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ABSTRACT

The main aim of this bachelor thesis is to resedheh current situation of SMEs in
Mongolia and determine its role in socioeconomigesp of the country. Additionally, this
study will be focusing on the possible strategiesustainable development of this pillar in
a long-term.

Theoretical part of the study contains characiessbof SMEs in both developed and
developing countries and their state policies tolwadevelopment of SMEs sector. To
tackle the topic, a qualitative approach was adbjethe practical part of the study.
Questionnaires were introduced among SMEs in Ulaatalp and based on the responses
received; analysis of the data was done to deterthi@ main challenges SMEs are facing
today and impact of state supported programs foESM Mongolia. Results are presented
and evaluated in the conclusions and recommendsation

The study concludes with recommendations for poti@kers and commercial banks to
improve the connectivity of projects funded by dorcountries and reduce unnecessary
costs by eliminating overlapping state supportedyams.

Keywords: Small, Medium, Enterprises, socioeconomic, degwalent, soft loans,
Mongolia



ABSTRAKT

Hlavnim cilem této bakaigké prace je zkoumat s@asnou situaci malych aistnich
podniki v Mongolsku a ufit jeho roli v socio-ekonomické oblasti zémrTato studie se

zaneiuje na mozné strategie udrzitelného rozvoje topdtte v dlouhodobém horizontu.

Teoretick&¢ast prace obsahuje charakteristiku malychredsich podnik v rozvinutych i
rozvojovych zemich a jejich statni politikyidi rozvoji malych a stednich podnik. Ke
zpracovani tématu, bylipat kvalitativni gistup v praktick&dasti prace. Dotazniky byly
zavedeny mezi malymi aistinimi podniky v Ulanbataru a na zalkdadbdrzenych
odpowdi, analyza dat byla provedena ke stanoveni hlavpiobléntt malych a sednich
podniki, kterym c¢eli dnes a dopad statnich progtank rozvoji tohoto sektoru

v Mongolsku. V zavru jsou vysledky prezentovany a vyhodnocovany.

Na zawru studie doportuje viad a komeénim bankam, aby zlepSili konektivitu projékt
financovanych z darcovskych zemi a snizovat zim@genaklady spojené ggkryvanim
projekiti.

Kli¢ova slova: Malé, Stedni, podniky, socio-ecokonomie, rozvoj, zvy&oé Uwry,
Mongolsko
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1. INTRODUCTION
1.1. Background of Study

The World, where we are living today, is changimy dby day and we are becoming less
closed to one another through globalization pracésst a few years ago we Mongolians
could barely be recognized as a potential competitoa world market. However, as we
accepted democracy in the late 90’s we are growsdast as possible to keep in touch
with the rest of the world.

The collapse of the former Soviet Union marked lleginning of a transition era for the
Mongolian economy. Changes in trading patterns eoahomic assistance along with
movement from a command economy towards a mark&tersy brought a period of
restructuring and adjustment. Mongolia’s developimarring the 1990s concentrated on
mining activities, animal husbandry, and the sernsector with a sharp contraction of
other sectors and a virtual collapse of manufastugroduction. This has had extremely
serious implications for employment creation, ineogeneration, and human resources.
Despite a highly educated population, unemployraedtunderemployment were rampant.
There has been a rapid rise in poverty. New empéoyrapportunities were largely limited
to livestock herding and the informal sector (Mer2001).

The Small and Medium-scale Enterprises (SMEs) eddvelopment are one of the most
important keys of economy fulfilling the expectatsoof nation’s development. Therefore
SMEs are said to be strategic to attainment of @wwn prosperity of any government
(Ofosua, 2015). Especially for Mongolia, where tharket is overflowed from imported
products.

Mongolia’s SMEs proved that they represent a laagel more importantly growing

economic segment in recent years. According to lofatiie Ministry of Labor (2013) there
are 90,000 enterprises registered in Mongolia, nfweia two thirds of them are classified
as SMEs. Small companies generate around 20 % ofgMia’'s GDP and provide

employment to almost 70 % of the national workfdinistry of Labor, 2013).

Despite the economic growth and new measures tposuphe SMEs by Mongolian
government, small and medium businesses may stk fnumbers of challenges, for
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example in obtaining credit they need to sustaowgin and lack of information in rural

areas.

1.2. Statement of the problem
Researchers at Oxford Business Group defined atadsgmnce as the biggest obstacle to
growth of SMEs in emerging markets. However, mamgrnational agencies like The
World Bank, the German Development Bank and theadapternational Cooperation
Agency and the government have already taken natimait the problem and started
making effort in order to establish the sustaindlsiancial programs for SMEs (Oxford
Business Group, 2014). One of them is series dflsah programs which allows long-

term, low-interest funds to banks and they prowd# loans to the SMEs in return.

