< PROJECT CONCEPT PAPER FOR KSP POLICY CONSULTATION >

Supporting Efficient and Sustainable Operations of Mongolia Free Zones

I. Introduction

1. In 2004, the Ministry of Economy and Finance of Korea (“MoEF”) launched the Knowledge Sharing Program (“KSP”) which is knowledge-based development and economic cooperation program designed to share Korean development experience with partner countries. In addition, in 2011, the MoEF newly initiated the Joint Consulting Program with International Organizations (“IOs”) in order to provide tailored solutions for partner countries by leveraging regional expertise and networks established by the IOs. KSP offers comprehensive policy consultation tailored to the needs of the partner countries, encompassing in-depth analysis, policy recommendations, and training opportunities. 

2. According to the Memorandum of Understanding the KSP[footnoteRef:2], and the project proposal submitted by the Office of Deputy Prime Minister (“ODPM”) through the Asian Development Bank (“ADB”), the MoEF and the Mongolian government agreed to undertake the project through KSP-ADB Joint Consulting Program. Under the supervision of MoEF, the Export-Import Bank of Korea (“Korea Eximbank”), as the government agency for KSP will arrange Supporting Efficient and Sustainable Operations of Mongolia Free Zones (the “Project”). The Project aims to provide the Mongolian government ("GoM") with consultations for strategies and policies to better operate and manage its free economic zones as well as to establish a port of entry system within its free zones. The impact, outcome, outputs, activities, implementation arrangements, and financing plans of the Project will be confirmed based on consultations with the relevant stakeholders.   [2:  The Memorandum of Understanding was duly signed on May 5, 2011, between the ADB and the MoEF.] 


II. Background

3. Mongolia is geographically located in north-central Asia, between People’s Republic of China and Russian Federation. Its economy is largely dependent on international trade, with export accounting to more than half of Mongolia’s GDP (World Bank, 2019). Unprecedented disruptions to the global economy due to the coronavirus disease (COVID-19) - particularly the economic slowdown in China - has negatively affected the country’s exports and economy. In the first nine months of 2020, Mongolian economy contracted by 7.3 percent, one of the worst contractions since the 1990s. Government total revenue declined by 13 percent, whilst it’s spending went up by 22.1 percent (year on year) in 2020[footnoteRef:3]. The pandemic has heightened Mongolia’s need to facilitate international trade, for instance, through effective operation of free zones, which will be crucial to its post-pandemic economic recovery. In addition, it has become more important to ensure less dependence on state budget for government operations including the management of free zones.  [3:  World Bank Group. 2021. Mongolia Economic Update: From Relief to Recovery. ] 


4. The concept of free zone was introduced as early as 1995 in Mongolia as part of its transition into a market economy. Since 2002, Mongolia has established three free zones in strategic border locations: (i) at Altanbulag in Selenge aimag (province) on the northern border of Mongolia with the Russian Federation (in 2002); (ii) at Zamyn-Uud border (in 2003); and (iii) in Tsagaannuur, Bayan-Ulgii aimag, at the crossroads of the People’s Republic of China (PRC), Kazakhstan, and the Russian Federation (in 2005). However, operations of these 3 zones yet remain limited. The ODPM has oversight over the free zones, with each zone having a governor’s office that is responsible for managing its operations.

5. Free zone development is one of Mongolia’s economic diversification initiatives as provided in Mongolia’s Sustainable Development Vision 2030 and Government Action Plan 2016–2020 (Parliament Resolution No.45, 2016). It is also part of Mongolia’s efforts to increase participation in the global and regional value chains, including the Central Asia Regional Economic Cooperation (CAREC) program established by ADB to promote economic cooperation in the region. Mongolia’s law on free zone (as amended in 2015) has provisions for potential private sector participation such as: (i) infrastructure and facilities may be constructed under a concession agreement (Article 24); and (ii) an investor council, which represents investors, may implement a free zone management on the basis of agreement signed with ODPM (Article 21). Mongolia also committed to a policy and law on private participation in public infrastructure financing and delivery. The State Policy on Public Private Partnership (PPP) was developed and adopted in 2009, and the Law on Concession came into force in 2010. However, Mongolia’s experience in both PPP arrangements and free zone operations are at nascent stage.

