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Vulnerability of the
It

is said that mankind’s greatest invention is money.
Some even claim that civilizations wouldn’t have
been founded if money hadn’t existed. Money,
in the form of coins and banknotes, has allowed people
to exchange their tangible goods with other tangible
goods. When money came into use, labor productivity
significantly increased. It was first created nearly 30,000
years ago.

It was only 600 years ago when stocks first came into
use. The invention of stocks allowed the value of money
to be evaluated not only with its amount but also with
time. The money that belonged to those who had an
accumulation was allowed to be used by those who
needed it for a specific period of time – both short and
long term. It enabled the financial brokering system to
be founded, laying the grounds for forming a financial
market. Over the last 100 years, the financial market
grew to such a large extent that the development and
value creation works today cannot be fathomed without
the part the financial market plays.
Depending on the maturity of financial instruments,
financial markets can be divided into two categories:
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money markets (when the maturity is shorter than one
year) and capital markets (when the maturity is longer
than one year). Companies use the money market to
raise a loan that comes with interest payments and go
to the capital market to sell their shares and distribute
dividends.
Mongolians are very familiar with the money market,
but when it comes to the capital market, we’re only
just getting to know it. The big privatizations weren’t
intended to raise capital. The intention was to divvy up
existing capital. Even 30 years on, we are still paying for
its consequences.
Until recently, all businesses in Mongolia have raised
funding from the money market, by obtaining loans from
commercial banks. In the last few years, a small number
of companies have raised capital by becoming listed
on the stock exchange. Some companies even raised
capital worth hundreds of millions of dollars from foreign
markets. Some have become a dual-listed company.
However, the larger capital you raise, the greater scrutiny
you come under.

RAISING CAPITAL BY SELLING SHARES
The market capitalization of the Mongolian stock
exchange has risen twofold in the last two years to reach
2.5 trillion tugrugs, which equals 9 per cent of GDP. At
the end of 2018, the total amount of loans granted for
commercial and personal reasons reached 17.2 trillion
tugrugs, which equals 62 per cent of GDP. This means
Mongolia’s financial capital equals about 70 per cent of
our economy. It also shows that the capital accounted
for by the money market is sevenfold larger than that
accounted for by the capital market. The message is that
the capital market has a lot of room to grow.
Mongolian companies are learning to raise capital on
both domestic and foreign stock exchanges. For example,
Mongolian Mining Corporation raised 670 million USD

from the Hong Kong Stock Exchange. Petro Matad was
listed on the London Stock Exchange. Another company
raised capital from two different international stock
exchanges at the same time. Southgobi Sands is listed
on both the Hong Kong and Toronto stock exchanges.
Turquoise Hill, which owns 66 per cent of Oyu Tolgoi, is
listed on both the New York and Toronto stock exchanges.
Erdene Resources did their Initial Public Offering (IPO) on
both Toronto and Mongolian stock exchanges. You may
have noticed that all of the abovementioned companies
are in mining, as it is an industry where a lot of capital is
required to carry out exploration or extraction activities.
Doing an IPO comes with a great responsibility, because
investors need to have the trust that there will be profit
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when they decide to invest their capital in buying shares.
Some investors expect share prices to increase when the
value of the company increases. When it happens, they
can generate profit by selling the shares they bought.
The key function of the stock exchange lies in ensuring
that the information related to a listed company is truthful
and accurate, requiring any material information to be
provided to all investors at the same time, and making
sure that companies meet their reporting requirements,
such as publishing quarterly reports on time. For
example, the Toronto Stock Exchange has a mechanism
whereby undercover experts are sent to mine sites to
get a firsthand understanding and confirming mineral
results by independent mineral sampling.
These requirements are in place because the capital
raised from a stock exchange often belongs to individuals
and investment funds, including national pension funds.
All companies listed on international stock exchanges
are publicly traded, which means anyone can buy and
sell their shares. Mongolians have already been buying

shares. There are several examples where a group
of Mongolian employees working in an international
company decided to buy shares of their employer. For
instance, Mongolian citizen Ts. Tserenpuntsag purchased
32 per cent of Aspire Mining, which is listed on the
Australian Stock Exchange, last fall.
The primary responsibility of a stock exchange is to
protect the interests of investors. Stock exchanges also
require publicly traded companies to be transparent,
have social responsibility in the locations they operate in,
and carry out rehabilitation as required. The companies
benefit from meeting these requirements as well,
because it helps them run their operations and enables
them to raise additional capital by offering more shares
if required. Therefore, the listed companies that are
operating in Mongolia have good governance, which is
seen by how they engage with local communities, report
on their operations, and provide assistance as needed.
It is their key difference from those companies that are
closed to the public and owned by a single owner.

