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DON QUIXOTE FIGHTING WITH THE WINDMILLS

• During the COVID-19 pandemic, anyone who "thinks of the 
country" offers economic policies and recommendations. While 
high civic participation is commendable, it should not be 
forgotten that all of this must be based on specific research.

• In the banking and financial sector, 18 MNT out of 100 MNT 
loans are problematic and 22 MNT are affected by the Covid-
19. At this time, the issue of zero interest rates on loans and 
time deposits is leading to a long-term crisis, means same as 
the mining sector will have to stop exporting.

• In order to reduce interest rates, it is necessary to find 
solutions to many macro-environmental issues and to 
consistently implement the measures outlined in the Loan 
Interest Reduction Strategy. However, in the Covid time, job 
protection has become a priority.

”Don Quixote” fights for justice and has a "great battle" with the windmill. In 
other words, although you want to create a heroic deed, you are being naive 
about everything that has no meaning or purpose.



INTERNATIONAL MEASURES:
GOVERNMENTS ARE PROVIDING RELIEF TO FIRMS TO SUPPORT 
EMPLOYMENT AND AVOID LONG-TERM ECONOMIC DISRUPTIONS.

Source: International Monetary Fund
https://www.imf.org/-/media/Files/Publications/covid19-special-notes/special-
series-on-covid-19-public-sector-support-to-firms.ashx

Government guarantees have been widely used in past crisis and the 
current one. Umbrella guarantees (e.g. covering loans to SMEs) are often 
more efficient than direct government support, because the transaction 
cost of distributing subsidies or loans to multiple beneficiaries is likely to 
be higher.
Government may provide directly subsidized loans. As a shareholder, the 
government will have a stronger voice to ensure value for taxpayers’ 
money, including by setting conditions for the equity injection (which 
could also be legally imposed). On the other hand, equity is junior to debt 
and may be riskier for the government if the crisis is prolonged. 
Use of off-budget measures. Special purpose vehicles may be used by
some governments to channel support.

Revenue measures to provide liquidity relief to firms that may face 

difficulty in paying taxes and other  costs

• Tax deferral: China, Germany, Italy, Japan, Korea, Brazil,
Indonesia, Russia

• Tax relief: (хорио цээр тавигдахад татварыг нөхөж авахгүй):
China, UK, Korea, Indonesia, Russia

• Other: Such as making sure tax prepayments are realistic in now-
changed circumstances.

Expenditure measures to help pay for wages and other liquidity needs.
• Wage subsidies: France, Germany, Japan, Australia, Korea

Wage subsidies preserve the employer-employee relationship which  

could help ensure a faster recovery.



INTERNATIONAL BEST EXPERIENCE ON KEEPING EMPLOYMENT: SHORT-TERM FINANCING SUPPORT

Are business viable? Reduce financial burden; inject equity; or restructure debt and business

Do business face liquidity problems?
Provide liquidity support

(in addition to repayment moratorium and tax deferral)

Credit intermediation is not impaired, 

potentially support by:

● Monetary policy easing

● Lenders’ strong capital and funding 

positions

● Functioning funding markets, benefiting 

from the central bank’s liquidity 

provision

Relying on lenders’ balance sheet:

● Credit risk mitigation: credit guarantees 

provided by the government or policy 

banks

● Financing: In addition to available 

market funding, the central bank could 

provide term funding; funding could 

also be subsidized (including by the 

government) 

Creating Special Purpose Vehicles (SPVs) 

(Central bank repo)

● Credit risk mitigation: Risk sharing by 

SPVs’ acquisition of loans off lenders’ 

balance sheet 

● Financing: the central bank can finance 

SPVs that need to be backstopped by 

the government (the central bank 

should not bear credit risk) 

Yes

No

Yes

No

Source: International Monetary Fund
https://www.imf.org/-/media/Files/Publications/covid19-special-notes/en-special-series-
on-covid-19-considerations-for-designing-temporary-liquidity-support-to-businesses.ashx
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As a result of zero interest rate on 

current account, 15 percent was 

transferred to demand deposits.

BANKING SECTOR FEATURES AND FUTURE TRENDS, QUARTER 3

At the end of August, banks cut their 

interest rates by up to 1 percent. 

Interest rates are expected to be 

reduced again in 2021.

By lowering the policy rate to 6 

percent, loan interest rate and 

savings interest rates are expected 

to reach 15 percent and 10 percent 

respectively.

Due to the easing of quarantine, 

bank lending was increased by 22 

percent a year. However, it is 

expected to decline again by the 

end of the year.

