
BANKING SECTOR REVIEW
2020 year end overlook

“ALTHOUGH THE RISKY ECONOMY WAS 
FROZEN, THE RISK REMAINS IN THE SPRING 
THAW”



THE BANKING SECTOR DURING THE PANDEMIC
2020 year end overlook



-6%
New loans decreased by 6 

percent per annum.

New bank loans

Note: Outstanding loan balance increases with the 
amount of new loans issued by the bank in a given 

year.

Source: Mongolbank
National Statistics Office 
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In 2020, only lending in mining and agriculture sector has increased.
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Bank Loan portfolio

Note: Outstanding loan balance increases with 
new issued loans and decrease with repayments.

Outstanding loan decreased by 
an average of about 5 percent.

Although the BoM has cut policy interest rates by 5 percentage points, lending has not 
increased due to ongoing lockdowns and its impact on loan demands

Despite the reduction in policy rates, the loan portfolio declined due 
to market uncertainty.

Covid-19 
pandemic

Policy rate

Annual change in 
loanSource: Mongolbank

National Statistics Office
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7 trillion 
MNT is converting to problem 
loans throughout the system. 
Outstanding loan balance is 

MNT 17 trillion.

Bank loan quality 

Note: In addition to overdue and non-performing 
loans, loans affected by the pandemic have been 

added to banks’ problem loans.

Source: Mongolbank
National Statistics Office

As of 2020, 60 out of every 100 MNT of bank loans is standard and 
40 MNT is problematic (overdue, non-performing and affected by 
pandemic).

System-wide:

• 17.2 trillion MNTs of 

outstanding loan balance.

• 2 trillion MNT non-

performing loan.

• 1.3 trillion MNT overdue 

loan.

• 3.7 trillion MNT was affected 

by pandemic.

Overdue

Non-performing

Affected 
by 
pandemic

Standard 
60%



Salary and pension Card Cars

Non-performing loans in the mining and transportation sectors declined in 
2020 due to the announcement of the green zone.
1 in 4 loans in the agricultural sector, 1 in 5 loans in the construction sector, and 1 in 3 loans in the 
manufacturing sector are non-performing.

Note: If the loan is not repaid for more than 90 
days, it will be transferred to non-performing loans.

Bank loan quality 

1 in 10 loans in the system 
are becoming non-

performing

Source: Mongolbank
National Statistics Office

agriculture mining construction transportation service trade manufacturing



Note: overdue loans refer to 16-90 days 
overdue.

Bank overdue loan

A total of MNT 1.3 trillion in 
loans in the system have 

become overdue.

Source: Mongolbank
National Statistics Office

Overdue business loans accounted for 79 percent or MNT 1 trillion of the 
MNT 1.3 trillion overdue loan portfolio.
From July 2020, the overdue loans of individuals decreased due to the economic recovery, 
but started to increase sharply from November.

Covid-19 
pandemic Overdue business 

loans increased by 
60 percent

Overdue loans of 
individuals increased by 

36 percent.

Bank overdue loan



Due to the cancellation of interest rates on current accounts, conversions 
from current accounts to deposits were common in 2020, and foreign 
currency deposits, which had grown by 70 percent, slowed sharply, resulting 
in an increase of MNT 2.2 trillion in deposits.
Foreign currency current accounts decreased compared to 2019. In 2021, demand deposits are expected to be converted 
to time deposits due to cancellation of interests for demand deposits.

Foreign currency current 
accounts

Foreign currency deposits MNT current accounts MNT deposits

Bank liability

Note: It refers to bank current accounts and 
deposits.

Source: Mongolbank
National Statistics Office

MNT deposits grew by 
20 percent year on year 

and dollar deposits 
slowed in growth.



Dollarization of the 
banking system

Note: It determines the percentage of 
deposits and loans that forms foreign 

currency liability and credits.

Dollarization in the 
liability side is declining, 

accounting for 28 
percent of the total 

funds .

Source: Mongolbank
National Statistics Office

Liability (deposits and currents) dollarization has been declining since 
September 2020, returning to 2019 figures.

Banks' interest in lending in foreign currency has declined due to the appreciation of the US dollar against the 
MNTs over the past two years. As a result, the amount of foreign currency loans in total loans has been steadily 
declining.