However, | hereby agree with Mr. Peter Markey, Mging Partner at Ernst &Young that
there are other areas which can be huge suppotheodevelopment of SMEs. As
mentioned"SMESs can be incentivized through government sudsjdlirect grants, less

bureaucracy, and more importantly, through a goddaation system. Education should
encourage people to be entrepreneurial and takenkess risks while developing at the

same time the necessary technical and businesstediekills”.

The study concentrates on the Role of Small andilviedEnterprises in Socioeconomic
Development in Mongolia through new measures by d#tian government to ensure

financial situation of SMEs and taxation.



1.3. Obijectives of study
* To study the measures by Mongolian government ppa the growth of SMEs,

* To analyze how pass-through loan programs affecP Gldd unemployment in
long-term,

* To establish the barriers SMEs are facing in otdeyet financial sources by banks.

1.4. Research questions

* What is the role of Government to the developméi@MES in Mongolia?

* What are the effective ways to apply the new messsaf Government in order to
support SMEs growth?

» How financial loan programs effect the socioecorodavelopment of Mongolia?

* What are the best solutions to create friendlieirenment for SMESs?

1.5. Significance of Study
The finding of this study is aimed to show the impoce of existing SMEs in Mongolia’s
socioeconomic development. Therefore, the studg amemphasize on Governments and
commercial bank, and financing institutions role ®MEs development through financial

supporting programs and legislative regulations.

The final findings will show the importance of Gorment to solve the barriers that SMEs

are facing nowadays, especially efficient finansigbport for smaller companies.
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2. LITERATURE REVIEW
2.1. General definitions of SMEs

There is hardly any unique, universally acceptedinden of SMEs because the
classification of business into small and largdestsma subjective judgment (Ekpeyong &

Nyong, 1992). The SMEs are generally:

“Business entities with small number of employedsictv mainly focus on domestic
market and most of them are able to compensatet-t&mor costs and compete in

marketplace.”

According to Carpenter (2003) the SMEs are defimgdnajor criteria which is consisted
from: number of employees, entity size, types afustry and financial strength. In the
next paragraphs there will be shared local andnatenal definitions of SMEs for better

understanding Mongolian and international SMEs.

2.1.1. Regional definitions of SMEs
2111 EU

Small and medium-scale enterprises (SMEs) are #dukldmne of European economy.
There are nearly 23 million SMEs and they represgri9% of all businesses in the EU.
In the past five years, they have created arouid 86new jobs and provided two-thirds
of the total private sector employment in the EbeTEuropean Commission considers
SMEs and entrepreneurship as key to ensuring edorgnowth, innovation, job creation

and social integration in the EU (European commigs?2005). However, as Jorge Morales
Pedraza said, the SMEs are often confronted wittkehamperfections. One of the most

difficult things that SMEs meet is obtaining capiespecially in the early start-up phase.
EU SMEs are defined in the EU recommendation 2@13/3
The main factors determining whether an enterpsisen SME are:

1. Staff headcount and

2. Either turnover or balance sheet total (Europeam@ission, 2005).
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Table 1: Classification of SMEs by European Commission

Enterprise Staff Turnover Balance shee
category headcount EUR total EUR
Medium- <250 <50m <43 m

scale

Small <50 <10m <10 m

Micro <10 <2m <2m

Source: European Commission, 2005

Commission Recommendation of 2003 furthermore tedlshat these ceilings apply to the
figures for individual firms only. A firm that isgst of larger group may need to include
staff headcount/turnover/balance sheet data fraah dgloup too (European Commission,
2005).

SMEs definition in developing countrias mostly driven by the classification of The
World Bank,which defines an SME as a firm with up to 50 empksy and fixed assets

(excluding land) less than US$250,000 in value (Wweld Bank, 2006).
2.1.1.2. The United Nations Industrial Development Organizaion

(UNIDO) classifies enterprises for developing coi@st and industrialized countries

separately.

Table 2: Classification for Developing Countries
Enterprise category Headcount

Large >100

Medium 20 -99

Small 5-19

Micro <5

Source: Ofosua, 2015
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Table 3 Classification for Industrialized Countries

Enterprise category Headcount
Large >500
Medium 100 - 499
Small <99

Source: Ofosua, 2015

As it was mentioned in the beginning of my theddES are the bone of any economy.
According to the classification by UNIDO we canailg see how SMEs are important in

country’s development.

