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The media continues to publish stories backed 
up by evidence on how high-ranking politicians, 
including MPs and cabinet members, have been 

abusing their power to obtain soft loans from the Small 
and Medium Entreprises (SME) Development Fund for 
companies they own. 

The Minister of Food, Agriculture, and Light 
Industry, B. Batzorig is the person who is responsible 
for and looks after the fund, but he granted 1.4 
billion MNT to his wife’s company Teever Achlal. 
Furthermore, The Minister of Road and Transport 
Development, Ya. Sodbaatar obtained 1.2 billion 
MNT for his own company Epato Anarvaan, while 
MP Kh. Bolorchuluun acquired 950 million MNT for 
his own company Dornod Guril and MP G.Soltan 
received another 950 million MNT for his own 
company Mongol Shaazan as well. The Democratic 
Party (DP) reminded people that 65 out of 76 MPs 
are from the Mongolian People’s Party (MPP) and 
stated that more than half of them received loans 
from the SME fund.  

The SME Development Fund was founded in 2000 with 
the purpose of centralising funds needed for SME owners 
to develop their businesses, making soft loans available 
for them, and boosting employment by providing support 
to business owners and strengthening SMEs in the wider 

economy. The fund’s objectives include granting loans, 
allowing SME owners to exchange experiences and learn 
from each other, promote SMEs in the public domain, 
and support them in attending expos and other relevant 
events. Their loans are MNT loans that have a repayment 
term of five years, an annual interest rate of 3 per cent, 
and a start date for repayment set at 12 months.

If you look at the funding structure chronologically, 30 
billion MNT was put into the SME fund from the public 
budget in 2009, 30.4 billion in 2010, 290 billion in 2011, 
48.9 billion from the Development Bank bonds in 2013, 
99.9 billion from the Development Bank bonds in 2014, 
56.7 billion (from the state budget) in 2016, 50.6 billion 
in 2017, and 65 billion in 2018. Also, the total capital 
available for this fund was supposed to organically grow 
as the previous loans were repaid. However, no report has 
ever been made available on how the fund was going. It 
has now been revealed why it had been kept secret all 
these years. 

A report of this type is supposed to be reviewed and 
checked by the state audit institution of the Mongolian 
government and made available to SME owners. But it has 
been discovered that D. Khurelbaatar, the Auditor General 
of Mongolia, obtained a soft loan himself for Tsen Style, a 
company he owns. B. Khurts, Former Head of Intelligence, 
also acquired a loan for his own company Grand Steppe.

FUNDS AND

 THEIR MILKERS

THE NETWORK THAT MAKES BILLIONAIRES OUT OF THE STATE
When the news broke in the past about how the authorities 

were embezzling money out of the SME fund at national level 
as well as in Ulaanbaatar, it did not take long for the stories to 
gradually disappear without much follow up. 

What is making billionaires out of the state is not 
only the SME fund, but also dozens of other funds 
differing in their scale and reach, including the Price 
Stabilization Programme and the Crop Farming 
Support Fund. In addition, the government-issued 

bonds are a key instrument in growing the number 
of billionaries.  

The Crop Farming Support Fund provided interest-free 
loans totalling 40 billion MNT in order to import 51,000 tonnes 
of animal fodder and distribute it to aimags who require this 
support to overcome harsh periods in winter and spring. It 
is now being highlighted how this fund was also misused by 
state officials. The same story is in play here with no audits 
reports whatsoever having been published on how these 
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CORRUPTION IS THE UNDERLYING REASON  
WHY BANK INTEREST RATES KEEP GROWING

When the authorities put hundreds of millions, even billions, 
of MNT in the companies they own by abusing their power 
and misusing these various funds run by the government, 
commercial banks start competing more fiercely in attracting 
savings. For example, when small banks begin promising 
higher rates than publicized to their biggest savings account 
holders, larger banks are forced to increase their rates as well. 

The problem deepens when loan interest rates increase 
because the savings rate has been growing. It forces our 
private sector to obtain loans that have an astronomically 
high interest rate. Bank loans are not sufficient for everyone 
and require collateral. This is where the non-banking financial 
institutions come in and offer interest rates that are 50 per 
cent higher than already very high bank rates.