6. Since the establishment of Masan free trade zone (initially a free export zone) in 1970, there are currently in total 13 free trade zones (FTZs) in operation in Korea[footnoteRef:4]. Free trade zones are designated areas to attract manufacturing and logistics companies in industrial complexes, airports, ports and distribution complexes and cargo terminals. Based on the Act on Designation and Management of Free Trade Zones amended on 2004, certain locations are selected and designated as FTZs, in which affordable rents for lands or buildings, tariff and tax reduction, as well as other services are provided to businesses operating within. As of March 2020, there are in total 1,108 companies (including 280 foreign invested companies and 810 domestic export firms) registered in the free trade zones. Masan FTZ alone has led to employment of more than 5,000, and foreign direct investment amounting to 6.8 billion USD[footnoteRef:5]. The free trade zone in Korea was selected as a successful model, promoting its foreign investment policy, by World Economic Processing Zones Association (WEPZA)[footnoteRef:6].  [4:  13 FTZs divided to mainly three types (industrical complex; airport; and seaport-type) managed by respective ministries.]  [5:  Statistics by the Ministry of Trade, Industry and Energy (MoTIE), by 2020]  [6:  Masan Free Trade Zone Office, www.motie.go.kr/ftz/masan ] 


7. Against this backdrop, this project concept paper (PCP) reflects the intention of Mongolia and Korea to cooperate and collaborate on ensuring efficient operation and sustainable management of the free zones in Mongolia. The Project will mainly (i) fulfill a diagnostic analysis on free zone operations in Mongolia (ii) provide policy recommendations on ways to systemically operate and manage free zones in Mongolia (iii) outline education and training programs referring to Korea’s best practices and lessons learned. 

8. For this project, the Korea Eximbank will be responsible for planning, management and monitoring of the project, in close coordination with the GoM. Korea Eximbank will employ a consultant of a Korean national(s) (“KSP consultant”) to conduct activities in accordance with key milestones. To ensure successful project implementation, the KSP consultant is expected to (i) liaise directly with the Korea Eximbank and ODPM, (ii) report the progress of the project according to the project schedule and/or upon request in a timely manner, and (iii) actively and effectively communicate with the Korea Eximbank and the GoM. The details of the assignments are subject to change upon mutual consent of Korea Eximbank and the GoM.


III. Detailed Tasks

9. (Activity 1) Diagnostic Analysis on Free Zone Operations in Mongolia

To identify opportunities and challenges in the operation and management of free zones in Mongolia, the KSP consultant will do literature reviews on the country’s current management system of the free zone and related laws. Along with the literature reviews, the KSP consultant will conduct fact-finding mission(s)[footnoteRef:7] for more in-depth studies. Studies on Activity 1 will cover but not limited to the following:  [7:  The number and the schedule of fact-finding missions are subject to change depending on COVID-19 situation and through mutual consent of the Korea Eximbank and the GoM.] 


i) Current status of the three free zones in Mongolia (i.e. geographical location, sectoral composition, occupancy rate, export/import, government investment, employment, FDI, and so on); 
ii) Reviews on Mongolia government’s policies, legislative measures, and institutional frameworks related to management and operation of free zones leveraging on work currently undertaken under ADB’s technical assistance and the Developing the Economic Cooperation Zone Project for Mongolia;[footnoteRef:8] [8:  https://www.adb.org/projects/51410-001/main#project-overview ] 

iii) The level of investment attraction tools (i.e. infrastructure, services and benefits provided to investors) utilized within the free zones;
iv) Governance model for development, management and operation of Mongolian free economic zones; and
v) Reviews on Mongolia government’s policies, legislative measures, and institutional frameworks related to PPP arrangements in development of free zones. 

For a more quality outcome of Activity 1, hiring a local consultant (or several local consultants) is highly recommended. Moreover, the two parties (Korea Eximbank and GoM) will hold an inception seminar* via online at the initial stage of the project in order to discuss project’s details. 
 
* The detailed work scope (the contents of activities) may be modified and determined by KSP consultant within this inception seminar through discussions, under the supervision of the Korea Eximbank and ODPM.


10.  (Activity 2) Case study on Korea’s Experience in Development of Free Zones

Case studies will be delivered to Mongolian border and free zone authorities in terms of overall management of as well as applying PPP model on free zones in the country. The studies will review in detail the experience and knowledge of Korea in developing its operation and management system, investor-friendly environment and one stop services. Activity 2 will cover but not limited to the following: 

i) Overview of the different free economic and/or trade zones in Korea, in particular Incheon free economic zone and Masan free trade zone;
ii) Analysis on Korea’s legal frameworks, policy guidelines, and administrative measures on management of free zones; and
iii) Governance model for development, management and operation of Korean free zones (in particular looking at cases that have applied PPP models);
iv) Review of different investment attraction tools (i.e. infrastructure, services and benefits provided to investors) used in Korea;
v) Review of cases in which digital solutions have been adopted for free zone operations (i.e. one-stop shop, investor applications, customer relations management) 
vi) Challenges faced in development of the free zones in Korea

11. [bookmark: _GoBack] (Activity 3) Policy Recommendations on Maintaining Efficient and Sustainable Operations of the Free Zones in Mongolia

KSP consultant will provide policy recommendations and strategies for ensuring efficient and sustainable management of the free zones in Mongolia. Detailed activities will cover but not limited to the following: 

i) Establishing strategies for operative and systematic management of free zones in Mongolia; 
ii) Establishing an agenda of priorities in regards to attracting investors (for instance, Korean firms in particular sectors) and dealing with challenges in development of the free zones in Mongolia;
iii) Providing consultations on applying PPP models/projects on free zone management; and
iv) Coming up with proposals for incorporating policy and technology into the managing system of free zones in Mongolia.