For example, SMEs in USA provide 60 % of total eoyphent, 51 % of GDP and 55 % of
total innovation is there to support those entegwi Japan has always been one of the key
players in Asian economy. SMEs in Japan producé %3.0of GDP. In Canada there are
nearly 2.6 million SMEs registered and the entsgwiwith less than 500 employees
provide 60 % of total employment. However, Ital@MEs in comparison with Canadian
SMEs provide 73 % of total employment. What | wante point out was that SMEs in
those highly industrialized countries have a dir@tipact on their economy and

development as a whole.
2.1.1.3. USA

As we already know there is no universally acceplgfthition of an SME, even within the
U.S. government. United States International Tr&tenmission pointed out that this
situation reflects the relative nature of the “dimahd “medium” size classifications,
which can apply differently to firms in the manuiagng, agricultural and service sectors
just like Mongolia. In recognition of these diffaes, using the number of employees and
annual firm revenue as basic classification catdtdSITC, 2010), will be presented in

table 5 below.
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Table 4 Classification of SMEs by sectors, USA

Enterprise category Headcount Annual turnover USD

Manufacturing  and < 500 Not applicable

non-exporting service

Exporting services <500 < 25 mil.

Farms <500 < 250 000

Source: USITCS, 2010

Table 5 Classification of SMEs by size, USA

Enterprise category| Headcount Annual turngvBalance sheet USD
USD

Micro <100 < 7 mil. 7 mil.

Small 10-100 7 —25 mil. 25 mil.

Medium 250 — 500 25 — 250 mil. 250 mil.

Source: USITC, 2010

The definition used for SMEs by U.S. Small Businesdministration’s Office of
Advocacy (SBAOA) is the most straightforward, a@itludes all enterprises with fewer
than 500 employees. Census employs this definitiowlelineate its data by firm size
across all sectors of the U.S. economy, which ohelboth manufacturing and service
enterprises (USITC, 2010).

2.1.2. Local definition of SMEs
2.1.2.1. General concept of SMEs in Mongolia

The SMEs basically are: businesses whose persoanngbers and scope of manufacturing
activities fall below certain limits, mainly focum domestic market and they are able to
compensate in short-term and many of them reqawechpital. Moreover SMEs often use
highly efficiency and flexible production technoleg and should be competitive on

market place.
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2.1.2.2. Aim of SMEs

The main aim of SMEs in Mongolia is to expand themduction and services also ensure

their position in the market and attract new cugiem
2.1.2.3. What are SMEs?

“The Law of Small and Medium-scale EnterprisesMiingolia from 2007 defines SMEs

by area of activity, employee number and annualaver.

Table 6 Classification of SMEs Law of Mongolia

Ne | Size Area of activity| Employee number  Annual twer (MNT/CZK)

1 Micro Manufacture <20 50-250 mil. MNT/0.625-351@il. CZK
2 Micro Service <10 50-250 mil. MNT/0.625-3.129.ndZK
3 Small Service <50 1 billion MNT/12.5 mil. CZK

4 Medium | Wholesale <150 1.5 billion MNT/18.75 n@iZK

5 Medium | Retile < 200 1.5 billion MNT/18.75 mil. ®Z

6 Medium | Manufacture < 200 1.5 billion MNT/18.75In€ZK

Source: Law of SMEs, 2007

However, despite definitions by SMEs Law the NatioBtatistical Office of Mongolia
uses slightly different employee number categaomatn collecting its annual business

register data.
On the other hand those activities cannot be censitias SMEs by the Law of SMEs:

1. Tobacco and alcohol production,
2. Paid quizzes, gambling and lotteries,
3. Banks, non-banking financial institutions and irsswe services,

4. Mineral resource prospecting and exploration.
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2.1.2.4. Registration system for SMEs in Mongolia

Registration for SMEs are provided by Mongolian &ahAuthority for State Registration
(MGASR) and the application must be filled out eotty and completely. The application
for SMEs register includes: (Law of SMEs, §86-2)

Name and address of the applicant;
Name and address of the business entity;

Type of business activity;

A

The number of employees based on contract and bsalea revenue information.
Application shall be accompanied by the followirgcdments: (Law of SMESs, 86-2)

1. Certificate of registration;
2. Confirmation of payment of employee’s social insuoe
3. Receipt of stamp duty’s payment; /2200 MNT; 27.5KCZ

4. Previous year’s audited financial and tax statement

2.2. The role of SMEs in socioeconomic development
Developing a group of diverse and competitive SMEs central theme towards achieving
sustainable economic growth. SMEs are crucial ¢éoettonomic growth process and play

and important role in the countries overall produtnetwork.

Some advanced economies have succeeded becausef@MmMEsfundamental part of the
economy, comprising over 98 % of total establishime@md contributing to over 65 % of

employment as well as over 50 % of the gross dampstduct (SMEinfo, 2011).