The people and companies who are associated with the 
politicians who acquired billions in soft loans receive the 
money and put them into those banks and non-banking 
financial institutions. This way they also grow the money 
that came to them through misuse of political power. There 
are many MPs who own banks and non-banking financial 
institutions. 

Every society has a degree of corruption. The reason why 
these crimes have developed in Mongolia is that we have a 
parliamentary system. These funds did not just happen in one 
day – it is the outcome of an intended, long-term collusion by 
people in power. In order to stop them colluding once and for 
all, we need to hold them accountable, not let them continue 
in their positions, and make them repay the damage. We 
should follow the money, check their bank accounts, and 
ensure everything is paid pack, especially if they have been 
using their banks and non-banking financial institutions in 
their embezzlement of funds and misuse of power. 

The likelihood of facing a crisis in our state keeps growing 
unless the Prime Minister decides to do something about it 
and starts taking measures. In eighteen months, Mongolians 
will have an opportunity to make an important choice and 
renew the authorities. Otherwise, we cannot burn the 
house down to get red of rodents by trying to disband the 
government before then.

2018.10.31 

funds were allocated, who received the financial support, and 
what the outcome was. 

You can cross-reference from the income and asset 
statements of those state and government officials that 
almost everyone who managed this type of fund has become 
one of the wealthiest people in Mongolia. The underlying 
reason why the authorities who milk these funds are getting 
richer and the people are becoming poorer is corruption. 

The source of this corruption is still being fed because the 
financing of MPP and DP, who have had political power in 
Mongolia for the last 30 years, is still kept secret and non-
transparent. This is clearly illustrated by the leaked recording 
of the MPP leaders talking about getting 60 billion MNT in 
advance from certain individuals who would be appointed 
to government posts later on. The fact that the Independent 
Authority Against Corruption (IAAC) is not following up on this, 
claiming the tape is fake, shows that this agency has already 
become dependent on those corrupt politicians.

The practice of donations to parties being repaid by civil 
service jobs, tenders, appointments overseas and discounted 

loans severely undermines the credibility of Mongolian politics 
and contributes to the disgust of the public. Misappropriation 
of taxpayer money through various funds that "ultimately 
end up lining the pockets of a select few” is an affront to the 
ideals of democracy and a major constraint to economic 
development. 

While commercial banks are offering loans at an interest 
rate of 22 per cent per year, these soft loans that have an 
interest rate of 3-5 per cent (500 per cent lower than the 
commercial rates) are being granted to a small group of 
people with political power. It is prompting private companies, 
who can no longer compete with the companies owned by 
MPs and government officials, to let their employees go. As a 
result, our workforce is forced to flee to Korea to do any job 
they can find.

As such, while the authorities are putting their own interests 
above those of the public, they have lost direction on the 
policy to bring equal development to urban and rural areas. 
Today half of our population reside in the capital city – stuck 
in traffic and poisoned by the air we breathe.
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2019 STATE BUDGET

The 2019 state budget was passed by Parliament 
on Friday and followed a routine process and content 
as in previous years. The only diverging aspect was 
the walkout of 10 members of the Democratic Party 
in protest of what they considered to be a flawed 
budget. This demonstrates the fact that members 
of Parliament are not concerned with serving their 
constituents as remaining in the session to voice 
their concerns would have been a far more effective 
mechanism to accomplish those goals. Given that 
the approval of the budget is one of the primary 
responsibilities of Parliament, it is disheartening to 
note that only 38 of the 75 sitting members were 
present in the session. 

The budget still contains a large deficit at a time 
when the country continues to plunge deeper into 
debt. Last month, President Battulga took exception 
to the draft budget proposal on the grounds that it 
was marred with conflicts of interests such as the 
Minister of Finance allocating significantly more 
money to his own constituency than any other. Given 
that the budget that was adopted does not contain 
any major changes than the proposal presented last 
month, the President will most likely carry out his 
threat of vetoing the budget when presented to him. 