Percentage of foreign currency 
liability to total liability

Percentage of foreign currency 
loans to total loans

Exchange rate 
fluctuations



The weighted average interest rate  has reached a record low.

In 2020, the weighted average interest rate on deposits and loans decreased by 2 percentage points. As the policy rate 
dropped by 3 percentage points in the second half of 2020, the weighted average interest rate is expected to fall by 
another 1.5 percentage points in 2021. In addition, the impact of interests on project loans is expected in 2021.

Covid-19 
pandemic

Loan interest rate 
reached 14.8 percent

Deposit interest rate 
reached 8.4 percent

Policy rate

Source: Mongolbank

Banks’ weighted 
average interest rate

Note: The interest rate on borrowed funds and the 
interest rate on loans issued by banks are the 

weighted average interest rate in terms of time and 
amount.

The policy rate was lowered by 5 
percentage points to 6 percent. In 

2021, loan interest rates will continue 
to fall.



INDICATORS FOR THE 5 SYSTEMICALLY IMPORTANT 
BANKS

Performance of 2020



Assets show decrease in 1 of the big 5.

The Xac Bank's assets dropped by ₮ 300 billion, while the other fours’ assets increased to some extent. As for the 
Khan Bank, the asset growth is at the highest amount.

Bank assets, trillion MNT

Khan Golomt TDB XacBank State Bank

Source: unaudited statements of banks



Khan Golomt TDB XacBank State Bank
Source: unaudited statements of banks

Bank outstanding loan balance, trillion MNT

Of the 5 systemically important banks, outstanding loan balances of 2 
have shown rises in amount.

The Xac Bank's assets dropped by ₮ 300 billion, while the other fours’ assets increased to some extent. As for the 
Khan Bank, the asset growth is at the highest amount.



Khan Golomt TDB XacBank State Bank

Source: unaudited statements of banks

Of the 5 systemically important banks, deposit funds of 1 have shown no 
effect.

XacBank's deposit funds remained the same compared to 2019, while others' deposit funds have 
increased.



Khan Golomt TDB XacBank State Bank

Source: unaudited statements of banks

Banks’ current account, trillion MNT

Of the 5 systemically important banks, current accounts of 2 have shown 
growth.

Compared to 2019, Khan and XacBank's current accounts increased, while Golomt, TDB and State 
Bank's current accounts have decreased.



Return on equity of banks in the last 3 years

Golomt Bank's ROE was minus 3.9 percent in 2020, while others' ROE was positive. In particular, the 
ROE of Xac and State Bank has grown.

Return on Equity, %

Khan Golomt TDB XacBank State Bank

Source: unaudited statements of banks



Khan Golomt TDB XacBank State Bank

Source: bank statements

Big five has been steadily increasing their capital, showing 
financial strength in the capital adequacy ratio 
requirementXac and Golomt Bank's capital adequacy ratio has  slightly increased compared to 2019 while the 
Khan Bank's CAR has decreased compared to 2019, staying higher than others.

Capital adequacy



The big five are in good conditions regarding 
liquidity.
While the liquidity ratio of the State Bank has declined slightly, lending has declined due to the 
pandemic, and the ratio of all banks remains steady.

Liquidity ratio

Khan Golomt TDB XacBank State Bank

Source: bank statements



MACROECONOMIC ENVIRONMENT DURING THE PANDEMIC

Situation in 2020: Commodity prices are recovering and the indicators of external sector is showing 
gradual improvement. The domestic economy is in a difficult situation due to the four lockdowns.

Scenario: Despite domestic vaccinations, the economy is unlikely to operate at full capacity. In addition to 
the pandemic, difficult issues such as the OT underground mining project, pending bond payments, budget 
revenue generation, and banking reform are expected in the coming years.



In 2020, the economy shrunk by 5.3 percent.
After declining by 30 percent a year, the mining sector has shrunk by 9 percent by the end of the year since the announcement of the Green Mining 
Zone in July 2020. However, the lockdown in November 2020 had a strong impact on the non-mining sector, which continued to decline.

the economy shrunk by 
5.3 percent

the mining sector 
shrunk by 9 percent

the decline in the non-mining 
sector expanded and shrunk by 4 

percent at the end of the year



The balance of payments surplus.
Gold exports increased by 327 percent, mainly due to the exports’ V-shaped recovery. However, imports other than consumer imports fell sharply. 
As a result, the trade balance showed a surplus of $ 2.2 billion and the current account deficit quadrupled, resulting in a positive balance of 
payments.

