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KEY MESSAGES TO GOVERNMENT LEADERS 

Executive Summary 

The Business Council of Mongolia (BCM) is a leading non-political organization established in 2007 

representing local and international businesses and investors in Mongolia. It aims to promote trade and 

investment in the country, to strengthen Mongolia’s business environment, and meet the needs of 

investors and the community of private enterprises.  Today, the BCM has more than 220 member 

organizations comprising leading businesses in the country.  BCM has nearly 50% more Mongolian 

companies than international companies as its members. 

In April 2016, the BCM organized the 1
st
 Annual Summit ahead of the Parliamentary elections 

scheduled for June.  The Summit sought to identify common interests and concerns within the business 

community in an effort to influence party platforms in the run-up to the election, and contribute to the 

policy agenda that will be adopted by the incoming government.   

The Summit proceedings have thus been distilled into this Executive Summary which also doubles as a 

set of policy prescriptions that will contribute to charting a path towards renewed investment, economic 

growth, job creation and broadly-shared prosperity.  The Executive Summary and the full proceedings 

are organized into three themes reflecting the priorities that the BCM and its members believe are the 

most important to putting Mongolia back on the road to growth.  The three themes are: Stability, 

Capacity, and Improved Business Environment.  

I) STABILITY 

Domestic and foreign businesses concur that stability, political and economic, is a foremost concern 

when contemplating investment.  Stability is a critical variable that drives myriad investment 

considerations that are ultimately pinned to perceived and real risk.  Perceived instability in Mongolia 

has forced up the cost of capital for all borrowers, and reduced the appetite for lenders to fund 

Mongolian projects which has discouraged investment. This in turn caused growth to slow markedly.  

The following are among the steps that can and need to be taken in order to promote stability that 

restores investors’ confidence:  

● The Government of Mongolia (GoM) must exercise greater discipline in its budget and financial 

management, and continue to implement the 2012 Fiscal Stability Law and the Comprehensive 

Macro-Adjustment Plan (CMAP) vigilantly in order to sustain fiscal and monetary stability.   

● The GoM must continue to seek multilateral finance and debt finance from global commercial 

lenders and international capital markets in order to meet short and long-term financing needs. 

Fiscal and financial stability will provide confidence to private and multilateral creditors, which 

will enhance and strengthen the country’s sovereign debt rating, and therefore reduce Mongolia’s 

cost of borrowing, and the cost of borrowing for the private sector.   

● If the Government is unable to fully implement the Fiscal Law and CMAP, then it could seek 

support under an International Monetary Fund IMF-supported “Standby Facility”, which would 

further bolster creditor and investor confidence, and provide access to low-cost funds which would 

be particularly important with upcoming sovereign debt service due from the Development Bank 

of Mongolia (2017) and the Chinggis Bond (2018).  

● The GoM must improve the country’s sovereign credit rating with concrete actions that will 

strengthen performance on key economic and political indexes that benchmark Mongolia 

internationally. These include the Global Competitiveness Index (World Economic Forum) and the 

Ease of Doing Business Index (World Bank), as well as political and transparency indexes such as 

Transparency International’s Corruption Perceptions Index and Freedom House’s Freedom in the 

World index. 
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● The GoM must act to ensure that laws and regulations are applied consistently and predictably, 

that government structures operate openly and transparently, and that a cadre of career civil 

servants (public officials) is protected from election-related dismissals and termination.   

● Project Implementing/Management Units appointed to manage mega-projects and Public Private 

Partnerships (PPPs) must be staffed by competent and qualified personnel who are independent 

and insulated from political pressure.  

● The GoM must pursue and implement consistent and stable tax & fiscal policies that encourage 

investment. The new Value Added Tax (VAT) law adversely impacts projects developed under 

non-recourse “Project Financing” by increasing the total investment cost by 5 to 10%. 

Introduction of a 20% Corporate Income Tax (CIT), proposed in the draft amendment of Feb 

2016, discriminates against foreign investors, violating all bilateral investment treaties where equal 

treatment is promised. 

● Positive efforts, such as strides made at Erdenes Mongol (EM) to diversify its portfolio and 

generate positive cash flow from the underlying assets, need to be sustained, and the transition 

from a State-Owned Enterprise (SOE) legacy company into a commercially-viable holding 

company (sovereign wealth fund) needs to be actively supported. 

II) CAPACITY 

In order to compete in the 21st century marketplace for goods, services and ideas, countries must invest 

actively in their human capital.  This means equipping labor with the knowledge and skills necessary 

for an evolving and increasingly diverse economy, removing distortionary labor policies and laws, and 

promoting integrity, ethics, and transparency.  

● Public sector recruitment and hiring should be based upon merit and demonstrated ability.  In 

order to improve the operations of sectorial organizations and government bodies, recruitment of 

senior managers and professional staff should be based on their technical skills and sector-specific 

knowledge, and not political affiliations or connections.  

● Mongolia’s education system must be enhanced and strengthened in order to prepare the country’s 

workforce for competition in a global economy and to serve the needs of domestic and 

international employers.  This means aligning Mongolia’s curriculum and teaching paradigms with 

international standards, at primary, secondary and tertiary levels.  

● An Innovation Fund, similar to those established in other countries, notably Chile, should be 

established to promote economic diversification, exports, and the development of 

sectors/industries in which Mongolia may have a comparative advantage.   

● Research and development (R&D) consortiums between universities and the private sector must be 

encouraged in order to increase investment in R&D and thereby increase exports commodities and 

manufactured products, and support economic diversification.  

● The GoM needs to consider expanding expatriate and international labor quotas for high-skilled 

and specialized labor, and introduce international business principles and practices that further 

promote local capacity-building and the adoption of international best practices.   

● Civil servant and public sector capacity also needs to be improved by adopting the best practices 

of countries like Singapore which will make the government more efficient and transparent.  The 

government must take action to combat public sector corruption, including bribery and other 

crimes, by strengthening internal controls, policies and procedures.   

● An updated Anti-Corruption Strategy must be formulated and adopted, and relevant laws and 

policies must be better enforced in order to bring Mongolia’s legal framework into compliance 

with international standards, such as the United Nations Convention against Corruption (UNCAC).  

The UNCAC was ratified by the Mongolian government in 2006, but implementation of the 



Business Council of Mongolia: 1
st
 Annual BCM Summit Proceeding  

3 

  

Convention and the 2007 Anti-corruption Law has been incomplete and the Independent Authority 

against Corruption has been the object of political interference and pressure.   

● The National Emergency Management Agency (NEMA) needs to be strengthened, in order to 

better prevent, prepare for, and manage risks associated with man-made and natural disaster by 

coordinating more effectively between relevant actors, including relevant ministries, the Police, 

Hospitals, the State Inspection Agency, as well as public and private insurance.  Alternatively, a 

Risk Unit empowered with the authority to convene and coordinate needs to be set up.  

III) IMPROVED BUSINESS ENVIRONMENT  

Enhancing and strengthening Mongolia’s business environment is imperative for domestic and 

international enterprises to succeed and prosper.  A favorable business climate is predicated upon 

stability and local capacity, but also on the enforcement of laws and policies, the adequacy of 

infrastructure, and other variables that are explored below. 

Rule of Law: 

● Laws and regulations must be upheld and implemented, and court decisions must be fair, impartial 

and enforced.  All must be treated equally and without discrimination, whether domestic or 

foreign, or a large or small company.  The sanctity of contracts and payments must be vigilantly 

upheld in order to restore investor confidence. 

● Greater investor protection needs to be provided by developing and enforcing a mechanism to 

address investor grievances, such as the Mechanism for Investment Retention and Confidence 

(MIRC) suggested by the WB.  

● Widespread access to international arbitration needs to be secured by passing amendments of the 

Arbitration Law slated for the spring 2016 session of Parliament.  This law will provide more 

security and lower legal risk to private companies and financing institutions investing in a PPP.  

Relevant laws – such as the Energy Law – also need to be amended along with the Arbitration 

Law, to ensure consistency. 

Infrastructure: 

● Development of the infrastructure necessary to move mega projects forward must accelerate, 

including the completion of the standard gauge rail connection to China, particularly the segment 

from Tavan Tolgoi to the Chinese border. The railway link is critical to ensuring that existing and 

potential mineral exporters can access Chinese and foreign markets cost-effectively which is 

critical to Mongolia’s competitiveness.  

● More must be done to diversify the economy with emphasis on sectors that satisfy domestic 

demand and have export potential.  Key sectors include agriculture (meat, dairy, cereals, oil crops, 

etc.), and construction (cement, furniture, etc).  If herd management, phytosanitary and veterinary 

practices are improved, the meat industry could generate export revenues.  Ramping up domestic 

cement production would significantly reduce imports, but will depend upon stable power supply, 

improved logistics, sustainable supply chains and quality standards that are lacking. 

● Customs and import procedures must be improved – including document processing and 

registration.  Bureaucracy and paperwork need to be automated and streamlined in order to avoid 

wait-times and reduce risk of corruption.  

