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SECTOR ASSESSMENT (SUMMARY): FINANCE 
 

Sector Road Map 
 
1. Sector Performance, Problems, and Opportunities 
 
1. Financial stability. The financial sector is fragile and evidences further weakening, 
particularly with regard to problem loans and funding. While many improvements have been 
made in terms of capacity and range of products and services, risk remains high. Dollarization is 
significant. The level of embedded credit risk on banks’ balance sheets from unseasoned loan 
portfolios is high as a result of very high lending growth rates and lending in foreign currency to 
borrowers who do not have capacity to manage the risk. The nonperforming loan (NPL) ratio 
reached 17.4% in 2009 and fell to 4.2% at the end of 2012, but rose again to 4.5% in February 
2014. The volume of NPLs rose more than 92% from the end of 2012 to the end of 2013 while 
loan growth was only 54%. NPLs are considered to be underreported because of lenient 
restructuring policies, and weaknesses in problem loan identification.  
 
2. Institutional capacity and oversight and regulation by financial sector supervisors are 
weak. The failure of Savings Bank in July 2013 raises concerns over weak supervision. 
Excessive use of regulatory forbearance is particularly evident with capital adequacy 
requirements, lending limits, and loan classifications and provisioning. The newly founded 
Deposit Insurance Cooperation of Mongolia lacks capacity. A sound financial stability and 
macro-prudential policy framework are lacking. Limited tools are available to identify potential 
concerns and react. While periodic Financial Stability Council (FSC) meetings occur, no rigorous 
financial sector stress testing routine supports their efforts. Oversight of financial groups and 
consolidated supervision are inadequate.  
 
3. Access to finance. Commercial banks continue to dominate the financial sector. No fully 
licensed foreign bank operates—impairing competition and alternative product availability. The 
Mongolian economy is heavily reliant on the mining sector, placing the country at risk of global 
price fluctuations for commodities. While almost 90% of registered businesses in Mongolia are 
small and medium-sized enterprises (SMEs), most of them have limited access to finance and 
are unable to contribute sufficiently to diversification of the economy, employment creation, and 
economic growth. Access to lending and financial services across the country is impaired, 
particularly the provision of a broader range of financial services to the population outside the 
capital. Financial literacy is weak. An adequate regulatory framework for financial consumer and 
investor protection does not exist.  

 
4. A large under-banked population exists, particularly outside the capital, with about 30% of 
the population living below the income poverty line. Rural financial service providers include 
banks, saving and credit cooperatives (SCCs), nonbank financial institutions (NBFIs), and the 
informal financial sector. The banking sector accounts for the majority of microfinance market 
assets, and 70%–80% of NBFI loans are allocated to microfinance clients. The average loan 
tenor is only 2.5 years and the average loan size is MNT7.5 million. Lending to rural areas and 
the agricultural sector is limited. These populations have limited access to financial services and 
collateral that can be pledged as security. While an ownership and liens register on immovable 
property exists, a system to enforce the security interests of moveable assets does not. This 
impairs the development of alternative sources of collateral apart from real estate. Additionally, 
standards for real estate appraisals are weak, impairing collateral value credibility.  
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5. SMEs in Mongolia face challenges to obtain finance.1 Only 10% of about 37,000 SMEs 
regularly access finance through banks because of high interest rates and collateral 
requirements. At the end of December 2013, the value of total outstanding SME and small 
business purpose loans was MNT1,804 billion, comprising about 16.8% of total loans. Interest 
rates range from 5% to 36% per annum. The government has initiated programs to improve 
access to finance, including an SME development fund and credit guarantee fund.  
 
6. The leasing and insurance sectors are underdeveloped and offer a narrow product range. 
While banks dominate leasing through subsidiaries, providing 22% of the leasing portfolio at the 
end of 2012, a number of specialized leasing companies are also active. Leasing has grown 
rapidly at a compound growth rate of 76% from 2007 to 2012, but as a percentage of gross 
domestic product (GDP) it remained low at 1% in 2012. Bank interest rates on financial leases 
are high, averaging 24%–30% per annum. The insurance industry, while growing steadily, 
remains small with total premium income of only 0.53% of GDP in 2013. 
 