Why are SMEs in developed countries doing so wdllrat is the main factor of their
success? To answer that question the study foamsesavironment and support for SMEs

by government in both developed and developing tamin below.
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2.2.1. State policies in selected developed countries

2211 Japan
SMEs are prevalent across the Japanese economgtitating the lion’'s share of
enterprises in all sectors. According to Ministiyliaternal Affairs and Communications
(METI) in 2013 SMEs accounted for 99.7 % of JapahZmillion companies. Companies
classified as a SME account approx. 4.19 milliod ey employ more than 28.27 million
(66 %) workers. On the other hand large compantesumt for only 12000 (0.3 %) of
total companies and 14.46 million people (34 %avéltemployment) are working in big

companies.

Japanese definition of SMEs in the Basic Act setmbe very similar to Mongolian.
SMEs operators are divided into four industry typesnufacturing, wholesale, service
industry and retail. Annual turnover for those camies should be between 50 to 300

million ¥ and number of total employees fluctuaiet® 300 (Table 7).

Table 7 Classification of SMEs in Japan

Industry types

Annual turnover/JPY

Number of empkey

Manufacturing

300 million or less

300 or fewer

Wholesale

100 million or less

100 or fewer

Service industry

50 million or less

100 or fewer

Retail

50 million or less

50 or fewer

Source: SMEs Basic Act, Japan, 1963

Japanese government has been concentrated oniffevert policies towards SMEs from

postwar reconstruction period till now:

- Basic principles

0 Antimonopoly Act (1947),

0 SME Agency (1948),

0 SME Basic Act (1963) and its revised Acts (200920
- Monetary policies

o National Life Finance Corporation (1949),

0o SME Credit Insurance Act (1950),
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Credit guarantee Association Act (1953),

Small Business Investment Company (1963),

o O O

Japan Finance Corporation Act (2007),
o Credit insurance system (2007);
- Promotion policies
0 SME consultant Registration System (1953),
o Promotion of specific industries (1956),
o0 SME Modernization Promotion Act (1963),
o Promotion of Business Activities by SMEs Utilizirgegional Resources
Act (2009)
0 Industrial Revitalization Act revised (2011);
- Organization policies
0 SME Cooperatives Act (1949),
0 SME Association Organization Act (1957)
0 Shopping District Promotion Association Act (1962).

When we look at the SMEs development in Japan basatifferent periods of time, we
could clearly say that in postwar reconstructionquk(1945-1955) Japanese government
concentrated on supporting economic power of SMIEsre were introduced agencies for
SMEs development and the most important step iwvemteng future challenges were
creating Credit Insurance Act and Guarantee Actarhing from Japanese state policies
regarding SMEs financial solutions could be onéhefeffective way for supporting SMEs
development in Mongolia. During the rapid econogriowth in 60’s and 70’s Japan tried
to rectify disparities between SMEs and large cafpons. As | mentioned above SME
Basic Act was enacted in 1963. During this econoexpansion the promotion and
organization policies of Japan have been a kestassie to SMEs. There were enacted
Commerce and Industry Association Act and Shoppisgpciation Organization Act and
more importantly the government put emphasis on emoding SMEs via the
Modernization Promotion Act and SME universitiesttetwards in 70’s government
introduced MARUKEI (Managerial Improvement Prograwiich allows effective loans
for SMEs first time. From economic transition pelridll present Japanese government is
willing to support primarily highly motivated anédgable SMEs. In 90’s the SME Basic
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Act was revised and monetary and promotion polidciese been interested in more
regional and overseas development of SMEs. Locabfhg Areas were activated, a

system for prevention of potential bankruptcieShfEs was expanded.

22.12. South Korea
Classification of SMEs is similar to Japanese SNB&sic Act, number of employees are
up to 300 and annual turnover should be 30 bilborless. The criteria is followed bit

differently by industry types.

As of 2012, Korean Small and Medium Business Adstration (SMBA) has declared
there are over 3.4 million SMEs are running theisibesses and the number of employees
they hire has reached 13 million. South Korean Siktake up 99 % of establishments and

take up 87.7 % of total employment.

50 years before in South Korea big corporationgqalaa very important role in terms of
their contribution to economic development. In @tes and 70’s large corporations were
contributing more than half of total employmentpguction and value added due to a

policy to grow the chemical and heavy industrieglB3\,, 2012).

Starting in the 1980’s however, SMEs expanded tt&io of contribution to employment

to 81.9 % as the government strengthened its pisypport them.

22.13. Germany
The economic structure of the Federal Republic efn@any is determined by SMEs,
accounting almost 99 % of all business, employirgrarthan 80 % of regular workers.
Just like any other developed country in EU SME&armany are a major contributor to
the GDP (Over and Henkel, 2013).

