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Abstract 

This paper looks into the financial advancements made by Mongolia over the 
20th century towards the 21st century. It also looks into the global financial 
trends with an insight into the various factors contributing to the changes 
and developments in the global financial sector. It has analyzed the financial 
situation of Mongolia in the 20th century and how it has changed through 
various reforms and revolutionary measures in the 21st century. Various fi-
nancial indicators have been compared between the last century and this 
century to identify the advancements made in the financial industry. It has 
identified various challenges in the financial sector of Mongolia and offered 
recommendations on how to solve these challenges. 
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1. Introduction 

A country’s financial advancements look into the ways it has improved in the 
borrowing, lending, creation and management of its money. The financial status 
of a country highly dictates the economic growth of the country because all the 
activities involving a country’s economy generally revolve around its money 
(Reid, 2010). Mongolia is considered one of the fastest growing economies of the 
Asian region. Mongolia was even at one time in 2011 identified as the fastest 
growing economy in the world with double digits of 17% growth rate (Asian 
Development Bank, 2008). The country’s economy is highly depended on min-
erals with mining activities involving copper, gold, and coal among others. The 
mining activities in Mongolia are about 90% of their total export. The location of 
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the country as a landlocked country does not provide many advantages and 
therefore limits its business partnerships. This disadvantage has limited its part-
nerships leaving China as its most vibrant financial partner and does more that 
90% of its export deals with China. Right now, Mongolia is at 127th position in 
the world ranking in terms of economic strength with a freedom score of 55.9 on 
the economy (Heritage, 2020). It is thirtieth largest economy among the for-
ty-two Asian-Pacific countries, just behind India and Bangladesh. The financial 
sector largely takes care of the institutions and markets through policies and 
regulations in order to allow transactions in all levels and therefore extend cre-
dit. This sector is fundamentally responsible for risks management, trade facili-
tation and ensuring diversity. It is also responsible for savings facilitation 
through pooling and mobilization. Thirdly, financing the corporate sector while 
ensuring governance and setting up a monitor for the same. Fourthly, it ensures 
the smooth flow of exchange between various goods and services. Finally, it is 
the responsibility of the financial sector seeks information on possible invest-
ments and ensuring the investment has enough capital allocation.  

Financial advancements have played a huge role in the economic development 
of every country. The ability of this sector to accumulate capital while ensuring 
the maximization of allocation, facilitation of maximum savings through pro-
motion of high saving rates, spread investment information and opportunities, 
and foreign capital encouragement and investment. The other importance is 
faster economic growth rate that is expanded for longer periods of time. Another 
important aspect of this sector is the promotion and provision of financial sup-
port to the small and medium sized enterprises (SMEs). There are various ad-
vantages attributed to SMEs including job opportunities through their la-
bor-intensive requirements. 

2. Literature Review 

Understanding the global financial position gives a clear view of the perfor-
mance of Mongolia as a country. The global financial trends have been evolving 
day in day out (Barro, & Sala-i-Martin, 1992). A country’s economic perfor-
mance is highly dependent on the capital flows it is exposed to and the ability 
and levels of sophistication of a country’s domestic financial system to deal with 
these huge capital flows. Any country is able to expand its domestic financial 
system if it is more exposed to international capital flows.  

Since the end of the 20th century, the world has seen a lot of development in 
both financial and economic sectors. The end of the Cold War ushered in a new 
era where the United States emerged as the world’s greatest economy and a su-
per power (Yueh, 2020). This concurrently ushered in the reign of the US dollar 
as the dominant currency that the world uses to price oil and energy products, 
foreign investments, and the international commodities. These changes also saw 
the rise of new world economies like China in a significantly short time. At the 
beginning of the 21st century, the world came under shock of the collapse of the 
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financial markets in one of the largest financial crisis of this century (Yueh, 
2020). This crisis shifted the financial focus to the emerging economies rather 
than the developed ones. China benefited a big deal from the evolution in their 
financial strategy of a consumer-driven economy rather than an export-oriented 
strategy. Strategies like deregulation in the financial sector and offshoring to for-
eign cheap labor sources which are readily available in the developing countries 
has seen a move from the so-called giant countries to the most populated ones in 
the world. The less populated countries have less consumer power which will 
require them to seek a way to integrate in the global system through various 
ways such as trade agreements.  