Capital Markets:  

● Capital and financial markets must be liberalized to reduce Mongolia’s heavy reliance on bank 

finance; and in order to promote development of pension funds, stock and bond markets.  

● The stock exchange and SOE’s need to be privatized using market structures and competitive 

bidding, not through mass-voucher or other schemes introduced in the 1990s.  Prospective buyers 
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of SOE’s need to be required to demonstrate relevant technical proficiency, and they need to 

uphold international corporate governance standards that need to be transferred to the privatized 

entity.   

● The state pension fund monopoly needs to be liberalized, following the practices of developed 

countries which permit insurance companies and pension funds to invest a portion of their funds in 

local and international capital and debt markets thereby fostering the development of a local 

institutional investor base, which is prohibited by the current law. Private pension funds need to be 

encouraged, and covenants need to be introduced to guide portfolio allocation and limit the sums 

that can be invested in treasury securities to fund the budget.  

● Asset allocation has been liberalized and insurance companies can now invest in financial 

instruments beyond bank term deposits. Asset allocation needs to be further liberalized, however, 

and needs to be enjoyed universally by all insurance companies: life, property & casualty, etc.     

Favorable Tax: 

● To encourage investment, the GoM can exempt investors from capital gains and dividend taxes, 

and apply tax structures that are competitive with those of other Asian countries such as 

Singapore, Vietnam, Hong Kong and China.  The GoM can offer tax incentives for IPO issuers 

that would encourage more Mongolian companies to list on capital markets and thereby access 

equity capital.   

● An amendment to the Investment Law that would better promote large scale projects is upgrading 

deferred payment incentives of up-to two years on customs duty and VAT payable on imported 

capital equipment, with tax to be due upon commissioning and not during the construction phase.   

● The costs and benefits of new laws must be considered and debated publicly before they are 

enacted. Tax laws and regulations must be consistent, and new laws must not conflict with the 

government’s policy to attract foreign investors.  

The political parties and the people who form the GoM must work to ensure that Mongolia’s reputation 

and credibility will be significantly enhanced by taking investor-friendly actions, beginning with 

ensuring policy stability, enforcement of a rule of law and preserving free, open and transparent 

markets.  Mongolia must demonstrate consistent leadership – including during election-year transitions 

– to improve the country’s prospects of attracting foreign and domestic investment, and preserving 

access to competitively-priced commercial debt and capital markets finance.  

--------------------------------------------------------------------------------------------------------------------- 

COMPILATION OF NOTES OF BCM SUMMIT PROCEEDINGS 

Background 

Business Environment: Global Trends and Mongolia  

Over the past three years, countries that are dependent upon natural resources and their extractive 

industries have had to adjust to significantly reduced government revenues, slower rates of economic 

growth and the depreciation of local currencies.    

Competition for investment is fierce, and Mongolia has seen FDI (foreign direct investment) fall 

sharply, in part due the downturn in commodity prices which discouraged some mining projects, but 

more so because of a succession of policy mis-steps that have hurt domestic investors, and 

disenfranchised foreign investors which fuelled perceptions of increased risk and therefore instability.  

Governments in other emerging economies with which Mongolia competes have supported the private 

sector as the engine of economic growth, even in hard times.  Mongolia should heed these examples.  

Among the factors that Mongolia’s government and political parties must understand are the following: 
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● Global investment and finance operate according to international rules and norms that are 

pinned to stability, predictability and transparency.  Mongolia must uphold these norms in order 

to compete for capital and investment. 

● It is imperative that the Government uphold a rule of law that safeguards investors’ interests 

and defend the sanctity of contracts, both of which are fundamental to restoring investor 

confidence that will lead to economic recovery.  

● Many international investors and lenders have been burnt in the global economic downturn, and 

they have become much more cautious – especially with regard to emerging market exposure. 

● Large scale investors are still chasing returns that are commensurate with risk, and identifying 

“safer havens with high returns” remains a goal.  

● Larger private equity and hedge funds have reduced emerging markets exposure and their 

appetite for emerging markets risk is much-reduced.  

● Mongolia and other “emerging economies” have seen their sovereign risk ratings cut by the 

credit ratings agencies, and thus may not meet the criteria for institutional fixed income 

investors. The GoM needs to implement actions that will strengthen the country’s sovereign 

rating.  

● Commodities prices have fallen due to reduced Chinese and global demand, and they are 

unlikely to rebound in the short term.  Consequently, the GoM and the private sector must 

adopt a longer-term view with regard to economic policies and development strategy. 

● The Oyu Tolgoi project is very important for the revenue and jobs that it will generate, and for 

the signal that it can send to other potential investors.  However, it will take time to restore 

investor confidence which is critical for FDI to begin to flow into the country again.  

● Mongolia is competing in the global market-place for commodities, goods, services and ideas.  

In order to compete, the country must know its competition, and promote economic 

diversification and increased productivity, efficiency and competitiveness in order to drive 

stable long-term growth and better withstand commodity price volatility.  

Mongolia’s economic recovery depends upon a complex and interconnected array of economic and 

political factors.  Any increase in global growth or re-bound in commodity prices is not a panacea for 

the country. Sustained, long-term development and growth can only be realized by increasing 

Mongolia’s global competitiveness which requires significant investment in efficiency, productivity and 

in human capital.  

Going forward, investors – not government – will provide the private capital to fund projects that 

promote national economic development.  In order to attract investment back to Mongolia the 

government must convincingly address investor concerns related to political and economic stability. 

Project developers, investors and lenders are not charities. In order for them to engage in Mongolia, 

they will expect to make profits and the risks must be commensurate with the returns. 

The Government has included 20 economic, social and environmental indicators in the Sustainable 

Development Vision 2030 which was approved in February 2016.  Targets have been set for 2020, 2025 

and 2030, but it does not include political or governance-related indicators. The business community 

encourages the government to include indexes that benchmark rule of law, regulatory quality, 

government effectiveness, political stability, control of corruption, absence of violence, as well as voice 

and accountability. While attention has been given to critical indicators such as the Global 

Competitiveness Index (World Economic Forum) and the Ease of Doing Business Index (World Bank), 

more focus is required on political and transparency indicators such as Transparency International’s 

Corruption Perceptions Index and Freedom House’s Freedom in the World index. 
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Current Situation of Mongolia 

Mongolia’s economy was among the world’s fastest growing in 2011 and 2012, but since then growth 

has slowed, FDI has plunged 90% from its height, the government has run ever-larger budget deficits, 

and the currency has come under sustained pressure and lost nearly 40% of its value since hitting a 

high-point in early 2011.   

The past two governments have borrowed heavily from international capital markets and these 

obligations are now maturing with payments due over the next 24 months. Foreign currency reserves 

have been drawn down, and despite relief resulting from recent borrowings totaling US$ 750 million, 

liquidity will remain tight and the currency will remain under pressure.  In addition to economic 

challenges, Mongolia is also facing political uncertainty because of the Parliamentary elections looming 

in June 2016, and the formation of a new government which will follow thereafter.   

Some Mongolian politicians have blamed the country’s economic downturn on exogenous factors.  

They allege that Mongolia is the victim of a global slowdown, China's economic restructuring and a fall 

in global commodity prices. They fail to acknowledge that many of Mongolia’s problems are self-

inflicted, and that damage to the country’s reputation resulted from a series of policy mis-steps that 

discouraged FDI long before the external factors started to bite.  Three salient facts explain Mongolia’s 

economic slowdown:  

1. Sentiment and the treatment of investors, particularly foreign investors, was unfavorable even 

before the 2008 election.  

2. Every major political party and leader has handled the business community and investors, both 

domestic and foreign, dismissively if not with disdain.  

3. Mongolian political parties have not identified a formula to fast-track win-win outcomes on 

projects of national economic significance.  

These three factors are largely responsible for forcing international investors and lenders to the 

sidelines, if not out of Mongolia. 

Recent Progress 

The current  government has made efforts to resolve multiple disputes, many of which are related to 

exploration and mining, and include putting in place the project finance for Oyu Tolgoi’s Phase 2 

underground.  Finalizing the project financing and securing all necessary approvals from the multiple 

stakeholders for the US$ 4.4 billion package would be highly significant for Rio Tinto, the government, 

and for the country.  Yet, as important as Oyu Tolgoi is, investors will remain cautious – questioning if 

this single transaction signals a fundamental reform in government philosophy, and a broader maturity 

of the political parties and political processes towards business. 

The last 12 months have seen a serious effort by the current government to right the Mongolian ship. 

However, the global economy and low commodity prices have suppressed demand for Mongolia’s 

exports, notably coal, copper and metals which caused causing revenues to fall and budget deficits to 

widen. The global downturn hit Mongolia particularly hard because its economy is resource-dependent 

and largely undiversified.  Consequently, Mongolia will need to work harder and be more disciplined 

than many other “emerging countries,” in order to access competitively-priced commercial or capital 

markets finance, or “low cost” multilateral finance. 

In May 2014 the government announced a 100-day economic revival program. This program did not 

prevent further economic slowing, but it did herald a more consultative approach to working with the 

business sector.  Despite the more promising efforts initiated over the last 12 months, investors are not 

yet rushing to Mongolia’s door.  

