its associated project administration instructions and/or staff 
instructions.9 
 

IV. THE PRESIDENT'S DECISION 
 
20. The President, acting under the authority delegated by the Board, has approved the 
provision of technical assistance not exceeding the equivalent of $500,000 on a grant basis to the 
Government of Mongolia for the Support for the Establishment of a Supplementary Pension 
System, and hereby reports this action to the Board. 

                                                
9 Terms of Reference for Consultants (accessible from the list of linked documents in Appendix 3). 
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DESIGN AND MONITORING FRAMEWORK 
 
Impact the Technical Assistance is Aligned with 
More inclusive and sustainable development process promoted (The Action Plan of the Government of 
Mongolia 2016–2020)a 

 

Results Chain 
Performance Indicators with 

Targets and Baselines 
Data Sources and 

Reporting Mechanisms Risks 
Outcome By 2021:   
Legal, regulatory, and 
institutional 
arrangements for an 
improved pension 
system in Mongolia 
stengthened 

At least one set of legal and 
regulatory drafts and one set of 
proposed institutional 
arrangements submitted to MOF 
(2018 baseline: not applicable) 

Data from MOF, Ministry 
of Labor and Social 
Protection, and Financial 
Regulatory Commission 
of Mongolia 

Government 
priorities 
change. 

Outputs By 2021:   
1. Legal and regulatory 
framework for the 
establishment of a 
private pension 
scheme developed 
 

1. Draft legislation and required 
revisions to existing laws and 
regulations developed (2018 
baseline: not applicable) 

1. Legal drafts Unexpected 
staff turnover in 
executing or 
implementing 
agencies delays 
implementation. 

2. Institutional 
arrangements for 
systems operation and 
asset management 
developed 

2a. One set of standards for 
establishing, licensing, operating, 
and supervising employer-
sponsored supplementary 
pension plans developed (2018 
baseline: not applicable) 
 
2b. One set of standards to 
control the investment portfolios, 
manage risks in the investment 
process, present results, and 
credit individual accounts 
developed (2018 baseline: not 
applicable) 
 
2c. Comprehensive prudential 
framework, including regulatory 
oversight and redress 
mechanisms, that applies to 
pension investment funds 
developed (2018 baseline: not 
applicable) 
 

2a–c. Biannual ADB 
consultant’s report 

 

3. Awareness of new 
pension arrangements 
among government 
officials, private sector 
stakeholders, and the 
public enhanced 

3a. Nationwide coverage 
achieved through 10 public 
service announcements (2018 
baseline: not applicable) 
 
3b. Proposed pension reforms 
covered by at least three news 
outlets (2018 baseline: not 
applicable) 
 

3a. Radio, television, 
internet 
 
 
 
3b. Newspapers 
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Results Chain 
Performance Indicators with 

Targets and Baselines 
Data Sources and 

Reporting Mechanisms Risks 
3c. Understanding on the part of 
members of at least two civil 
society organizations of the 
proposed pension reforms 
increased (2018 baseline: not 
applicable) 
 
3d. Understanding on the part of 
at least 25 government officials 
and/or private sector 
stakeholders (50% women) of 
the proposed pension reforms 
increased (2018 baseline: not 
applicable) 

3c. Proceedings, list of 
participants 
 
 
 
 
 
3d. Proceedings, list of 
participants 

 

Key Activities with Milestones 
 
1. Legal and regulatory framework for the establishment of a private pension scheme developed 
1.1 Consultants fielded by October 2018. 
1.2 Inception workshop held by November 2018. 
1.3 First draft legislative framework prepared by February 2019. 
1.4 Final draft legislative framework prepared by December 2019. 
 
2. Institutional arrangements for systems operation and asset management developed 
2.1 Consultants fielded by October 2018. 
2.2 Inception workshop held by November 2018. 
2.3 Draft report prepared by June 2020. 
2.4 Final report prepared by December 2020. 
 
3. Awareness of new pension arrangements among government officials, private sector 

stakeholders, and the public enhanced 
3.1 Consultants fielded by October 2018. 
3.2 Inception workshop held by November 2018. 
3.3 Draft report prepared by December 2019. 
3.4 Final report prepared by October 2020. 
3.5 Campaign implemented, and training sessions completed by December 2020. 
Inputs 
ADB: $500,000 (TASF 6) 
 
Note: The government will provide counterpart support in the form of office space and other in-kind 
contributions. 
Assumptions for Partner Financing 
Not applicable. 
ADB = Asian Development Bank, MOF = Ministry of Finance, TASF = Technical Assistance Special Fund. 
a Government of Mongolia. 2016. The Action Plan of the Government of Mongolia 2016–2020. Ulaanbaatar. 
Source: Asian Development Bank. 
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COST ESTIMATES AND FINANCING PLAN 
($'000) 

Item Amount 
Asian Development Banka  
 1. Consultants  
  a. Remuneration and per diem  
   i. International consultants 200.0 
   ii. National consultants 52.0 
  b. International and local travel 48.0 
  c. Reports and communicationsb 100.0 
 2. Training, seminars, and conferencesc  
  a. Conferences and workshops 32.0 
  b. Resource persons and survey 35.0 
 3. Contingencies 33.0 
    Total 500.0 

Note: The technical assistance (TA) is estimated to cost $530,000, of which contributions from the Asian Development 
Bank (ADB) are presented in the table above. The government will provide counterpart support in the form of office 
space and other in-kind contributions. The government will also assist in arranging meetings with counterpart agencies. 
The value of the government’s contribution is estimated to account for 5.7% of the total TA cost. 
a Financed by ADB’s Technical Assistance Special Fund (TASF 6). 
b Includes the cost of translation and interpretation of international practices and/or guidelines, reports, and other TA 

outputs. 
c Travel costs of ADB staff acting as resource persons and/or facilitators may be charged to the TA, provided that prior 

agreement of the implementing agencies has been secured. 
Source: Asian Development Bank estimates. 
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