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1. Brief Description of the Country

1.1. Physical, Demographic and Socio-Economic Profile

Mongolia is a landlocked country bordering with the Russian Federation in the north and the People’s Republic of China in the south. The country occupies 1,564,116 sq km. It is ranked as the seventh largest country in Asia and the 18th largest in the world. Its population is 2.5 million; making Mongolia’s population density the world’s lowest. As of April 2007  more than one million people or 38% of its population live in the capital city, Ulaanbaatar, which is growing rapidly.  Nearly 67% of the city’s population is less than 35 years old. Mongolia’s terrain is characterised by vast semi-desert, grassy steppe, and mountains. Arable land constitutes less than 1% of the total area.

More than 36 % of the population lives below the poverty line (LSMS 2002/2003), rising underemployment, environmental degradation, rural stagnation to lack of access to basic services. The animal husbandry sector continues to be the main source of income for 40% of the labor force, although it produces less than 20% of GDP. Mongolia’s export is heavily dependent on a few commodities (minerals, cashmere, and textiles) that constitute 80% of total exports and international market prices of which are highly volatile and unpredictable. While there are promising potential of mining economy for development, there are also associated social and environmental risks. 
As shown by the data in Table 1, in recent years, overall the Mongolian economy has enjoyed solid economic growth, low inflation and rising foreign investment.

Table 1. Macroeconomic indicators, 2002-2007

	Indicators 
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	GDP growth rate (%)
	4.3
	6.1
	10.6
	7.0
	8.4
	8.4
	9.5

	Inflation rate(%)
	3
	5.1
	8.3
	12.1
	6.0
	6.0
	24.2

	Unemployment rate(%)
	3.4
	3.5
	3.4
	3.4
	3.5
	3.6
	3.5

	Foreign Investment (mln)
	77.8
	131.5
	92.9
	188.3
	130.0
	91.0
	82.9

	Exchange rate (MNT/$)
	1,125
	1,170
	1,209
	1,221
	1,164

	1,170
	1,268


Source: EBRD, IMF 2006, Fitch

Inflation has subsided since its mid-2005 peak due to harsh weather conditions and consequent meat shortage. It has remained stable in light of strong domestic demand fueled by higher incomes and growing remittances from workers abroad.

Despite the strong growth during 2002-2006, the country remains relatively poor, with an estimated per capita GDP of $1,075 in 2006 and 36.1 percent of the population still living below the poverty line. Recent in-migration to urban areas remains substantial, particularly to Ulaanbaatar as the population has grown from 800,000 in 2000 to 1.2 million in 2006.

Loss of livestock, lack of alternative income sources, weak or non existent infrastructure in the country side and pursuit of better living conditions and educational opportunities drives nearly 35,000 people move to UB each year. Eighty percent of in-migrants settle in ger settlements on the city’s outskirts. Approximately 60 percent of the city’s population lives in these areas as apartments are lacking in supply.

According to Mongolia’s National Statistics Office (NSO) 2006 Bulletin, Mongolia’s total population as of year end 2006 was 2.594 million, which represented a 1.2% increase since 2005. Mongolia’s population has maintained steady growth between 1.1-1.5% per year over the past few years and this level of growth is expected to continue in the near term. 

Of the 2.594 million people in Mongolia, 2005 estimates indicate that approximately 520,000 or 20% of the population inhabit structures meeting standard hygiene and sanitary requirements and connected to basic infrastructure, such as water, sanitation, and heating. This figure implies that approximately 2 million reside in dwellings that do not meet modern living standards. According to the Ministry of Construction and Urban Development (MCUD), urban households (55% of all households in Mongolia are urban) have an average of 4 people per household. If it is given that 2 million people live in substandard structures and there is an average of 4 people per household, it can be inferred that the present approximate need for housing units meeting standard hygiene and sanitary requirements is 500,000 units. Based on this basic demand approximation there remains a significant unmet demand for housing in Mongolia. However, demand in this sense is more representative of need and does not take into consideration what portion of the population can actually afford housing at market interest rates, which is questionable and remains undefined.  

Currently, about a third of the country’s population lives in Ulaanbaatar, a third in other urban centers and a third in rural areas as nomadic herders.  Providing modern services to a sparsely located population and generating sustainable employment and modern living conditions has become more difficult with adverse effects on both the population and environment.  

In Mongolia, housing is highly correlated with poverty in urban areas.  Almost 90 percent of the poor live in ger areas in Ulaanbaatar and in aimag centers the figure is just over 80 percent.

Economic growth

GDP real growth accelerated over the 2nd quarter of 2008, reaching 11.3 percent over the last 12 months. The main engines of growth were services and agriculture, contributing 4.2 and 3.8 percentage points respectively to GDP growth. By contrast, as of July, real gross industrial output increased by only 2.3 percent year-on-year (yoy), with mining production even recording a decline of 1.9 percent in real terms. Reasons for this decline despite high world prices are: (i) an inelastic copper extraction due to depleted resources in Erdernet copper mine and (ii) a marked slowdown of official gold production by 17.3 percent yoy, as a result of the windfall tax. Although the direct contribution of mining to economic growth is small or even negative, this remains Mongolia’s main foreign exchange earner, with large export revenues from high world metals prices and sustained FDI flowing into the sector over the first half of the year. 

In the second quarter of 2008, economic growth 

	Gross Domestic Product
	Agriculture
	Industry, construction 
	Services
	Net taxes on products 

	2006
	8.6%
	1.6%
	2.1%
	2.2%
	2.6%

	2007
	9.9%
	3.4%
	2.1%
	3.2%
	1.2%

	I -2008
	10.2%
	3.4%
	1.7%
	3.5%
	1.6%

	II - 2008
	11.3%
	3.8%
	1.0%
	4.2%
	2.2%


Note: Quarterly figures are annualized growth figures over the previous 4 quarters 
Source: National Statistical Office 

Inflation
Inflation accelerated further over the summer, up to 34.2 percent yoy as of August 2008, but started declining in September down to 31.7 percent yoy. Inflation drivers shifted over the summer from food to non-food items. Since May 2008, food inflation slowed down to 19.6 percent yoy, as a result of declining world food prices, the impact of a tighter monetary policy, and the announcement of a relatively good harvest. World food prices started falling over the summer (see box 1). At the border, prices of sugar, wheat (highest grade), potatoes, and rice all started declining 

Oil prices at the pump increased by 40 percent over the summer, prompted by the announcement that the Russian export tax would be further increased by 20 percent starting in August 2008 and by a further rise in world oil prices (until July). Since then, domestic oil prices have started to decline by 2 percent in September, as world crude oil prices dropped from US$147 per barrel to US$90 (early October). In addition, Russia announced at the end of September a plan to cut taxes from US $486 per ton to $372 starting from October, in an attempt to stimulate its domestic oil production. As of end of September, Russia’s oil production fell for the ninth consecutive month as producers struggle with rising costs and maturing fields. 

Monetary and financial developments
The combination of a relatively rigid exchange rate and increasing commercial access by domestic banks to foreign financial markets has undermined the effectiveness of monetary policy as an instrument to manage inflation. As of September 2008, monetary authorities let the exchange rate appreciate slightly (by 3.2 percent yoy) against the dollar to limit inflationary pressure on domestic prices. This appreciation still corresponded to a nominal depreciation of the domestic currency against the Euro and the Chinese RMB of 4.8 and 7.2 percent respectively. In Mongolia, 75 percent of settlements are done using the US dollar but an increasing share is done using Chinese RMB. From a policy standpoint, letting the exchange rate appreciate would be the most efficient way to curb inflation and would increase the effectiveness of monetary policy.

1.2. Political and Administrative Structure

Until 1990, the Mongolian Government was modeled on the Soviet system; only the communist party--the Mongolia People’s Revolutionary Party (MPRP) officially was permitted to function. The dramatic shift toward reform started in early 1990 when the first organized opposition group, the Mongolian Democratic Union, appeared. In the face of extended street protests in subzero weather and popular demands for faster reform, the politburo of the MPRP resigned in March 1990. In May, the constitution was amended, legalizing opposition parties, creating a standing legislative body, and establishing the office of president. 

The president is the head of state, commander in chief of the armed forces, and head of the National Security Council. He is popularly elected by a national majority for a 4-year term and limited to two terms. The constitution empowers the president to propose a prime minister, call for the government's dissolution in consultation with the  State Great Hural (SGH) (Parliament) chairman, initiate legislation, veto all or parts of legislation (the SGH can override the veto with a two-thirds majority), and issue decrees, which become effective with the prime minister's signature. In the absence, incapacity, or resignation of the president, the SGH chairman exercises presidential power until inauguration of a newly elected president. 

The government, headed by the prime minister, has a 4-year term. The prime minister is nominated by the president and confirmed by the SGH. Under constitutional changes made in 2001, the president is required to nominate the prime ministerial candidate proposed by a party or coalition with a majority of members of the SGH. The prime minister chooses a cabinet, subject to SGH approval. Dissolution of the government occurs upon the prime minister's resignation, simultaneous resignation of half the cabinet, or after an SGH vote for dissolution. 

Local hurals are elected by the 21 aimags (provinces) plus the capital, Ulaanbaatar. On the next lower administrative level, they are elected by provincial subdivisions and urban subdistricts in Ulaanbaatar and all aimags. 

Mongolia’s current system of Administrative and Territorial Units (ATUs) consists of one capital city, 21 aimags and 331 soums.  The capital city is divided into nine districts with the aimags and soums divided into 1671 bags and khoroos.  

1.3. Financial Sector

The banking sector in Mongolia encompasses three types of financial institutions: commercial banks, non-bank financial institutions (NBFIs) and savings & credit cooperatives (SCCs). The 16 commercial banks dominate the financial sector having underwritten about 90 percent of total credit. The remaining is broken down among NBFIs and SCCs. The banking sector’s capital base has increased significantly partly as a result of  the increase in minimum capital requirements from 4 billion to 8 billion tugrugs The commercial banks report assets of MNT 2,315 billion and equity worth MNT 295 billon (as of December 2006). 
Total banking assets are approximately 64 percent of GDP. Financial service development has advanced rapidly as illustrated by the increase in domestic credit-to-GDP ratio from 20 percent in 2002 to 40 percent in 2005. Loans to individuals have expanded from 40 - 70 percent per year since 2004 reaching 37 percent of total loans outstanding as of mid-2005, compared with 28 percent in 2003.  Intense competition for deposits and market share has decreased profitability - return on assets has declined from around 4 percent in 2002 to 2.7 percent in 2006. Non performing loans have remained stable. Interest rates are still high but spreads have compressed. Competition for both borrowers and savers is intense leading to declining loan rates and high deposit terms. Loan funding comes primarily from demand deposits, time deposits of less than one year in maturity or equity. Only a few financial institutions have access to long term funds primarily through international financial institutions and donor programs. At 9 percentage points, loan margins are still high; this is a result of credit and liquidity risk. Interest rate risk is usually passed on to the customer in the form of variable rate  loans.

Mortgage lending has increased sharply since 2002, reaching MNT 71 billion at year end 2006 nearly doubling from the MNT 36 billion outstanding in 2005. At the end of 2006, mortgage loans accounted for 3.1 percent of bank assets and 6.3 percent of outstanding loans.1 Although some banks began limited mortgage lending in 2001, the process was kicked off with on-lending activities of the ADB Housing Finance Sector Program (HFSP) in May 2003. Five banks participated in that program: Anod, Golomt, Mongol Post, Savings and Zoos banks. As of December 21 2007, over 2,400 loans totaling MNT 28.2 billion have been disbursed under this project. The partner banks have contributed 25 percent of these funds from their own resources. The HFSP funds were fully disbursed in 2005 and principal repayments are used as a revolver to refinance additional loans.  
MORTGAGE MARKET ENVIRONMENT AND HOUSING FINANCE
	
	2003
	2004
	2005
	2006
	2007
	2008

	Total Debt Outstanding /billion MNT/
	8,2
	19,1
	30,8
	74,3
	164,6
	217,1

	Total Debt Outstanding  Changes,%
	0%
	131%
	62.1%
	140.9%
	121.5%
	0.00%

	Total Debt Outstanding Per Borrower:
	7.76
	6.58
	6.46
	8.27
	10.01
	13.09

	Numbers of Total Borrowers
	1,057
	2,892
	4,774
	8,984
	16,444
	16,590

	Market I.R /Ann , %/:
	12%
	14.48%
	14.73%
	17.83%
	15.96%
	18.71%

	 Original W.A. LTV % :
	83%
	70%
	76%
	76%
	68%
	70%


In 2008 most banks has stopped issuing housing loans due to lack of resources. Mortgage demand was high in 2007-2008. Boom in the construction sector allowed population to seek loans for housing. Some of largest banks have reached their limits, established by the Bank of Mongolia, for housing loans. The reason of decrease of the housing loans were: (1) banks reached limits in housing and construction loans, (2) lack of additional funding for banks, (3) bank’s total housing and construction loan growth was high recent years, (4) pay-back period was long /5-10 years/. Though banks have slowed down of the housing loans, demand for housing loans are still high. This resulted in deposit interest rate increase for banks to get additional resources. On the other hand, the increase of construction materials prices lowered opportunities for low-income population to pay for newly constructed apartments. Construction sector growth had also decreased due to inability of people to pay for housing. Moreover, decline in construction lending left many construction works unfinished. Banks and Government made series of steps to inflow funds to the construction sector. BOM took steps to lend resources to commercial banks in order to issue loans for unfinished constructions. The tendency with housing and construction loans after the first half of 2008 was to improve. The situation was improved after banks received additional funding from domestic and foreign markets.               

In recent years the housing supply intensively expanded allowing the segment of creditworthy population to receive mortgage loans. The slight increase in the housing price in the second half of 2007 was related to the construction material’s price increase. However, this trend was tended to decrease in the second half of 2008. Despite this decrease in housing price, most of the country’s population lack resources to purchase a house and repay a mortgage loan.

At the very situation, when the housing supply is expanded and the demand to purchase apartment are high, it is very important to create a favorable legal environment allowing the creation of new resources for housing loans by issuing securities backed by the mortgage loan receivables. This will make possible to refinance new mortgage loans and provide new sources for the new housing loans.     
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Currently, 11 of the 16 commercial banks make mortgage loans. Khan Bank, the largest bank by assets also has the largest share of the mortgage market at 30 percent having doubled its loan portfolio in 2006. Trade & Development Bank, Golomt Bank and XacBank each have about 10 -12 percent of the market. The loan portfolio mix seems to be fairly balanced between USD and MNT loans. As shown in Table 2 below, there were significant increases in loan issuance in both the “1 - 5 years” and “5 and more years” categories. Nearly all of these mortgages were funded by bank deposits and equity capital due to lack of medium and long term resources.

Table 2. Mortgage loan volume 2005 – 2006, MNT billions

	
	
	
	
	

	r2006 – Total*


	34.5
	56.7  
	22.8
	71.0

	Up to 1 year
	2.5 


	7.4
	5.4
	4.1

	1 – 5 years
	13.7 


	27.8
	9.7
	33.6

	5 and more years


	18.2 


	21.4
	7.7
	33.3

	2005 – Total
	25.3 
	8.9
	3.3
	36.2

	Up to 1 year
	0.7


	1.0
	0.9
	0.9

	1 – 5 years
	6.4 


	3.1
	0.6
	8.9

	5 and more years


	18.1 


	4.8
	1.8
	26.4


Ye

*Numbers are for standard loans only which are current and not in default.

Source: Bank of Mongolia Consolidated Loan Report of Banking System, 2005

and 2006

Some non bank financial institutions have also originated mortgages but in volumes significantly lower than those of commercial banks. The mortgage interest rate was significantly lower than those charged on SME and micro loans so the company has stopped originating new mortgages. NBFIs in general have limited funding sources, which constrains their ability to originate mortgage and home improvement loans. 
Interest rates on mortgage loans are high and lending terms are medium in maturity. Average loan amounts are about MNT 15 million (USD $13,000). Mortgage loans are typically variable rate, based on bank cost of funds and are self-amortizing. Underwriting calculations are somewhat problematic as many borrowers have substantial income that is not reported. Most banks and some NBFIs interviewed stated that they made home improvement loans (HIL) as well. 
Depending on the amount, the lender secured the loan with a mortgage on the property or pledge of other collateral. The greatest risks in the Mongolian mortgage market are credit and liquidity risk. Interest rate and exchange rate risk are lesser concerns as these are often passed on to the borrower.