To judge the performance of the current government (2012-2016) we need to examine three distinct 

periods: 
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● Period 1: Early 2010 to early 2013  

o This initial era followed the signing of the Oyu Tolgoi Implementation Agreement  (IA), a 

milestone signaling approval of the country’s largest prospective mining project, and 

christening a short period of enthusiasm and exuberance. 

o The period was characterized by a strong global economy, robust demand and high prices 

for coal, copper and minerals, high confidence in Mongolia which elicited investor 

enthusiasm and significant inflows of FDI, large prospective mining and capital projects 

involving major global enterprises, and double digit GDP growth which spiked at 17% in 

2012.  

o BUT we also saw the first signs of an attitude problem, friction, between government and 

businesses/investors. 

● Period 2: Mid-2013 to mid-2014  

o A new government was seated in 2012 and after a year in office began clashing with 

investors causing suspension of the Phase 2 Oyu Tolgoi underground, forcing other 

projects and investors to international arbitration, and undermining confidence with the 

detention of foreign corporate executives    

o Concurrently, the global economy showed signs of strain as Chinese growth cooled. 

Demand for commodities fell and dragged prices lower.  Simmering disputes between 

government and business became public stranding large projects on drawing boards, and 

precipitating an exodus of global mining players including Vale, BHP, Peabody, and 

ultimately Anglo-American. 

● Period 3:  Late 2014 to present 

o The Mongolian economy slowed precipitously, with close to zero growth. The global 

economy remains unsteady, shaken by political turmoil in Europe and economic 

uncertainty in China and elsewhere.  Commodity prices remain low suppressing investor 

interest across sectors, notably mining.  

o The current government, which was seated in late 2014, has made significant progress re-

kindling investor confidence by resolving long-standing disputes, pushing forward on 

large mining and capital projects, and exhibiting greater inclination for fiscal and financial 

discipline.   

o The government has demonstrated a significant change of attitude towards business which 

lays a foundation for investor confidence that will ultimately return inflows of FDI over 

the long-term.  

Questions to Government Leaders 

1. Can you define what is required to build an attractive and sustainable investment climate?  

Panelists of BCM Summit were astute and candid noting that: 

❏ Discipline means demonstrating policy stability AND regulatory predictability 

❏ Mongolia must continue to modernize SOE’s, transforming them into viable and productive 

structures 

❏ The government must support those Mongolians who have actively promoted and advanced 

this critical initiative.  

2. Will you build on the positive momentum made over the past 18 months? 

3. Will you take important actions to enhance Mongolia’s “investibility”? 
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4. Will you restrain further growth in government debt? 

5. Will you further enhance legal frameworks and regulations – especially for business? 

6. Will you appoint competent Ministers committed to delivering positive and integrated 

outcomes? 

7. Will you retain the high-performing bureaucrats, and recruit expertise where it is really 

needed? 

8. Will you provide “best practice” structural support for large projects? 

9. Will the “emerging dominant political party” be able to form and maintain an effective 

coalition, with a high-performing cabinet and supporting ministries? 

--------------------------------------------------------------------------------------------------------------------- 

I. STABILITY 

Domestic and foreign businesses concur that stability, political and economic, is a foremost concern 

when contemplating investment.  Stability is a critical variable that drives myriad investment 

considerations that are ultimately pinned to perceived and real risk.  Perceived instability in Mongolia 

has forced up the cost of capital for all borrowers, and reduced the appetite for lenders to fund 

Mongolian projects which has discouraged investment. This in turn caused growth to slow markedly.   

Whenever there is a change in policy, law, regulation, strategy, outlook, or guidance, the business 

community needs time to review the proposed/implemented change and its potential ramifications.   

Then businesses need time to adopt and implement the changes.  Legal and policy changes can cause 

businesses to hire more/different staff, reallocate human and capital resources, and introduce other 

changes that have cost and/or operational implications. In some cases, changes to law or policy can 

have even more consequential impacts on capital structure or liquidity causing businesses to spend time 

and expense raising additional funds.   

While legal and policy change can often be much-needed and can bring many positive results, any 

change can be disruptive.  Adjusting to change often involves work that does not add value or 

contribute to efficiency, productivity or competitiveness.  Thus, when contemplating legal, regulatory 

and policy changes, they must be well-planned, well thought-out, and ideally conceived in consultation 

with the business sector.  

Any changes should support and adhere to the country’s overall development goals and strategies, and 

uphold international best practices.  Conflicting and frequent changes result in perceived instability and 

are a deterrent to investment and doing business in a country.   

Notions of stability extend beyond law and policy-making, to the enforcement of laws.  The GoM must 

act to ensure that laws and regulations are applied consistently and predictably, and that government 

structures operate predictably, openly and transparently.    

The need for predictability and transparency extends beyond the formulation and enforcement of laws 

and regulations, and applies to myriad governmental functions, notably administrative functions such as 

tax administration, licensing and permitting, procurement, and many others.  The government must 

ensure predictability and transparency by streamlining all administrative procedures, and removing red-

tape and bureaucracy that hinder Mongolia’s competitiveness, its ability to recruit investment into all 

realm of projects, and business efficiency and productivity.    

In order to promote predictability, the government needs to cultivate a cadre of career civil servants 

(public officials) who are protected from election-related dismissals and termination.  Those who are 

competent, and have institutional memory and relevant experience must be insulated from partisanship 

that causes sweeping staff changes at all levels when governments change.     
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Adopting personnel and human resources policies that promote stability and consistency is relevant to 

all branches of government, but perhaps more so to the Executive Branch.  The Ministries, Agencies 

and regulatory bodies engage directly with the private sector and with investors, and consequently staff 

changes can have profound and negative implications that impede project development, investment and 

economic growth.  The Project Implementing/Management Units appointed to manage mega-projects 

and Public Private Partnerships (PPPs), deserve special note.  These PIUs/PMUs play extremely 

important roles shepherding private sector projects, as well as those financed by multilateral institutions 

such as the World Bank group, the European Bank for Reconstruction and Development and the Asian 

Development Bank.  Consequently staff volatility can lead to inconsistent guidance, delay approvals, 

and result in increased costs.   

Fiscal Discipline  

The incoming government that will be seated in mid-2016 will need to exercise greater discipline in its 

budget and financial management, and vigilantly sustain implementation of the 2012 Fiscal Stability 

Law and the Comprehensive Macro-Adjustment Plan (CMAP) in order to promote fiscal and monetary 

stability.   

Fiscal and financial stability will provide confidence to private and multilateral creditors which will 

enhance and strengthen the country’s sovereign debt rating, and therefore reduce Mongolia’s cost of 

borrowing, and the cost of borrowing for the private sector.  Confidence is key to accessing to lower 

cost capital than the 10.875% price paid in the spring when the government raised $500 million from 

global capital markets.    

Exercising discipline that promotes stability will be particularly important because the first payments on 

international obligations, Development Bank of Mongolia (2017) and the Chinggis Bond (2018), come 

due within 18 months of the June parliamentary elections. Consequently, the incoming government will 

need to rapidly evidence its commitment to budget discipline and economic reforms that promote 

growth in order to access lower cost capital to refinance external obligations. 

Foreign direct investors are also keenly concerned with fiscal and monetary discipline, particularly as it 

relates to tax & fiscal policies that encourage investment.   The new VAT law, for instance, adversely 

impacts projects developed under non-recourse “Project Financing” by increasing the total investment 

cost by 5 to 10%, while the introduction of a 20% CIT through the draft proposal of Feb 2016 

discriminates against foreign investors, violating all bilateral investment treaties where equal treatment 

is promised. 

In terms of monetary policy, the positive trade balance enjoyed for the first time since 2008 is mainly 

due to a significant decline in imports which results both from the slowdown of mining activities and 

their import of capital goods, and to the more general economic downturn which has hit businesses and 

households hard and suppressed their demand for imported consumer durables and non-durables.   

While the positive trade balance helped narrow the current account deficit which relieved a degree of 

pressure on foreign exchange (FX) reserves, the country has only 4-5 months of FX reserves, which in 

the short term, may be insufficient to cover short-term external and maturing long-term debt over the 

next two years. 

Economic stimulus and growth will mainly come from the business sector. The government’s role 

should focus on holding spending in check, preserving fiscal and monetary discipline, and ensuring a 

stable legal-regulatory environment that will collectively stimulate confidence that is necessary for 

investors and creditors to return to Mongolia, whether through the private sector or via public private 

partnerships (PPP). 

Policy Continuity 

Sustained commitment to fully implement the 2012 Fiscal Law and CMAP is the overarching 

imperative for the new government to ensure policy continuity and promote stability.   The CMAP was 

conceived with input from the IMF and other international financial institutions, and was introduced in 
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early 2016. It tightens fiscal & monetary policy, and calls for enhanced debt management and ongoing 

structural reforms. Together CMAP measures will help enforce expenditure and budget discipline, 

promoting policy continuity and stability.  