7. The housing finance sector is underdeveloped and has had limited effectiveness in both 
serving the main population and targeting the poor. At the end of February 2013, the value of 
mortgages outstanding had risen 27.3% year on year to MNT873.7 billion, and the number of 
borrowers has doubled to 29,946 over the past 5 years. However, mortgages issued are mostly 
to the middle- to upper-income range, with an average loan to value ratio of about 75%. 
Mortgage tenors range from 1 to 20 years; the weighted average tenor was 13 years as of 
February 2013. Interest rates are 6%–30% per annum, with a weighted average interest rate of 
17.5%. The government aims to develop the mortgage-backed securities market, but many legal 
and capacity constraints exist. Since June 2013, the government has embarked on a policy loan 
program to offer below market rate mortgage loans via commercial banks. At the end of 2013, 
MNT1.5 trillion of mortgages had been granted, including a large amount of refinanced 
mortgages.  
 
8. Infrastructure and green finance. The economy is heavily reliant on mining and coal for 
energy production, but mechanisms for green finance are not yet a focus. Government support 
for such programs is lacking, and private financing mechanisms in the areas of clean energy and 
energy efficiency have not yet been developed. Project financing is lacking, availability of 
long-term funding is limited, and funding conditions are tight, particularly in togrog. Mongolia’s 
economy has vast long-term financing needs that exceed the local financial market capacity. 
External funding continues to be the primary source of finance for large-scale projects. Financial 
market instruments available to private borrowers using illiquid and inefficient bond or equity 
markets are very limited or nonexistent. Availability of long-term funding remains often limited to 
maturities of 5 years or less. Funding conditions in the market have also tightened because of 
rapid loan and slow deposit growth. 2  An effective interbank market is lacking and an 
underdeveloped government bond market impairs the creation of a corporate bond market.   
 
 2. Government’s Sector Strategy 
 
9. Under priority outcome 2 of the section on money and loan policy, the National 
Development Strategy, 2008–2021 calls for strengthening the banking and financial system 
consistent with the common practice established in highly developed countries; strengthening 

                                                 
1
 Mongolia has an official definition of SMEs in its SME Law. The definition varies by sector—industry, retail trade: 

maximum 199 employees and maximum turnover of MNT1.5 billion; trade: maximum 149 employees and maximum 
turnover of MNT1.5 billion; and services: maximum 49 employees and maximum annual turnover of MNT1 billion. 

2
 The loan to deposit ratio increased to 103.1% in February 2014 from 92.7% in February 2013. Loan growth was very 

high at 54.6% year on year in February 2014. 
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the nonbanking financial system and operations; developing a securities and capital market; 
strengthening the risk management system of banking and financial institutions; and making 
Ulaanbaatar city a larger banking and financial center of the Eastern and Northern Asia and 
Central Asia regions.3 Developing the country’s financial sector is an important government 
priority for 2007–2021.  
 
10. Overall, a distinct national financial sector policy has not been formally defined. Following 
the change in government in 2012, the Government Platform, 2012–2016 discusses overall 
social and economic development themes with nominal elements linked to the financial sector.4 
These include taking steps to reduce interest rates, reforming housing finance, and 
modernization of the Mongolian Stock Exchange (MSE). The government supports increased 
lending by the Development Bank of Mongolia (DBM) to support infrastructure and 
manufacturing. Support will also be provided to SMEs through the Loan Guarantee Fund 
mechanism and the Mongolia Credit Guarantee Company (MCGC). Additionally, the government 
supports housing finance through the Mongolian Mortgage Corporation (MMC).  
 
11. The Bank of Mongolia (BOM) supervises banks, and manages monetary policy, the 
payment system, the credit bureau, and the immoveable asset registry. The Financial Regulatory 
Commission (FRC) supervises nonbank institutions including the insurance sector, MSEs, SCCs, 
and microfinance institutions. Leasing, not operated by banks, is not supervised.  
 
 3. ADB Sector Experience and Assistance Program 
 
12. Several international development partners work in Mongolia. In 2010, the government 
established a partnership with London Stock Exchange to support the MSE. Microfinance and 
SME finance is supported by Japan International Cooperation Agency and German development 
cooperation through Deutsche Gesellschaft für Internationale Zusammenarbeit. The World Bank 
implements programs covering microfinance, capacity building of the FRC and BOM, and 
programs to support financial inclusion. Luxemburg supports the FRC in strategic planning and 
management, and via tailored capacity building of financial institutions. The European Bank for 
Reconstruction and Development has assisted BOM to help upgrade economic modeling.  
 