Regarding the uniformity of existing Mongolian mortgage loan products, terms range from 1 month to 10 years. Table 3 provides an overview of existing mortgage terms. Some interest rates are fixed for the life of a mortgage loan, but most are adjusted anywhere from twice per year to once after three years of payment and thereafter, fixed for the life of the loan. Some banks have a standard interest rate, applied to all mortgage loans over a certain period of time, while others apply risk-based interest rates applying a range of rates depending on specific borrower profiles. Current interest rates available on the market for MNT loans range from 1.4083% per month to 2.5% per month and for USD denominated loans the range is from .9917% per month – 2.5% per month. 
Table 3. Summary of Mortgage Loan Tenors Available by Portfolio, ADB and Commercial Bank funded both MNT and USD
	

	
	ADB
	MNT
	USD

	Lender
	Min Loan Tenor
(months)
	Max Loan Tenor
(months)
	Portfolio Average Loan Tenor
(months)
	Min Loan Tenor
(months)
	Max Loan Tenor
(months)
	Portfolio Average Loan Tenor
(months)
	Min Loan Tenor
(months)
	Max Loan Tenor
(months)
	Portfolio Average Loan Tenor
(months)

	Anod
	24
	120
	24
	21
	120
	87
	36
	120
	91

	Capital
	NA
	NA
	NA
	12
	36
	18
	12
	36
	18

	Capitron
	NA
	NA
	NA
	12
	60
	36
	12
	60
	35

	Golomt
	12
	120
	120
	12
	96
	84
	12
	96
	84

	Khan
	NA
	NA
	NA
	NA
	60
	NA
	NA
	60
	NA

	Mongol Post
	36
	120
	96
	12
	60
	36
	12
	60
	36

	TDB
	NA
	NA
	NA
	12
	120
	78
	12
	120
	84

	Xac
	NA
	NA
	NA
	36
	120
	NA
	12
	120
	NA

	Zoos
	24
	120
	103
	6
	96
	51
	24
	60
	48

	Ave. Months
	24.00
	120.00
	85.75
	15.38
	96.00
	55.71
	16.50
	81.33
	56.54

	Ave.  Years 
	2.00 
	10.00 
	7.15 
	1.28 
	8.00 
	4.64 
	1.38 
	6.78 
	4.71 

	
	
	
	
	
	
	
	
	
	

	
	Market Average Minimum Tenor
	(Months)
	18.63
	(Years)
	1.55
	
	

	
	ADB, MNT, USD
	
	
	
	
	
	
	

	
	Market Average Maximum Tenor
	(Months)
	99.11
	(Years)
	8.26
	
	

	
	ADB, MNT, USD
	 
	
	
	
	
	
	

	
	Market Portfolio Average Tenor
	(Months)
	66.00
	(Years)
	5.50
	
	

	
	ADB, MNT, USD
	 
	
	
	
	
	
	


Source:  Margueritte Harlow., 2007 “ A  review of the Mongolian Primary Mortgage Market”

Chart 1 illustrates the development of interest rates for loans and deposits. Interest rates are still high but spreads have compressed. Competition for both borrowers and savers is intense leading declining loan rates and high deposit terms. Loan funding comes primarily from demand deposits, time deposits of less than one year in maturity or equity. Only a few financial institutions have access to long term funds primarily through international financial institutions and donor programs. At 9 percentage points, loan margins are still high; this is a result of credit and liquidity risk. Interest rate risk is usually passed on to the customer in the form of variable rate loans.

Chart 1: Development of interest rates in the

Mongolian banking sector (2001 - 2007)

            
[image: image5]
Source: IMF; BOM
In 2008 deposit interest rate was 18.6% annual, loan interest rate 21.5% annual. 
Each bank provides different interest rates for each portfolio. Average interest rates in the tables below are not weighted. For those banks that use a range of interest rates, an average of the minimum and maximum was included to contribute to the overall average calculation. Golomt applies a 1.750% interest rate to UB city properties and a 1.80% interest rate to region and rural properties. Khan Bank applies the 1.650% interest rate to existing apartments and homes and uses the 2.00% interest rate for renovation and construction loans.

Table 4. Current Monthly Mortgage Market Interest rates 

	ADB Interest Rates Available

	Lender
	1 Rate
	2 Rate
	Fixed 
	Adjustable
	Combo

	Anod
	1.130%
	
	Yes
	
	 

	Capital
	
	
	
	
	 

	Capitron
	
	
	
	
	 

	Golomt
	1.167%
	
	Yes
	
	 

	Khan
	
	
	
	
	 

	Mongol Post
	1.145%
	
	
	Adjusted 2x/yr
	 

	TDB
	
	
	
	
	 

	Xac
	
	
	
	
	 

	Zoos
	1.109%
	 
	 
	Adjusted 2x/yr
	 

	Average
	1.138%
	 
	 
	 
	 

	Bank Funded MNT Denominated Current Market Interest Rates

	Lender
	1 Rate
	2 Rate
	Fixed 
	Adjustable
	Combo

	Anod
	1.000%
	 
	Yes
	 
	 

	Capital
	2-2.5%
	
	Yes
	
	 

	Capitron
	1.700%
	
	Yes
	
	 

	Golomt
	1.750%
	1.80%
	
	
	Yes*

	Khan
	1.650%
	2.00%
	Yes
	
	 

	Mongol Post
	1.700%
	
	
	Adjusted 1x/yr
	 

	TDB
	1.408%
	
	
	Adjusted 1x/yr
	 

	Xac
	1.5625%-2.19%
	
	
	Yes
	 

	Zoos
	1.583%
	 
	 
	Adjusted 2x/yr
	 

	Average
	1.657%
	 
	 
	 
	 


Source:  Margueritte Harlow., 2007 “ A  review of the Mongolian Primary Mortgage Market”

The development of the banking sector 

Assets 
Compared with the previous quarter the total assets of the banking sector have increased by 7.7 percent or by 276.1 billion MNT to 3,849.4 billion MNT in the first half of 2008. 
Considering composition of the total assets, domestic loans made up 65.9 percent, foreign assets 11.8 percent, claims from other banks 7.0 percent, bank reserves 5.2 percent and the rest made 10.1 percent. 
The assets of Khan bank, Golomt bank, TDB, Anod bank, Mongol Post Bank and Zoos bank make 78.2 percent of banking sector’ total assets. 

Domestic loans 
The outstanding domestic loans reached 2559.4 billion MNT by the first half of 2008. This is an increase of 9.6 percent or 223.4 billion MNT compared with the last quarter. Domestic loans of Khan bank increased by 60.6 billion MNT, of Golomt bank by 51.5 billion MNT, of TDB by 48.1 billion MNT, of Xac bank by 17.5 billion MNT, of Capital bank by 16.6 billion MNT, of Ulaanbaatar city bank by 9.9 billion MNT and of Anod bank by 8.3 billion MNT respectively. The loans of Khan bank, TDB, Golomt bank, Mongol post bank, Anod bank, Zoos bank compose 77.6 percent of banking sector’ total loans. While loan outstanding have risen, the ratio of non-performing loans fell down to 2.9 percent by June of this year, which is lower by 1.0 point compared with the same period of the previous year. 

Time Deposits 
70.5 percent of total time deposits is denominated in MNT and 29.5 percent in foreign currency.

1.4. National Development Policies

A number of studies and proposals for the development of both primary and secondary mortgage markets in Mongolia are in existence. A USAID/Economic Policy Support Project report dated December 26, 2002 by Development Alternatives, Inc. on the “Development of Mortgage-Backed Securities Market in Mongolia”, recommended the establishment of a mortgage-backed securities (MBSs) market in Mongolia and the establishment of a new secondary mortgage market company. More recently, an ADB report dated May 2, 2005 by PADCO, on “Mongolia Urban Development and Housing Sector Strategy”, made a series of recommendations designed to assist government in the implementation of its “40,000 Houses Program”. Among these was the establishment of an Implementation Unit within MCUD to actively promote and monitor said Program. And in order to provide buyer financing for a majority of the 40,000 houses program, as a continuation and rounding-off of its prior Financial Sector Program Loans (FSPL I and FSPL II), is now in negotiations with GOM on a proposed US$15 million loan with US$600,000 TA for a “Financial Sector Reform Program”. The proposed reforms will “seek to (i) reduce the cost of borrowing and expand access to credit by improving the collateral framework, (ii) protect depositors from poor governance practices in banks, (iii) enhance the role of the NBF sector in savings mobilization for investment capital, and (iv) improve investor confidence by reducing the risks from potential money laundering through the financial system”. All measures which will greatly contribute to the development of housing finance system. 
2. Housing Conditions and Housing Policies

2.1. Housing Conditions 
According to the 2000 Census, some 55 percent of all households in Mongolia live in urban areas, defined as Ulaanbaatar, the 21 aimag centers and a selection of 22 additional settlements or villages.  National Statistical Office data from 2003 on the size of urban settlements show that the majority of urban settlements in Mongolia have between 500 and 1,000 resident households, or between 2,000 and 5,000 people. Close to 70 percent are occupied by less than 1,000 households.  

Table 5.  Households and Housing Types by Census Category

	Location
	Households
	Housing

	
	Numbers
	%
	% Conventional
	% Ger

	Ulaanbaatar
	161,273
	29.8
	78.2
	21.8

	Aimag Centers
	118,104
	21.8
	62.5
	37.5

	Villages 
	17,021
	3.1
	73.9
	26.1

	Soum Centers
	85,381
	15.8
	43.3
	56.7

	Rural
	159,470
	29.5
	10.1
	89.9

	Total
	541,149
	100
	49.1
	50.9


Source: "Technical Assistance to Mongolia for Developing an Urban Development and Housing Sector Strategy",

Ulaanbaatar’s dominance continues to grow.  The estimated population of the city as of January 2005 is 915,531, which is 36 percent of the country’s total population and 62 percent of the urban population.  Between 2000 and 2003, the increase in population for Ulaanbaatar was greater than that for the country as a whole.  More than half of all economic entities at the time of the census were located in Ulaanbaatar, which produced 51.6 percent of the country’s gross domestic product (GDP) in 2000.  The average production of a typical aimag accounted for only 2.3 percent of GDP.

Most urban households have four members (23 percent), followed by five members (18 percent) and three members (17 percent). The average household size in Ulaanbaatar was 4.6 persons per household.  Mongolia’s urban population is very young.  The largest age group in the urban population was 10 to 14 years, followed by 15 to 19 years.  Some 48 percent of the urban population is within the most economically active period in life (20 to 55 years).

Unemployment in urban areas—18.7 percent—is higher than the national unemployment rate and the rural unemployment rate, 14.2 percent and 10 percent, respectively.2  The urban poverty rate of 30 percent, however, is lower than the national and rural figures, 36.1 percent and 43 percent, respectively.  Ulaanbaatar has the lowest percentage of poor—27.3 percent.  The incidence of poverty in aimag centers is 33.9 percent.  Almost 90 percent of the poor live in ger areas in Ulaanbaatar and in aimag centers the figure is just over 80 percent.  In urban areas, only a quarter of the poor have access to piped water from central sources, compared to half of the non-poor.3  

According to the 2000 Census, nearly 72 percent of urban households live in conventional housing (i.e. apartment units, private houses and all-weather houses in the ger areas), while some 38 percent live in apartments, virtually all of which have now been privatized.  Only two aimags, which include the cities of Erdenet and Darkhan, had more than 50 percent of their urban households living in apartment buildings, and Ulaanbaatar had close to 45 percent.

The percentage of urban households in all of the aimags having water, indoor toilet and electricity services was about 40 percent or roughly the same as the percentage of households living in apartments.  In Ulaanbaatar, this percentage was 48 percent for all its residents, and almost 61 percent for households in conventional housing.  The majority of private houses and virtually all households living in gers did not have the combined water, toilet and electricity services.  

Almost 55 percent of urban households living in conventional housing had access to centralized heating, a clear indicator of acceptable housing conditions in Mongolia’s climate.  

While almost 50 percent of urban households living in conventional housing have both hot and cold water piped into their units, this percentage is heavily influenced by more favorable conditions in the three major urban areas, Ulaanbaatar, Erdenet and Darkhan.  Piped in hot water is less common in the other aimags.  

The five largest urban centers, according to the 2000 Census: Ulaanbaatar, Erdenet, Darkhan, Choibalsan and Murun, include roughly 39 percent of the country’s total population and have more than 80 percent of the apartment units, generally located in fully planned and serviced areas.  As a result, compared to the rest of the country, conventional housing in these five cities is much better serviced with centralized heating (62.1 percent of the households living in conventional units compare to 15.4 percent for the rest of the country), piped in hot and cold water (58.9 percent to just 9.0 percent), in-house, sole use bathroom (58.9 percent to 15.5 percent) and inside toilet (61.5 percent to 17.7 percent).

Currently about 49.1 percent of the country’s population is living in the 265,5 thousand apartment and housing units with total floor area of 6878 m2, whereas remaining 50.9 percent is residing in ger dwellings. However, only 20 percent of the population is living in the adequate housing with connection to the heat supply, hot and cold water supply and sewerage system.

In terms of the size of the living area per person in the country urban and rural areas represent

respectively 6.7 m2 and 5.6 m2, which are by 30-40% lower than that of provided by the national standard and 2 times lower than international practice.

Ger areas typically exhibit a mixture of very poor, poor, low-income, better-off, and middle-income people. Data on the poverty incidence in ger areas are not available except for Darkhan (51%), Ulaanbaatar (28%), and Zuunmod (60%). Formal unemployment is very high in the ger areas at 20-40%. Urban poverty in Mongolia is due mainly to lack of sufficient and stable income. However, lack of access to social and municipal services (particularly heating, water, and sanitation) and inadequate housing (lack of heating and hot water, insufficient insulation) aggravate poverty in the ger areas.

Urban areas in Mongolia present two very different and distinct patterns of residential development. The first involves planned areas based on Soviet-style planning practices and featuring multi-family housing surrounded by vaguely defined open space. The second involves “temporary” ger areas that are characterized by long strips of large, unserviced plots with wide roads on at least two sides, now dominate urban growth.. Both types of layout are found in virtually all of the country’s urban settlements. From the early 1990s onwards, Mongolia experienced rapid urbanization, and, particularly since 1998, many rural families and herders have moved to the outskirts of Ulaanbaatar and the aimag centers, where they live in gers and low-cost housing. About 59% of Mongolia’s 2.5 million populations are classified as urban; more than half of the urban population is in the capital, Ulaanbaatar.

A ger is the traditional circular felt tent of Mongolian nomads. Informal urban settlements, characterized by 
a variety of shelter types, predominantly ger tents, are referred to as ger housing areas. The majority of the rural and even 60% of the urban population are still living in gers. 
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As a result, there has been a growing disparity in the provision of services between ger areas and formal housing development. Over 90 % of ger households in the subproject cities have electricity, but virtually none are connected to any central heating network. Instead they use individual coal, dung or wood-burning stoves for cooking and heating. Water is mostly trucked into ger areas and supplied through kiosks located up to 1 km or more from the farthest households. Having to carry water over such long distances, often in adverse weather, has limited the average amount of water used by ger area residents to between 4 and 10 liters/person/day, an amount that is well below the recommended health standards of the WHO. Moreover, the cost of water obtained from kiosks is as much as 20 times more than that paid by apartment dwellers for centrally supplied water. For sanitation, virtually all of the households in the subproject areas use primitive pit latrines that are not only inconvenient, but also a growing hazard to human and environmental health.

Infrastructure networks in the formal urban areas, while better than those in ger areas, are typically old and deteriorated, particularly in the secondary towns. Not only is their technology outdated, but inadequate maintenance and repair work over many years have also reduced the efficiency of these networks and made them unsuitable for future urban growth.

2.2. Stakeholders in Housing

The Ministry of Road, Transportation, Construction and Urban Development (MRTCUD) was separated from the former Ministry of Infrastructure with the formation of the new government in 2004.  With this move it has strengthened its internal structure to create a more efficient system for urban development.  Its main Departments include Urban Development, Land Administration and Construction and Public Services.  The Ministry has also incorporated and reorganized the former Government Executing Agency on Construction, Urban Development and Public Utility into its structure as the MCUD Construction and Public Sector Utility Support Center.  The role of this center is to provide direct technical support and research studies to MCUD in policy development, implementation and coordination; improve the laws and regulations concerning construction and urban development; develop appropriate norms and standards; provide technical expertise and diffuse technology; establish a data base; and train local professionals.