Comprehensive Macro Adjustment Plan (CMAP) provides a framework for a broad policy 

reforms that will promote stability that leads to investment and future growth. 

Prudent fiscal policy 

to promote external 

balance 

Stability-oriented 

monetary policy 

Enhanced debt 

management strategy 

Structural reforms 

✓ Inclusion of quasi-

fiscal expenditures 

into the consolidated 

budget, including 

DBM spending and 

the Price 

Stabilization 

Program (PSP) 

✓ Gradual reduction of 

government debt and 

the structural fiscal 

deficit under the 

Fiscal Stability Law 

✓ Reduce DBM social 

project spending in 

line with prudent 

monetary and fiscal 

policies 

✓ Implement longer-

term fiscal budget 

planning 

✓ Gradual tightening 

of monetary policy 

since July 2014 

✓ Phase out 

programs 

dependent upon 

unconventional 

monetary policy 

measures 

✓ Implement prudent 

macro and micro 

measures to 

prevent systemic 

financial sector 

risks 

✓ Continued 

commitment to 

exchange rate 

flexibility in line 

with 

macroeconomic 

fundamentals 

✓ Debt Management 

Law introduced 

strengthening debt 

management policy 

and practices, 

accounting for 

contingent liability 

management,  

✓ 2016-2018 

Government Debt 

Management 

Strategy ratified by 

Parliament 

✓ Uphold the 

Government External 

Debt Servicing Plan 

✓ Proactive liability 

management 

✓ Promote active 

presence in the 

international debt 

markets 

✓ Macroeconomic 

adjustment policy 

conceived with the IMF, 

World Bank and ADB, 

approved by Parliament 

and ratified as the 

Comprehensive Macro 

Adjustment Plan 

(CMAP) 

✓ Measures to support 

economic diversification 

(productivity, 

competitiveness, and 

absorptive capacity) 

✓ Initiation of the long-term 

sustainable savings 

policy (sustainable 

mortgage financing 

program) 

✓ Enhance DBM’s 

governance and 

independence 

 

Better planning, consistency and enforcement is more important than new laws 

Better put a label "work in progress" on temporary measures for which feedback is needed for fine 

tuning instead of going for a "Full package law" and go U-turn 1 year after! 

If the government is unable to fully implement the Fiscal Law and the CMAP, then it could seek 

financing under an IMF-supported “Standby Facility” which would further bolster creditor and investor 

confidence, and provide access to low-cost funds. 

Ultimately, fiscal and financial stability will bolster confidence which will help strengthen the country’s 

sovereign debt rating.  Improving Mongolia’s sovereign rating (currently B2 Negative Moody’s; B 

Stable Fitch & S&P) will trim the cost of future borrowing which will in turn take pressure off 

commercial loan rates and reduce the cost of private sector borrowing that will fuel growth.  

Positive strides made at Erdenes Mongol (EM) to diversify its portfolio and generate positive cash flow 

from the underlying assets should be sustained, and the transition from an SOE legacy company into a 

commercially-viable holding company (sovereign wealth fund) should be actively supported. 

The following table presents the policy and regulatory changes that have been enacted by the out-going 

government, and which chart a much improved course that can lead to renewed investment, economic 
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growth and job creation.   Much work remains to be done, and policies related to trade and business 

support should be strengthened.   

Recent Policy and Regulatory Changes that have been Enacted 

Macroeconomic 

policy amendments 

and trade 

agreements 

● The Law on Economic Transparency was passed 

● Comprehensive Macro Adjustment Plan (“CMAP”) approved by Parliament 

● Japan: Signed an economic partnership agreement  

● China: Signed An extensive bilateral economic partnership agreements (for 

infrastructure and hydropower projects) 

● China & Russia: Signed a memorandum on compiling a guideline for 

building the trilateral economic corridor 

Fiscal policy 

changes and debt 

management 

● Fiscal Stability Law amended by Parliament 

● Debt Management Law (“DML”) approved by the Parliament 

● Integrated DBM-financed projects into the 

budget 

● 2016 – 2018 Government Debt Management Strategy was passed 

Monetary policy 

● Policy rate reduced to 12% January 24, 2016  

● Phased out the Price Stabilization Programme 

● Minimum paid-in capital requirement for banks raised to MNT 50 billion by 

year-end 2017 

● Received IMF Technical assistance to enhance systemic oversight 

Support for 

industries and 

diversification 

● Initiatives to create value-added downstream natural resources exports 

● Stronger support for local Small and Medium-Sized Enterprises (SMEs), 

e.g. processing of F&B, wool and cashmere, leather, textiles 

Facilitating FDI 

● Streamline application processes and improve the legislative environment 

● Support PPP structures and the concession agreements for infrastructure 

development 

Policy, Legal & Regulatory Consistency 

Consistent policy, law and regulation are needed. While the GoM has tried to attract investment, it has 

simultaneously adopted policies and regulations that have been inconsistent and which have run 

contrary to this objective. Between 2012 and 2016, a number of such laws or policies were passed:  

i) Investment Law for Strategic Project  (2012),  

ii) New Investment Law (2013) which impacted foreign and national investors,  

iii) Termination in 2014 of a number of double taxation avoidance agreements (DTAA), and  

iv) Amendment of the Tax Law introducing a new VAT regime that entered in force on January 1st, 

2016.  

Tax policy should be fair, ensure equal treatment of all, and encourage foreign and domestic investment 

in new and expanded businesses.   However, there are anomalies in the VAT Law and in the draft CIT 

Law that would deter investment. The new VAT regime, for example, negatively impacts projects that 

are developed under a Project Finance scheme by increasing the total investment cost by 5 to 10%. 

Investment in property or fixed assets are no longer eligible expenditures that can be  offset against 

VAT or CIT.  This will substantially impact company profitability and also investment potential, and 

increasing the cost of investing in Mongolia.  
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The draft CIT Law, proposed in February 2016, would tax securities transactions. If non-residents sell 

securities, then they would be taxed on the full amount of the proceeds, not only on the capital gain.  If 

the Law is ratified in its current form, it would discriminate against all foreign portfolio investment, 

thus discouraging FDI and undermining GoM efforts to promote capital markets development. The 

proposed CIT Law further violates all bilateral investment treaties that uphold equal treatment for 

foreign investors. A detailed examination of how the new VAT and draft CIT Laws affect business is 

provided below:  

Testimonial #1 – The new VAT Law 

Amendment of the VAT Law that was ratified July 9, 2015 will impact business negatively in the 

following ways:   

 VAT paid on goods and/or services purchased in order to construct property, plant 

equipment (PPE) or is paid to purchase PPE is not eligible to apply for paid VAT refund under 

clause 14.1.5.  Exempting such investments from VAT refund thus increases overall cost, reduces 

profitability and discourages capital investment.  This new treatment discourages investment in 

mining, manufacturing, agriculture, and all capital intensive sectors, many of which are central to 

the government’s efforts to drive economic diversification.  

For example Repealed law Current law 

 

VAT paid to procure PPE 

• Purchase price: - $100 

• Import duty (5%) - $5 

• Capitalized asset - $105 

• Purchase price - $100 

• Import duty (5%) - $5 

• VAT(10%) - $10 

• Capitalized asset - $115.5 

Recommendation: Temporary measure: Postpone the effective date of this clause for a minimum 

of four years. Permanent measure: Repeal clause 14.1.5 

 Imposing the VAT on works performed or for services provided by non-residents to 

Mongolia: Every transaction between residents and non-residents are subject to the VAT with no 

minimum threshold. Residents can not apply for VAT refund for VAT paid by nonresidents under 

clause 14.2.1. Every transaction (even of $1 value) has to be processed for VAT payment. It 

increases unnecessary workload. 

Recommendation:  Reinstate the prior practice permitting residents to apply for VAT refund for 

VAT paid by non-residents. 

 VAT for non-resident companies should be withheld after payment as it is not fair when the 

exported services are subject to VAT, but are not withheld or deducted. Methodology used for the 

newly amended VAT law increased the amount of VAT for non-resident companies, and therefore 

intensifies the price competition.  

Testimonial #2 -The new VAT Law 

The new VAT law requires local companies to withhold VAT on payments to foreign service providers 

without the ability to set it off.  

The current fact: 

In accordance with Article 7.1.2 of the new VAT law, importing goods, works and services are subject 

to the VAT. However, in accordance with the Article 14.1.2 of the new VAT law, only VAT paid on 

imported goods are eligible for refund.  

Recommendation: 

Make the VAT paid on imported works and service eligible to refund by adding the wording “works 

and service” into the Article 14.1.2 of the new VAT law.  
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Testimonial #3 - Draft Amendment of the CIT Law 

The CIT Law, proposed in February 2016, would negatively affect non-resident portfolio investors, 

who often happen to be the main investors of mega projects. Such impeachment will further 

discourage investor appetite, and will go against the Government of Mongolia's agenda to 

promote foreign investment. The proposed Amendments violate all bilateral investment treaties which 

prescribe equal treatment to foreign investors. 