13. Key achievements of Asian Development Bank (ADB) loans and technical assistance 
projects for financial sector reform include (i) restructuring and privatization of state-owned 
banks; (ii) developing an interbank market; (iii) establishment of a deposit insurance system; 
(iv) strengthening banking legislation and regulations, and banking sector systemic risk 
management;5 (v) capital market development;6 (vi) public–private partnership development;7 
(vii) supporting development of mobile banking;8 and (viii) promoting inclusive financial services 
for the poor.9 Since 2010, ADB has also worked with partner banks under the Trade Finance 

                                                 
3
 Government of Mongolia. 2008. Millennium Development Goals-Based Comprehensive National Development 
Strategy of Mongolia. Ulaanbaatar.  

4
 Government of Mongolia. 2012. The Government Platform (2012–2016). Ulaanbaatar. 

5
 ADB. 2009. Technical Assistance to Mongolia for Policy and Institutional Support for Banking Sector Systemic Risk 

  Management. Manila (TA 7397-MON). 
6 ADB 2011. Technical Assistance to Mongolia for Government Bond Market Development. Manila (TA 7971-MON). 
7
 ADB. 2010. Technical Assistance to Mongolia for Public–Private Partnership Development. Manila (TA 7577-MON); 

and ADB. 2012. Technical Assistance to Mongolia for Developing a Conducive Environment for Public–Private 
Partnership. Manila (TA 8236-MON). 

8  ADB. 2009. Technical Assistance to Mongolia for Transformational Mobile Banking Services. Manila 
(TA 7479-MON). 

9  ADB 2012. Technical Assistance for Promoting Inclusive Financial Services for the Poor. Manila (TA JFPR 
9152-MON). 
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Program (TFP) in support of international trade. As of March 2014, the TFP has supported 
120 transactions valued at close to $93 million. The TFP has narrowed the trade finance gap in 
Mongolia and has helped support economic growth and job creation. ADB assistance focuses on 
supporting a stable financial sector, providing the basis for inclusive financial services for the 
poor, supporting economic diversification, and mitigating exposure for sectors and populations 
which are least capable to assume risk. 
 
14. The expected outcome of ADB’s interventions in the finance sector is increased use of 
more efficient financial intermediation by private sector enterprises and individuals to support 
diversification of the economy and employment, in particular in agriculture. First, ADB will help 
safeguard financial sector stability through, among others, continued development of the 
micro-prudential supervision capacity of BOM and the FRC for financial institutions and 
conglomerates. Secondly, ADB will improve the access to finance of SMEs by supporting 
financial infrastructure, including the development of private sector credit risk information 
services for SMEs and credit lines for key financial institutions. Thirdly, ADB will support 
long-term investment financing in infrastructure and green development by developing the 
primary and secondary bond market, building capacity of the DBM, and targeted onlending for 
clean energy and energy efficiency projects. 
 
15. Financial stability. ADB interventions will (i) continue to develop the micro-prudential 
capacity of BOM and FRC to effectively supervise financial institutions individually and on a 
consolidated basis; (ii) raise the effectiveness of macro-prudential policy tools of the FSC; and 
(iii) support the operations of the Deposit Insurance Cooperation of Mongolia. 
 
16. Access to finance. ADB interventions will (i) support inclusive finance, particularly for 
the poor and rural areas, by utilizing innovations in mobile banking; establishing investor and 
financial consumer protection frameworks; enhancing financial literacy, investor education, and 
public awareness of deposit insurance; and supporting capacity development of nonbank 
institutions, the leasing and insurance sectors, and SSCs; (ii) foster economic diversification by 
supporting access to finance for SMEs through the development of a central registry for mobile 
collateral assets; establishment of private sector credit risk information services for SMEs; 
targeted credit lines for key financial institutions, including the recently approved senior loans for 
two leading commercial banks10 and the MCGC; facilitating trade through cofinancing activity 
under the TFP; and development of the insurance sector to improve services for SMEs, the 
agriculture sector, and consumers; and (iii) support affordable housing for populations with 
limited access to finance. 
  
17. Infrastructure and green finance. ADB interventions will (i) develop the local bond 
market through the establishment of a primary dealer system, and a secondary market for 
government bonds; (ii) provide capacity building for rating agencies to support private bond 
issuance; (iii) examine the possibility of ADB issuing local currency bonds to promote market 
development and provide local currency finance for SMEs and selected ADB projects; (iv) build 
project management capacity for the DBM; and (v) seek opportunities for private equity 
investments that may also include approaches to extend financing facilities to commercial banks 
for clean energy and energy efficiency.  