12. (Activity 4) Capacity Building Workshop and Interim Seminar in Korea[footnoteRef:9] [9:  Detailed venue and formality of proceeding the capacity-building workshop and interim seminar are subject to change depending on the COVID-19 situation and through consultations among the parties (Korea Eximbank and the GoM).] 


With the outcomes of Activities 1 through 3, KSP consultant will host a capacity building workshop for Mongolian public officials (e.g. officials in ODPM, border and free zone authorities). The workshop will share Korea's know-hows and lessons learned, which will cover but not limited to the following:

(i) Overview of development in Korea’s legal framework, policy and institution on management of free zones;
(ii) Lesson learned by Korean experts and policy makers with experience in development of free zones;
(iii) Study visits to free zones, (including Incheon free economic zone, Masan free export zone, etc.);
(iv) Strengthening capacity in developing and reviewing PPP project documents including a standard form of PPP contract;
(v) Effectively overviewing and managing PPP projects in free zones;
(vi) Conducting workshop and training, site visits in Korea for integrated border management (ICT) system in the free zone for the officials of border protection agencies as well as Zamyn Uud Free Zone Governor’s Office (ZUFZGO) and ODPM.

Together with the analysis and researches fulfilled throughout Activities 1~3, the workshop will bring synergies for the GoM to strengthen its relevant legal and institutional frameworks surrounding the management of free zones, and thus, contributing to growth and development of the country’s economy.  



13.  (Activity 5) Final Dissemination Seminar 

KSP consultants shall present the final report at the final dissemination seminar at which key project stakeholders shall be invited. The seminar aims to disseminate the project outputs and conclusion from previous activities and analysis to the GoM, relevant experts and stakeholders. Moreover, the KSP consultant will share the results of research and provide policy recommendations.


IV. OTHERS

14. The two parties have exchanged their opinions on the work scope of the project, future plans as well as the ToR of the KSP consultant. One party will contribute to the Project responding to the request of the other party – e.g. sharing of necessary reports and document in a timely manner, and fully cooperating with the other for all necessary arrangements necessary for field studies and report preparation.

15. Basic information on the project and ToR for the would-be KSP consultant are as in Appendices 1 and 2. 
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<Appendix 1>

Basic Project Information

	Project Title
	Supporting Efficient and Sustainable Operations of Mongolia Free Zones

	Project Type
	Joint Consulting (with the ADB)

	Project Duration
	November 2021 ~ August 2022 (10 months) 

	Project Budget
	KSP : USD 212,300 (tentative) 

	Stakeholders
	Korea Eximbank, Republic of Korea
Office of the Deputy Prime Minister, Mongolia 

	Person in Charge
	· Korea Eximbank: 
· Mr. Hyuk Joon Kwon (KSP Team Director)
· Mr. Kyung Won Lee (KSP Specialist) 
· Ms. Gah Hyun Uhm (Project Officer)

Asia Development Bank:
· Ms. Dorothea Lazaro (Regional Cooperation Specialist)

· Government of Mongolia (Office of Deputy Prime Minister) 
· Mr. Tseveenjav Urtnasan (Senior Advisor & Chief of Staff)

	Project Activities
	Activity 1
· Diagnostic Analysis on Free Zone Operations in Mongolia

Activity 2
· Case Study on Korea’s Experience in Development of Free Zones 

Activity 3
· Policy Recommendations on Maintaining Efficient and Sustainable Operations of the Free Zones in Mongolia

Activity 4
· Capacity Building Workshop and Interim Seminar in Korea

Activity 5
· Final Dissemination Seminar



<Appendix 2>

Terms of Reference for KSP Consultant


I. Consulting Services

A consulting firm* will be hired to provide 5 key Korean experts for 12 person-months to undertake the KSP activities. The consulting firm will be recruited using quality and cost-based selection method (90:10) with technical proposal in accordance with KSP Proposal Evaluation Manual (2017, as amended from time to time).
 
* This consulting firm may be in a form of consortium that is composed of university, consulting firm, public agency and etc. It will be determined as a result of competitive bidding among Korean nationals.


II. Summary of Consulting Services Requirements and Terms of Reference 

· Principal Investigator (PI) / 10 person-months

Principal Investigator must have high expertise in the area of free zone development, and in particular in promoting PPP models for development. The PI will:
i) Be responsible for the work of KSP under the TOR;
ii) Supervise all field investigations and desk studies;
iii) Provide overall guidance to other consultants and coordinate them in completing their tasks;
iv) Supervise training activities and contribute to workshops, seminars and reports; and
v) Prepare inception, interim, and final reports of the project in coordination with other consultants, and review written reports for quality assurance.