Imposing CIT on the sale of securities:  Under the Draft, non-residents who trade and sell securities 

will be taxed on the full amount of the sales proceeds, not only on the capital gain, and irrespective of 

any capital loss.  

Example #1 Current Law Proposed Amendment to the Law 

CIT levied 

on the sale of 

securities 

• Sales value – 7 billion MNT 

• Acquisition cost – 3 billion  

• Profit – 4 billion MNT 

• CIT Payable:  - 0.44 billion MNT 

• Net Profit After CIT: 3.56 billion MNT 

• Sales Value – 7 billion MNT 

• Acquisition cost – 3 billion MNT 

• Profit – 4 billion MNT 

• CIT Payable:  1.4 billion MNT 

• Net Profit After CIT: 2.6 billion 

MNT 

Example #2 Current Law Proposed Amendment to the Law 

CIT levied 

on the sale of 

securities 

• Sales value – 50 billion MNT 

• Acquisition cost – 45 billion  

• Profit before CIT – 5 billion MNT 

• CIT Payable:  - 0.5 billion MNT 

• Net Profit After CIT: 4.5 billion MNT! 

• Sales Value – 50 billion MNT 

• Acquisition cost – 45 billion MNT 

• Profit before CIT – 5 billion MNT 

• CIT Payable:  10 billion MNT 

• Net Profit After CIT: 5 billion MNT 

loss! 

Recommendation:  Repeal the proposed amendment, and re-draft.   

Thin capitalization rule (clause 17.2 of the draft law): In order to calculate the amount of deductible 

interest expense, the taxpayer’s debt/equity ratio is to be applied.  

Clause 17.5 of the Draft Law: If the debt/equity ratio calculated under clause 17.2 exceeds 3, then 

interest paid for any debt over this threshold shall not be tax deductible and shall be treated as a 

dividend. 

This Clause, if ratified, will discourage debt finance which will constrain investment and growth. 

Larger manufacturers that may be more highly leveraged will suffer disproportionately.   

For example: If a company has $200 million in equity and $800 million in debt, then interest paid on 

the residual $200 million in debt which exceeds the 3x gearing, would not be tax deductible 

Recommendation: Re-Draft or repeal clauses 17.2 - 17.5 of the Draft CIT amendments. 

Recognition of taxable income 

• Clause 14.1.1 of the Draft CIT Law: The revenue will be recognized either on an accrual basis or 

cash basis. 

• Clause 14.1.2 of the draft law: Even if the taxpayer has not received payments in the form of cash or 

non-cash, once goods are supplied or a service is provided then CIT is due and payable.  

Consequence:  According to cash basis, any advance payment will be treated as revenue which will be 

subject to CIT. 

Recommendation:  Re-Draft Clause 14.1.1 of Draft CIT amendments, and preserve existing clauses. 
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Consistency of Government Structures 

The GoM must ensure that government structures operate openly and transparently, and that a cadre of 

career civil servants (public officials) is protected from election-related dismissals and termination.  

This is particularly true for Project Implementing/Management Units that are appointed to longer term 

multilateral projects and public-private mega projects. Experienced and competent staff are critical to 

ushering these projects forward, and to ensuring that operations proceed unencumbered by bureaucracy 

and delays. 

--------------------------------------------------------------------------------------------------------------------- 

II. CAPACITY 

In order to compete in the 21st century marketplace for goods, services and ideas, countries must invest 

actively in their human capital.  This means equipping labor with the knowledge and skills necessary 

for an evolving and increasingly diverse economy, removing distortionary labor policies and laws, and 

promoting integrity, ethics, and transparency.  Policies, guidelines and actions must be taken to build 

the capacity of government institutions and the personnel who staff them.   

Effective Government 

Effective governments are those that focus on providing the things that private businesses cannot 

provide.  This includes an investment friendly environment, a supportive physical environment (roads, 

rail, communications, industrial parks, border crossings) and a transparent and effective legal and 

regulatory framework.  Government must enter into the bilateral and multilateral trade agreements that 

permit the country’s businesses to compete in export markets, and refrain from undertakings that 

private business is better-equipped for.  

Governments must create attractive conditions for businesses and investment that are anchored to 

stability, predictability and transparency, and require legal certainty, good governance and institutional 

capacity. Bureaucracy, red-tape, and government interference must be minimized.  

What the business community wants from government is very straightforward. It wants smart 

government with less bureaucracy, that functions with greater speed and efficiency, and which produces 

greater results.  

Decision making 

Only those with relevant knowledge and authority should attend meetings and have a role in decision-

making. Consensus may not be an efficient way to make decision for Mongolia at this stage of the 

country’s political, social or economic development. 

Government involvement in business 

Government involvement in business should be limited.  In Mongolia, even District Governors are too 

involved in business operations, making decisions that affect office hours, the work-day and vacations 

due to traffic and road congestion. 

Professional appointment, not political 

Public sector recruitment and hiring should be based upon merit and demonstrated ability.  In order to 

improve the operations of sectorial organizations and government bodies, recruitment of senior 

managers and professional staff should based on their technical skills and sector-specific knowledge, 

and not political affiliations or connections. 

Political appointments, particularly for professional organizations, negatively affect their operations and 

priorities, leading to reputational damage and opportunity costs. For example: the politically appointed 

MSE management did not have the requisite experience to help buffer the impacts of the market 

downturn that began in 2011. This contributed to a drop in MSE market capitalization and in the MSE 
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Top-20 Index, as the attitude and approach to work were not business minded, but bureaucratic (See 

Testimonial below). Appointments to such technical organizations should be restricted to qualified 

professionals with relevant sectorial experience. This applies to senior and mid-level management in 

state organizations.   

Mongolia needs STICKY capital: 

Equity  

Foreign investors will play an important role as equity partners, particularly in larger projects, for the 

foreseeable future. Over time, this may change with the advent of home-grown private funds, an 

institutional investor class, or a state-sponsored sovereign wealth fund providing equity finance to 

Mongolia’s enterprises and businesses.    

Foreign purchases of long-term MNT-denominated bonds bring liquidity to the country and hard 

currency to Mongol Bank Foreign sources of funds help finance the budget at a time when local banks 

are too small to provide the needed liquidity.   

Local banks, may nonetheless, have a role to play as primary dealers of GoM local currency bonds. 

The MSE should have absolutely no role in the issuance or trading of local currency Government debt.  

The Mongolian Stock Exchange has a role to play in mobilizing equity capital for private investment, 

and with appropriate safeguards, it can function as a vehicle to privatize state-owned enterprises. 

There is a long shopping list of little things to fix at the MSE.  

Urgent action is needed to identify and mobilize local skills, like Mongolian Association of Securities 

Dealers (MASD) and all with securities markets experience and knowledge.  

Singapore created its champions: DBS, Singapore Telecom, Singapore Airline As a result of the 

existence of Temasek and  SGX! Temasek [the state sovereign wealth fund] functioned as a long term 

anchor investor, helping them with capital, a global perspective and technical experience.    

Many MSE-listed companies would welcome Erdenes MGL as a minority shareholder. 

 

Education 

Mongolia’s education system must be enhanced and strengthened in order to prepare the country’s 

workforce for competition in a global economy and to serve the needs of domestic and international 

employers.  This means aligning Mongolia’s curriculum and teaching paradigms with international 

standards, at primary, secondary and tertiary levels. 

The mining sector and other emerging sectors will require ever more educated and capable human 

capital. In order to satisfy the demand for well-educated and highly-skilled labor, universities must 

bolster their engineering, science and mathematics programs, and add courses in technical fields that are 

critical to mining, information technology and the animal and food sciences.  

Yet, the need for change is more pervasive.  Mongolia needs to substantially enhance and strengthen its 

education infrastructure, at all levels, which will require transformation of the teaching paradigm, 

curriculum reform, and more extensive teacher training at all levels.  

In the long-term, Mongolia’s education system will equip graduates to compete for jobs in the country’s 

most advanced and modern enterprises, and in the global marketplace for ideas and knowledge.  In the 

short-term, however, skilled labor is in short supply, and therefore the GOM should liberalize expatriate 

and international labor quotas for high-skilled and specialized labor, while simultaneously introducing 

international business principles and practices that further promote local capacity-building and the 

adoption of international best practices. 
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Education, human resource development and human capabilities are the foundations of modern 

economic growth. The business community recognizes the commitment of various parties in the 

government and parliament in developing and passing the SDV Document and goals for 2030. The 

goals to reach enrollment rates in pre-schools between 70 and 90%, primary and vocational education to 

100%, establish a life long learning system, rank among the top 70 countries in terms of the Human 

Development Index, and to reduce the class size of students to 20 are all commendable. Similarly, 

efforts being undertaken for Mongolia to be eligible and participate in the PISA rankings and to 

improve the ranking by 5 places, and to target 4 Mongolian universities to be ranked among the top 

Asian universities by 2030, and to upgrade the quality of the TVET graduates to reflect the demand for 

skills in the market and improve the technical capacity of such schools are laudable. Indeed the goals of 

building on science and technology as platforms for the creation of a knowledge-based society and 

increasing the R&D expenditures to reach 3 % of GDP are admirable. 