                                                 
10

 ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Senior Loans to Xac 
Bank and TenGer Group for Supporting Micro, Small, Medium-Sized Enterprises and Leasing Finance in Mongolia. 
Manila; ADB to Help Mongolia’s Small Businesses Access Bank Financing. 
http://www.adb.org/news/mongolia/adb-help-mongolia-s-small-businesses-access-bank-financing?ref=countries/mo
ngolia/news  (accessed 4 July 2014). 

http://www.adb.org/news/mongolia/adb-help-mongolia-s-small-businesses-access-bank-financing?ref=countries/mongolia/news
http://www.adb.org/news/mongolia/adb-help-mongolia-s-small-businesses-access-bank-financing?ref=countries/mongolia/news
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NPL = nonperforming loan, SMEs = small and medium-sized enterprises. 
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Sector Results Framework (Finance, 2014–2016) 
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes 
with ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Sector Outputs 
with ADB 

Contribution 

Indicators with 
Incremental 

Targets 

 
 

Planned and Ongoing ADB Interventions 

Main Outputs 
Expected from ADB 

Interventions 

Increased use 
of more efficient 
financial 
intermediation 
by private 
sector 
enterprises and 
individuals 

Bank credit to GDP 
increases to 100% 
of GDP by 2016 
(2012 baseline: 
83.9%) 
 
Annual MSE 
turnover as a share 
of GDP rises to 
above 3.0% by end 
of 2016 (2012 
baseline: 1%)  
 
Total market 
capitalization of 
companies listed on 
MSE as a share of 
GDP rises above 
15% by end of 2016 
(2012 baseline: 
12.6%)  
 
Total bonds 
outstanding as % of 
GDP rises to 18% 
by end of 2016 
(2012 baseline: 
7.1%) 

Improved 
financial sector 
stability, and 
increased 
availability of 
finance to SMEs 
and the 
under-banked 
sector 

Total assets of 
SCCs increase to 
MNT160 billion by 
end of 2016 (2013 
baseline: 
MNT73.8 billion) 
 
Microfinance 
accounts and end 
borrowers reach 
3,000,000 accounts 
by end of 2016 
(2013 baseline: 
2,077,835 accounts) 

 

SME loan accounts 
opened and end 
borrowers reach 
60,000 accounts by 
end of 2016 (2013 
baseline: 
52,947 accounts) 

 

Planned Key Activities 

Financial Stability (20%) 

Access to Finance (70%) 

Infrastructure and Green Finance (10%) 
 

Pipeline projects 

Payment system modernization ($20 million loan) 

Line of credit to MCGC for economic diversification 
supporting SMEs ($60 million loan) 

Strengthening the project management skills and 
governance of the DBM (TA $0.5 million) 

Energy efficiency and climate change financing 
(TA $0.5 million) 

Public finance resource management (TA $0.5 million) 

MSME onlending to Khan Bank ($40 million loan) 
 
Innovative SME Funding (TA 0.5 million) 
 
Ongoing assistance 

MSME onlending to Xac Bank and Tenger Financial 
Group ($40 million loan) 

Policy and Institutional Support for Banking Sector 
Systemic Risk Management (TA $2 million) 

Transformational Mobile Banking Services (TA 
$0.4 million)  

PPP Development (TA $0.5 million)  

Government Bond Market Development (TA $1 
million)  

Developing a Conducive Environment for PPPs (TA 
$0.75 million) 

Planned key activity 
and pipeline projects  

More than 30% of 
SME loans made to 
clients outside the 
capital by end of 2016 

Weighted average 
interest rate of togrog 
loans below 15% by 
end of 2016 from 
19.6% in 2013Q1  

Payment services that 
are easily accessible 
by citizens located in 
rural areas and the 
unbanked 
 

Ongoing projects 

Oversight capacity in 
systemic risk 
management of the 
banking system 
reinforced 

ADB = Asian Development Bank, BOM = Bank of Mongolia, DBM = Development Bank of Mongolia, FRC = Financial Regulatory Commission, FSC = Financial 
Stability Council, GDP = gross domestic product, MCGC = Mongolian Credit Guarantee Company, MSE = Mongolia Stock Exchange, MSME = micro, small and 
medium-sized enterprises, PPP = public–private partnership, Q = quarter, SCC = savings and credit cooperative, SMEs = small and medium-sized enterprises, TA 
= technical assistance.  
Source: Asian Development Bank estimates. 