The Business Membership Organizations (BMOSs) inn@ey play a major role in the
promotion of MSMESs. They represent the interestSISMEs towards political authorities
and other parties and advert to the needs for fapestipportive public initiatives. As

Albert Oven and Jirgen Henkel mentioned in theidgtabout the Role of Business
Membership Organization, even though BMOs suppMES the most, the funding and
financing source comes directly and indirectly frgovernment. The German Central

Government has a number of common as well as v@eygific programs for MSMEs -
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from financial support for business start-ups alndaay existing MSMEs to consultancy
services, from financing R&D particularly in MSMEs the promotion of foreign trade.
Apart from individual measures, the European Uniigb)) has been running a structural
framework program aimed at minimizing the econodigparities between and within the
countries of the EU, for over 30 years now. Witls thbjective, the EU supports not just
infrastructural measures through the 'European &tegiDevelopment Fund’ (ERDF) but
also entrepreneurship development programs oraimés for upgrading existing
companies. In this EU program, the two componentphasized as very important for
success are: a bottom-up approach where necessagures are specified and decided in
discussions between governmental and industri&debtdders. After confirmation, in a
top-down approach - the German state governmeitis,governments and BMOs are
responsible for implementation (Oven and Henkel, 320

With the help of government’s support, Germany’'s EBMwere some of the most
innovative in EU with 54 % of them launching an awation onto the market between
2008 and 2010. According to the economists thisesg at innovating turns into the
economic growth. SMEs in Germany accounted for 5&8f%ermany’s economic output
in 2010; and whereas large firms cut jobs betwe8082and 2011 (-2.4 %), SMEs
increased employment by 1.6 % (MasterCard Worldy2@d4 2).

2.2.2. The importance of SMEs in developing countries
For developing countries, integration into the glokeconomy through economic
liberalization, deregulation and democratizationseen as the best way to overcome
poverty and inequality. Crucial to this processhe development of a vibrant private
sector, in which SMEs play a central part (UNIDOQZ).

SMEs cover nearly 90 % of businesses and provid® B0 % of total employment in the
World. To be more specified, a study on The EnagpliEnvironment and Trade and
Investment Capacity Buildings for SMEs, by OECD 2P shows that registered SMEs
contribute to over 55 % of GDP and over 65 % oflt@mployment in high-income

countries, whereas in low-income countries SMEgrdaute 60 % of GDP and over 70 %
total employment (see Figure 1). However, if weetaklook at the Figure 2, differences

between formal (as a private SMESs) and informalaséc(unregistered SMES) importance
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in economic value in high-income and low-incomerdaes could be shown very clearly.
Even though the informal sector covers the mostgregage of GDP and total employment
in developing countries, challenges they face igistering business is far more
complicated. Thus, | came to conclusion that SMEduding informal sector is seen as a

synthetic construction mainly of “social and pal#ti” importance (Halberg, 2001).
The roles of SMEs in developing countries by UNIXD05) were seen as following:

» SMEs tend to employ more labor-intensive productimocesses than larger
enterprisers. In other words, they contribute g$igant amount of productive
employment opportunities, the generation of incameé reduction poverty.

» Countries with a high share of small industrial eeptises tend to succeed in
making income distribution more equitable as a teensuring long-term social
stability and reduction of economic disparitieswetn urban and rural areas.

* SMEs are key to the transition of agriculture-ledinidustrial economies as they
provide simple opportunities for processing adegt which can generate
sustainable livelihoods. According to the study (DE 2005) in this context, the
predominant role of women is very important.

 SMEs are a seedbed for entrepreneurship developmentation and risk-taking
behavior and provide the foundation for long-termovgh dynamics and the
transition towards larger enterprises.

* SMEs support the building up systemic productiveacéies. They help to absorb
productive resources at all levels of the economy @ontribute to the creation of
resilient economic systems in which SMEs are iitleed.

* SMEs, as simply demonstrated in information androomcation technologies, are
a significant source of innovation, often produciggods in niche markets in a
highly flexible and customized manner (UNIDO, 2Q09his particular role
reminded me of Silicon Valley, California, a hon@ethousands of startup high-
tech companies with never ending innovation antinelogy development. Some
developing countries like China (even though Clanatonomy is one of the
biggest in the World) has supported similar techgplareas.
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Despite those roles in socioeconomic developrogtite low-income countries, many of

the SMEs are facing similar challenges following:

» Lack of new creative and innovative companies,
» Lack of support towards informal enterprises becagniormal,

* Lack of competitiveness and productiveness at ¢jimlaaket.