18 percent of the banking sector 

loan is problematic.  Due to the 

quarantine, it is expected to 

increase sharply in the future.

Salary and pension loans 

increased by 12 percent a year 

while mining sector loans 

increased by 126 percent.



In the first half of 2021, loan interest rate is expected to be reduced by 1-1.5 
percentage point, reaching about 15 percent. As for savings interest rate,  the 
expectation is to reach about 9-10 percent.

Loan interest

Savings interest

THE POLICY RATE 
WAS REDUCED



40 percent of the system loans are problematic. Even with the implementation of 
temporary financial forbearance on loan classifications, the portfolio of risky loans will 
increase in the second half of 2021.

Throughout the system:

• Total loan of MNT 17.2 trillion

• MNT 2 trillion non-performing loans

• MNT 1.2 trillion past-due loans

• MNT 3.7 trillion Covid-19 affected loans.

LOAN 
CLASSIFICATION 

HAS BEEN DELAYED



AS A RESULT OF ZERO INTEREST RATE OF CURRENT ACCOUNT, 15 

PERCENT OF THE CURRENT ACCOUNT WAS TRANSFERRED INTO SAVINGS 

ACCOUNT. 
The amount of MNT and foreign currency savings has increased as some companies moved their money in current account to 
demand deposit account. 

Current and savings account,  MNT trillion



Individual lending increased by 

30 percent per year.

Business lending grew by 12 
percent per year.

IN THE 3RD QUARTER, LENDING INCREASED BY 30% A YEAR BY ECONOMIC 

ACTIVATION. IT IS EXPECTED TO DECREASE IN THE 4TH QUARTER.

The increase in lending was mainly due to an increase in salary and pension loans. However, lending is expected 
to decline in the fourth quarter due to the breakout of the pandemic.



Savings collateralized loans, card loans and car loans have not increased. 

SALARY AND PENSION LOANS INCREASED BY 12 PERCENT IN THE 3RD

QUARTER AS THE PENSION LOANS STARTED BACK.

Retail loan, MNT billion



LENDING TO THE MINING SECTOR INCREASED BY 126 PERCENT WITH THE 

RESTORATION OF MINING EXPORTS IN QUARTER 3.

Lending in the manufacturing, construction and trade sectors has declined. Business lending will continue to 
decline in 2020 due to the strict economic quarantine.

Business lending, billion MNT



Retail loans remain declining due to the cancellation of pension loans, restrictions on loan maturities, and 
declining demand for loans due to the pandemic.

LENDING IS INCREASING, BUT THE LOAN BALANCE IS STILL DECREASING. 

IT WILL CONTINUE TO DECREASE IN THE END OF THE YEAR.

Due to the cancellation of pension loans, the loan 
balance of individuals is
decreased by 5.6 percent a year.

loan balance is decreased by 6.4 percent a 

year due to a lack of growth in business 
lending.



The businesses were becoming more active in the 3rd quarter. However, because of the breakout of the virus, the economy 
was quarantined. This will cause the continuous increase of the NPL. 

THE NPL RATIO OF THE INDIVIDUALS TENDS TO INCREASE

NPL ratio of individuals, by percent



The NPL in the Mining, Services and Transport sectors declined in the third quarter due to the cancellation of the 
quarantine. However, due to strict restrictions, the NPL is expected to increase in the late 20’s and early 21’s.

THE NPL RATIO OF THE CONSTRUCTION SECTOR TENDS TO INCREASE

NPL ratio of business loan, by percent



KEY INDICATORS OF MACRO 

ECONOMY
QUARTER 3, 2020



The table shows a sharp decline in money market, external sector and fiscal indicators.
In 2020, the economy is expected to shrink by 5-6 percent, and the quarantine is expected to continue until the first half of 2021.

IN 2021, THE ECONOMY IS EXPECTED TO GROW BY 2-3 PERCENT.