The former Government Regulatory Agency on Land Affairs, Geodesy and Cartography (GRALAGC), established in 2002 to administer and coordinate land affairs under the Land Law and Land Privatization to the Citizens Law, has also been reorganized and incorporated into the Ministry as the Land Affairs, Geodesy and Cartography Agency (LAGCA).  Its main duties include the: development and implementation of the Land Management Master Plan; establishment of the Land Fund data base; keeping of records on land owners and leasers; implementation and monitoring of the cadastre; and execution of immovable property registration, valuation and assessment. 

All budgetary organizations including MRTCUD are now regulated by the Public Sector Finance and Management Law (PSFML).  This law requires the development of an output oriented business plan and strong financial discipline on expenditures.  It has made the Ministry a more active participant in housing and urban development.  

In Ulaanbaatar, urban policy development and implementation activities are undertaken by the City Development Policy and Coordination Division (CDPCD) located in the Capital City Governor’s Office.  Its primary responsibility is the implementation of the Governor’s Action Plan.  The Capital City Urban Planning, Research and Design Institute (UPRDI) is also under the Governor’s Office and is one of the professional bodies responsible for planning urban development and conducting research and design.  The Director of CCUPRDI is the Chief Architect for Ulaanbaatar City. 

The MRTCUD and City of Ulaanbaatar are considering the establishment of a joint, state-owned enterprise for housing and urban development that would be responsible for arranging land permissions consistent with the Master Plan, developing Housing Area Action Plan (HAAP) schemes and working with private developers. It is anticipated that this joint central and local government effort will have a positive impact on decision-making and on facilitating developer participating in the 40,000 Houses Program.  Increasing buyer access to mortgage financing will also be pursued. 

At the aimag level, the Infrastructure and Environment Division in the aimag Governor’s Office is responsible for urban development and policy implementation. The Chief Architect, who is appointed by the aimag Governor, is in charge of this office.  His role in urban development decision-making, however, is greatly diminished by the lack of ability to negotiate with the Ministry of Finance about the allocation of investment funds. Enactment of the PSMFL has given line ministries greater power to conduct these negotiations, which increases local government reliance on the central government for financing.

The Urban Development Institution of Ulaanbaatar is responsible for developing appropriate human settlement structure, and for defining priority areas of regional economic development, the main roles of Capital city and other cities, and approaches to reducing negative impacts caused by increasing migration. 

Local Public Utility Service Organizations (PUSOs) are to be continued and progressively privatized.  There is a need to monitor and evaluate the performance of those already privatized in order to provide appropriate support. 

A number of private consulting companies have been involved in the development of Master Plans for the pillar cities. Given the magnitude of the ger upgrading effort it is important that such public-private collaboration in the planning effort be developed.  In the long run, this will enable communities to work with private planners to present their own proposals to the government for neighborhood improvement. 

A growing number of Community Based Organizations (CBOs) are being established to help organize and provide services to ger area communities. CBOs are formally registered as non-profit organizations and have been instrumental in implementing the JFPR program, both the making of small-scale loans to residents and the management of the Integrated Community Centers.  Their role in ger area development is likely to expand as greater experience and confidence are gained and more CBOs are formed.     

2.3. Housing Policies- Government and Civil Society

In mid-1997, the Government and the ADB began development of a sound legal and policy framework for the housing sector in Mongolia. The ADB provided TA that helped prepared the Housing Law, National Housing Strategy(NHS) Housing Privatization Law and the Condominium Law. In 2002, the ADB and the GOM continued this cooperation through the Housing Finance Sector Program, which provided funds for on-lending to partner banks to offer mortgages to low and middle income households as well as TA to build knowledge and expertise in mortgage finance in the commercial banks and government stakeholders. 

Under the NHS, housing policies are now to be demand driven, with standards and regulations geared to adequate and affordable housing provided by individuals and enterprises. The NHS is designed to: (i) transfer the financial burden of housing to the private sector; (ii) improve the quality of existing stock; (iii) establish a land registration and valuation system; and (iv) assist vulnerable groups. The NHS marks a new relationship between Government and the private sector with the Government playing an enabling role, guiding and regulating the development of the housing market and supporting the private sector provision of housing. 

Housing Area Action Plan (HAAP)s, now form a key component of Government housing policy. HAAPs are ger area upgrading and housing site development projects (i) based on the initiatives of local communities and governments, (ii) reflecting local environmental and socioeconomic conditions, and (iii) focusing on sites where housing and infrastructure improvements are most effective. The goal is to provide sufficient plots to serve all levels of housing affordability and to derive as much revenue as possible in exchange for individual rights to develop the plots. Pilot projects were implemented for HAAPs in Darkhan, Zuunmod and Ulaanbaatar under Housing Finance Sector Project which  are the first examples of the approach. 

Aided by Government’s policy initiatives, housing markets are now beginning to develop in urban areas. This is evidenced by the construction and sale of private apartments, trade in ger houses and plots.  

As a follow on to the Government Action Program for 2004 – 2008, the Parliament passed Resolution 144 “Approval of the 40,000 Houses Program” dated 27 June 2005. The objective of this Program is to increase the total national supply and finance for housing. To that end the MCUD established the National Housing Center (NHC) in 2005. In 2006, the Cabinet replaced the Center with the Mongolian Housing Finance Corporation (MHFC), which is joint venture of the MCUD, MOF and UBC, with percentage shares of 24.5, 24.5 and  51 percent, respectively.

The Master Plan for the implementation of the 40,000 Houses Program was delineated in Resolution 200, which was passed in 2006. The five major strategic objectives of the  Program are: 

1. Establish new townships for housing units;

2. Improve density of housing units in Ulaan Baatar and other urban centers and

3. settlements;

4. Develop the ger districts;
5. Facilitate development of hosing and real estate market relations; and

6. Support construction material production industry and capacity building of

7. human resources.

Table 6 summarizes the 40,000 house program and its implementation:

Table 6. 40,000 Houses Program units & implementation units
	Category
	Number of Units
	Mode of Program Implementation

	Apartment
	Improve the efficiency of existing infrastructure of 10,000 apartments within Ulaanbaatar
	a) construct apartment buildings in un-built

areas of the city by improving existing

infrastructure

b) demolish existing buildings and construct

new ones subject to the initiatives of

residents

c) add new stories in compliance with the

technological requirements on the

existing buildings with satisfactory

technical conditions

d) improve housing conditions for the

houses not connected to the utilities by

providing the connections

e) complete the construction of and make

operational the un-finished apartment

buildings

f) modify un-operational buildings for

housing purpose



	Cottage/

starter

houses


	Construct

15,000 new

housing units in

the UB area

consisting of

new apartments

and detached

houses


	a) develop new towns with 15,000 units in

outskirts of the city by providing housing

infrastructure in the currently

undeveloped areas

b) construct housing utilities and engineering

infrastructure in the undeveloped areas of

outskirts of the city

c) construct housing areas together with

social and service facilities



	Khashaa

services &

housing

loans


	Improve the

infrastructure in

ger regions

wherever

possible -

connect 15,000

existing gers to

modern basic
infrastructure


	a) policy to gradually convert existing ger

areas into modern detached housing

areas by improving housing conditions of

15,000 households as a result of

individual connections of the ger plots to

water supply and sanitation facilities

b) improve ger area planning and design

based on community initiative and

participation

c) redevelop ger areas towards convenient

housing areas by connecting them to the

ware supply and sanitation systems

d) where possible connect some ger areas

to district heating systems




Source: 40,000 Houses Program Master Plan, Annex 1

Resolution 69 dated July 6, 2006 authorizes the MOF to issue MNT 60 billion in 2-year treasury bonds each year for five years. The bonds will be issued both domestically on the MSE and internationally. The tentative MHFC investment plan calls these funds to be used to finance both construction loans for builders and mortgage loans for borrowers. The builder funds will be lent directly by the MHFC to developers; the mortgage funds will be passed through commercial banks to provide loans to the homebuyers. Funds from the central budget should be made available to develop required infrastructure. Most of the land will be donated by UB City or other municipalities. 
MHFC’s activities to date include the issuance of MNT 1 million in 9-month securities as a pilot and the announcement of its first construction tender on March 8th.  During the course of the Working Group’s efforts in the formulation of the MHFC and housing policy initiatives a number of studies and recommendations have elaborated on the importance of a Housing Finance Institution (HFI) to development of the secondary mortgage market. The key stakeholders agreed that a sustainable, market-based system for the delivery of housing finance to meet the borrowing needs of low and middle income households is required.

HAAP Contribution to the 40,000 Houses Program: The following figure 1 indicates the different types of HAAP projects that can contribute to the achievement of the 40,000 houses projects.
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Figure 1.  Model for the 40,000 Housing Program
To make its proposed 40,000 units affordable to low and medium income households, government has introduced a number of supply-side subsidies, among which the following stand out:

• Below market land costs

• Below market mortgage interest rates on government funded loans

• Reduced rental rates on government owned apartments

• VAT and income tax exemptions

• Custom duties exemption for construction equipment and materials

These supply-side subsidies, although undoubtedly well intended, suffer from the following

negative impacts which, in effect, render them less than efficient:

• They are market distorting, crowding out the private sector

• They are indiscriminate in their impact, favoring both deserving and non-deserving

beneficiaries

• They dilute the share of subsidies reaching intended beneficiaries

Government Intervention for Housing Finance

In Malaysia and Thailand, secondary mortgage corporations were established for realizing long term housing loans. Malaysian mortgage system is referred as a good model for the other Southeast countries. The Mongolian government also adopted the Malaysian system for the establishment of MIK which was established in 2007. USAID provides a technical assistance for them so as to upgrade the investment environment to attract foreign and domestic investors, to clarify the security standards, and to pass the related laws (“The Law on Securitization and Asset Backed securities” and “The Law on Collateralized Mortgage Bonds”) in the State Great Khural.

In the four countries, the central governments provide the preferential interest rate of funds together with the benefits of tax exemption for public institutions to develop the low cost housing. In Mongolia, MHFC also can use the housing fund financed from a 60 billion Tg of national bond for both the housing construction (60% of the total fund) and the housing loan (40% of the total fund) and can develop the national and city-owned land gratis. However, the national bond is pooled in the commercial bank which is in charge of the risk management for providing the fund. MHFC is not authorized to manage the housing finance by themselves because of the lack of their financial capacity.

In Indonesia, the Philippines and Thailand, the public financial Institutions provide the low interest rate loan for the low-income house purchasers. In Mongolia, MHFC provides the housing loan indirectly for those households whose monthly income is over 450,000 Tg (middle income class) through the commercial bank in which the national bond of 60 billion

TG is pooled. The specification of the housing loan is:

· Maximum amount of loan: 25 million Tg at maximum

· Down payment: Over 25% of the purchasing price

· Interest rate: 11% per year

· Repayment period: 10 years

· Maximum amount of repayment: Within 40% of annual household income

This loan system in Mongolia is not accessible for low income class households and it’s

difficult even for the middle income class households to purchase the houses of 50 ㎡ sold at US$ 500/㎡. A steep rise in housing purchasing prices makes it more difficult.

In Singapore, China, and Malaysia, the central provident fund (pension fund) is utilized for house purchasers. People in each of these countries enjoy the benefits from this fund when they purchase houses. In Singapore, 40% of monthly salary is paid for the fund by both employer and employee. In contract, in Mongolia, the national government legally prohibits the use of pension funds for another purpose, but this policy should be reviewed for new housing financial sources.

In the countries above, low income class people are usually subsidized directly through discounting the sale price by the national government. In Mongolia, a steep rise in construction cost hinders adopting this type of subsidiary system, but USAID is now providing a technical assistance for the Mongolian government in order that all the middle income class people with household income over 300,000 TG/month can access the housing loans by subsidizing the house purchasers for the down payment.

The national governments of the Southeast Asian countries search for the innovation of thefinancial policy and system so as to enable commercial banks to incorporate in the public finance field. However, the importance of public finance institutions has to be examined in Mongolia in order to raise the cheap fund to assist the low income class people in purchasing houses.

Government Interventions for Housing Development

Each of the four Southeast countries has a public housing corporation/developer established under the control of the national government who is obliged to supply housing for the low income class. In these countries, there is no public institution like MHFC which is a limited liability company and can’t target the low income class housing.

In the four Southeast countries, the national governments oblige the private developers to provide the low income class houses in their development sites at a certain portion. For instance, 20% of houses constructed should be allocated for the low income class for large scale projects over a certain scale in the Philippines, 60% of houses for large scale projects over 200 ha in Indonesia, and different percentages of houses depending on project scales in Malaysia. However, this type of obligatory allotments of low income class houses is not going well in these countries. Thus, it is important to provide incentives for private developers such as deregulation of floor area ratio and tax exemption in exchange of the construction of low income class houses.

The percentage of low cost houses constructed by public institutions is different by country in the four Southeast Asian countries, on average 10% to the total houses constructed. The Mongolian government can refer to this percentage as one of the targeted indicators. The national governments of the four countries allow the public institutions to develop middle income class houses in order to cross-subsidize development of low income class houses. In Mongolia, MHFC is also adopting this system, but cannot develop the low income class houses because of a steep rise in the construction cost.

Each of the four Southeast countries has separate public institutions for housing finance and housing development while MHFC has both the functions in itself. However, the financial function of MHFC depends much upon the capacity of commercial banks, which are very weak. The merit of MHFC is that it can provide the low priced houses (about US$500/㎡), compared with those by private developers (US$650/㎡ to US$1,000/㎡), as it can develop the national and city-owned land gratis and they have exclusive contracts with plants producing the cement and iron reinforcing rod. The commercial bank takes care of funding for housing construction and housing loan, but it takes so much time to provide the fund and they face the troubles, as the regulation for construction cost and the funding procedure is very severe and complicated.

3) Rental House Development

Development of rent houses is not so popular in the Southeast Asian countries because the maintenance and operation is costly compared with the rent income. For example, 1 % of the total houses are developed for rent in Indonesia, 10% in Thailand; and in Malaysia, rent houses are developed only for poor immigrants and seasonal workers only for 5 years. In

Mongolia, most of the houses are self-owned and MHFC has no plan to develop rent houses.

Some immigrants to UB City seem to rent a part of the relative’s houses in Ger areas. The rent house issue is expected to be examined as temporary accommodations for the increasing immigrants to UB City.

In Indonesia, the government examines the possibility of public financing for the private development of rent houses. As most of the immigrants into UB City are very poor, it may be difficult to introduce this type of housing policy in Mongolia; however it’s worthy strudying the possibilities in Ger areas.
4) Slum Clearance

New housing policies have been put into practice for the slum clearance in the four Southeast Asian countries. The mainstream of these slum clearances is community-led environment improvement of living conditions. It’s programmed through the participatory bottom-up approach by dwellers and NGOs, not the conventional top-down approach by the government. The following are such projects of the four countries:

􀁹 Indonesia: Community mortgage projects named KIP-Plus executed for the land and

housing development with Kampung Improvement Project

􀁹 Thailand: Self-help housing construction, improvement of living conditions and job

creation with micro-finance provided by “Community Organizations Development institute

(CODI)”

􀁹 The Philippines: Urban redevelopment of slum districts with community mortgage

program by National Housing Authority (NHA)

􀁹 Malaysia: Low cost house development for removing squatters by “State Economic

Development Corporation (SEDC)”

In Mongolia, a community mortgage program is executed by ADB and NGOs in the limited number of Ger areas; however it is very important to apply the community mortgage program in larger Ger area more effectively by enhancing the community network.

In Mongolia, there are no community organizations like “Community Organizations

Development Institute (CODI)” in Thailand which cope institutionally and sustainably with the issues of worsening living environment. It is preferable to establish such an organization to solve the present urban problems in Ger area.

