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PRIVATE SECTOR ASSESSMENT (SUMMARY)1

1. Mongolia’s private sector provides 65-70% of the national output and dominates primary 
production, industry and the services sector. The Government of Mongolia maintains a 
predominant position in public utilities and social services, although the scope for private sector 
initiative in several subsectors (e.g., higher education, municipal services) has expanded in 
recent years. Mongolia will need to boost its competitiveness to achieve more inclusive and 
sustainable growth. 

 
 

 
2. While Mongolia enjoys relatively free trade, the business setting for private sector 
development faces numerous challenges. The World Bank’s Doing Business 2012 survey 
ranked the country 86th out of 183 and identified the areas in need of most attention as starting 
a business, dealing with construction permits, trading across borders, and resolving insolvency. 
In terms of the Global Competitiveness Index used by the World Economic Forum rankings, 
Mongolia ranks in the 96th place among 142 countries in 2011-2012, a slight improvement from 
the 99th out of 139 in 2011-2012. 

3. The private sector continues to face formidable growth and development challenges. 
Mongolia’s landlocked status, underdeveloped links to external markets, and weak infrastructure 
impose high transportation costs and lengthy transit times that limit exporters’ options. In urban 
areas, access to water supply, sewerage, and sanitation services are incomplete and face a 
backlog of much-needed maintenance and repairs. 

4. Corruption, the high cost of finance, and the tax system are the most frequently cited 
internal constraints. Lending costs are high, and access of small and medium-sized enterprises 
and the rural population to formal sources of credit is limited. Capital markets are still at a 
nascent stage of development, and the country lacks institutional investors. Businesses also 
face a growing mismatch between skills demanded by the private sector and those produced by 
the education system. 

5. The Asian Development Bank (ADB) has provided considerable assistance for private 
sector development in Mongolia. This includes support for trade facilitation and logistics 
development, industrial policy reform, and small and medium-sized enterprises development. 
ADB will continue to address priority needs in transportation and trade facilitation, as well as 
basic urban services that are important for business. ADB’s financial sector assessment for 
Mongolia concludes that broader and deeper financial intermediation is necessary for Mongolia 
to achieve sustainable, long-term growth. The financial sector assessment recommends the 
continued development of the financial sector, improvements in access to finance, and 
strengthening of the financial market infrastructure. These priorities are reiterated in the 
Comprehensive Program to Develop Market Environment for Reducing Interest Rate 
(comprehensive plan), a medium-term master plan approved by the government.2

 
  

6. Access to finance is a key challenge for private sector development. Rapid and 
imprudent lending during the last boom cycle have resulted in banking sector distress, with 16% 
of loans classified as nonperforming in 2010; subsequent deterioration of asset quality led 
banks to tighten the supply of credit. Banks stepped up their lending in late 2010, and demand 

                                                
1 This summary is based on ADB. 2010. Mongolia: A Financial Sector Assessment. Manila. 
2 The program has the following four components: (i) maintain low and stable inflation, (ii) ensure fair and proper 

business practices in the banking sector, (iii) ensure financial sector stability and expedite capital market 
development, and (iv) develop financial sector infrastructure and regulatory environment. 
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for new and innovative financial services is growing. However the legal and institutional 
foundation for these is not yet in place. 
 
7. Development of a framework for public–private partnerships (PPPs) will be critical to 
provide necessary infrastructure services in an environment of rapid economic growth. There 
are great opportunities for PPPs, particularly in infrastructure sectors like energy, urban 
transport, and logistics. However, while enabling legislation was passed in 2009, institutional 
and regulatory capacities need to be developed, and success will ultimately depend on sector-
specific tariffs and other policies required to reduce regulatory and political risks to acceptable 
levels. In 2010 and 2011 ADB provided technical assistance to develop institutional and 
regulatory capacity of the PPP Unit formed under the State Property Committee (SPC),3

 

 and in 
mid-2011 it was appointed to lead transaction advisory services for a proposed heat and power 
plant to be financed and operated as a concession. Based on this experience and past 
assistance to the PPP unit of the State Property Committee, ADB will continue to provide 
capacity building and will also offer advisory support for further PPP transactions. 

8. Underdeveloped financial market infrastructure is another important challenge for private 
sector development. The credit information system is very limited. The deposit insurance 
scheme needs to be replaced by a well-structured, sustainable system of deposit insurance to 
contain moral hazard and limit contingent liabilities. The system for registering security interests 
on property does not function effectively and, in the event of default, a creditor's right to 
foreclose or repossess collateral is not properly protected. At the same time, inconsistent laws 
and discretionary court decisions result in uncertainty or long delays in lenders' repossession of 
the pledged property. Lengthy court procedures and a large degree of discretion vested in 
judges impede the ability of contracted parties to enforce their rights. 
 
9. To ensure increased access to finance, ADB will continue to provide technical 
assistance to support the development of inclusive financial markets. Ongoing technical 
assistance projects are focusing on providing greater access to financial services for poor and 
vulnerable households and developing microinsurance. ADB is also working with the Bank of 
Mongolia and the Ministry of Finance to develop an efficient deposit insurance scheme that will 
serve the banking sector better and reduce government exposure. 
 
10. Since 2010, ADB has been working with partner Mongolian banks under the Trade 
Finance Program (TFP) which provides guarantees and loans in support of international trade. 
As of March 2012, TFP has supported 42 transactions in Mongolia valued at close to $53 
million. TFP helps mobilize private sector resources to developing member countries and a 
significant percentage of the trade transactions supported by TFP in Mongolia has been co-
financed by the private sector. ADB's TFP has narrowed the trade finance gap in Mongolia and 
has helped support economic growth and job creation. 
 
11. To help improve market infrastructure, ADB will help the government to strengthen 
corporate governance systems and associated regulatory capacity. ADB will also provide 
assistance to strengthen key institutions to ensure contract enforcement through improving 
dispute resolution, either through using court or arbitration mechanisms. ADB is supporting the 
development of a government bond market by helping to establish an auction mechanism and 
platform for secondary market trading, which will enable the establishment of a benchmark yield 
curve and support broader financial sector development. 

                                                
3 ADB. 2010. Technical Assistance to Mongolia for Public Private Partnership Development. Manila (TA 7577-MON, 

$500,000, approved on 17 August). 



 
12. Finally, to help the government’s effort to diversify the economy, ADB will continue to 
support non-mining sectors, in particular, those conductive to effective employment generation 
such as agriculture- and livestock-based manufacturing, and through value chain development. 
 