However plans and goals are not enough as the business community has repeatedly noted over the past 

decades. The gap between plan and implementation has tended to be wide and implementation gaps 

have been even wider. Bearing in mind the above and that the business community is a contributor and 

employer of human resources and capabilities, the BCM would like to highlight the following areas for 

further improvement: 

● That human development in Mongolia should be sustained with the collaborative efforts from the 

Ministries of Education, Labor and the Ministry of Population and Social Welfare. Lines of 

demarcations between these Ministries have compartmentalized strategies, funding and 

accountable results. There needs to be collaboration, a common framework and common results 

for which these Ministries are held accountable.  

● That the professional qualifications of teachers, professors, and the teaching methodologies be 

significantly improved towards targeted competencies that are required in the market place. 

Teaching systems should be turned towards students and inquiry-based learning  

● That better teacher evaluations systems be implemented at schools and universities, through 

structured evaluations systems, student and peer surveys 

● That good governance, transparency principles be imposed at every educational institution with 

reduced arbitrary regulations that tend to be sporadic 

● That tying of finance to accountabilities and results is the way to steer the human development 

system towards the commendable goals in the 2030 document. Merely spending more will not 

achieve more; will not be effective nor efficient in terms of the intended results. The culture of 

results-based spending has to take hold among spending ministries.  The spending pattern of the 

Employment Promotion Fund, largely financed out of the Foreign Worker Levy to the tune of 

over USD 40 million in some years by the private sector, should be scrutinized for accountability 

and results.  

The proposed KPIs to focus and improve are: 

● Number of accredited institutions (program and institutional accreditation) nationally and 

internationally. (Currently, in TVET only 6 out of 84 institutes are accredited nationally.) 

● Number of graduates employed in their related field of study within 3 months of graduation. 

 

Innovation 

Innovation is critical to creating products and services that have distinct comparative advantages and 

which can compete globally. To achieve this, more focus and funding needs to be directed to 

developing R&D consortiums based on PPP, and through more close alliances with local and foreign 

universities and research institutes. Specific issues and recommendations are detailed in following table.  
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Issues in Innovation: 

Financial Issues: Financing for R&D is low, representing only 0.27% of GDP (37.8 billion MNT, 

including 9.17 billion in budget money). This is lower than in other transition economies.  An 

Innovations Fund has not yet been created and therefore investment in innovation is shallow. 

Exacerbating the dearth of innovation-focused investment a line item in the 2012 Innovations Law that 

would have provided resources for Venture funds and an Innovations Fund has been deleted.  As a 

result, the public sector provides less than $1 million representing 80% of all R&D funding. 

Research Methodology: Applied research is critically important, but a high percentage of funding 

(about 33%) has supported so-called fundamental research.  Since 2009, the GoM has funded 77 such 

projects, which compares with 16% in Israel, 6% in China and 12% in Japan. 

Organizational Issues: There is no proper organizational structure to support innovation. Innovation 

is viewed as belonging to education sector, but it should be linked to private sector partnership. Most 

of the research institutions (49 out of 71) are state-owned, with only 7 that are private, and 15 that are 

university-based.  There is insufficient cooperation with private sector, and even MoUs, like the one 

between Rio Tinto and national universities are positive but address training and not research. 

Recommendations: An Innovation Fund, similar to those established in other countries, notably 

Chile, should be established to promote economic diversification, exports, and the development of 

sectors/industries in which Mongolia may have a comparative advantage. Foundation Mongolia could 

be based upon a PPP model involving a consortium of private, public sector and university partners. 

Chile invests 2.5% of GDP, or $147 million, in R&D through research consortiums. By investing $10 

million in fisheries innovation, fish exports reached $5 billion: $5.5 million invested in wine-related 

R&D drove exports to $2 billion; and $5.7 million invested in fruit-growing R&D generated $4.7 

billion in exports.  Today Chile exports fruit to India, wine to France, fish to the UK and copper to 

Australia.  Chile does not have much forest, but by growing high-quality seedlings, their wood and 

pulp exports generate $3.9 billion. Mongolia could set up a similar consortium based on state/private 

partnership, and allow private companies to do the management. 

 

Risk Management  

Risk of natural and man-made disaster remains high in Mongolia, and threatens public safety and 

health, property and quality of life.  The conclusions of the Risk Management Forum, conducted 

annually for the last 6 years, and findings of Mongolia’s Risk Overview Report which has been 

distributed since 2012, provide a blueprint for action to mitigate risk and build resilience that will better 

prepare for and prevent disaster.   

- Risk management cannot be left only to the private sector.  It must be seen as one of the 

foundations of the country’s sustainable development.   

- The National Emergency Management Agency (NEMA) should be strengthened, in order to better 

prevent, prepare for and manage risks associated with man-made and natural disaster by 

coordinating more effectively between relevant actors, including relevant ministries, the Police, 

Hospitals, the State Inspection Agency, as well as public and private insurance.  

- At the municipal level, a risk management unit working under the direction of Ulaanbaatar city 

should be established.  Ulaanbaatar has the greatest concentration of people and therefore greater 

risk.  

- A central management system and information database should be created to research, measure 

and manage disaster-related, social and other risks.  

- In order to equip and inculcate future generations with a risk management mentality, programs 

should be introduced into higher education that educate on risk mitigation and prevention.  
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Health care system 

Mongolia’s health care system faces a long-list of challenges, beginning with low state-spending on 

health care, a malfunctioning social health insurance system, unsatisfactory health care services, poor 

integration of private and public hospitals, and high-levels of outbound medical tourism, among others.  

The number of Mongolian patients going abroad for medical treatment reached more than 40,000 and 

their expenditure for foreign health care top $100 Million annually.  

In Mongolia, healthcare expenditures account for -3.5% of GDP. Private sector providers and and 

health insurance companies are bringing international standards and are driving long-term healthcare 

sector development in Mongolia.  They have introduced innovative healthcare services and products, 

and they have invested in modern technology and infrastructure. Private hospitals are being built 

according to international standards and the quality of care is improving.   

The Government must support ongoing health sector reforms in order to improve health care services 

and coverage under the state health insurance system.  The government may contemplate corporate and 

individual tax incentives for health and pension-related contributions.  

Air pollution 

Half of Mongolia’s population resides in Ulaanbaatar, the capital, and are subjected to toxic levels of air 

pollution, especially in the winter.  Pollution-related illnesses and deaths are on the increase.  Cost 

effective solutions are available, which the GoM must implement as a matter of priority (24 months). 

--------------------------------------------------------------------------------------------------------------------- 

III. IMPROVED BUSINESS ENVIRONMENT 

Enhancing and strengthening Mongolia’s business environment is imperative for domestic and 

international enterprises to succeed and prosper.  A favorable business climate is predicated upon 

stability and local capacity, but also on the enforcement of laws and policies, the adequacy of 

infrastructure, and other variables that are discussed below. 

Government leaders must acknowledge that prior governments, comprising both major parties, have 

taken policy and regulatory actions that have undermined confidence through failure to enforce a rule of 

law consistently and uphold the sanctity of contracts.  Both of the major parties have contributed to the 

loss of credibility that has tarnished Mongolia’s reputation as a destination for business and investment.    

The incoming government that will take office in mid-2016 must uphold the obligations, treaties, 

contracts and all other form of binding agreement executed with domestic and international partners by 

its predecessors.   Policy stability and the enforceability of agreements and contracts are critically 

important to re-building investor enthusiasm and confidence for investment in Mongolia.  

Rule of Law and Business Ethics 

To compete in a global environment, international business standards and best practices must be 

adopted and maintained.  Enforcing a rule of law, and embracing good governance and business ethics 

are the foundations of such standards and practices.  

Laws and regulations must be upheld and implemented, and court decisions must be fair, impartial and 

enforced.  Many foreign invested companies experience bias in dealing with regulatory bodies and the 

courts. All must be treated equally and without discrimination, whether domestic or foreign, or a large 

or small company.   

Law enforcement and corruption: Foreigners have been the objects of repeated mistreatment, 

discrimination and they have been targeted in groundless and ill-conceived court cases.   

If Mongolia is interested to attract investment, it must enforce laws and uphold contracts fairly and 

impartially, and cease the arbitrary and capricious investigation and prosecution of foreigners.  Judges 
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must adjudicate fairly and with integrity, insulated from those who seek to sway decisions or have cases 

dismissed through nefarious and corrupt influence.  Some examples of such abuse include: 

-  A criminal case involving an employee who stole money from employer and falsified VAT invoices 

for MNT 1,8 million was not handled by the Police because the amount was purportedly  too small 

to warrant investigation or prosecution. 

- When an individual frivolously sues an organization for a false claim and loses, there is no 

provision in law for the losing plaintiff to pay the legal of the party who was falsely accused.  

Business Ethics 

Issues: Doing business with integrity is a challenge when corruption is common. It distorts markets, 

impedes economic growth, and adds costs to doing business.  Self-interest, greed, low-levels of 

professional capacity, lack of transparency, and weak governance are at the root of corruption in 

Mongolia.  