This era has also seen a global development in the financial sector brought 
about by the emerging new technologies in the provision of both banking and 
financial services. These are generally referred to as financial technologies (fin-
tech) (Bakkar, n.d.). These technologies have revolutionized the buyer seller in-
teractions, the overall business model, and the current and future financial sec-
tor. This is generally viewed in technological advancements such as the internet 
of things (IoT), the field of artificial intelligence, the block chain technologies, 
and cloud computing. Another change has been realized in the consumer beha-
viors as the technology grows. Many people have changed in the way they buy or 
sell commodities and exchange currencies as they align themselves with the cur-
rent societal developments. The thresholds of financial qualifications have been 
lowered by these technologies ensuring the growth and development of many 
startup companies in the financial sectors such as banking. People can readily 
access loans through simple mobile applications that do not even require one to 
have a good credit score. The developments in the fintech sector has seen the 
cost of accessing data and information lower as times go by through the assis-
tance of such technologies as artificial intelligence analytic tools (Bakkar, n.d.). 

Financial technologies have helped the financial services rise through various 
ways such as easing of money borrowing and lending. This has been promoted 
by the decentralization and transparency in the borrowing sector such as the 
development of peer-to-peer borrowing and crowdfunding (Bakkar, n.d.). The 
changes in the traditional borrowing methods have enabled many people who 
would otherwise not qualify have access to loans and grants. The other way is the 
revolution in the financial markets. The new developments have seen a change 
in the financial markets like automation in the trading markets enabled by the 
artificial intelligence and the evolution of the stock exchange sectors (Bakkar, 
n.d.). Private sectors and individuals can now access these markets as opposed to 
the past where only corporations were allowed. Fintech has also seen changes in 
ways of asset management automation and various tools available for data anal-
ysis and information processing. Regtech tools have enabled regulation and con-
trol of the financial sector to keep away fraudulent business of the market. 
Threat elimination is easy through real time threat identification and mitigation 
and prevention of breaches help keep the sector a float. 
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3. Methods 

3.1. Financial Development Measurement 

There are four variables that are used to measure the level of financial develop-
ment of a given country as described by World Bank’s Global Financial Devel-
opment Database. These variables include stability, depth, efficiency and access 
(The World Bank, 2016). These variables are put into a measurement under the 
two main financial components of institutions and markets.  

3.1.1. Financial Depth 
According to Table 1, the financial depth of a country is measured through var-
ious ways where they try to evaluate the total banks and other financial institu-
tions as they compare to the economic output of the country Financial Depth 
(The World Bank, 2016). The ratio of private credit to the gross domestic prod-
uct tries to measure the level of borrowing by the private sector. Neither very 
high nor very low of these values are very good for a country (The World Bank, 
2016). In percentage, the amount of money lends to the private sector in com-
parison to the Mongolian GDP, the range was at around 50% in 2019 as shown 
in Figure 1 (Statista, 2020). However, this has been fluctuating from time to 
time for the last decade as indicated in the figure. The gross value added refers to 
the financial production in its efforts to contribute to the gross domestic prod-
uct.  

In the total asset ratio to the gross domestic product, it is considered more 
comprehensive for incorporating the government credits and bank institutions 
assets (Statista, 2020). The bank assets to GDP ratio for Mongolia have been on 
the rise in the 21st century. For the last few years, it has been in the 60% as a per-
centage of the country’s gross domestic product as indicated by Figure 2 (The 
Global Economy, n.d.). 
 
Table 1. Financial depth (The World Bank, 2016). 

Financial Institutions Financial Markets 

The ration of credit in the private sector  
to the gross domestic product 

The ratio of an addition of stocks capital and the 
debt securities of the domestic private sector to 
gross domestic product 

The ratio of total assets belonging to the  
financial institutions to the gross domestic 
product 

The ratio of the debt securities for the private 
sector to the gross domestic product 

Ratio of money and quasi money to the 
gross domestic product (M2/GDP) 

Ratio of debt securities for the public sector to the 
gross domestic product 

The ratio of deposit to the gross domestic 
product 

The ratio of debt securities for the  
international sector to the gross domestic product 

Gross value added to the gross domestic 
product 

Ratio of the capitalization in the stock market to 
the gross domestic product 

 
The ratio of the traded stocks to the gross  
domestic product 
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Figure 1. Private credit to GDP ratio (Statista, 2020). 
 