STOCK PRICE SENSITIVITY
Share prices play an important role in the operational
performance of a listed company. If the price is stable
or growing, it means the company is performing well.
Companies offer their shares not as a whole, but partially.
Therefore, when issuing another round of shares, they
look at the price of their shares set by secondary traders,
i.e. those who didn’t trade with the company directly.
The price of shares also indicates investor expectations.
Information that pertains to listed companies is often
obtained and reported on by financial experts and the
media. Therefore, it is critical that such information and
reports need to be accurate. Inaccurate reports can
negatively impact business performance and make share
prices plummet.
On 28 November 2018, Bloomberg TV Mongolia
broadcast a story that said South Gobi Sands was in
default. The story said ‘South Gobi Sands, which runs
mining operations in Ovoot Tolgoi, hasn’t made their
payment of 41.8 million USD to China Investment
Corporation (CIC) on time, within 19 November 2018…
The company declared default because they haven’t
agreed on a repayment plan…’ Following this news soon
after, zindaa.mn posted that South Gobi Sands had gone
bankrupt.
Because of this inaccurate reporting, there was an
immediate reduction in the share price of South Gobi
Sands, which employs 500 people and runs a coal mining
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operation at a deposit of 786 million tonnes of coking
coal. Subsequently, it impacted their operations as the
news unsettled their 270 suppliers, who provide goods
and services such as fuel, food, and clothing, and forced
some to ask for advance payments.
The reality was that CIC, which is an investor of South
Gobi Sands, had posted on their website, as per the stock
exchange requirements, that the repayment of the loan
was unable to be made at that time due to clarifications
that needed to be made to therepayment plan over
the remaining 25 years. It was misinterpreted by many
Mongolians due to the inaccurate reporting.
Instead of understanding the difference between
default and bankruptcy, media outlets assumed they
were the same and published a news story that upset
many investors, including employees of the company.
This is a clear example of the strong scrutiny listed
companies operate under and how transparent their
information and performance must be kept. It also
shows how fast the market can respond to small errors
and inaccurate reporting. The capital market is very
vulnerable in this regard.
It is time to develop the capital market in Mongolia and
ensure its players are well informed and well educated.
2019.02.20
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THE FUTURE OF THE DEFUNCT FUNDS
A tense political situation has marred the country
ever since the SME fund scandal broke out at the
end of last year. The Minister of Finance launched
an investigation into all 28 special state funds and
recently announced his decision to close seven
funds and to consolidate a further 3 funds into one.
SME make up 98% of our economy and employs
around 70% of the workforce.
According to a 2014 study conducted in conjunction
with IFC, SME leaders most often pointed to a lack
of access to funds as their main obstacle. We have
to be mindful that a substantial amount of SME’s
are operated by women and that 80% of SME’s are
microenterprises. There are varying classifications
and I don’t remember the actual numbers but
microenterprises are determined by the number of
workers and their turnover.
Returning to SME financing, the SME fund was
created in order support SME. It recently became
public however, that the majority of the fund
was distributed to individuals with political ties
and the inner circle of our political elite. This
mismanagement raises the question of whether
the responsibility for it rests with the civil society
that failed to provide sufficient oversight or the
politicians that took out the loans.
My unequivocal response is that the responsibility
lies solely with the politicians. We have to put the
SME case within the broader spectrum of corruption
and the lack of transparency surrounding political
party financing. There has not been a genuine
effort from the Parliament to change the situation
and there seems to be no will on the part of the
legislators to change the situation. There has been
endless talk but no concrete measures that have
come into effect.
There are audits as well as monitoring and
evaluation efforts but they rarely lead to any
significant changes in the operation of the
government. The public can not be expected

to provide oversight to the entire budget and
government funds. The main issues with the SME
fund started in 2016 when a Parliament resolution
held that the SME fund shall be appropriated
under the auspices of the Minister of Agriculture.
This opened potential avenues for the misuse of
the fund by making the appropriation of the funds
easier within the jurisdiction of one individual
while appropriation previously had to go through a
lengthy process, through numerous ministries.
The resolution also failed to include any provisions
on the transparency of the fund or a selection
process for appropriations. This led to a process with
minimal transparency and minimal involvement
of professional associations and councils in its
decision making. According to current Mongolian
Legislation on Special Funds, those funds are a part
of the general state budget and all its operations,
including archiving should be done with the general
state budget regulations. The information shall be
held within their respective Ministries, the Ministry
of Finance and the State Auditing Authority.
Developing nations all have state apparatus
designed to support SME but they operate in
drastically different manners from Mongolia. Firstly,
they have a very strong monitoring, evaluation and
internal auditing system. Those apparatuses are
also don’t solely operate in order to appropriate
funds with them also offering consulting and
training to SME leadership. The attempt to
5
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create a stable microeconomic environment and
foster entrepreneurship. Moreover, their public
procurement policies are tailored towards their
SMEs with tax exemptions and other policies in
place.
It is worth noting the the legal mechanism for
transparency and the checks and balances system
that would allow us to pursue similar policies