Inflation is now approaching 9%, the tugrik has 
depreciated in value by 6.02 MNT to the dollar and 
gas prices have risen by 30%. The government has 
shown its inability to implement effective mechanisms 
to counteract these trends. The President also noted 
that our foreign debt is rising at an alarming rate 
having already reached 20.1 trillion MNT accounting 
for 70% of our GDP. Central Bank securities are also 
4.3 trillion MNT in debt making the situation direr. 

The budget has generally been perceived 
to contain optimistic revenue projections. 
The fluctuations in the value of the major 

commodities we export, the trade war 
between China and the US, and the process 
of changing export structure raises questions 
over whether this optimism is warranted. 
Hence, there is an increase in our expenditure 
based on the revenue projections. This raises 
concerns as increased expenditure is leads 
to more misuse of public funds as we saw 
with the Small and Medium Enterprise (SME) 
fund. The fact that 28 of such funds exist and 
the uncertainty surrounding the proceeds of 
the “Chinggis” bond makes this budget is an 
extremely risky one.

The budget does not contain any measures to 
stimulate the private sector. There is no such thing 
as state money. It is fully reliant on the taxpayer 
for its budget and increases in taxes diverts money 
away from the private sector. Therefore, the revenue 
projections are not welcome news for the private 
sector which creates employment. Generally, the 
most effective method to support the private sector 
is to reduce government involvement in business.     

In Mongolia, state-owned enterprises are 
detrimental for everyone as the vast majority of 
them operate at a loss which the state subsequently 
covers using taxpayer money. There is a saying in 
Mongolia that we don’t have state-owned enterprises 
but party owned ones which is true as parties change 
the leadership of those companies at a whim. Those 
companies then seek funds through tenders, public 
procurement and other similar means. Last week, 
TOSK, a state owned housing entity, which had run 
up losses of 350 billion MNT saw a number of their 
previous few CEO’s arrested for mismanagement. 

The company is now in the process of being 
converted to a limited private company. The 
reasoning behind it is that the company should 

http://jargaldefacto.com/category/12%3Flang%3Den%20


5

DISSOLUTION OF PARLIAMENT

President Battulga issued a letter to the Speaker 
of Parliament calling for its dissolution, marking the 
second time during his Presidency that he has brought 
up the issue. Section 2 of Article 22 of the Mongolian 
Constitution holds for the dissolution of Parliament 
if either a vote of no confidence receives two-thirds 
of the vote or if the President and the Speaker of the 
Parliament converge on the issue. With 65 of 76 seats 
belonging to one party, dissolution is unlikely. 

While we advocated waiting until the next election in 
18-months’ time to take action, the emergence of the 
SME issue makes us question the prudence of waiting 
out the current Parliamentary term. The President 
claims that 50 members of Parliament are involved 
in the mismanagement of the SME fund. This has 
led to the resignation of the Minister for Agriculture 
and Light Industry, Mr. Batzorig and the arrests of 
the State Secretary of the same ministry, the head 
of the fund and its chief accountant. An interesting 
aspect of Mongolian law enforcement however, is the 
tendency of arrests being made only for the individual 
to be released at a later date without charge or an 
explanation. 

There are numerous ministers and 30-40 
members of Parliament that have misused 
the SME fund, obtaining loans for their own 
companies at 3% while the market rate is at 

24%. Some of those individuals are however 
unable to comprehend why such practices are 
unethical.

Mongolia has recently incorporated Article 22, 
which deals with corruption into our penal code. It 
lays out the definition of corruption and penalties 
for the mismanagement of public funds as well as 
inaction leading to analogous mismanagement. 
Under a normal system, the judiciary and state 
auditing would monitor the legislation passed by 
parliament as well as the conduct of its members. 
While members of Parliament received substantial 
amounts of funds from the SME budget, the General 
Auditor of Mongolia, Mr. Khurelbaatar also received 
a 750 million MNT loan to his company, “Tsen style”. 

With such widespread and blatant wrongdoing, one 
would expect the prosecutor’s office to begin legal 
proceedings. However, the Deputy Prosecutor, Mr. 
Amgalanbaatar received a total of 1.3 billion MNT 
to his company Tsast Sogoot. It is hard to imagine 
how Ulaanbaatar’s prosecutors will be able to bring 
indictments against the four individuals as well as 
further proceedings against members of Parliament 
in such an environment. Usually, these efforts begin 
with much fanfare only to gradually decline into 
obscurity. 