 
Figure 2. Bank assets to GDP ratio (The Global Economy, n.d.). 
 

The M2/GDP ratio of a country indicates the capacity it has in terms of 
growth productivity as per Figure 2 (The Global Economy, n.d.). The money 
supply for Mongolia has been on a constant rise for the last decade except for 
this year where it has been affected by the ongoing Covid-19 crisis. Figure 3 
gives a clear picture of the supply since 2010 (Trading Economic, 2020a).  

According to Figure 4, the deposit to GDP ratio for Mongolia has also fol-
lowed the same increasing trend for over a decade now as indicated below in 
Figure 4 (Trading Economic, 2020b). 

Figure 5 states that in the financial market, the private sector securities for 
Mongolia in comparison to the gross domestic product had fallen as low as 7.5% 
at around 2017 (Trading Economic, 2020c). However, this has been up and 
down along the last decade as the figure indicates. The capitalization to  
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Figure 3. M2/GDP ratio (Trading Economic, 2020a). 
 

 
Figure 4. Deposit to GDP (Trading Economic, 2020b). 
 

 
Figure 5. Domestic private debt securities to GDP ratio (Trading Economy, 2020d). 
 
gross domestic ratio in percentage ranges at 7% for the last two years as shown 
in Figure 5 (Trading Economy, 2020d). This has been a drop form their all-time 
high of 16% achieved in 2011 (CEIC, n.d.). 

As for the government borrowings, the public debt securities to the gross do-
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mestic product ratio has been rising over a long period of time. In 2017, it was 
estimated to be just over 50% in percentage form as indicated by Figure 6 
(Trading Economy, 2020d). 

3.1.2. Financial Access 
The aspects in Table 2 are used to measure the financial development in terms of 
financial access both in the markets and the institutions (The World Bank, 2016). 

3.1.3. Financial Stability  
Table 3 talks about the financial efficiency parameters. These are inclusive of the 
capacities of the several aspects of the economy. Financial efficiency means being 
able to successfully sustain the needs in the economy. 
The following aspects mentioned in Table 4 are useful in measuring the stability  
 

 
Figure 6. Public debt securities to GDP ratio (Trading Economy, 2020d). 
 
Table 2. Financial access (The World Bank, 2016). 

Institutions Markets 

The number of adults who have bank accounts 
in a batch of a thousand people (commercial 
banks) 

The measure of market capitalization without 
considering the ten largest companies in the 
country (as a percentage) 

Assessment of the number of branches of 
commercial banks by the hundred thousand  
of the adult customers 

Except for the top ten companies, measure the 
value traded in the form of percentages of the 
total trade. 

The percentage of the population who hold 
bank accounts 

For a period ranging from three months to ten 
years, measure the yields of the government 
bonds for the same period 

The number of firms that have lines of credit 
as a percentage of the total firms 

Calculate the ratio of domestic to that of the 
debt securities in total 

The percentage of firms with lines of credit in 
comparison to the small firms 

Calculate the ratio of private to that of the debt 
securities in total 

 
Finally, calculate the corporate bond issues of 
the new corporation as a ratio to the gross 
domestic product 
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Table 3. Financial efficiency (The World Bank, 2020). 

Financial Institutions Financial Markets 

The margin on the net interest 
The turnover ratio indicating the ease of sale  
of the shares in the stock market 

The spread of the margin between lending  
and the deposits 

The stock price synchronicity and the 
co-movement 

The ratio of the income without interest to  
the total income 

The trading on the private information 

The total overhead costs measured as a  
percentage of the total assets 

The impact on the price 

The possibility of making profits as a total of 
returns from the assets and equity 

The cost of either transaction or liquidation 

The boone indicator or the H-statistics 
He stretch of government bond in terms of 
quoted bid to ask 

 
The total private and public turnover bond in 
the security exchanges 

 The efficiency and ease of being able to settle 

 
Table 4. Financial stability (The World Bank, 2020). 