Recommendations: Internal and external reforms are needed to level the playing field and create a 

business environment that promotes sustainable growth. The following are among the crucial steps that 

will contribute to better governance and transparency:  

- Anti-Corruption Strategy: Adopt a new anti-corruption strategy, which has been lacking since 

the expiration of the old strategy in 2010. In order to be effective and measurable the new strategy 

should establish concrete goals and indicators, and will need to be accompanied by an 

implementation plan and mechanisms that promote high-level coordination. 

- Legal framework and international standards: Create a strong legal framework that complies 

with international standards, such as the United Nations Convention Against Corruption 

(UNCAC), The UNCAC was ratified by the Mongolian government in 2006, but implementation 

of the Convention and the 2007 Anti-corruption Law has been incomplete and the Independent 

Authority Against Corruption has been the object of political interference and pressure. 

- Implementation: Implement anti-corruption and integrity systems within government institutions 

to ensure open, transparent and corruption-free public procurement and other government 

functions that rely upon discretion and therefore as prone to abuse. Many leading companies, 

investors, and service providers are reluctant to work directly with government agencies because 

of intransparency and procurement irregularities, which leads to the procurement of inferior goods 

and services, which hurts Mongolian society at large. 

- Transparency in decision-making: Enforce openness and transparency in all government 

decision-making, engaging and promoting public comment and review.  

- Improve Transparency Indexes: Concrete actions must be taken to improve Mongolia's 

performance on key global governance indicators including Transparency International’s 

Corruptions Perceptions Index, Global Corruption Barometer, the World Bank’s Control of 

Corruption Index, and promote the role of the Extractive Industries Transparency Initiative which 

can also contribute to sector-specific governance. 

- CSR: The GoM should consider providing tax incentives for companies that implement Corporate 

Social Responsibility initiatives. Many governments provide such tax incentives to companies that 

make charitable donations and invest in community works.   

Investor Protection 

Investors recall that the cabinet that was formed after the 2012 election comprised reformist MP’s who 

renounced campaign pledges and instead pursued populist and nationalist policies that undermined 

investor confidence and economic growth. Investors are also conscious of the long festering dispute 

over the Oyu Tolgoi Investment Agreement, the knee-jerk introduction of Strategic Entities Foreign 
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Investment Law (SEFIL) and a host of other disputes with foreign investors that were poorly handled.  

And, the business community is keenly aware that numerous projects have been delayed and idled 

because of personal and partisan politics, to the detriment of national development and the people of 

Mongolia.   

Poor investor protection is defined by the World Bank (WB) as a “breach of contract, lack of 

regulatory transparency, adverse regulatory changes, unpredictable and arbitrary action by the state, 

discrimination, expropriation, transfer and convertibility restrictions”
1
. According to a 2014 World 

Bank study on Investor Protection in Mongolia, “the total amount of investment at risk of being lost due 

to inadequate investor protection was estimated at $1.9 billion or 90% of the total amount of 

investment”.   

Greater investor protection should be provided by developing and enforcing a mechanism to address 

investor grievances, such as the Mechanism for Investment Retention and Confidence (MIRC) 

suggested by the WB.  

Before returning to Mongolia, prospective investors will need to see a change in attitude, and concrete 

actions before they will have confidence that Mongolia is committed to upholding a rule of law and 

protecting investors’ interests. Building a reputation is slow and painstaking; rebuilding a tarnished 

reputation is much more difficult. Keeping existing clients is much less expensive than finding new 

ones. The same applies to foreign investors. Each grievance leveled by a foreign investor makes it more 

costly to recruit others.   

Capital Markets 

Mongolia has sought to develop its capital markets for the purpose of mobilizing equity and debt 

finance to promote economic growth, national development, and a vibrant private sector that creates 

jobs.    

In seeking to promote capital markets development, the privatization of the stock exchange and other 

key SOEs is important.  The stock exchange and SOEs should be privatized using market structures and 

competitive bidding, not through mass-voucher or other schemes introduced in the 1990s.  Prospective 

buyers of SOEs should be required to demonstrate relevant technical proficiency, and they should 

uphold international corporate governance standards that should be transferred to the privatized entity. 

The objective of promoting capital market development in Mongolia is to secure a sustainable and 

stable source of equity and debt capital to finance the privatized SOEs and the private enterprises.    

In order to promote capital market development, however, Mongolia should facilitate development of 

an investor base, which means enacting the laws that will foster the advent of institutional investors 

such as insurance companies and private pension companies. Pension reform associated with the 

introduction of a multi-pillar system comprising private pension companies and a defined contribution 

scheme would help create the pools of investible capital to support market development.    

The current regulations largely restrict insurance companies and pension funds from investing in capital 

markets, and this should be changed.  Insurance companies and pension funds should be permitted to 

invest a portion of their funds in local and international capital and debt markets thereby diversifying 

risk, and fostering the development of a local institutional investor base.   The GoM has taken strides in 

the right direction, and asset allocation has been modestly liberalized permitting insurance companies to 

invest in financial instruments beyond bank term deposits. However, asset allocation should be further 

liberalized and should be enjoyed universally by all insurance companies: life, property & casualty, etc. 

As 16 of 17 insurance companies are property & casualty companies, focus should be on all insurance 

companies (not just life insurance companies).     

                                                           
1
 Transfer and convertibility restrictions are not a problem in Mongolia.  
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Lessons have been learned from experience with sovereign issuance on international capital markets. 

Since the GoM’s 2012 debut bond, the Chinggis Bond, the GoM has learned that poor discipline and 

the inappropriate use of funds were costly.  

Upgrade professional capacity and raise public awareness 

In addition to attracting more issuers and building the foundations for institutional investors, it is 

imperative that the skills of securities industry professionals be enhanced and strengthened, and that 

broad public awareness and capital markets literacy be raised since Mongolians possess a variety of 

shares distributed in mass voucher and other schemes, such as the Erdenes Tavan Tolgoi public 

shareholding program. (Every citizen was granted 1,072 shares of Erdenes Tavan Tolgoi).  A broad 

public education program would help avoid the circumstance of the 1990s when broker/dealers 

consolidated the mass vouchers, shares distributed to citizens, paying a fraction of the value and thereby 

taking control of state enterprises.  

Additional capital markets issues which need to be resolved:  

● Reduce impediments to account opening for foreign investors,  

● Expedite and facilitate funds transfers between the Mongolian State Clearing House and Central 

Depository (MSCH&CD) and the Clearing Banks,  

● Fix flaws in equity index definitions  (e.g. “close”, “suspicious trades”) and infrastructure  issues,  

● Accelerate Financial Regulatory Committee (FRC) approvals for corporate actions, 

● Mandate the payment of dividends to MSCH & CD accounts. 

Liberalization of pension funds 

Many of the largest pools of investible capital worldwide are managed by public and private pension 

funds.  However, in Mongolia, the State pension fund has a monopoly on the accumulation and 

management of retirement funds which it has used to finance the budget.  The Government and Mongol 

Bank now have a total of MNT 15 trillion in loans from the State Pension Fund which may not protect 

the fiduciary interests of all Mongolian’s, and should be illegal.  The State Pension Fund monopoly 

should be broken, following the practice of numerous developed and developing countries which have 

introduced multi-pillar systems permitting private pension funds.   

Liberalization of financial markets 

Banks have in the past dominated trading of government local currency debt on the Mongolian Stock 

Exchange, and represented 90% of transaction volume at their high point.  

In many developed economies, deposit-taking commercials banks are restricted from investing in equity 

markets which would put deposits at risk. 

It is also true that commercial banks may have access to proprietary and non-public corporate financial 

reports, business plans, transaction data, etc. which could provide them an unfair advantage if they were 

permitted to start or to manage other businesses and/or to invest in individual corporate equities.  

International commercial banks should be licensed to operate in Mongolia, which could lead to 

increased products/services offered and reduced the cost of capital for Mongolian businesses. 

Questions: 

1. Why are interest rates in Mongolia so much higher than other countries in the region? 

2. Is there any plan to develop financial instruments to mitigate MNT risk through the 

introduction of forwards, futures or derivatives?  If yes, who should be responsible for the 

introduction of these products? Who would regulate them?  And how would counterparty risk 

be managed? 
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3. How can the domestic capital market expect to attract wholesale funding from offshore if it is 

difficult to convert USD to MNT on the way in, and vice versa on the way out? 

4. How can the government reassure investors that it will be able to continue to maintain a stable 

currency? 

5. Are civil and commercial codes totally disconnected from the criminal code to AVOID new 

Hotel Mongolia cases?  

Tax favorable environment 

The GoM should exempt investors from capital gains and dividend taxes, and apply tax structures that 

are competitive with those of other Asian countries such as Singapore, Vietnam, Hong Kong and China.   

The GoM should consider offering tax incentives for IPO issuers that would encourage more 

Mongolian companies to list on capital markets and thereby access equity capital.   

Transparency of Government Special Funds 

Funding of Government Special Funds such as the SME Fund, the Development Bank of Mongolia 

needs to be transparent, and transact through the capital markets when and as appropriate.   