Source: NSO, 
Calculation: MBA

Indicators Measurement 2019.Q3 2019 2020.Q3

Real sector

Economic growth % 6.9% 5.2% -7.3%

Growth of non-mining sector % 6.9% 6.7% -3.7%

Growth of mining sector % 7.0% -0.4% -20.7%

Unemployment rate % 9.9% 8.1% 7.3%

Employment number thousand 1,156 1,188 1,176

Monetary policy

Inflation % 9.0% 5.2% 1.7%

Money supply/GDP % 56.7% 55.7% 61.7%

Growth money supply % 14.0% 7.0% 9.8%

Policy rate % 11% 11% 8%

Exchange rate of USD/MNT 2,670 2,727 2,854

Fiscal policy

Revenue/GDP % 28.3% 29.0% 25.3%

Expenditure/GDP % 26.5% 30.7% 35.7%

Balance/GDP % 1.8% -1.7% -10.3%

External sector

Yearly growth of exports % 9.8% 8.7% -13.4%

Yearly growth of imports % 5.7% 4.3% -14.6%

Trade balance USD billion 1.3 1.4 1.2

Balance of payment USD million 264 453 -473

Foreign direct investment USD million 1546 2,316 1154

Foreign currency reserves USD million 3,986 4,349 3,698

Импортын нөөцийг хангах түвшин, сар Month 4.8 5.5 5.7



Foreign trade balance, 
USD million

Yearly change of export

Yearly change of import

The balance of payments showed a deficit of 
USD 679 million in the first half of the year.

AS OF SEPTEMBER 2020, EXPORTS AND IMPORTS HAVE BEEN DECLINING 13 AND 15 PERCENT A 

YEAR RESPECTIVELY.  
In the future, if the import slows down and the epidemic does not spread to the mining safe zone, the export decline will slow down. As a result, exports are 

expected to grow in 2021.



The inflation is at low rate due 
to the weakened economic 

activity

M2 growth is increasing 
due to government 

reserve

The USD exchange 
rate is gradually 

appreciating

The policy rate reached 6 percent

Due to the pandemic, the economic activity has weakened and inflation has slowed down reaching 1.7 percent. Due to the reduction of the policy rate, the 
return on the MNT is expected to be around 9-10 percent next year. The average return on a US dollar deposit is expected to be around 7-8 percent (bank 
board interest rate 3 percent + exchange rate change 4 percent).

THE POLICY RATE WAS REDUCED BY 1 PERCENTAGE POINT REACHING 8 PERCENT IN 

SEPTEMBER AND REDUCED BY 2 PERCENTAGE POINT REACHING 6 PERCENT IN N0VEMBER.



FINANCIAL PERFORMANCES 

OF SYSTEMATICALLY 

INFLUENTIAL BANKS

QUARTER 3, 2020



SINCE THE BEGINNING OF THE YEAR, TOTAL ASSETS OF KHAN BANK HAS 

INCREASED BY 10 PERCENT AND GOLOMT BANK’S ASSETS BY 11 PERCENT 

RESPECTIVELY. 

Total assets, MNT trillion

Total assets of the 
banking sector 

35.3
MNT trillion

However, the total assets amount of Xacbank and the State Bank have not changed much.



The loan packages of Golomt and TDB did not change significantly, while XacBank's loan package decreased by 16 
percent from the beginning of the year.

SINCE THE BEGINNING OF THE YEAR, KHAN BANK'S LOAN PORTFOLIO HAS 

GROWN BY 15 PERCENT AND THE STATE BANK'S LOAN PORTFOLIO BY 10 

PERCENT RESPECTIVELY.

Loan package, MNT trillion

Total loan package 
of the banking 

sector 

17.4
MNT trillion



NPL ratio of systematically influential banks such as Khan, Golomt, TDB and Xacbank have risen sharply. 

SINCE THE BEGINNING OF THE YEAR, NON-PERFORMING LOAN RATIO OF 

STATE BANK HAS BEEN DECLINING GRADUALLY 

NPL ratio, by percent

NPL ratio of the banking 
sector

11.4%



XacBank's current accounts have been relatively stable since the beginning of the year.

15 PERCENT OF THE CURRENT ACCOUNT WAS CONVERTED TO SAVINGS 

ACCOUNT DUE TO ZERO INTEREST RATE ON CURRENT ACCOUNT

Current account, MNT trillion

Current accounts of 
the banking sector

4.8
MNT trillion



While other banks' deposits are growing, XacBank's deposit amount is at the same level of the beginning of the year.

About 15 percent of current account interest has been converted into bank 

deposits.

Savings account, MNT trillion

Savings account 
amount of the banking 

sector

16.1
MNT trillion



Capital adequacy ratio shall be higher than 12 percent.

THE BANKS’ RISK TOLERANCE IS STILL HIGH. 

Capital adequacy ratio, by percent

Total equity of the 
banking sector

2.98
MNT trillion



THE BANKS HAVE ENOUGH CASH RESERVES. 

Liquidity ratio, by percent

The liquidity ratio shall be higher than 25 percent. 

Liquidity ratio of the 
banking sector

40%
This indicates a large 

surplus of MNT.