Financial institutions Financial Markets 

The standard score generally identified  
as z-score 

The volatility of indexes in both stock price 
and sovereign bond 

The ratio of capital to risks asset 
Test for the stock price and sovereign indexes 
skewness 

The ratio of charges incurred in loan  
impairment to the total assets 

The possibility of manipulation of the earnings 

The liquidity ratio The price to earnings ratio 

Other important aspects include the position 
of foreign exchange to the total capital among 
others 

The duration 

 
The domestic and international ratios of short 
terms to the total bonds 

 
The correlations on the main bonds returns 
especially for the economic giants such as the 
United States or China 

 
of the financial sector of a country according to the World Bank’s Global Finan-
cial Development Database (The World Bank, 2016). 

The Z-score for Mongolia in 2017 was measured at 19.07 in 2017 as shown in 
Figure 7. There have been fluctuations in the past decade on this bank value 
with a highest value of 26 reported in 2006 (Trading Economy, 2019). 

In the markets, the stock price index volatility for Mongolia has been con-
stantly under a falling trend with an index of 49 a decade ago and 17 just three 
years ago (FRED Economic Data, 2019). Since the beginning of the 21st century, 
Mongolia has posted an average of 53 percent in the volatility index as shown  
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Figure 7. Bank Z-score (Trading Economy, 2019). 
 
in Figure 8. 

3.2. Financial Performance for the 20th Century  

The financial performance of Mongolia was in declining verge especially before 
the 1990s. In 1992, they adopted a new constitution which was a turning point 
for their economic performance. The transformed from a single-party system to 
a multiparty democracy which marked a new beginning. They began opening up 
their borders for new markets and begun experiencing new political stabilities. 
They invested a lot of resources and time in the reformation of the financial sys-
tem by revolutionizing the banking sector of the country. These reforms ensured 
improved inflation rates and the overall growth in their economy. At around 
1989, the contribution of the private sector was less than 4% (Asian Develop-
ment Bank, 2008). Following the new financial improvements and the economic 
strategies employed in the 90s, the contribution of the private sector rose to over 
70% of the gross domestic product by 1999. This led to a positive growth rate in 
the country’s economy to 3.2% from a negative growth rate (Asian Development 
Bank, 2008). 

Mongolia went through a series of economic and financial crisis especially in 
1994. At this time, the country had a very high unemployment rate with esti-
mates of more than two hundred thousand people in a workforce of a million 
being unemployed. The consumer price index for this period was recorded as 
3.8% from a 9.1% average the year before (Asian Development Bank, 2008). 
During these periods, the financial sector had very low economic contribution 
with the industrial sector taking the lion’s share of 32% of the GDP (Asian De-
velopment Bank, 2008). Prior to the 90s, Mongolian currency, Tugrik (T), was 
not convertible. The reforms introduced in these times saw the introduction of a 
conversion for the currency after servicing with two rates of transaction, com-
mercial and noncommercial. Since then, the value of the Tugrik against the dol-
lar has been revised severally. 

The main economic indicators in those days included GDP growth rate that 
ran at 2.1 percent. The customer price index on inflation was at 66.3 percent.  
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Figure 8. Stock price index volatility (FRED Economic Data, 2019). 
 
Foreign credits and grants were at 111.4 percent (Asian Development Bank, 
2008). The agriculture and industrial sectors were the main economic supports 
in this period with their percentage contribution to the gross domestic product 
running at 7.1 and 2.7 respectively (Asian Development Bank, 2008). The regis-
tered unemployment rates were very high. The import and export were at $ 362 
million and $ 360 million respectively (Asian Development Bank, 2008). These 
were significant drops from what was being experienced in 1989. They were un-
dergoing the costs of evolution in the financial sector and banking system 
changes. 

3.3. Financial Performance in the 21st Century  

The dawn of the 21st century in Mongolia came with a lot of changes and re-
forms beginning with the adoption of a new strategy named Medium-Term 
Strategy for Financial Sector Development aimed at reforming the financial sec-
tor in the next five years (Asian Development Bank, 2008). This came after a fi-
nancial hiccup of the 1999 in the crisis of low prices of export commodities from 
the country. This reform was followed by the National Action Plan that was ex-
pected to reform the financial system through stabilization, encouraging the 
culture of saving, and ensuring growth of the stock exchange market. It also 
aimed to expand the range of services offered by the financial sector in Mongo-
lia.  