2.2.3. State policies in selected developing countries

2231  China
According to the Chinese Premier Li Kegiang, theege 1.7 million businesses registered
in China (2014) and 1.6 million of them were pravdtusinesses, which provided nearly
10.01 million jobs (Steinbock, 2014). The reasorywmentioned Premier’s speech is that
ever since Premier Li and his reformers have gaithed leadership, attention to the

Chinese business environment, SMEs and entrepigripuras increased a lot.

In the past, many of SMEs have been labor intengo@ising on manufacturing. Now
Chinese Central Government is focusing on SMEsetmime more capital intensive and
focusing on an innovation. In this case innovateans continuous process and design
improvements to established products such as atitesoor machine tools. Chinese
leadership has made it clear that a new developmedel is required: a shift of focus to
domestic consumption and higher value manufactuaimd) service figures prominently in
the current five-year plan (MasterCard Worldwid@12).

In 2012, Chinese government led by Premier Li odemaew opportunity for SMEs on
domestic market: Shanghai free trade zone whicdwall SMEs in the city to enjoy a
wider range of opportunities to upgrade and tramsfiheir industrial structures. Main aim
of the program was to empower SMEs that were amtuding on being suppliers to large

companies or serving predictable, stable industries

Chinese government is focusing in the past fewsyearfreeing SMEs from tax burden.
SMEs running a business in high-technology sea»eétment into science and research),
or banks which are lending money to SMEs in thatmseare free from tax up to 70 %
(Yanjin, 2014).
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2232. India

SMEs in India has emerged a highly vibrant and dynasector of the Indian economy
over the past few five years. SMEs not only playcal role in providing large
employment opportunities at comparatively loweritdost than large corporations but
also help in industrialization of rural areas. Totamber of units in SMEs sector achieved
36 million as for 2014 and they provide employmenapprox. 80 million people in India.
However, whole sector contributes about 8 % GDPidess45 % to the total
manufacturing output and 40 % to the exports frommdountry (SMEs Chamber of India,
2014).

Beside the facts as mentioned above, Indian SM&daming numerous challenges like
sub-optimal scale of operation, technological obsoénce, supply chain inefficiencies,
increasing domestic and global competition, workaagital shortages, not getting trade
receivables from large companies and multinatiar@porations, unskilled manpower,
uncertain market scenario and many more. To oveecdhose difficulties Indian
government set up seven strategic plans to su@hdis in 1999:

* To increase management and technological abibfi€&MEs,

* To develop human resources industry

* To support SMEs on global market

* To increase activities of financial institutionsviards SMEs finance
» To improve business environment

* To form micro business cooperates

* To increase wholesale business

According to Yanjin (2014), Indian government’saségic plan on financing issues
towards SMEs has achieved a pleasant result th&20i¥ 40 % of total loans of

commercial banks were lent to SMEs.
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2.3.
As of the first quarter of 2016, National Registbatand Statistics Office (NRSO) has

The role of SMEs in socioeconomic development of Mgolia

revealed that 129.9 thousand enterprises wereteegs at the Business Registration
Database (BRD) and 67.4 thousand (51.9 %) of themaatively running business. In

addition, 83.4 % of active enterprises has 1 -39 has 10 — 19 and 5.7 % of them has
20 — 49 employees. In other words, 96.4 % of totgistered and active enterprises in
Mongolia are classified as a SME. Remaining 3.6f%ctive companies are defined as a
large or international companies (NRSO, 2016). Tise of total registered active

enterprises divided by economic activities (inchglimining and financial sectors as
comparison, even though they are not classifie®Mg&) and employment size will be

shown in Table 7 below. As for the location, innmierof operating place, is divided into 5
regions (Figure): 42.6 million companies (63.3 %apital city Ulaanbaatar, 8.1 thousand
(12.1 %) in Central province, 7.4 thousand (11 #&dighland province, 6.3 thousand (9.3
%) in West province and 2.9 thousand (4.3 %) ent&p are registered in East province
(NRSO, 2016). Meanwhile in 2010 the number of actaénterprises were around 40.8
thousand and only 30.7 thousand (74.9 %) of theme wegistered as SMEs (NRSO,
2010).Therefore in period of six years Mongolian EVdoubled their number which is a

relatively positive economic result in our country.