REVIEWDeFacto
operate as a private one with a board as it is unable to 
produce revenue operating as a state owned one. If 
this was the case, all state-owned enterprises should 
be converted to public ones with the public owning 
the majority of the shares. 

Through the SME fund, numerous members 
of Parliament and ministers received loans 
at a discounted interest rate. These actions 
are extremely detrimental to the economy 
as it transfers funds intended to stimulate 
the private sector to the savings of those 
politicians. Others use the funds to create 
non-bank financial institutions through which 

they grant loans at a larger interest rate. 
This increases the interest rates resulting in 
individuals becoming unable to afford them. 

The current interest rate at banks is about 20%. 
This creates an environment completely incompatible 
with the establishment and operation of business. 
The ensuing shrinkage of the private sector and 
loss of jobs forces individuals to seek opportunities 
abroad. With Japan adopting less stringent measures 
on migrating to Japan for longer periods, this exodus 
of the most competent and capable Mongolians will 
be expedited. 
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The ambiguity in the roles of the executive, 
legislature and the judiciary have been the source 
of conflict between the branches as the distinction 
between their jurisdictions becomes less and less. For 
example, the powers of the Mongolian President may 
seem symbolic at a glance but he wields an enormous 
amount of influence over judicial appointments and 
the nomination of the head of the anti-corruption 
agency. On the other hand, 18 Members of Parliament 
are also ministers. This makes it difficult to determine 
whether an individual is pursuing his duties as a 
minister or Member of Parliament at any given time. 

It is essential for Mongolia to reconsider the 
structure of power but people are fearful of 
utilizing the window provided by the SME case 
as there is a possibility that the President may 
be able to consolidate power to create a purely 
Presidential system. This in reality is not simple 
and there should be thorough discussions on 
the type of system we wish to adopt. Perhaps 
we would adopt a two-chamber Parliament 
with more prerogative for the President as in 
the US. 

REVIEWDeFacto

This review has been edited here for space  
and clarity. You can watch the full 30-minute  

review on the Defacto website [HERE]. 

PERCEPTIONS ON CORRUPTION

The Asia foundation recently published its 
report on the perceptions on and knowledge of 
corruption which revealed that the citizens had little 
misconceptions about corruption in Mongolia. The 
report has been published every six months since 
2006 and utilizes a sound and proven methodology. 
Entities connected to the management of land is 
seen as the most corrupt institution in Mongolia. 
Since 2003, political parties emerged as the second 
most corrupt institution even claiming the dubious 
honor of most corrupt in 2016 with party financing 
being seen as its most corrupt aspect. 

Another interesting aspect of the survey is that 
people’s faith in the anti-corruption agency as the 
main institution to combat corruption dropped from 
44% in 2013 to 33% in 2018. The incompetence of 
the anti-corruption agency can be seen in the fact 
that the SME scandal was not unearthed by them 
by emerged as a result of both parties attempting 
to damage the credibility of the other. We also 
uncovered misuse of the “Chinggis” bond for which 
5 former officials including the former mayor of 
Ulaanbaatar were implicated with legal proceedings 
against them already initiated. 

However, the perpetual cycle of arrests and 
releases leads us to question how far these 
proceedings will go. This cycle as well as the 
fact that they did not bring to light the SME 
case have contributed to the public’s loss of 
faith in the independent authority against 
corruption. Another reason for this loss of trust 
is that the anti-corruption agency is selective 
in who it pursues as they were aware of the 
SME fund mismanagement 2 years ago but 
took no action other than a recommendation 
for more transparency. With the SME issue, the 
“Chinggis” bond case and the mismanagement 
of the ASEM preparation fund for which 17 
public officials were implicated will provide yet 
another test to determine whether the anti-
corruption agency serves the people or if they 
serve at the pleasure of politicians. 

http://jargaldefacto.com/article/defacto-review-2sh18-11-sh4
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