The Mongolian reforming of the financial sector has seen the gross domestic 
product of the country grow to triple its size from the last century. It has been 
regularly group among the fastest growing economies in the Asian region espe-
cially with boosts in both mining and the financial sectors. The growth and de-
velopment have however had its challenges along the way especially the collapse 
of the financial market of 2009 and the current ongoing pandemic of corona vi-
rus which has affected all aspects of life globally (Tsetsenzaya, Xiawei, Hussain, 
& Shaheen, 2019). The 2009 financial crisis was well handled by the Mongolian 
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leadership with the help of many international financial institutions such as the 
International Monetary Fund and foreign country donors. The country then 
leaped the fruits of this good investments and relationships with a positive 
growth of 17.5% in the economy two years later (Tsetsenzaya, Xiawei, Hussain, 
& Shaheen, 2019). However, this high growth rate has not been maintained due 
to various factors such as decrease in foreign investments especially from China. 
The hyperinflations experienced in the past century have been minimized and 
therefore a positive growth rate achieved. 

There has been various programs implemented by the Mongolian government 
with an aim of strengthening Mongolian financial intermediaries, establishment 
of robustness in the financial sector through reforms and regulations, and estab-
lishing a market based financial sector for the country (Bank of Mongolia, 2012). 
Some of the main actions that the reforms established boundaries in the influ-
ences of the government on the credit decisions, and they also cultivated on the 
autonomy of the banks through revolutionizing the shareholders and manage-
ment’s responsibilities. These kinds of reforms saw a change in the commercial 
banks in the directions of credit procedures and policies, changes in the risk 
management techniques, and the means of gathering and managing informa-
tion.  

The country has benefited constantly from the financial system changes such 
as the inflation rates which have been on a downward trend (Trading Econom-
ics, 2020e). The reduced inflation rates shown in Figure 9 have helped in the 
maintenance of the positive economic growth rate. In September this year, the 
country recorded one of the lowest inflation rates of 1.7% even after the havocs 
of the Covid-19 crisis (Trading Economics, 2020e). 

Another significant change is the growing GDP which was last recorded at 
$ 12,309.80 after an adjustment using the purchasing power parity (PPP). The 
GDP per capita was recorded t $ 4350.20 last year as in Figure 10 (Trading 
Economics, 2020f). Mongolia recorded a 34 percent of the world’s average gross 
domestic product (Trading Economics, 2020f). 
 

 
Figure 9. Mongolian inflation rate (Trading Economics, 2020e). 
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Figure 10. Mongolian GDP (Trading Economics, 2020f). 

4. Results 

The financial sector especially the banking industry has undergone a series of 
reforms since the entry into the 21st century. However, these changes have been 
faced by a number of challenges including working and developing under a vo-
latile economic environment, many privatizations in the banking industry, and 
the small banks having small profit margins as they try to compete with the ma-
jor banks (Asian Development Bank, 2008). Many banks offer short term loans 
which affects the performance of small and medium-sized enterprises which re-
quire huge long-term loans. The industry has grown from a negative gross do-
mestic product value to a positive one which has been a great contributor in the 
growth of the country’s economy. The inflation rate has been on a constant fall 
especially after the changes and reforms in both economic and political systems 
of Mongolia. The country has also seen a number of reforms that have improved 
both the banking and the marketing sections of the Mongolian financial system. 

5. Discussion and Conclusion  

Considering the instability and the challenges faced by the current financial sys-
tem in Mongolia, it is only logical to call for continuity in the reforming of this 
sector. It is also important to call for the support and the financing of the SMEs 
by offering them bigger and long-term loans. This year, the country is expected 
to suffer the adverse effects of coronavirus pandemic which have been felt and 
continues to be felt globally. There is expectation of a rise in government bor-
rowing in regard to the gross domestic product, a reverse of what has been hap-
pening in the last few years. However, a recovery is expected as soon as possible 
if the effects will not persist for a long time. 

In conclusion, the article has looked into the progressive advancement and 
development of Mongolian financial sector. It has identified the various changes 
in the financial indicators citing various issues handled by the government to 
bring normalcy and growth in this sector. It has described the various values of 
both institutions and markets in the financial system of the country and how 
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they have changed over time. This is a comprehensive study on the various ad-
vancements in the financial industry that has given a glance into the past and the 
present of the Mongolian financial sector. 
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