Increasing transparency will provide the same opportunity to private companies that may want 

Government funding.   

Diversification 

Diversification of the economy, sustainable development, corporate social responsibility (CSR) and 

green economy are all important objectives that should be pursued by the Government, and which 

should be supported by tax policy.  Much has been said about the need to diversify the economy in 

order to reduce dependence on the mining sector for export revenues.  The GoM should do more to 

diversify the economy, with emphasis on sectors that satisfy domestic demand and have export 

potential.  Two of the potential sectors include agriculture (meat, dairy, cereals, oil crops, etc.), and 

construction (cement).  

Meat Industry 

Given the unique features of Mongolian meat and livestock, Mongolian meat should be branded as 

premium brand and targeted for niche markets. To promote high-end targeting of local and export 

markets, government policies and regulations need to be strengthened in order to drive improved 

hygiene and herd management, as well more tightly enforced standards for meat processing. 

The meat industry has the potential to grow, generate export revenues and promote economic 

diversification.  However, government policies have run counter to increasing meat exports which fell 

between 2010 – 2014 when the government introduced its social policy of giving out welfare money to 

families and students incentivized herders to keep their animals. Systemic reform is needed to improve 

the meat industry to increase exports of meat, animal by-products (leather & hides), including overhaul 

of the veterinary system and strengthened herd management.  

Veterinary system 

When the Animal Health and Inspection Law is adopted with its technical regulations specifying key 

requirements, notably that commercial meat must come from an approved and authorized 

slaughterhouse, Mongolia will move towards meeting hygienic requirements that will facilitate future 

meat exports. The new law will encourage slaughterhouses to demand healthy livestock from herders.  

Healthy livestock, better quality slaughtering are imperative, but meat must also be properly transported 

to retailers and wholesalers in refrigerated trucks.  Requiring refrigerated trucks will drive development 

of the transport industry, which when coupled with more strict requirements from wholesalers and 

retailers will permit traceability from pasture to plate (farm to fork). 
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Herd Management 

When slaughterhouses become more efficient herders will have more incentive to sell and raise healthy 

herd. Herders will need support with planning and herd/land management, and incentives could provide 

impetus to raise more sheep and cattle and fewer goats. Reducing the goat population will relieve 

environmental pressures associated with land degradation, providing better graze for sheep and cows, 

and help mitigate against natural disasters, notably dzud.  

Healthy animals, improved sanitary practices in slaughtering and higher quality processing will bring 

higher quality meat, skins and hides and enhance efficiency.  

Enforcing more stringent food safety requirements will promote healthy competition and drive the 

entire industry to improve and expand. Stronger companies will help build the Mongolian Meat 

Association which will then invest more in technology and R&D.  

The Comparative Advantages of Mongolian Meat 

● Mongolian livestock is raised in a natural pasture paradise. 

● It is fed only by forage from natural pastures that is free from heavy metals, radioactive 

materials and pesticides. 

● Mongolian meat has more vital amino acids and unsaturated lipids than any meat in the world, 

which makes it one of the best quality foods one could ever find. 

 

Cement Industry 

Mongolia’s demand for cement has increased significantly because of a construction-related boom.  

Domestic producers are supplying increasing volumes to industrial consumers and to the construction 

industry.  Their potential to increase output which will fuel economic growth and create jobs is 

significant, but is impaired by unstable electrical supplies, high transport tariffs and bottlenecks, the 

absence of cement quality standards and regulation, and difficulty securing mining licenses for the key 

raw materials. New plant and equipment and proximity to consumers position Mongolia’s cement 

manufacturers to compete with low quality Chinese products.  In order to promote domestic cement 

production, the government must address the following issues:   

● Stability of power supply: For any industrial projects, power is the main cost driver. Therefore 

stable power supply is critical to avoid increases in operational costs due to power cuts.  

● Logistics bottleneck: Volume-based, flexible tariff policy and investment by UBTZ in 

additional cement hopper wagons is needed. 

● Sustainable supply chain: Procuring raw materials locally will reduce transport costs but 

delays in approving licenses and permission to extract raw materials locally are a constraint 

● Need for quality standards: Much of the cement used in new construction is composed of 

low-quality imported cement resulting in buildings that deteriorate rapidly. This represents a 

public safety risk, increasing maintenance costs and accelerates the depreciation of real estate 

values.  

● Tax incentives for large-scale projects: The investment law provides deferred payment 

incentive of up-to two years of Customs duty and VAT payable on imported equipment. In 

most cases, the construction period for large-scale projects extends beyond two years. As such, 

the two year period should starts upon commissioning, not ground-breaking. 
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Infrastructure 

Development of the infrastructure necessary to move mega projects forward must accelerate, including 

the completion of the standard gauge rail connection to China, particularly the segment from Tavan 

Tolgoi to the Chinese border. The railway link is critical to ensuring that existing and potential mineral 

exporters can access Chinese and foreign markets cost-effectively which is critical to Mongolia’s 

competitiveness. 

In order to promote development of the energy and natural resources sectors, the investment climate 

must generally be improved, international cross-border export regulation and procedures must be 

established, and the government role should be substantially reduced, moving from a centrally-

controlled state ownership towards private or mixed PPP models.  

Major energy and renewable energy projects such as CHP5, wind, solar and hydropower projects 

should be accelerated in order to meet the energy demand and introduce sources of low-carbon 

sustainable supply.  This would contribute high-efficiency low-emission energy which would also ease 

chronic air pollution in Ulaanbaatar which threatens human health and well-being.  

Government needs to be invest in credible and risk-assessed sustainable development and 

infrastructure; not the “build it and they will come, model!” 

 

Project Finance & PPP 

The government has embraced Public-Private Partnership for infrastructure and other projects, but the 

model needs to be improved and made consistent with international best practice so that foreign 

investors and lenders can participate more effectively and efficiently.   

In order to do so, the GoM should provide for access to international arbitration by passing amendments 

of the Arbitration Law slated for the spring 2016 session of Parliament.  This law should provide more 

security to private companies and financing institutions investing in a PPP.  Relevant laws – such as the 

Energy Law – should also be amended along with the Arbitration Law, to ensure consistency.  

Draft Arbitration Law proposed on Dec 2016 

Recommendations: Expand the scope of offshore arbitration to a number of other Mongolian laws, 

including: (i) Energy Law of Mongolia and (ii) Water Supply and Sewage Law of Mongolia, and 

others. 

According to the existing Energy Law and the Water Supply and Sewage Law, a dispute under a 

power purchase agreement (PPA) or a water supply agreement with a private party, such as an 

independent power producer (IPP), must be submitted to and resolved by the relevant regulatory body 

(Energy Regulatory Commission or Water Regulatory Commission, respectively) or the courts of 

Mongolia.  The law thus precludes offshore arbitration, which has been identified by developers and 

lenders as a concern and source of significant risk that impairs projects’ bankability. Restricting access 

to international arbitration leads to higher financing costs, and could discourage would-be developers 

and lenders from the project. 

It is rare for energy projects in emerging markets to secure international finance for PPP when the only 

recourse in the event of dispute is through local mechanisms. Mongolia must move to ensure that 

disputes associated with any agreement, in the energy or other sectors, such as PPA or water supply 

agreements, have recourse through offshore international arbitration (if the parties to the agreement 

choose so).  Access to international arbitration is essential if Mongolia hopes to attract investment, 

which it badly needs in the energy and other sectors. 
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The GoM should also enact regulations enabling the pledge of shares in Mongolian LLC’s (the 

cornerstone of any security package). Lenders may seek to secure their exposure in a project through 

pledge of physical collateral, as well as moveable assets such contracts, off-take and other agreements, 

permits, etc. 

Logistics 

Customs and import procedures must be improved – including document processing and registration.  

Bureaucracy and paperwork should be automated and streamlined in order to avoid wait-times and 

reduce risk of corruption.   

Customs and import procedures: cause huge problems for companies importing goods, with customs 

clearance adding delays of 1-3 days. Corruption is pervasive and affects the vast numbers of goods that 

are imported every week. Bribes are commonly requested with importers compelled to provide 

evidence of company registration 

Recommendation: Register companies with the customs office as legal representatives, which would 

streamline and expedite the process. 

Road safety: Street congestion and safety need to be addressed.  Mongolia’s road network is designed 

for left-hand drive vehicles and the ubiquitous presence of right-hand drive vehicles threatens road 

safety. Mongolia has among the highest levels of traffic related injuries and deaths on a per capita basis.  

As road infrastructure is further improved, vehicles will travel and higher speeds exacerbating the 

incidence or traffic accidents.  

Recommendation:  Phase out the import of right-hand drive vehicles.  

Transport:  Mongolia’s current vehicle number plate system allows users to remove their rear plate 

and pass it to a 3
rd

 party enabling them to drive a car on restricted days.  

Recommendation: Follow other countries’ example and change the rear number plate format to easily 

recognize the swap, UK use a yellow rear plate, or add a band to a rear plate for additional 

identification. 

 

 