Targeted Housing Policy Framework

In this Section, the housing policy framework in Mongolia is discussed in reference to the housing policies of the four South Asian countries. The current housing policies in Mongolia lean to the housing supply side although it should include the demand side. In this line, new organizations to enhance the current housing policies in housing finance (demand side) and development (supply side) system are also described. The housing policy framework should cover the following:

􀁹 Targeted Housing Policy Framework

􀁹 Housing Demand and Supply

􀁹 Construction Cost Policy

􀁹 Affordable Housing Model

1) Housing Finance System (Demand Side)

For the enhancement of the current housing finance system in Mongolia, the establishment of

“Housing Development Financing Institution (HDFI)” and “Community Organizations

Development Institute (CODI)” is very important for the assistance of low income and poor

people groups. The basic concepts of these two organizations are explained below.

(1) Housing Development Financing Institution (HDFI)

In the Housing Law of Mongolia, the article to enable the establishment of “Housing Development Fund (HDF)“ had been incorporated for the purpose of the housing and infrastructure development, and thereby the financial resources and the disbursement procedure was precisely stipulated. 
However, the central government invalidated this article by the Law on Government Ad Hoc Fund approved on 29th June 2006. The loan agreement of ADB’s “Housing Finance Project (HFP)” stipulates “of the immediate establishment of ad hoc account for the housing financing fund at the Bank of Mongolia and by the finalization of the project, the remaining account subsidy should be transferred into HDF and should be utilized as the subsidy for further crediting actions”. The implementation manual of this project stipulates “the operation of the project administrative unit will be finalized as of 30 June 2007, and according to the loan agreement by 15th May 2033 or for 32 years, the loan must be repaid completely.”

Since the start of the project implementation, HDF has distributed the housing finance loan of a total of 24.5 trillion TG to 2,199 borrowers via the commercial bank. Currently after the loan

NATIONAL GOALS AND TARGETS IN HOUSING SECTOR
National Development Strategy of Mongolia (NDSM) (2007) defines policy for the next decade toward supporting human development and economic growth. City planning and construction development policy, included in the NDSM, indicates the acceleration of urban construction and sets the strategic objectives, such as:

1. Creation of favorable living conditions for city residents and other settled area:

a.  40000 and 100000 housing program

b. Improve engineering infrastructure 

2. Implementation of a National Housing Strategy:

a. Increase number of funding source

b. Introduce new technologies in production of construction materials

c. Provide housing subsidies

d. Provide households with housing

e. Support private sector participation in building infrastructure

3. Improve land use in cities and refine the system of property registration: 

a. Accelerate land reform

b. Establish land information system

4. City planning and production of new types of construction materials

Implementation of the National Housing Strategy

Under the Housing Sector Finance Project 28.3 billion MNT housing loans were disbursed to 2473 borrowers, and under the ADB Improving the Living Environment of Ger Area 1.2 million USD housing loans issued to 1822 citizens in 2003-2007. For the purpose of allowing population to have access to housing loans, Government bonds were placed in participating banking institutions, and as a result, the construction of 1773 apartments have been started.

40000 Houses Program, started since 2004, has intensified the development of the construction sector and urban development. As of April 2009, total of 34000 apartments were completed. However, though housing demand of citizens are high, increase of price per square meter of apartment up to 850 USD made mortgage loans expensive to low-and –middle income borrowers.

Table: Implementation of 40000 Housing Program 

	Indicators
	2004
	2005
	2006
	2007
	2008
	Total

	Constructions completed
	5274
	5173
	8596
	6932
	5575
	31550

	Of which: apartments
	2048
	2912
	3740
	3747
	3295
	15742

	                  houses
	3226
	2261
	4856
	3185
	2280
	15808


Source: National Statistical Office, 2008

Table: Government bond financing (40000 Housing Program)

	No.
	Indicator
	Amount  (billion MNT)

	1
	Total budget
	57.1

	2
	Bonds placed in banks
	28.3

	3
	Construction loans
	16.4

	4
	Housing loans
	4.6

	5
	Budget balance
	36.1

	6
	Bond outstanding balance
	7.3

	7
	Required additional financing
	28.8


Source: Housing Finance Corporation, 2008

Table: Housing loans to citizens
	Banks
	Mortgage loan borrowers
	Total /mln MNT/

	
	Gov.officials
	Citizens
	Total
	

	Golomt
	40
	17
	57
	954,337.1

	Ulaanbaatar
	43
	14
	57
	759,671.0

	Anod
	24
	19
	43
	872,425.0

	Capital
	57
	51
	108
	2,071,654.0

	Mongol Post
	5
	8
	19
	20,000.0

	Total
	169
	109
	278
	4,678,087.6


Housing Policies and Progress of Implementation

“40,000 Housing Units Program”

In 2000, only 46.7% of housing consisted of apartments with complete utilities. Based on the Ulaanbaatar City Master Plan 2020 this share is planned to increase to 82%. To jumpstart this target, the “40,000 Housing Units Program 2006─2009” was formulated as the major principal plan on urban planning, especially for the housing sector.

The program’s strategies are: i) to establish new housing areas, ii) to improve housing

density, iii) to upgrade the Ger areas, iv) to facilitate the development of housing and real

estate market relations, and v) to support construction material production and capacity

building.

The target of this program is to build 40,000 houses—28,000 in Ulaanbaatar, 8,000 in its satellite towns, and 4,000 in aimags, i.e. 2,500 in pillar cities and 1,500 in aimag centers. Of these figures, more than 20,000 housing units will be built in new towns and new residential projects, Meanwhile, 70% of Ger areas will be redeveloped either by undergoing land readjustment or by living conditions improvement. At present, no new town plans have been launched yet, while some residential projects have already been

started by the private sector.

Based on this program, the ADB commenced the “Urban Development and Housing Sector Strategy,” with proposals on establishing the implementing body for the 40,000 housing stock, community-based development, housing finance, etc. In October 2006, the “Mongolian Housing Finance Corporation” was established as a state-owned implementing body for this program.
Strategies and Key Issues of “40,000Units Housing Program”

Strategy Key issue

1) To develop a new housing complex

2) To develop Ger districts

3) To develop infrastructure

4) To develop housing and mortgage market relations

5) To support building materials manufacture and human resource capacity building

a) Construction of 40,000 houses implementation unit in MCUD

b) Restructuring Ger area neighborhoods and their urban services

c) Low-cost alternative infrastructure and services

d) Infill and mixed-income housing areas

e) Support to CDS-based economic, infrastructure, and housing development

f) Establishment of an independent housing finance institution

Source: “40,000 Units Housing Programme Master Plan 2006─2009”, MCUD, 2006

The Study on City Master Plan and Urban Development of Ulaanbaatar City (UBMPS)

3. Housing Finance System

3.1. History and Evolution of the Housing Finance to the Economy

Until the early 1990s, the norm for new housing provision was public sector construction of pre-fabricated apartment buildings. With the collapse of the construction industry and the virtual end of public sector housing supply, it is recognized that the incremental improvement of housing in ger areas, beginning with the traditional ger and ending with a substantial all-weather house, will become the predominant path to affordable housing for low-income households. In addition, while privatization of the existing housing stock is virtually complete at over 90 percent, the condition of the existing housing stock is seriously deteriorating because of inadequate financing for necessary maintenance.  

While there are no official estimates of housing demand in the country, the total cessation of public housing construction coupled with high migration has led to a rapid growth in ger areas over the past several years, especially in Ulaanbaatar. Also, while the official definition for apartments is one household per apartment, often more than one household are sharing an apartment. Housing demand is also manifested in the number of new ger area plots being issued by various offices of the Ulaanbaatar local government. Ger housing areas and the doubling up in apartments have absorbed the majority of the population increase from 1992 to 1998.4 Accordingly, the Government has taken steps to establish the policy and legal framework for the creation of such a market based shelter and urban services sector. 

In mid-1997, the Asian Development Bank (ADB) and the Government embarked on developing a sound legal and policy framework for the housing sector in Mongolia. ADB provided a small-scale technical assistance (TA)5 to help prepare the Housing Law (HL), the National Housing Strategy (NHS), the Housing Privatization Law (HPVTL) and the Condominium Law. The HL set out housing sector objectives that would be pursued by Government including (i) creating conditions whereby citizens can provide themselves with adequate housing that meets health and safety requirements; (ii) implementing a housing and associated infrastructure development policy based on market requirements; (iii) encouraging the involvement and increasing the responsibilities of the private sector in the planning, construction, maintenance, and repair of housing and residential infrastructure; and (iv)developing the ger housing areas into comfortable housing areas. Accordingly, the Condominium Law and the HPVTL were approved by Parliament in 1997; and the HL and NHS were approved in April 1999. ADB then fielded a follow-on TA6 to (i) help develop the institutional capacity to implement the NHS within the context of new and amended legislation; and (ii) establish the framework for a housing finance system. Substantial progress was made under this TA, including (i) establishing condominium associations; (ii) initiating four pilot housing area action plans (HAAPs) for new housing and existing ger areas, which promoted the bottom-up process of planning; (iii) assessing the feasibility of a housing development fund (HDF) that had been provided for in the HL; and (iv) preparing the basis and justification for a PPTA to establish a housing finance system in Mongolia. B
On the institutional side, Bank of Mongolia and 10 PCBs established a Mongolian Mortgage Corporation (MIK). MIK is supposed to act as a liquidity facility for commercial bank mortgage lending, but is presently taking steps to standardize mortgage documentation and underwriting procedures pursuant to establishing a secondary mortgage market. 

In order to implement Government’s 40,000 Houses Program as well as increase the total national supply and finance for housing, Government decided in August 2006 to establish a joint venture Housing Finance Corporation (HFC) comprised of MCUD, MOF and Ulaanbaatar City , with percentage shares of 24.5%, 24.5% and 51%, respectively. A Board of Directors has been appointed as well as the Managing Director and a staff of some 50 officers. However, in spite of being called a Housing Finance Corporation, the HFC is totally concentrating on the supply of middle income apartments along with the relevant infrastructure.

3.2. Contribution of Housing and Housing Finance to the Economy

By the end of 2000 there was a lack of long-term mortgage finance for housing, but also the inadequate legal framework with respect to property rights and the weak institutional capacity of Mongolian commercial banks, both of which kept them from lending for housing. The major sources of housing finance for all but high-income households were their own savings and family assets. On the other hand, the results of socio-economic surveys for the HFSP indicated an overwhelming demand for new and improved housing. Much of the demand was for apartments or a completed house, which could be built in the short construction season. 

Nearly 2,500 loans have been disbursed by ADB project with a value of some MNT 28 billion and an average loan size of MNT 11.2 million. The five PCBs: Anod Bank, Golomt Bank, Mongol Post Bank, Savings Bank, and Zoos Bank have financed over MNT 25.0 billion, 25 percent of which is from their own funds and 75 percent from the ADB.  The vast majority of loans, 97 percent, have been borrowed to buy either existing (62%) or new apartments (29%), with 6% being used for housing completion, 3% for renovation of houses and 0.2% for improvement of condominium associations. With respect to borrowers, 44% were from private companies, 41% from public organizations, 8% self employed, 4% international organizations and 3% from NGOs. Some 61% took loan term from 7 to 10 years, 21% taking loan terms from 5 to 7 years and 13% 3 to 5 years, 5% less than 5 years. Significantly, the loan-to-value ratio is quite low at 56.5 percent, with an average unit cost of MNT17.9 million. That means on average borrowers invested some 43.5% of the total cost of the unit from their own funds. Applications by Mongolian citizens for mortgage loans were accepted by the PCBs starting in May 2003. Monthly servicing of these loans commenced in June 2003, and as of the end of October 2007, the PCBs reported that 100 percent of loan repayments were current.
One of the major objectives of the Project was “to contribute to the longer term objective of establishing a sustainable, market-based system for the delivery of housing finance to meet the borrowing needs of low- and middle-income households”. While the HFSP has not and could not meet the total borrowing needs of the low and middle income households, it has significantly contributed to establishing a sustainable, market-based housing finance system. The HFSP has had an important impact on the finance and banking sectors by introducing a new loan product, which exists in most developed countries. Given the secure collateral and the longer term of mortgage finance, versus short term commercial loans, banks have begun to realize the low risk nature of mortgage loans. Given the overwhelming increase in the supply of houses and apartments, mainly for middle and upper income households, expanded mortgage lending will be critical to buyers to finance the purchase of the units. Not only are all the PCBs lending their own funds for mortgage finance, but several non-participating commercial banks are also doing so. However, rates vary from as high as 2% per month for up to 5 years to as low as 6% per year for up to 10 years to bank employees. Thus, the vast majority of moderate and low income families earning less than MNT500,000 per month can not afford mortgage loans on commercial bank terms, nor even the average HFSP size loan on HFSP terms.

The lending terms including interest rate, loan maturity, and loan size applied under the project  became the bench mark for providing long term housing loans in Mongolia. It is highly encouraging to note that the PCBs are utilizing their own funds to provide loan term housing loans with maturities of 15 years. This will definitely contribute to the sustainability of housing finance system in Mongolia. In particular, the Project was a catalyst in establishing a comprehensive and sound primary mortgage market in Mongolia amounting to MNT 150 billion which is almost 5 times the ADB mortgage portfolio of MNT 30 billion. BOM is also in the process of preparing standard mortgage loan regulation documentation based on the ADB housing finance project experience.  Comparing to 2003, interest rate has decreased by 50 percent. 
3.3. Governance of the Housing Finance Market

The legal basis for mortgages of immovable property is contained primarily in the Mongolian Civil Code. Under the Civil Code the mortgagee needed to bring a claim in court to enforce a mortgage. This process is inefficient in Mongolia as the Law on Civil Procedure had no provisions that dealt specifically with mortgage enforcement so the foreclosure was cumbersome and the courts were biased towards the borrowers. The Law on Non-Judicial Foreclosure of Mortgaged Assets, dated 7 July 2005, was drafted to address this shortcoming. However it was subsequently cancelled, due to challenges in court and a subsequent ruling by the Constitutional Court of Mongolia. However, a legal working group, including the Ministry of Justice, is now preparing a comprehensive law on Asset-backed securitization and Covered Mortgage bond the draft law on Mortgage Collateral Law of which was discussed by the Cabinet several times will be submitted to Parliament for ratification soon.

In order to implement the completion of the 40,000 Houses Program, the major activities of the Housing Finance Corporation (HFC) are to finance and build housing in Ulaanbaatar (1,600), all the aimag centers (40 each), all the soums (4 each with 4 more in Pillar Soums such as Kharhorin), redevelop centrally located ger areas in Ulaanbaatar, and build dormitories for about a 1,000 students. The HFC therefore has powers to issue both investment (construction) and finance (mortgage) bonds amounting to some MNT60 billion each year for up to 5 years. Using funds allocated from the central budget, it also develop the required urban infrastructure for its housing projects as well as main infrastructure lines in ger areas as required. Thus, the HFC has five main divisions: administration, investment and loan, housing, urban development (with branch offices in every aimag center), and information and monitoring.
In March 2006, the Bank of Mongolia and ten commercial banks signed a Memorandum of Understanding to form a privately-owned housing finance institution. The Founding Agreement of the Mongolian Mortgage Corporation or MIK was signed in September 2006 with ten banks and the BOM as shareholders. MIK became operative on 14 November 2006 after obtaining legal registration. MIK is registered as a limited liability company (LLC).

According to BOM, it is envisaged that MIK will be similar to the U.S. Government’s Ginnie Mae with the implicit guarantee of BOM. MIK’s first securtization will either be in mortgage-backed bonds (MBBs) or MBSs. it is envisaged that MIK will issue more sophisticated securities in the form of ‘strips’, e.g., IOs, those which make interest only payments and/or POs, those which make principal only payments. To this end, two USAID advisors are working in BOM, one on formulating security transactions and the other on developing a Ginnie Mae type of secondary mortgage market. Thus, it was not envisaged that financing for low income ger area households would or could be a part of MIK. However, MIK plan for 2008 outlined to target its activities lending for low income households.  
The State Monetary Policy indicated that BOM is paying more attention for development of sustainable housing finance system in Mongolia. 

There is an evident want of standardization of critical primary mortgage market functions in Mongolia today. In Michael J. Lea’s paper, The Role of the Primary Mortgage Market in the Development of a Successful Secondary Mortgage Market, it states that “true and sustainable secondary market development cannot proceed unless and until the primary market is able to produce a sufficient volume of high quality mortgages that meet the servicing and performance requirements of investors.” Despite the current lack of market standardization in Mongolia, individual banks have already been making efforts to standardize procedures and mitigate risks in the face of numerous market constraints. As a result, all banks currently maintain portfolios with high rates of performance. Banks recognize the need to pursue a more inclusive level of standardization in the market as a whole and based on the interviews from this consultancy originating commercial banks appear more than prepared to cooperate to achieve this objective. The ADB program has already made efforts to standardize functions, which should lay the groundwork for further and more comprehensive market standardization, assuming all of the necessary support from the BoM and the government is present to enforce and uphold proposed market standards. The Standard Working Group (SWG) was established to create a platform for the BOM, mortgage loan originators, potential investors, and other stakeholders to collaborate to create a cohesive and sustainable approach to achieving market standardization.