Exports decreased by 
-0.6 percent.

Imports decreased by 
13.6 percent

The trade balance 
surplus

The balance of payments 
was positive

Source: National Statistics Office



On the one hand, the external sector has improved, and on the other hand, the US dollar 
has begun to stabilize as market psychology soothing.

Although inflation is low, food inflation is around 6 percent. In 2020, with major challenges such as the pandemic, election expectations and bond 
payments, the exchange rate stabilized in August, which was rising from the beginning of the year. As a result, the dollarization of savings has 
declined.

Inflation at 2.3 
percent

Policy rate has 
declined

Foreign currency 
savings growth 

slowed

Exchange rate began to 
stabilize

Source: National Statistics Office



Payments of foreign bonds expected to be paid equal to 20 percent of budget 
revenues in 2022 and 35 percent of budget revenues in 2023.

The lockdown in 2020 has led to declining budget revenues. However, measures taken during the pandemic have sharply increased budget 
spending. For example, 39 percent of budget spending was for welfare, 20 percent was for construction investments, and 11 percent was for loan 
payments.

In 2022, bonds equal to 20 
percent of budget revenues will 
be paid.

Refinanced 
with Nomad 
bonds.M

il.
U

SD

Budget deficit reached 4.5 
trillion MNT 

Budget revenue fell 13 
percent Budget spending rose 22 

percent
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MACROECONOMIC AND BANKING SECTOR 
FORECAST

2021 forecast



The recovery of most sectors is expected to begin in the 
third quarter of 2021.

IN 2021, THE 
ECONOMY IS 
EXPECTED TO 
GROW BY 4-7 

PERCENT.

Source: Mongolian Bankers’ Association

Recovery period of sectors

Agriculture

Mining

Industry (Non-food)

Industry (food)

Construction

Other commerce

Consumer goods and trade

Transportation

Air transport

Information technology

Other services

Domestic tourism

Foreign tourism

Hotel

Restaurant

Entertainment

Education

Finance and insurance
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Household income is expected to decrease by 2.6 percent when excluding 
the impacts of welfare income. Non-food consumption has declined 

sharply.
Furthermore, there is a low demand for credits and a risk of deteriorating loan quality.

Demand for retail 
loans is low, and 

there is a risk that 
the quality of 

retail loans will 
deteriorate in the 

coming years.

Source: Mongolian Bankers’ Association

Income increase

Increase in total expenditure

Non-food 
spending

Food spending
Salary 

Welfare



Repo financing and SME soft loans are expected to support 
credit growth.

In 2021, loans are 
expected to grow by an 
average of more than 10 
percent a year.

Best case 
scenario

Worst 
case 

scenario

IN 2021, THE 
GROWTH OF 

THE LOAN 
PORTFOLIO 

WILL BE DUE TO 
PROGRAM 

LOANS.

Source: Mongolian Bankers’ Association



• Despite the vaccinations and lockdowns, the real problem will begin in the 
spring. Although government household support programs have declined, 
demand is expected to be met by job support programs.

• The effect of the policy rate is to reduce the weighted average interest rate by 
1-2 points in 2021. In addition, interest rates are expected to fall as a result of 
stimulus program loans.

• In July 2021, when credit rating classification waivers return to normal, the 
financial sector is expected to face credit risk.

• The loan portfolio of SMEs is equal to 4.5 trillion MNT. The 2 trillion MNT loan 
from the stimulus program will be divided into two parts: refinancing and 
issuing new loans.

• Banking sector reform is taking place at a critical time in the economy. In 
particular, 40 percent of the loan portfolio is affected by the pandemic, and 
the stimulus program loans are putting a strain on profitability.

ALTHOUGH THE 
RISKY 

ECONOMY WAS 
FROZEN, THE 

RISK REMAINS 
IN THE SPRING 

THAW

Source: Mongolian Bankers’ Association
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