Table 7 Active enterprises in BRD by economic activitiesd ammployment size
class, first quarter of year 2015 and 2016
Economic activities 2015 | 2016 Employment size class, 2016

1-9 10-19 20 —-49 50 +
Total 60515 | 67387 5620 4923 3859 2404
Agriculture 3421 | 3506 3061 314 110 21
Mining 605 675 404 88 81 102
Manufacturing 5066 | 5443 4488 485 257 213
Electricity, gas and 301 255 92 66 25 72
water supply
Construction 4795 | 5701 4186 607 539 369
Wholesale, retail 23112 25600 24067 781 472 280
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Transport 2045 | 2042 1654 223 118 47
Financial service 951 1100 1004 43 30 23
Real estate, renting 6050, 6413 5441 452 317 203
Public administration | 1433 | 1434 508 276 435 215
Education 2645 | 3100 1339 532 729 500
Health, social work 2897 | 3183 2399 362 340 82
Other social services | 4855 6492 5536 532 269 155
Other 25 24 24 - - -

Source: NRSOMonthly bulletin of statistics, March 2016

Figure 1 Mongolian SMEs divided by location

SMEs divided by location (%)

4,30%

I 9,30%

= Capital city Ulaanbaatar = Central province = Highland province = West province = East province

SourceNRSO, 2016

2.4. Role of international projects on development of Mogolian SMEs
As | mentioned in previous part about the statecped in selected developed countries,
Japan has been a major international program stgypimr development of Mongolian
SMEs for a long time. The table below will be shogvipartner countries and their
supports through the past few years in Mongolia.
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Table 8 International programs on development of MongoB8fhEs

Project name Funded by Amount ofypes of aid
funding

1 | Development of SMEs andlapanese 2.9 billion JPY Government
Environmental Protectiongovernment 43.500 billion| debt
Project MNT

2 | Development project onUNIDO 1.2 million USD | Grants, non-
manufacturing sector in 1.560 billion MNT | repayable aid
Mongolia - 2

3 | Sustainable Livelihoods-2| Mongolian 3.4 million USD | Non-repayable
government 4.240 billion MNT | aid

4 | Mongolian Potato Project The Swis4.3 million CHF | Non-repayable
Agency for| 5.997 billion MNT | aid
Development

and Cooperatior

5| Project on  SupportingMercy Corps 6.3 million USD | Non-repayable

Agribusiness in  Rural 8.190 billion MNT | aid
Areas
6 | Total 63.487 billion
MNT

Source: SMEs Support Office, 2010

According to this table till 2010 there has been amount of 63.487 billion MNT
international aid projects towards Mongolian SMHewever, Japanese government was a
major supporter for Mongolian SMEs, lending over548illion MNT in a long-term.
Government debt of 43.5 billion MNT was furtherm@eource for soft loan projects by
nine commercial banks in Mongolia. During years 200 2010 commercial banks
contributed soft loans to 139 SMEs. Total amoumdfuwas 43.5 bilion MNT as |
mentioned above of which 66 — 70 % was provided manufacturing sector, 8 — 13 %
into service sector and 17.26 % was for environalgmotection projects. Details will be

shown in chapter three, part 3.4. Financial soubyesommercial banks.
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2.5. Role of Mongolian Government in supporting SMEs

As David Smallbone (professor of SME) and FriederiWelter (senior researcher)
mentioned in their article for International Smllsiness Journal, one of the issues facing
countries in the transformation from centrally plad into market economies is the need to
develop SMEs as part of a wider social and econeestructuring. In the past few years
Mongolian Government has been attempting to sthamgtthe response of the private
sector. Current government policymakers are dedimmmst common issues that SMEs are
facing nowadays. Those are:

1. General issues
a. Lack of finance, tax burden
b. Bureaucracy (complexity and slowness of state agspc
c. Lack of educated workers
2. Issues related to rural areas and its market
a. Low market concentration and decreasing purchgsimger in rural areas
b. Lack of electrical energy
c. Lack of infrastructure
d

. High interest rate business loans and limited actesmvestments.

Therefore, State Great Hural (unicameral parliamgntMongolia) set up number of

measures to overcome those issues and prominemgatimem was the Resolution No. 10
“National Program to Support Small and Medium Emtises” in 1990, which was a lever

to support the SMEs in rural area. Although thegpamm was amended in 2005 by
Resolution No. 64 in order to improve a tax polnd financial issues faced by SMEs and
also the Resolution aimed to create favorable enwient for development of SMEs

which concentrated on legislative instruments athacetion of those who work for SME

sector.

Resolution No. 52 (2008) by parliament had indesdyaificant effect on improvement of
SMEs, which created Small and Medium-scale EnteepriOffice as a government
implementing agency. Main aim of this agency i®msure the implementation of Law of
SMEs and National Program to Support SMEs. In auditthey host both local and

international exhibitions for SMEs and provide iegsequipment, which is an alternative
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and flexible source of long term financing. The $awvhich were adopted within the

agency, are listed below:

* Socio-economic guidelines to establish an indugptagk (2003)
* Laws to affix the Package of Taxation Laws (2006)
* Law of Leasing (2006)
* Law of SMEs (2007)
 Law of tax exemption of manufacturing equipment 8VIEs (validate from July
20009 till December 2012). In addition, Lax of lowy the tax burden contains three
important draft legislations:
o Draft legislation about 683 types of approved mantufring equipment for
SMEs, which were exempted for customs taxes and;VAT
o0 “Industrialization Program for Mongolia” by goveremt, 2009;

o Draft legislation of industrial park, 2009.