Donor Activities in Urban Development
	Sector
	Donor
	Summary of Assistance

	Urban

Development
	GTZ
	“Integrated Urban Development Programme” (June 2006 – 2010): (1) Low-cost housing construction (cost- and energy-efficient housing), (2) Rehabilitation of apartments (energy efficient rehabilitation), (3) Integrated development strategies (participatory community development in Ger area), (4) Vocational training

	
	ADB
	“Urban Transport Development”: to improve public transportation in Ulaanbaatar (9 June,

2008 approved)

	
	ADB
	“Community Driven development for Urban poor in Ger areas” (Development of urban poor

in informal settlements areas) Japan fund US $ 1.5 million (15 April, 2008 approved)

	Housing Finance
	ADB
	“Urban Development and Housing Finance Project” (completed): (1) Establish

market-based housing finance through commercial banks, (2) Japan Fund for Poverty Reduction (JFPR) grant support to micro-finance institutions and savings and credit cooperatives under “Housing Action Area Plans” (HAAPs), (3) Urban redevelopment project in Dari-Ekh Ger area, and (4) Community Development of Ger Area in Erdenet (US$1.5 million)

	
	
	“Community-led Infrastructure Development Project” (funded by JFPR): Micro finance was provided by non-bank financial institutions to 11,000 households in UB City (100 –

1,100US$/HH, with interest of 6%/yr, 3 years of repayment period).

	
	USAID
	“Economic Policy Reform and Competitiveness Project” (completed): Mongolian Mortgage

Company (MIK) was established planning for direct subsidy program for down payment and interest payment.

	Infrastructure
	KfW
	Interest in rehabilitation and finance for waste water treatment system

	Transport
	ADB
	“Transport Strategy Paper” (planned): It will include mass transit (pre F/S level), short-term traffic management and capacity building.

	Ger area improvement
	UN-HABITA T
	Ger-Area Upgrading Strategy and Investment Plan (GUSIP) (Mar 2006 – Mar 2008): Comprehensive strategy development for Ger area

	
	UNICEF
	“Convergent Basic Social Service in Ger Area”. The Programme promotes effective convergence and delivery of basic services through the use of Family Empowerment Strategy – especially among the disadvantaged and vulnerable children and families. (Ongoing)

	
	JICA
	“Improving Access of Health System Among Migrants Excluded from Social System”. The number of unregistered citizens migrating from rural area has increased and in parallel the number of people who have no insurance has increased. The pilot project has promoted

and educated citizens the importance to be involved into social system especially health

insurance. (Jan.2008 – Jan 2009)

	
	JICA
	“Improving Water Hygiene Condition in Ger District”. The number of water bone diseases such as hepatitis and diarrhea has increased among migrants from country side in UB.

JICA and UNICEF constructed/rehabilitated water kiosks and school water related facilities

and providing training of proper use of water among community people. (Completed)

	Land management
	GTZ
	“”Cadastral Survey and Land Registration Project” (Loan, 2004-2008, Tg.12.8million): Cadastral mapping for integration into a National Land Information System

	
	MCC
	From 2008 to 2012, (1) Railroad project, (2) Property right project, (3) Vocational education project, (4) Health project will be implemented.

Property right Project includes a) land registration system, cadastral data development, digitized map system, and b) establishment of rental system of pasture in peri-urban area)


Japan International Cooperation Agency (JICA)

The Master Plan of Ulaanbaatar City was officially launched in 2001 with the target year

2020 (often referred to as “UBMP-2020” in this Report). The Master Plan was well-organized and well-considered with an international standard of planning methodologies. It also envisages a clear insight into rapid urbanization in Ulaanbaatar City toward the year 2020, and addresses appropriate visions on physical urban development based on a rational projection of rapid motorization and environmental measures to reserve water-shed and water resource. However, the overall urban growth management issue and land use control issue remain for further pursuit.

Various donors and NGOs have been involved in cooperation for projects of individual infrastructures and housing sectors including Ger area improvements. However, it seems that Ulaanbaatar City as well as Ministries concerned has not made best use of the properties, know-how and experiences gained through these projects/programs for their daily administration services. Although the coordination of donors’ contributions is inherently a task of the Mongolian side, but a common insight into urban planning issues should be shared among donor organizations.

Under such circumstances as described above, the Mongolian Government requested the Japanese Government to conduct “the Study on City Master Plan and Urban Development Program of Ulaanbaatar City.” In response to its request, Japan International Cooperation Agency (JICA) selected a consultant team, led by ALMEC Corporation under the JICA’s procurement regulation. The consultant team, or JICA Study Team, headed by Dr. Shizuo IWATA, was dispatched to Mongolia to commence the Study in March 2007.

The objectives of the Study, which were mentioned in the Scope of Work agreed upon by both governments, are threefold as follows:

• To revise the current master plan in the target years of 2020 and 2030 that includes countermeasures against expanding Ger areas in response to rapid socio-economic changes.

• To prepare action plans and make various recommendations to the implementing agencies in order to implement the revised master plan.

• To transfer technology to improve capacity in city planning of implementing agencies.

The existing Urban Master Plan, UBMP-2020 was planned in the development contexts of national and regional levels. Also Ulaanbaatar City with surrounding area was considered to be an independent zone for development planning. Since Ulaanbaatar City needs to alleviate population concentration by planning development of satellite cities, the following concepts were proposed:

• Further development of existing towns of Songino, Tuul, Ulziit, Khonkhor, Gatsuurt, Jargalant, and Terelj

• New town developments at Argalant, Rashaant, Bayanzurkh, and Bayangol

• Free trade zone development around Nalaikh Town

Communications and utilities were planned to be developed in satellite cities with industrial development of small and medium enterprises; thereby leading to the satellite cities in integrated settlement clusters.

While, National Development Strategy addressed the priority outcomes of regional development in the Phase I period of 2007-2015 as follows:

• Establish industrial and technological parks in regional pillar centers and the free economic and trade zones in the regions and make them operational

• Create basis for knowledge based economy.

To this end, the implementation strategy in the Ulaanbaatar Region includes the industrial developments in the three remote districts.

Ulaanbaatar Region Development Program (2005-2015)4 provides the basic principle to develop satellite cities and villages around Ulaanbaatar City to reduce the over-concentration of population and migration to Ulaanbaatar City. To this end, development of satellite cities were expected by new developments of industrial relocation from the Ulaanbaatar Region.

UN-HABITAT 

UN-HABITAT is providing technical support to the Municipality of Ulaanbaatar under the Citywide Pro-poor Ger-area Upgrading Strategy and Investment Plan (GUSIP) for Ulaanbaatar which is funded by Cities Alliance. The overall objective of GUSIP Project is to develop a citywide pro-poor Ger-area upgrading strategy and investment plan for Ulaanbaatar through a structured consultative process, involving public sector agencies, Duureg (District) and Khoroo (Sub-District) Councils and their communities’, private sector agencies, civil society organisations and NGOs, and academic and training institutions in city’s development decision-making.

Under the first phase of GUSIP Project implementation, UN-HABITAT has provided technical support to the Municipality of Ulaanbaatar in the preparation of the Ger area Upgrading Strategy. Activities under the first phase have included: (i) Information inventory and sharing; (ii) Information collection, review and analysis; (iii) Setting up of Ger area Upgrading Strategy’s scope and framework, and (iv) Consultative preparation of Ger area Upgrading Strategy.

Based on detailed analysis of dynamics of city growth and environment, infrastructure and service provision, urban poverty, community organization inventory, and land planning and management, GUSIP Project has conceptualized three types of Ger areas which face different set of urban development challenges. The three types of Ger areas have been officially recognized by the Municipality of Ulaanbaatar and Ulaanbaatar Regional Council in their urban development programs. 

Through a systematic consultative process involving public sector agencies (Municipality of Ulaanbaatar sector/ professional departments and the Ministry of Construction and Urban Development), private sector, civil society organizations, Duureg and Khoroo governments, Ger area communities and Mongolia Association of Urban Centers, UN-HABITAT has supported the Municipality of Ulaanbaatar in identifying Ger area specific urban development challenges and formulating respective development visions. Based on this, UN-HABITAT has assisted the Municipality of Ulaanbaatar in the preparation of the Ger area Upgrading Strategy. The Ulaanbaatar city Citizens’ Representative Council has approved the Ger area Upgrading Strategy for its implementation.

Currently the second phase of the GUSIP Project is under implementation in order to prepare the Urban Development Guidelines for the three types of Ger areas as identified under the Ger-area Upgrading Strategy (i.e. Central, Middle and Peri-urban Ger areas) through a participatory process and city testing, which should summarize institutional linkages between planning and land management functions, and propose reforms, modern subdivision design approaches, land use regulations and servicing standards. 

The main activity of the second phase is the development of: (i) Ger-area Redevelopment Guidelines which will guide the redevelopment of Central Ger areas and city centre expansion in partnership with the private sector; (ii) Ger-area Upgrading Guidelines which will guide Middle Ger-area upgrading and development in partnership with local communities; and (iii) Ger-area Incremental Upgrading Guidelines which will guide Peri-urban Ger-area incremental upgrading in a systematic manner in partnership with District Land Offices which function under the Municipality of Ulaanbaatar and its Land Administration Department. 

3.4. Structure and Function of Housing Finance Institutions 

a. Housing Finance Corporation  (HFC)
The Housing Finance Corporation (HFC), a limited liability company, was established based on the decree and resolution no. 196/372/569 of Minister of Construction and Urban Development, Minister of Finance, and Mayor of Ulaanbaatar City dated November 2006. The main objective of the company is to implement the Government’s policy and programs for provision of housing as well as undertake mortgage lending and investment. At inception, the HFC issued 1,000 shares with nominal price MNT10,000 per share for a capital base of MNT10 million with Ulaanbaatar City contributing MNT5.1 million, and MOF and MCUD contributing MNT2.45 million each.  The HFC has five main divisions: administration, investment and loan, housing, urban development (with branch offices in every aimag center), and information and monitoring. 

In order to implement the completion of the 40,000 Houses Program, the major activities of the HFC will be to finance and build housing in Ulaanbaatar (1,600), all the aimag centers (40 each), all the soums (4 each with 4 more in Pillar Soums such as Kharhorin), redevelop centrally located ger areas in Ulaanbaatar, and build dormitories for about a 1,000 students. The HFC will therefore have powers to issue both investment (construction) and finance (mortgage) bonds amounting to some MNT60 billion each year for up to 5 years. Using funds allocated from the central budget, it will also develop the required urban infrastructure for its housing projects as well as main infrastructure lines in ger areas as required. Thus, the HFC has five main divisions: administration, investment and loan, housing, urban development (with branch offices in every aimag center), and information and monitoring. 

The main functions of the HFC are (i) to Implement housing projects and programs in cities, aimag centers and soums; (ii) supervision and monitoring of construction of infrastructure for housing to be built by domestic and foreign loans; (iii) establishment of a housing rental system  for state owned housing; (iv) formation of a long term housing lending system; (v) creation of housing database; (vi) involvement in a secondary Mortgage backed securities (MBS) market; and (vii) creation of housing provision fund.

b. Mongolian Mortgage Corporation (MIK)

The Mongolian Mortgage Corporation (MIK) is established on September of 2006, when Bank of Mongolia (BoM) and ten commercial banks (Anod, Capital, Capitron, Golomt, khaan, Mongol Post, Trade and Development, Ulaanbatar City, XacBank, and Zoos Bank) signed a joint Founding Agreement to work together towards to establishment of a private sector controlled secondary tier mortgage institution. Result of a first board of directors meeting held on October of 2006 was MIK’s formal registration as a “Limited Liability Corporation” in  2006 and it lead towards to its main operation. 

 The main goal of the Company is to develop primary and secondary markets by issuing and selling Mortgage-backed securities on domestic and foreign capital markets and to create and ensure a smooth functioning of a long-term financing system to improve access to housing and promote in the future modern urban development. Core activities of MIK are as follows:

· Purchase and pool mortgages;

· Issue mortgage-backed securities for sale on both domestic and foreign capital markets,

· Raise medium to long–term funds to finance its mortgage purchases, both through the sale of its mortgage-backed securities and as a direct borrower itself; 

· Collaborate with Government on the creation of a legal environment necessary to promote the development of primary and secondary mortgage markets while also ensuring adequate protection of market participant and investor rights; 

· Negotiate and bring in international TA on the following issues in order to ensure successful and well functioning primary and secondary mortgage market systems: determining housing demand, property appraisal, property insurance, mortgage insurance, and housing subsidies to improve mortgage affordability for low income people;

· Collaborate with international organizations, domestic and foreign projects, NGOs and community groups to determine housing demand in ger areas and create a financial system of short-term incremental housing loans in ger areas in order to address the housing needs of ger area residents; 

· Standardize mortgage issuance policy and documentation in order expand further the primary mortgage market and lay the groundwork for development of a secondary mortgage market; 

· Promote public education campaign and training on mortgage market issues.
According to it’s organization chart, MIK is also a well staffed institution in fully capable of achieving its mission statement.

Figure 2. Organizational Structure of MIK 
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Source: MIK Charter
Figure 3: Scheme of MIK’s activity:
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3.5. Legal Provisions and Regulations Relating to Housing Finance
There is an absence of laws providing appropriate enabling powers to banks to enforce loan collection. Sustainable housing finance markets are based on the collateral value of the property being financed; and the collateral value is influenced by the ability of the lender to efficiently take possession and dispose of the property. However, there are a number of legal and administrative barriers preventing this process from working in Mongolia. The Civil Law had problematical issues relating to the use of immovable property as collateral. Registering immovable property at the Office of Immovable Property Registration was costly and administratively cumbersome. The legal and administrative environment is about to change so that the laws facilitated the collateralization of immovable property and promoted debt recovery through efficient possession and sale of collateral, the degree of risk in secured lending would be substantially reduced. This resulted in a subsequent lowering of intermediation costs.
A positive step in this direction is the (February 2001) approval by Parliament of an amendment to the Civic Code7. The amendment authorizes banks to possess the collateralized house or apartment in case of nonpayment without having to go through cumbersome court proceedings.  Also Article 120.1 of the Civil Code states that owners of residential houses are entitled to possess, use, and dispose of their property at their discretion; and Article 75.3 states that owners may transfer their rights to others and the latter may possess, use or dispose of these properties. Two ADB programs contain components directed towards strengthening the legal framework underlying collateralized lending. Under the Second Financial Sector Program Loan a TA8 is included to identify legal, regulatory and institutional deficiencies and constraints which interfere with using immovable property as collateral. Also, the recently approved Cadastral Survey and Land Registration Project includes TA9 for a land legislation expert to make a comprehensive overview of existing relevant legislation. When undertaking these reviews, it will be important that these projects include basic issues related to the: (i) consideration of appropriate eviction laws,10 and (ii) appropriate review of the Registration of Immovable Property Law to ensure the legal basis for incremental construction lending. 

Basic enabling laws on ownership and other property rights, transactions and use of immovable property as collateral are fundamental to the proper functioning of the primary mortgage market. The Mongolian legal framework has been found to not be conducive to mortgage lending so technical assistance is being provided to draft new legislation in several areas. Currently, the MCUD is coordinating a Working Group comprised of professionals from the FRC, BOM, MOF and several donors that is developing or revising a series of laws including:

• Non-judicial foreclosure

• Pledge of immovables

• Right to collateral

• Inheritance of property

• Appraisal

• Mortgage insurance

• Securitization

Land reform has been underway for over ten years. Laws on housing policy, land and housing privatization, geodesy and cartography, cadastre survey and registration, land valuation, condominiums and fees have been enacted or are in process. This legal framework will provide the basis for securing title and for a property-based taxation system.

Land registration and titling are somewhat problematic as the process is disjointed: registration is done at the Administration of Land Affairs, Geodesy and Cartography (ALAGAG) while the governors are responsible for issuing titles. The registration process has been criticized for being slow and for statements often being incomplete. The ADB is providing technical assistance to ALAGAG..