· Specialist in free zone management, PPP, or related field / 6 person-months

The specialist will:
i) Review current free zone management system in Mongolia and Korea and analyze legal, regulatory, and institutional frameworks (or sector data);
ii) Coordinate and collaborate with the PI to ensure timely delivery of outputs; 
iii) Plan strategies to establish an efficient management system of the free zones as well as financial models to ensure sustainability;
iv) Develop prioritization criteria; and
v) Guide and supervise input of individual team members and quality control of their outputs.

· HR specialist / 3 person-months
i) Review the current status of human resources development in management of the free zones;
ii) Identify specific needs and create tailored capacity building programs; 
iii) Design training programs for officials in ODPM, border and free zone authorities; and
iv) Contribute to workshops, seminars, and reports. 

· Researcher of free zone management sector / 6 persons-months
i) Collect information on the free zone operations in Mongolia and Korea;
ii) Review the current constraints in developing an efficient and sustainable free zone system;
iii) Compare and analyze the management system of Mongolia and Korea; 
iv) Suggest an efficient model for the government of Mongolia;
v) Provide consultations on applying PPP models/projects on free zone management; and
vi) Come up with proposals for incorporating policy and technology into the managing system of free zones in Mongolia;
vii) Assist the ODPM in developing a set of policy recommendations for launching and piloting programs in the free zones in Mongolia; and
viii) Contribute to workshops, seminars and reports.

· Financial Analyst / 4 person-month
i) Perform cost estimates of different options with prioritization;
ii) Estimate operation and maintenance costs;
iii) Compute contingencies and financial charges; and
iv) Consolidate project cost by the financier, component, and year.


III. Outputs/Deliverables and Timeline 

The following outputs/deliverables are expected in a designated schedule:

· Inception Seminar and Inception Report (November 2021)
· Interim Report (April 2021)
1. Executive summary
1. Project Overview
1. Diagnostic analysis on free zone operations in Mongolia
1. Case study on Korea’s experience in development of free zones

· Capacity Building Workshop (May 2022)
· Final Report (July 2022)
1. Executive summary
1. Project Overview
1. Policy Recommendations on maintaining efficient and sustainable operations of the free zones in Mongolia

· Final Dissemination Seminar and Project Completion Report (July ~ August 2022)

	Milestone Activities
	Expected Date (tbc)

	Mobilization of KSP consultant
	October ~ November 2021

	Inception Seminar (Inception Report)
	November 2021

	Activity 1 
Diagnostic Analysis on Free Zone Operations in Mongolia
	November 2021 ~
January 2022

	Activity 2 
Case Study on Korea’s Experience in Development of Free Zones 
	January ~ March 2022

	Activity 3
Policy Recommendations on Maintaining Efficient and Sustainable Operations of the Free Zones in Mongolia
	March ~ April 2022

	Activity 4
Capacity Building Workshop and Interim Seminar in Korea
	May 2022

	Activity 5
Final Dissemination Seminar (Final Report)
	August 2022

	Project Completion Report
	August 2022



* Please note that the estimated schedule indicated above may be subject to change.


IV. Costs & Estimated Financial Plan

The KSP budget for this assignment is about USD 212,300 (tentative) equivalent in total and it will be financed on a grant basis by KSP. It will cover expenses for all the activities mentioned above, including travel and accommodation expenses for consultants and administration. The GoM will provide counterpart support in the form of counterpart staff inputs, data and information provision, office space, furniture, equipment and communication facilities and other in-kind contribution. 

V. Consultancy Requirements 

· Characteristics
1. The Consultant will be a Korean firm

* Please note that the Korean KSP consultant will employ any local (Mongolian) consultant(s) who is (are) specialized in the free zone development sector

1. The Consultant will submit all reports in Korean, English and Mongolian
1. Contract Duration : November 2021 ~ August 2022
1. Place(s) of work : Based in Korea, with several missions in Mongolia when necessary

· Qualifications
1. Doctoral degree or equivalent in free zone development, PPP or relevant field
1. Minimum 10 years of work experience in free zone management and operation, industrial location, international trade, PPP as well as relevant experience in designing and implementing research consultation
1. Experience of cooperation with the government of Mongolia or developing countries is preferred 
1. Experience in the issue of applying PPP models in free zones ranging from institution/program development to implementation of the institution/program
1. Knowledge of free zones or special economic zones and particularly in Mongolia or East Asian countries
1. Knowledge of the analysis of external effectiveness and the link between free zones and other cross sectoral areas
1. Considering to given-time constraint and corresponding work schedule, a consultant should present its plan and methodology how to effectively conduct research on the current situation of Mongolia
1. Fluent communication skill in English is essential 