towards our own SME is in place. Therefore, it is up
to the government to not only provide a budget for
SME but also to reinforce their own internal auditing
mechanisms. Moreover, the public is expecting
those involved with the misappropriation of funds
to be sanctioned but the Parliament should also
develop safeguards against such actions in the
future and inform the public of their plans.

CHANGE IN THE LEADERSHIP OF THE CHAMBER OF COMMERCE
in Mongolia don’t concern themselves with
corporate governance and this might explain why
the majority of businesses elect to not incorporate
into the Chamber of Commerce.

The Chamber of Commerce has existed for 60
years, but we are only talking about the latter
half of its existence as the former was spent
under a planned economy. When looking into the
effectiveness of the Chamber, I looked into their
annual report which provided a comprehensive list
of activities it partook in and conducted as well as a
list of laws to which it made contributions. However,
the report was silent on the results of those actions.
Looking at the Chamber from the perspective of an
ordinary citizen, I believe that they are doing the
best that they can given the circumstances in which
they operate.
According to studies conducted on involvement
with professional associations, there is a clear
reluctance to involvement with professional
associations of NGO’s. On the other hand, the
majority of Mongolians are SME with one of their
main characteristics being that they are family
owned. This means that the majority of businesses
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From the side of the Chamber, it is evident that
there is a substantial part of Mongolian industry
and enterprise that they are not able to enter.
Providing SME with information and providing other
incentives may serve to help the Chamber attract
the SME. From the statement of Mr. O.Amartuvshin,
I was hopeful given that he referred to the changes
that he wanted to make to Mongolian industry
and to the need for more cohesiveness within the
industry.
As mentioned earlier, Mongolian industry
and businesses are characterized by tight-knit
connections between families and extended
families. We are however on the way towards more
professional and modern associations in regard to
business ventures. It is my hope that the Chamber
of Commerce will play a key role in facilitating this
transition. According to a study I came across, SME
tends to conduct business with other SME which
allows them to gradually develop professional
ties. Most of the corruption scandals involve large
businesses so we need to keep an eye on that but
on the other hand, there are also new possibilities
with the Mongolian government prioritizing export.
There is now more information and IT solutions
available, creating more opportunities for SME to
break away from its family-oriented operations.
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ERDENET DOCUMENTS DECLASSIFIED
It is worth remembering that the proposal by
Chairman of the Cabinet Secretariat, Mr. L.OyunErdene needs to endorsed by the National
Security Council. Should it be declassified, it will
allow for an independent monitoring and review
into the circumstances surrounding the sale of
49% of Erdenet and whether it was conducted in
accordance with Mongolian rules and regulations.
Erdenet Mining Corporation is one of the largest
companies operating in Mongolia in terms of
finances. It has also been hailed as an example of
how a mining operation can benefit the Mongolian
economy. While it was a publicly owned company,
49% of its shares were transferred to private
ownership with minimal discussion or publicity and
in an extremely speedy manner. The conduct of this
transfer and its implications have raised numerous
questions from the public.
It is worth noting that the current legislation on
State Secrets substantially hinders the Right of
Information mechanism in Mongolia. The vagueness
of the Legislation on State Secrets regarding how
information can be classified and how long they are
to remain classified opens the doors to subjective
decisions at the very least. Although Mongolia
ranks highly in various transparency indexes, this
legislation provides substantial challenges.
Transparency is the first step towards gaining
public support and trust in business and industries.
One of the main obstacles to foreign direct
investment, especially in the mining sector is a trust
issue between the government and the company as

well as between the government and civil society.
Disclosure of information is the first and essential
step towards building trust between all actors.
Declassifying the documents shall provide the
courts to the full information regarding the sale.
Currently, court decisions in the case are being
rendered based on fractured information. It will
also hopefully clarify the relationship between
Mongolian Copper and the trade and development
bank that has been subject to much speculation
and dispute. Moreover, the overall corruption in
Mongolia can also be viewed through the lens of
this case.
This review has been edited here for space and clarity.
You can watch the full 30-minute review on the Defacto website [HERE].
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