The titling process is confusing as there are four sequential legal certificates relating to title: Land Use, Decision to Own, Real Estate and Property (Green – plot) and Real Estate and Property (Red – building) Certificates. The Land Use Certificate is a legacy document from the soviet era and will become invalid after the land privatization process ends in 2008. The process to convert to a Decision to Own Certificate, etc. requires that the land must be  recorded on the cadastral map, which costs MNT 50,000. This is prohibitively expensive for most residents of the ger areas so many of these persons do not complete the registration sequence. Several of the initiatives involved in the ger areas are working with the local population to improve their understanding of the titling and registration process so as to formalize their land rights.

The secondary mortgage market legal framework is non-existent at present. The USAID-sponsored Economic Policy Reform & Competitiveness (EPRC) project is in the initial stages of developing the legal and regulatory framework for securitization and mortgage-backed securities.

In 2008 in order to enable secondary mortgage market legal environment MIK has participated in four working group together with Ministry of Justice and Home Affair, Bank of Mongolia and Financial Regulatory Commission:
1. Mortgage Law

2. Asset Backed Security Law

3. Mortgage Standardization Procedure 

4. Asset backed security Procedure  

Working group was officially established by Ministry Justice and Home Affair including representatives from Ministry Justice and Home Affair, FRC, Ministry of Finance, BOM and MIK head of the working group was the State Secretary of MOJHA 

In year 2008 elaborated and amended 9 procedures. Currently MIK has 17 procedures and regulations 

17Oct 2008 Bank of Mongolia has approved “Mortgage Standardization Procedure” drafted by representative from commercial banks and MIK. 
In 2008, the Government of Mongolia for the target to assist low-income population, provide housing, create more jobs, established a program to supply 100,000 housing (extended 40,000 housing program).

3.6. Terms and Conditions of lending for Housing

Regarding the uniformity of loan products, terms range from 1 month to 10 years. Some interest rates are fixed for the life of a mortgage loan, but most are adjusted anywhere from twice per year to once after three years of payment. Some banks have a standard interest rate, applied to all mortgage loans over a certain period of time, while others apply risk-based interest rates applying a range of rates depending on specific borrower profiles. Current interest rates available on the market for MNT loans range from 1.4083% per month to 2.5% per month and for USD the range is from .9917% per month – 2.5% per month. Most banks do not have policies restricting or charging fees on prepayments.

The HFSP set benchmark conditions for the mortgage market in Mongolia – long term interest rates of about 13.6 percent, maturities up to 10 years and amounts of MNT 25 million. Other mortgage loans are typically variable rate, based on bank cost of funds and are self-amortizing. Underwriting calculations are somewhat problematic as many borrowers have substantial income that is not reported. The recent decrease in the income tax rate to 10 percent has increased compliance but many borrowers have side businesses and secondary incomes. Banks interviewed report using high payment-to-income (PTI) ratios and often include multiple borrowers to qualify the loan.

Most banks require both property and life insurance. At 0.2 – 0.3 percent of the property value or outstanding loan amount, respectively, these do not appear to be prohibitively expensive. Some lenders impose prepayment penalties, but these seem mostly to apply only

to the first year or two of the loan term.

As shown in Table 7, interest rates are high and lending terms are medium in maturity. Average loan amounts are about MNT 15 million (USD $13,000) but may be as high as USD $50,000 for high end buyers of luxury apartments or houses. 

Table 7. Home Purchase Mortgage Product Examples as of March 2007

	
	Down

Payment

(%)
	Annual Interest rate

(US$)
	Annual Interest rate (MNT)
	Term

(years)
	PTI

(%)

	ADB HSFP* 
	25
	N/A
	13
	10
	35

	Golomt Bank
	30
	13.8
	21
	10
	45

	Khan Bank
	30
	18
	21.6
	5
	80

	Mongol Post Bank
	30
	16.8
	20.4
	5
	<50

	Trade and Development Bank
	30
	11.9
	16.9
	
	45

	XacBank
	30
	17
	N/A
	10
	35-40

	Deltasan
	30
	18
	N/A
	5
	

	JFPR Project 
	
	N/A
	6
	3
	

	UDRC- CDF
	commitment
	N/A
	8
	3
	


 Source - ADB HFSP Implementation and Outcomes 
Most banks and some NBFIs made home improvement loans (HIL) as well. Depending on the amount, the lender secured the loan with a mortgage on the property or pledge of other collateral. Lending terms vary. At some banks the loan term and interest rates are the same as for home purchase loans. But at other lenders the loan term is a short as one year with higher interest rates. With funding from the JFPR, the ADB HFSP has a HIL pilot program only targeted to the poor in ger areas that offers loans of up to MNT 1 million with a year maturity at below market rates.

A few banks that have corporate lending departments also make loans for the construction multifamily housing projects. The construction sector has been booming in the past two to three years. Buildings are primarily higher end office buildings or apartments for mid-to-upper class buyers. Overall housing finance for developers is limited and perceived as risky. The current legal framework does not permit the pledge of a construction project until it has reached a certain stage of completion. So loans for early stages of construction are secured by the building site and other collateral. Later stages are secured by the building itself.

ADB’s Urban Development and Housing Sector Project

The Government of Mongolia requested the Asian Development Bank (ADB) for technical assistance (TA) to prepare the Urban Development and Housing Project. The TA is included in the Mongolia Country Strategy and Program Update for 2004–2006, 1 and is programmed for 2005.2 Fact-finding for the TA was undertaken in April 2005 and understanding was reached with the Government on the impact and outcome, scope, cost and financing, implementation arrangements, and terms of reference for the TA.

ADB has assisted the urban development and housing sector through loan, TA, and grant projects for basic urban services improvements in the provincial capitals, housing finance, living environment improvements in ger areas, cadastral survey and land registration, and regional development planning. ADB has been one of the main sources of external assistance for the sector. The World Bank is implementing the Second Ulaanbaatar Services Improvement Project. Its objective is to improve the quality of life of the urban poor in ger areas of Ulaanbaatar by providing basic urban services in a sustainable manner. The World Bank, in cooperation with the Cities Alliance, is also developing city development strategies (CDSs) in five provincial capitals. Among other agencies, the Japan International Cooperation Agency, United Nations Development Programme, United States Agency for International Development and German Gesellschaft für Technische Zusammenarbeit are active in the urban sector.

In view of continued high rural-to-urban migration, and the continued high priority accorded by the Government to the urban development and housing sector, ADB conducted an advisory TA to formulate an urban development and housing sector strategy for 2005–2008. This TA is based on the strategic priorities and priority investments and institutional capacity development highlighted under the advisory TA.

The objective of the TA is to prepare a project that will improve living conditions and the quality of life of the urban population, with a particular focus on the urban poor, and that is suitable for ADB financing. The ensuing project will assist the Government to (i) provide sustainable and affordable infrastructure and services for the urban poor, especially in ger areas; (ii) promote community participation in project preparation, implementation, and post-project operation and maintenance activities; and (iii) improve urban planning and management and the capacity of government agencies to provide and operate urban services. Impacts on the environment, involuntary resettlement, and indigenous peoples will not be significant. However, assessment will be carried out under the TA and, if necessary, mitigation measures/plans will be prepared and included in the project design.

One of the major objectives of the Project was “to contribute to the longer term objective of establishing a sustainable, market-based system for the delivery of housing finance to meet the borrowing needs of low- and middle-income households”. While the HFSP has not and could not meet the total borrowing needs of the low and middle income households, it has significantly contributed to establishing a sustainable, market-based housing finance system. The HFSP has had an important impact on the finance and banking sectors by introducing a new loan product, which exists in most developed countries. The Project was implemented between 2002 and 2007 and made a great contribution to set up a benchmark for housing finance in Mongolia. The loan was issued to (i).Buy apartment or house;  (ii) Complete or expand an existing houses; (iii). Improve or renovate apartment; (iv). Repair apartment blocks and related infrastructure; (v).  Combination of construction and housing loans to build houses on serviced plots.

The vast majority of loans issued under the project through Participating Commercial Banks11, 91.2 percent, have been borrowed to buy either existing (57.5%)  or new apartments (33.7%), with 5.2% being used for housing completion, 3.3% renovation of houses and ).2% for improvement of condominium associations. With respect to borrowers, 43.4% were from private companies, 41.5% from public organizations, 8% from private businesses, 4% international organizations and 3% from NGOs Some 51% took the maximum loan term of 10 years, with 42% taking loan terms from 5 to 9 years and 8% less than 4 years. Significantly, the loan-to-value ratio is quite low at 45.4 percent, with an average unit cost of MNT 17.6 million. That means on average borrowers invested some 43% of the total cost of the unit from their own funds.
The maximum loan size was MNT15 million at an interest rate of 13.6 percent for up to 10 years. The interest rate is determined by the lending banks’ marginal cost of funds plus a spread to cover administration, loan loss reserve and margin which for the ADB portion, has been capped at 4 percent.  According to the Loan Agreement, the difference between the relending rate of the Ministry of Finance, i.e., LIBOR + 3.5 percent to cover foreign exchange risk and administrative costs, and the banks’ marginal cost of funds, will accrue to the Housing Development Fund
The maximum loan size was originally MNT15 million, but due to the massive increase in house costs, it was increased to MNT25 million. Interest rate started off at an introductory rate of 12.0 percent, but is now just under 14%.(Table 8) The contribution of PCBs was also increased from 25% to 40% in February 2006. The interest rate is determined by the lending banks’ marginal cost of funds plus a spread to cover administration, loan loss reserve and margin, which for the ADB portion, has been capped at 4 percent.  According to the Loan Agreement, the difference between the relending rate of the Ministry of Finance, i.e., LIBOR + 3.5 percent to cover foreign exchange risk and administrative costs, and the banks’ marginal cost of funds, will accrue to the Housing Development Fund. As of 15 October 2007, the HDF had a total of MNT1.37 billion ($1.16 million). In addition, the cumulative amount of repayments was MNT8.13 billion ($6.91 million) as 15 October 2007, of which some MNT4.75 billion was principal. According to the Loan Agreement, the principal repayments (reflows) will remain in the Project Account, and “…these amounts, net of ADB loan repayments, shall be immediately available for relending through the same lending channels to the same beneficiary income groups.”12 At the end of the Project these funds will be transferred to the HDF for continued onlending. However, some MNT4.2 billion has already been relent to eligible borrowers, many of whom had bought plots on Part B developed HAAP schemes as combination loan.
Table 8: Loan conditions and terms
	
	Housing Loan

(MNT)
	Combination loan 

Construction loan (MNT)

	Loan size
	Up to 15.000.000
	 15.000.000

	Term
	10 years
	Up to 6 months is construction loan
From 7 month to 10 years is mortgage loan 



	Annual rate Interest rate  %
	12-14
	Up to 18 % annual interest rate during the construction loan
13-13.6 % per annum starting from 7 th month. 




Source: ADB Housing Finance Sector Project
Improving the Living Environment of Ger areas JFPR:  Housing finance for the poor: The counterpart ADB loan provided housing finance to formally employed low- and middle income households through participating commercial banks and intermediaries including NBFIs in rural areas. The average loan size is about MNT 1 million at 1 percent interest rate per annum, and the repayment period is about three  years. The Housing Finance Sector Loan is the first step towards establishing a sustainable housing finance system in Mongolia. This loan cannot target the poor as its primary objective is to set up a financially sustainable housing finance system for Mongolia and the poor would not be able to generate sufficient demand at this interest rate to build up the Housing Development Fund. It was found that the poor are often not formally employed, do not have sufficient collateral to be accepted by banks, and can afford and wish to avail loans in the range of MNT100,000-1,000,000 at a lower interest rate. Hence, under the JFPR housing finance component, a sustainable system piloted to target housing finance to the poor.
 The loans given to poor under this JFPR project used for upgrading of any housing facilities.  Housing Loan component facilitated the following activities: (a) setting up eligibility criteria for housing finance for the poor and preparing a selected community in a few Ger areas of Ulaanbaatar for its participation; (b) collecting saving collateral of six months before housing finance will be given; (c) selecting the eligible housing finance beneficiaries within the community, confirming the lending arrangements through the Project Implementation Unit, and preparing the required documentation including the collateral, registration of the property and the potential prepayment arrangements. 

The size of the housing loan, the monthly repayments schedule and the interest rates per beneficiary group are summarized in Table 9. 

Table 9: Housing Finance for the Poor under JFPR
	
	Formal and non-formal monthly household income (MNT)
	Housing loan size (MNT)
	Monthly repayment (MNT)
	Repayment period (years)
	Interest Rate (percent per month)

	The poor
	Very poor
	0-50,000
	100,000-200,000
	5,000
	3
	0.50

	
	Poor
	50,000-150,000
	200,000-500,000
	10,000
	5
	0.60

	
	Low-income groups
	150,000-250,000
	500,000-1,000,000
	15,000 and more
	5
	0.75

	The non-poor
	More than 250,000
	Not covered under JFPR; can apply for housing finance loan under the counterpart loan project


Source: ADB, JFPR Report

Community Development Fund: 
With initiative of Urban Development Resource Center, NGO, a network of institutions and NGOs was established to support the community participation forwards the development of Ger areas. The network established a Community Development Fund (CDF) to Saving Groups to support initiatives and activities of the community toward improving the living environment and living conditions.
The Community Development Fund is being used for the following purposes:

· Housing Loan:  The loans shall be used to buy ger, improve ger and housing conditions, repair extend, and build a house;  

· Loans for supporting small business of savings groups members: The loan shall be used  to help to increase saving of groups in order to encourage improving living condition and business activities for members of saving groups;  

· Grants for upgrading activities: The loan shall encourage activities of communities to improve living environment of communities of saving groups;  

The CDF aimed at making visible, tangible and affordable improvements in living conditions for ger area households. It involves both the improvement of basic infrastructure and services in an environmentally sound manner and the provision of housing loans to finance the reconstruction, enlargement and improvement of existing housing. 

The loan terms and conditions for CDF is shown in Table 9. 

Table 9: Loan conditions and terms
	
	Housing Loan

(MNT)
	Loans to support small business (MNT)

	Loan size
	100,000-1,000,000
	100,000-600,000

	Term
	1 years
	Up to 6 months

	Annual rate Interest rate  %
	8
	6 


4.  Pro-poor Housing Programmes

4.1. Pro-poor Government Programmes

Over the past few years, urban problems generated by the expanding ger areas in Ulaanbaatar and general lack of new formal housing opportunities in other urban centers have increased both interest and discussion about upgrading ger housing areas.  During this period, several different approaches have been tried, ranging from the simple provision of piped water to kiosks and construction of bath houses, to the development of community based organizations and greater citizen awareness of urban issues and rights, and to the combination of both HAAP infill and ger upgrading activities in a single project.  None of these approaches, however, made any attempt to provide a practical methodology and approach to the more broad based improvement of the many ger housing areas around the country. 

The purpose of the ger upgrading component of this ADB Urban Development and Housing Sector Strategy is to put into practice a methodology that will encourage local initiative, support public private collaboration, share costs in an affordable and equitable manner and enable the greatest physical improvement to be accomplished at the lowest possible cost.  It will link together infrastructure and housing improvement in a manner that will produce an important psychological change in the way that both residents and government officials view these communities.  

The Strategy initiated a methodology for the improvement of ger areas that can be replicated across urban centers and throughout Mongolia. The opportunity-based reblocking of these areas will be essential to their progressive transformation into modern urban neighborhoods.  In smaller towns with fewer resources, the process can begin with the simple reblocking of neighborhoods, provision of street lighting and a few basic services.  It can also begin with the full reblocking package as presented as one of the main components of the Strategy. The basic intention of the Strategy is to encourage more and more communities to participate in improvement efforts by seeing the results and affordability of what is being done.  


1.
Ger Area and New Site Development
These packages were suggested in the Strategy that would be designed to be both affordable and able to generate visible and sustainable improvements in urban development and housing.  The intention is to achieve a broader and more rapid impact on urban development in Mongolia than has been accomplished in the past. The Strategy provided the following suggested improvement packages of ger area
a.
Restructuring Ger Area Neighborhoods and Their Urban Services 

This infrastructure and services package would focus on fully integrating participating ger areas into the formal fabric of the city.  Its main features would include the introduction of a modern, grid-based road system, rationalization of existing plot boundaries, provision of neighborhood financed and managed infrastructure and services, micro-finance for housing and infrastructure components, and professional assistance and training to support all activities.  The neighborhood to be improved would be divided into blocks of 10-20 households that, with financing and assistance from the ADB loan, would be responsible for the provision and maintenance of their own infrastructure (including heating, sewerage, piped water to houses, solid waste etc.). 

The small and efficient scale of environmentally sound and state of the art infrastructure would make this approach affordable to the participating households and relieve local governments of large capital outlays required to extend and maintain service networks.  Residents would get exactly what they paid for, and the restructured areas would provide concrete examples for other ger areas to follow.  

b.
Low Cost Alternative Infrastructure and Services 

This infrastructure and services package would support an “eco-village” approach to ger areas in smaller urban centers’ by providing low-cost and broad based improvements to ger area infrastructure and the surrounding environment. Individual components could include piped drinking water to plots, separate on-plot treatment of grey water and thermophillic composting of human and household waste.  Micro-finance would be provided to support the carpentry necessary to build toilet/bath components and small on-plot greenhouses.

The simple reblocking of ger areas and provision of street lighting could also be implemented in ger areas with mostly gers and only a few houses.  It would be better to reblock these areas before land is privatized and houses are built.  Reblocking the area and launching its eventual incorporation into city networks would change the image of the area and provide an incentive to residents to improve their infrastructure and housing.  While this component could be applied in any urban center, it should applied to smaller aimag centers, soums along main routes of the proposed road network and pilot khoshuus that have fewer financial resources and lower levels of affordability.
c.
In-fill and Mixed income Housing Areas  

This infrastructure and services package would focus on providing serviced plots for new housing construction in areas that would have a positive and catalytic effect on urban and housing development.  Many of the HAAP infill sites in smaller urban centers have been selected as isolated areas with little impact on the growth or development of the city.  More strategic site selection and greater emphasis on creating small, mixed residential/commercial development may be more beneficial to these urban centers and affordable to their residents.  Based on previous experience with HAAP infill projects, greater emphasis should be placed on working with private developers in building low-rise apartments, row houses and individual houses on fully serviced plots.  Parts of these HAAP infill projects could be wholesaled to private developers in return for building a number of units affordable to lower income families.  

Under this component, mixed income development would be pursued to benefit mainly moderate-income families.  HAAP infill development would provide opportunities to introduce new planning, zoning and building codes that would be applied and tested in these projects by working closely with developers and other builders.  Energy efficient housing would be introduced and actively pursued.  In this way, HAAP infill projects would provide real life laboratories for the development of “model neighborhoods” that would conform to modern spatial, environmental, social and legal requirements and be affordable to the people.  They would provide and excellent mechanism to introduce new zoning and building regulations and show the type of affordable, quality environment that can be produced.
The most important function of the HFI would be to support and assist the implementation of Government Policy and the Action Plan to complete and sell 40,000 houses.  It would do this through (i) direct lending to families in the second and third categories of the 40,000 Houses Program; and (ii) facilitating mortgage lending by commercial banks to families in the first category.  To do this, the HFI would therefore carry out operations on two levels (a) a primary level, and (b) a secondary level. 

a.
Primary Level

(i) ‘Cottage/starter’ loans, up to MNT8 million for 5 years at 12 percent, for moderate income families who want to purchase new plots in HAAP schemes and take loans for cottage/starter houses. 

(ii) ‘Hashaa’ loans, up to MNT4 million for 3 years at 6 percent, for families in ger areas to pay for the provision of services to the hashaa, and to build or improve their existing house.  On-plot improvements for sanitation, heating, greenhouses, etc., could also be financed. 

In addition to the reflows of the principal repayments under Loan No.1847, a second source of funds will be the Housing Development Fund (HDF), which presently exists in the Treasury Bank.  A third source of funds could be contract savings accounts by future borrowers from the HFI.  The principal international source of funds would be through a second loan from the ADB to assist in the establishment of the HFI and provide initial funding for the two low income lending windows.  Cottage/starter and hashaa loans would provide the buyer finance for units produced for the second and third categories of the 40,000 Houses Program.  The housing finance component (Part B) would therefore be a natural complement to the urban development component (Part A) in any new loan.

b.
Secondary Level

The Housing Finance Working Group has determined that the selection and packaging of investment grade mortgages into mortgage-backed securities (MBSs) is a sophisticated financial operation requiring a large pool of seasoned, well- performing mortgages.  Thus, only when the size of the mortgage pool in Mongolia is substantially larger than at present, and the systems and sophistication of mortgage lenders are sufficiently well developed should packaging of mortgage loans into MBSs be considered. 
However, in order to assist primary mortgage lenders to refinance their loans, consideration might be given to a form of mortgage refinancing.  In order to continue to support and stimulate the primary mortgage market, the HFI could be given the authority to issue Housing Bonds based on the full faith and credit of Government.  The proceeds of such bonds, which would be guaranteed by the Bank of Mongolia (BOM), would be used to provide refinancing to lending banks for selected loan packages.  In this case, the existing mortgages would not be sold, but would be used as collateral for long term loans from the HFI raised from the issue of 3 to 5 year bonds.  Lending banks would therefore have an available source of funding for longer periods, allowing them to obtain a closer asset-liability match on their mortgage loans.  Through such an operation, the HFI would be able to support and expand primary mortgage operations through commercial banks. The proceeds of the bonds could also be used to implement Government policy in the form of mortgage loans through commercial banks to buyers of ‘cottage/starter’ housing.  As in the JFPR, hashaa loans would be made by local non-banking financial institutions (NBFIs) directly to the owner on terms as stated above with the land certificate being used as collateral.

In Mongolia, housing is highly correlated with poverty in urban areas.  Almost 90 percent of the poor live in ger areas in Ulaanbaatar and in aimag centers the figure is just over 80 percent.  In urban areas, only a quarter of the poor have access to piped water from central sources compared to half of the non-poor.  

The poor living in ger areas spend a disproportionately high percentage of their incomes on both water and heating.  Ger area residents spend anywhere from 0.5 MNT to 2.5 MNT per liter of water, compared to 0.10 to 0.20 MNT per liter among apartment dwellers.  Moreover, they spend from 12 – 34 min. on average gathering water from kiosks located 284 km away on average.  They primarily use highly-polluting stoves for heating and cooking, burning 5-10 tons of coal per year at a cost of 16,000 MNT per ton, which is on average 7.8 percent of household expenditure.13   By contrast, non-poor families, which are predominantly apartment dwellers, spend 3-4 percent of their expenditure on heating.14  Other basic infrastructure lacking in ger areas includes sanitation, paved roads, street lighting and drainage.  Ger area households suffer the negative health consequences associated with unsafe drinking water, poor sanitation, little to no solid waste management and air pollution created by the stoves.  

As counterpart project of ADB Urban Development, grant project on Community-Driven Development for Urban Poor in Ger  Areas commenced its implementation in Mongolia end of 2007. 

The expected outcomes of the Project satisfy several of the GOM and ADB goals for poverty reduction.  The ADB’s country strategy and program (CSP) for Mongolia (2005-08) adopts the Government’s two key objectives of higher private sector led growth and inclusive social development, the latter of which encompasses the Government’s priority goals of improving the quality of public services and their accessibility for the poor.  These GOM goals derive from the Economic Growth Support and Poverty Reduction Strategy (EGSPRS), finalized in 2003.  Improved access to urban services and housing are among the immediate targets that the Project will help to realize.  Specifically, the Project will (i) reduce the numbers of urban poor in substandard housing by 2008, and (ii) increase coverage of water and improved sanitation and heating.

Given that the majority of poor urban households live in ger areas, the Project will have a significant impact on poverty reduction.  The Project will benefit more than 27,000 households living in ger areas of the seven subproject cities, almost half of which are considered poor.  To reduce poverty, the primary objective of the Project is to improve the living conditions and quality of life for the poor living in ger areas.  The Project will do so through the (i) expansion and provision of basic urban services to ger areas where well over half of Mongolia’s urban poor residents live; (ii) tariff reform to lower service charges to affordable levels for ger area residents; and (iii) promotion of low cost, alternative infrastructure solutions, including compost toilet systems and smokeless stoves, which are affordable to poor ger area residents.  The project is designed to have multi-dimensional impacts on poverty reduction. While infrastructure is provided, the Project will simultaneously (i) increase access to micro-credit for home and on-plot improvements; (ii) create short-term construction jobs and long-term employment opportunities through CBO initiatives; and (iii) empower poor residents in decision-making processes through the establishment of CBOs to plan and implement community infrastructure projects.

4.2. Pro-poor Programmes of Formal Housing Finance Institutions

Currently, there is no any programmes are being implemented by the formal housing finance institutions. In 2008, MIK will work towards to ensure MIK’s sustainable operation by purchasing and issuing securitization to improve terms of primary mortgage market pursuit to enable secondary mortgage market environment.  At the same time, MIK is planning to undertake the following activities in order to start implement programmes for low income households. The activities include; 

· Negotiate and bring in international TA on the following issues in order to ensure successful and well functioning primary and secondary mortgage market systems: determining housing demand, property appraisal, property insurance, mortgage insurance, and housing subsidies to improve mortgage affordability for low income people;

· Collaborate with international organizations, domestic and foreign projects, NGOs and community groups to determine housing demand in ger areas and create a financial system of short-term incremental housing loans in ger areas in order to address the housing needs of ger area residents; 

A number of commercial banks such as XAC and Khaan Banks are lending for Ger areas residents in urban, peri-urban and rural areas. 

4.3. Pro-Poor Programmes of CSOs/NGOs/MFIs/CBOs/ Co-operatives

A number of NGOs, CBOs and International NGOs operate in Mongol targeted to help low income households to improve their living environment. However, a few number of NGOs that targeted to low income housing. The following is summary of activities and programmes of these institutions. 

UDRC: The objective of the UDRC is to establish collaboration for reduction of poverty and sustainable development of urban areas. It is major is (i) Set up community based development particularly in Ger areas where  poor and low income households live and (ii).Share information, training and surveys. To help ger area communities, to develop initiatives and activities to improve their housing and living  conditions, it set up Community Development Fund in 2006. The fund was supported by capital contributions from Asian Coalition for Housing Rights (ACHR) and Latin American, Asian and African Social Housing Service (SELAVIP) is allowing communities to scale up these kind of community designed and managed initiatives by offering three types of loans to saving groups. (i) Revolving fund loans (ii). Community development loan and (iii).housing loans. Housing loan is giving to member of saving groups to upgrade existing houses, build new houses or buy new a Ger.  Terms of loan are up to 2 years at 6 percent annual interest rate. The loan size is up to US$ 1700. The feature of such loan is that loan approval is conducted by the members of saving groups jointly to ensure them to learn to manage money. Communities prepare their project proposals and submit them to a screening committee and community network releases the loan.  
Since the low income households in ger areas can not access to loans offered by commercial bank due to lack of collateral. The principle of lending from CDF is to provide housing loans to communities and member of saving groups to improve their housing condition of CBOs, NGOs and institution of network.  Thus, saving groups formed by Center for Human Right Development  (CHRD) NGO are applying for housing loans.    
In addition, the UDRC is implementing a project funded by Selavip to help implement a governmental program that will upgrade 15.000 homes of ger area residents. Activities to improve the quality of life and living conditions of these urban poor include support to saving groups and enabling communities to identify common problems and solutions to upgrade their homes. Saving groups will receive financial support to explore low-cost pilot housing construction and improvement. A participatory approach will be applied to improve houses, provide individual water connections, sanitation, energy efficient stoves, greenhouses, composting yards, access roads, pathways etc, in an environmentally sound manner.  

5. Expanding Housing Finance

5.1. Potential Housing Finance Market

Currently there is a lack of solid demand studies providing in depth and accurate information on population income levels, which is necessary information for predicting demand for mortgage financing as it indicates how much of the population in need of financing can actually afford the financing available on the market. According to some studies on income levels, it would appear that only a very small portion of the residents of Mongolia can actually afford mortgage loans, which is clearly not the case. Despite the limited data available, there are still some preliminary demand estimates that can be made.

Of the 2.594 million people in Mongolia, 2005 estimates indicate that approximately 520,000 or 20% of the population inhabit structures meeting standard hygiene and sanitary requirements and connected to basic infrastructure, such as water, sanitation, and heating. This figure implies that approximately 2 million reside in dwellings that do not meet modern living standards. According to the Ministry of Construction and Urban Development (MRTCUD), urban households (55% of all households in Mongolia are urban) have an average of 4 people per household. If it is given that 2 million people live in substandard structures and there is an average of 4 people per household, it can be inferred that the present approximate need for housing units meeting standard hygiene and sanitary requirements is 500,000 units. Based on this basic demand approximation there remains a significant unmet demand for housing in Mongolia. However, demand in this sense is more representative of need and does not take into consideration what portion of the population can actually afford housing at market interest rates, which is questionable and remains undefined.  

MIK’s business plan used the historic growth rate of the mortgage market to make projections for mortgage originations for the next 5 years. Based on these projections, mortgage originations are estimated to reach MNT 230 billion by 2011. The 9 MIK shareholder banks have a total of MNT 68,495,488,467.16, which represents a total number of 13,378 mortgage loans. Using the existing MIK shareholder bank portfolio as a basis for projections, a 235.79% growth in the value of mortgage loans would represent approximately 31,543 additional mortgage loans on the market. 

MRTCUD in cooperation with the Government of Mongolia (GOM) has resolved to provide the construction and financing for 40,000 homes by 2009. MRTCUD created the Housing Finance Corporation (HFC) to manage the implementation of the 40,000 Housing Units Master Plan. The HFC is making mortgage loans under the program available for a maximum of 10 years with an annual interest rate ceiling of 11%. Properties under the program will sell for USD 350 per square meter while the going UB market price is USD 500 per square meter. 

The HFC explained they were not concerned about potentially “crowding out” private sector mortgage loan originators by offering subsidized interest rates and prices because they will be targeting the lower to medium income population and government employees while the private sector serves the mortgage financing needs of the medium to higher income population. HFC requires borrowers to submit an application for a loan under the 40,000 units program. The application requires borrowers to report their household income and only incomes falling below a certain level will qualify for mortgages under the program. Underwriting, verifying income is extremely difficult in Mongolia due to the rapidly expanding informal sector providing more and more families with unregistered income. In order to qualify for a loan under the 40,000 units program it would be very easy for a borrower to leave out some of the informal income the family generates in order to qualify for a subsidized loan. As a control to avoid potential abuse of the program, HFC could define the low to middle income supply of homes such that if someone could afford a market based mortgage loan, they would prefer to pursue market financing as the market housing supply options are not limited to the program-defined low to middle income design. The 40,000 units Master Plan did not indicate specifically how the demand for and thus the design of the mortgage loan product was derived. The plan does not identify the actual income, expected growth, savings information, or other relevant demographic and financial information of the lower to medium income population that the program intends to target. The HFC already reported that higher income families have tried to apply for units to buy and then re-sell the property for profit at market rates. By mandating that the borrower must be purchasing the home as a first residence, the HFC might avoid similar issues.

The HFC recently conducted a survey of 1,522 families living in UB and nearly 100% of the families displayed qualified income levels and reported they could afford mortgage loans at the interest rates to be offered under the HFC program. There is a large need for affordable housing that the private sector is not capable of providing. This portion of the population will certainly benefit from the 40,000 units program, but the program implementation should take measures to avoid undeserving applicants receiving subsidized loans as this could potentially be an issue. 

5.2. Expanding Housing Finance-Formal Sector

Given its small capital base, the main source of funds for HFC operations is the issuance of short term bonds varying in maturity from 3 to 9 months with interest rates averaging roughly 6.0%. The main commercial banks purchasing the bonds are: Anod, Golomt, Khaan, Mongol Post, and TDB. Some MNT26.9 billion has been raised through the bonds and lent to six banks (same as the foregoing with the exception of Khaan and including Capital and Khas) under SLAs at 7% for 10 years. These banks, in turn, onlend to final borrowers at 11% for 10 years using two types of loans. The first is a combination construction/mortgage loan, one year for construction, which is rolled over into a 10 year mortgage loan, while the second is a simple mortgage loan to buy existing apartments. The first type of loan is mainly to construct low cost apartments ($350/m2 which well below existing costs) for public employees including the military. Loans are up to MNT25 million with the apartment as collateral and at least 25% of the cost to be contributed by the borrower.

Although it plans to concentrate on middle and low income families, the HFC has not yet set a maximum cost for the units it will finance, nor established income brackets for borrowers. Potential borrowers must apply to the HFC and be approved by a participating bank before returning to the HFC to receive or select a unit.

It can be seen from the foregoing that the HFC is still in the initial stages of operations. It’s small capital base and public ownership does not allow capital adequacy analysis; and, in borrowing short and lending long, there is a large asset/liability mismatch. In addition, the spread between its cost of funds and use of funds is a meager 1%.

In its short history, MIK has already undertaken significant operations. As a result of the shareholders meeting in June 2007, MIK issued common shares to raise its statutory capital. In the same month, MIK, the Ministry of Finance and Bank of Mongolia signed a Memorandum of Understanding with KFW (German Development Bank) to provide a long term loan of 4.8 million Euros to MIK. In July of 2007, the shareholders of MIK raised MIK’s capital to MNT2.2 billion. In November 2007, MIK and the Bank of Mongolia established a Mortgage Standardization Working Group “MSWG” and arranged its first meeting. In the same month, MIK signed its first “Purchasing Agreement” with XacBank for the purchase of primary mortgage loans from a commercial bank. In December 2007, a file-by-file due diligence of purchased mortgages from XacBank was carried out in compliance with the ‘Purchasing Agreement. 

The German Government agreed to provide financial resources to MIK in an amount of EUR 5.3 million to support promotional activities in the housing finance sector. The  joint GTZ/KfW Housing Finance Programme has the following objectives:

· Provide an overview of the fundamentals of the housing finance market environment, including the demand for and supply of housing and available mortgage loan products.

· Analyze appropriate instruments and products to support the development of the Mongolian housing financing.

· Develop programme alternatives that are suitable to support mortgage

· lending in the country. In this context, a particular focus should be given to the needs of low and middle income groups.

5.3. Expanding  Housing Finance CSOs/NGOs/MFIs/CBOs/ Co-operatives

To ensure the housing demand of low income households and poor people, it is crucial to base on their initiatives and activities. Savings will provide and proof poor households knowledge on how to handle with money and educate them borrowing aspect. Such activities can create comprehensive relation and cooperation between individual, communities and formal financial insititutions.  
Since there are few NGOs, MFIs lend to pro-poor households targeted on improving their housing conditions as poor households do not have adequate collateral for loans.  As mentioned in previous section that CDF created and initiated by UDRC has been implemented successful so far. The repayment of loans issued from the CDF is 100 percent as collateral of loan is confidence and trust of communities to each other.  Thus, more actions on expanding and faciliating ideas, initiatives of communities and individuals are required. Since housing Finance system has only 5 years history in Mongolia. It is in its early stage for mature development of housing finance system.  
5.4. Recent Initiatives and Innovation in Housing Finance

According to the Loan Agreement between ABD and Government of Mongolia dated on 2002 for Housing Finance Sector Project,15, the subsequent implementation of the HFSP, it was envisaged that the PMU would evolve into the Secretariat for the HDF; and, upon completion of the Project, the HDF Secretariat would graduate into an independent Housing Finance Institution (HFI). One of the principle functions of an HFI would be to monitor lending under the HDF, including relending operations of the principal repayments from the original loans. As stated in paragraph 6c of Schedule 5 of the Loan Agreement,. Housing Development Fund shall be established and at the end of the Project repayment accumulated in the project accounts was transferred to the HDF for continued onlending. 
 The HDF account is presently in the Treasury Bank at MOF.  The HDF shall be utilized  in accordance with Government policy for lending to low income households. Since the life of the HFSP loan is for 32 years, accumulation of funds, net of ADB loan repayments, should allow relending to occur 2.5 to 3 times.  Thus, ADB project consultants developed a proposal for the further disposition of Housing Development Fund.  The following sub-section is summarized the proposal of further disposition of HDF. However, the Government has not approved the proposal yet.  

A.
Development of New Loan Products for LIHs 

At the present time, Government’s main policy vehicle in the housing sector from 2004 to 2008 is the accomplishment of the 40,000 Houses Program. Some 38% of the Program is composed of provision of services to ger hashaas, including provision of housing improvement and construction loans to families who need them. By targeting loans to low and moderate income families living in ger areas, the HDF Secretariat would provide buyer financing for many of the 15,000 units in the third category of the 40,000 Houses Program. These type of loans are not envisaged in either HFC or MIK plans. Such loans could be small housing improvement loans, housing construction loans, which could be rolled over into long term mortgage loans, and/or loans for the purchase and installation of on-plot facilities, such as improved sanitation solutions, more efficient stoves, and individual water connections on a group borrowing basis.


B.
Continuation and Development of Technical Assistance.

In order to provide continued technical assistance to low income families in developing and buying affordable housing, the HDF Secretariat would keep its technical staff to perform such duties as: (i) inspecting the collateral for bank loans; (ii) technical services and advice to borrowers for quality construction; (iii) the development and use of simple and practical on plot facilities such as improved sanitation (bio-toilet, ventilated improved pit latrine, or a community septic tank) and better heating through energy efficient stoves using briquettes rather than coal or wood.; and (iv) training and education in housing finance and the responsibilities of borrowing for housing; and (v) training of staff of the new HFC in mortgage finance and ‘take out’ financing. In addition, based on the experience of the PMU in developing core, or expandable, houses in Darkhan, affordable housing type plans with various expansion possibilities can be drawn up by the technical staff of the Secretariat. Along with the bills of quantities and approximate costs, they can distributed to interested CBOs in ger areas. 

I.
Possible Locations of the HDF 

A.
Mongolian Mortgage Corporation (MIK)

By establishing the Mongolian Mortgage Corporation or MIK, BOM has taken a pro- active and significant leadership role in the creation of favorable market conditions for the private mortgage finance sector in Mongolia. In the past, MIK has considered two initiatives to securitize mortgage loans: one through a Credit Default Swap with Khan Bank, and another through issuing USD-denominated MBSs based on a pool of qualified mortgages from XacBank and placing them with investors. However, due to the recent collapse in the sub-prime lending market in the United States and its continuing effects on financial markets worldwide, it is doubtful if there would be many investors in MBSs either in Mongolia or internationally. However, given the lack of standard mortgage instruments as well as underwriting procedures in the sector, MIK has established a ‘Standardization Working Group (SWG)’, which will recommend the adoption of industry standards for mortgage loan structures and documentation. As stated in a MIK consultant report16, the experience of the ADB program in standardizing mortgage lending practices and documents among the banks will be considered as a starting point. 

Hence, given the high professional level of BOM staff and the fact that MIK is quite familiar with the origin and operations of the ADB HFSP and the basis and use of the HDF, locating the HDF within MIK could be a definite possibility. The HDF would not only be a part of a highly professional organization, which will be the main market maker for mortgages in Mongolia, but HDF operations for moderate and low income families would also give MIK a broader social image.

B.
Housing Finance Corporation (HFC)

In order to implement the completion of the 40,000 Houses Program, the major activities of the HFC will be to finance and build housing in Ulaanbaatar (1,600), all the aimag centers (40 each), all the soums (4 each with 4 more in Pillar Soums such as Kharhorin), redevelop centrally located ger areas in Ulaanbaatar, and build dormitories for about a 1,000 students. The HFC will therefore have powers to issue both investment (construction) and finance (mortgage) bonds amounting to some MNT60 billion each year for up to 5 years. Using funds allocated from the central budget, it will also develop the required urban infrastructure for its housing projects as well as main infrastructure lines in ger areas as required. Thus, the HFC will have five main divisions: administration, investment and loan, housing, urban development (with branch offices in every aimag center), and information and monitoring. 

Regarding housing construction and sale, HFC is presently considering direct finance and buy-back. Instead of lending construction and mortgage loans through commercial banks, HFC would directly finance construction in stage payments, buy-back the units and sell them themselves. Even though there might be a demand for the units, this process not only puts all the risk on HFC, but will also entail a large staff. In addition, with a guaranteed buyer, construction and materials might not be up to acceptable standards. Moreover, HFC is considering building apartments for rent. This also entails a large staff to collect payments, maintain units, etc. Experience in other countries such as India and Pakistan show that such projects quickly deteriorate due to lack of maintenance and large arrears in rent payments. Thus, given the concentration of HFC on supplying housing, apartments and dormitories throughout the country, it is not recommended that the HDF be merged with the HFC at this time. However, given the experience of the HDF Secretariat in mortgage finance, HDF staff will be readily available to assist the HFC to develop the lending side of its program.


C.
Become an Independent Entity under MRTCUD and MOF

As mentioned above, during the design of the HFSP and during HFSP implementation, it was planned for the PMU to evolve into an HDF Secretariat, which, given more funds, would become and independent Housing Finance Institution (HFI). This is not only stated in the HFSP RRP, but was formalized in the Joint Decree of MOFE and MOI (No.52/37) of February 2003, which stated that, “The PMU will evolve into a secretariat of the HDF upon completion of implementation of the project.” By Decree dated 29 December 2005 of the Minister of Construction of Urban Development, the PMU became the secretariat to the HDF up to 30 June 2007. A subsequent Decree of 6 September 2007 extended the effective date to 31 December 2007. In addition, in approving the JFPR-9015 project on 15 May 2002, the ADB Board of Directors stated that:

“Upon completion of implementation of the HFSP, a housing finance institution will be established that will administer a housing development fund (HDF). The HDF will 1) refinance the housing loans of participating commercial banks, and also 2) provide direct housing finance to eligible borrowers.”

Thus, given the adequate legal basis combined HDF17, i,e, the interest differential plus the principal reflows, the HDF Secretariat could also become an independent housing finance institution (HFI). Since the HDF account is presently in the MOF, but the HFSP PMU was established by a Decree of the former MOI and thus reports to MRTCUD, representatives of both MRTCUD and MOF should be on the HFI Board. In this manner, the HFI would not only be the manager of the HDF including reflows from both the HFSP and JFPR, but could also act as a clearing house for any funds from the State Budget, Government Bond Issues and/or international donors. 

II.
Possible HDF/HFI Operations

Mortgage loans through PCBs. Since the PCBs in the HFSP have the most experience in originating mortgage loans, this activity could continue under the HDF/HFI, no matter where it’s located. However, since the HFC will be focusing on the production of units, it is envisaged that lending to middle income families for the purchase of apartments could be done with the 40% of HFC funds dedicated to mortgage finance. SLAs to PCBs would stipulate the use of standardized mortgage documents and underwriting procedures as well as maximum income, maximum property value and maximum loan size. 

HDF funds would be channeled to moderate income families for smaller apartments and/or permanent houses. While final lending terms have not been set, it is expected that the loan size for HDF funds would be from MNT5 to MNT10 million at 12-14% for up to 10 years. 
Micro-housing loans through PCB branches. This component would focus on major improvements/additions to existing housing in ger areas as well as the construction of small core or ‘starter homes’ in ger hashaas. Loans up to MNT5 million would be for low income families living in ger areas or overcrowded in apartments. Terms would be 12% for up to 5 years and would comprise some 60% of HDF lending. 

Housing Improvement Loans in Ger Areas. This component would be based on the successful experience of JFPR No.9015 in making micro-housing improvement loans through NBFIs and branches of commercial banks. Similar to JFPR loans, loans would be up to MNT1.0 million at an interest rate of 35% for up to 3 years. This activity would comprise about 25% of total lending.

Seed loans through savings groups for community development. In order to encourage ger area community development efforts, a small amount of funds might also be set aside for seed loans for community development projects. Such loans could be made to savings groups which have been established in ger areas for at least one year and have reached a certain level of savings. Sample projects could be the building of group septic tanks, the construction and/or improvement of integrated community development centers (including  bathhouses), the installation of individual water connections for all families along a side street or near a water kiosk, and/purchase of on-plot sanitary facilities.

The table 10 summarizes the proposed HDF/HFI lending operations.

Table 10 proposed HDF/HFI lending operations.
	
	Middle Income Households
	Moderate Income

Households
	Low Income Households
	Working Poor in Ger Areas

	Purpose 


	Apartment Purchase
	Permanent Houses
	Core Houses and Major Additions
	Housing Improvement

	Size


	Up to MNT15 mln
	MNT 5-10 mln
	Up to MNT5 mln
	Up to MNT1 mln

	Terms
	Min. of 14%/10 yrs.
	12-14%/10 yrs.


	12%/5 yrs
	12%/3 yrs.

	Source
	40% from HFC Bonds
	60% of Combined HDF
	35% of Combined HDF
	5% of Combined HDF


6. Conclusions and Recommendations
 Stability and impressive growth rates, however, have been the key Mongolian economic characteristics of recent years. Under these conditions the demand for housing has expanded and can be expected to continue to grow. With the number of current initiatives in this sector underway, the Bank of Mongolia (BOM), Ministry of Finance (MOF), the Ministry of Construction and Urban Development (MRTCUD), and the private banking sector all recognize the need for improved mortgage finance services to augment this demand. They see the commercial and development opportunities that development of mortgage lending entails. In recent months there has been an impressive degree of discussion and planning about how to undertake this improvement, as evidenced by the frequent articles in the news media on trends and development and the preparation of concept papers by various stakeholders.

As in all such informal developments around the world, Ger inhabitants have been themselves taking care of their shelter needs. Many are still living in the traditional Ger, a beautiful and substantially weather-proof round tent easily assembled and disassembled as needed in the nomadic herder culture. Others build basic starter units with a variety of discarded and improvised materials, including adapted shipping containers. And yet others have graduated to more substantial homes built with appropriate construction materials, in some older areas including a good number of two storey buildings. So, each in his own time, at his own pace, and to his individual means. 

To address the particular needs of the vast and growing urban Ger areas, we recommend the use of successive short-term small-amount incremental loans as being particularly suited to them. 

The incremental loans, supplemented with the transparent and well targeted subsidy program, will maintain this individualistic approach while giving Ger inhabitants access to affordable bank financing for the gradual improvement and expansion of their houses. But quite apart from their ad-hoc approach and the fact that they can work, these loans remain the only practical way for low-income households to tap into market-based financing given the absolute lack of medium and long term funds in Mongolia 

To facilitate both Ger inhabitants access to banks and the banks ability to serve the large number of small loans involved, we recommend a major effort to establish and support community organizations and/or demand organizers in the Ger areas. It is not unusual for banks to be ill prepared for small-denomination mortgage lending to low income groups. These require special underwriting and follow-up procedures, as well as carrying higher origination costs on minimal loan amounts. In other words, these small loans are viewed as being several times more expensive to originate and service than one larger business or other loan. And even those banks that recognize the growing economic possibilities and business opportunities of settlements such as the Ger areas have to cope with these higher originations costs.

Thus the role played by demand organizers such as community groups, NGOs, brokers and professional agents can be critical. In organizing the demand they fulfill a double role. On the

One hand, they help unsophisticated home buyers to approach and meet the requirements of lending institutions. On the other hand, by joining individual applications within homogenous

Packages for presentation to and easy processing by the lending institution, they greatly alleviate the latter’s infrastructure and costs.

But for Ger inhabitants their shelter solution is one aspect of their personal and economic development. Their involvement and participation in the continued development of their community is vital, fundamental to which is a democratically elected and supported Community Organization, preferably with substantial female participation.A Community Organization – through its planning, official lobbying and implementing efforts– will provide the means for local residents to promote and secure both indispensable community needs and desirable amenities. 

To ensure sustainable housing finance system in Mongolia, borrowers education on finance is critical. Therefore, there is urgent need of a series of trainings for borrowers for access to affordable housing loans .

The Housing Development Fund which is already established but not in operation needs to be operational and sustained so that lending for housing to low income households can be made from the fund. 
There is solid lack of government institution that targeted to develop and upgrade housing condition of ger area inhabitants. Thus, the institutions is needed to be established. 
Promotion and development of primary and secondary mortgage markets by raising medium to long term funds on domestic and foreign capital markets through a series of capital market tools to create and ensure a smooth functioning of a long-term system to promote affordable home ownership and urban development for Mongolian. 

In conclusion, in order to create a well functioning primary mortgage market, the passage of the legislation for primary mortgage lending and enabling regulatory framework will be a major achievement.
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PAGE  
8