Moreover, Mongolian government built funds fromtstdédudget to support the SMEs
between 2006 and 2009. The main role of the funtbiprovide soft loans for SMEs

during start-up phase in suburban and rural alea2009 government invested into the
fund 30,850 Billion MNT and participating banks ésted 9 billion. Total amount of the
money which were used for soft loans for MongoBVIEs was nearly 40 billion MNT /2

million USD/. Statistics from 2010 shows that 14eterprises have participated in this
program and 350 of them were starting up their ies8 and 957 of them had an
opportunity to replace obsolete technology equigmém the same year due to the
government investment into the SMEs, new job oppmities increased by 5502
(Mongolian Statistical Office, 2015). To be moregse number of new job opportunities
and new manufacturing companies which were butiveen 2009 and 2014 will be shown

in the Figure 2.
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Figure 2 New job opportunities and new manufacturing comps 2009 - 2014
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Source: NRSO, 2014

Implementation framework of those Acts and govemit'se strategic plans towards
Mongolian SMEs could be wrapped up following:

Implementation of Law of tax exemption of manufactuing equipment for SMEs till
2012

* 1200 SMEs and individuals have gained 8.3 billioN™ax discount (2010),
e 13.7 billion MNT tax discount for manufacturing tep 687 million MNT tax
discount for technology equipment, 1.5 billion MMiEcount on VAT (2011),

Implementation of leasing for technology equipment

* 4.6 billion MNT was funded,
e 72 SMEs and 3 individuals participated,

* 958.8 million MNT was provided for technology eguient leasing led by “KHAS
leasing” and “NVC Ltd.".

Implementation of incubation service:

* SMEs support Office offered 368 programs for 688diiiduals and 7040 SMEs in
total.

Implementation of investment programs in 2011:

Total fund 149 billion MNT was divided following:
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» Manufacturing development foundation in rural are&s} billion MNT,

* Repayment foundation - 25 billion MNT,

* Government bond supporting SMEs — 100 billion MNhis bond is focusing on

financial support for selected industries, whicé sinown in table below.

Table 9 Government bonds supporting SMEs in 2011-2012

Types of industry Number afInvested amount gfNew employmen
participated money/million MNT | opportunities
companies

Food production 177 259 475,50 11820

Agricultural 108 22 600,00 2880

Light industry 193 115 520,00 2262

Construction 34 9 800,00 1657

industry

Total 512 407 395,50 18619

Source: SMEs Support Office, 2011

According to this table between years 2011 and 201 407 395.50 million MNT from

government bonds were in use of SMEs improvemeribaa production, agricultural,

light and construction industries.
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3. METHODOLOGY

3.1. Research Design

The purpose of this study is to improve state jpedicespecially financial projects on
SMEs development in Mongolia. For example, whatam@ypes of problems small and
medium companies or individuals who is going tatséanew business in Mongolia are

facing and their suggestions towards governmenpgarting program’s improvement.

3.2.Research Approach
The respondents will be part of economic active ybaion in Ulaanbaatar who are

interested to cooperate. To collect the data thvere introduced a survey.

3.3.Sampling Method
The survey procedure for this study will be limitedUlaanbaatar city only as there are
some certain limitations. Moreover, it has alreb@gn mentioned that respondents are a
part of economic active population in the city. Mapecifically, respondents consist from
individuals, who would like to open a new businesswners of micro, small and medium

sized companies.
The sample size for this study will be limited @.5

3.4.Data Collection Method
The primary data will be collected from the indiwads who would like to open a new
business and owners of small and medium enterpii$esdata will be collected from the

respondents through a survey.

3.5.Data Analysis Method

The data analysis of this research will be mogfyresented on qualitative explanation.
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4. PRACTICAL PART

4.1. Introduction
Practical part of study in chapter three we wittde on finding main challenge for SMEs
owners and their operation in Mongolia. In the jppasg parts one of the main challenges in
developing SMEs was mentioned — unstable finarsaatce. From that conclusion chapter
two was mainly focused on international and lodahkrcial projects to support and
development of SMEs sector. However, in this phdreé will be shown role of the
commercial banks and their soft loan programs td&¥&MEs in Mongolia. Furthermore,

cons and pros of those projects will be discussed.

To accomplish the main aim of the practical partling stable financial source the study
used a survey. The survey was introduced amongvithdils who are a part of
economically active population. Results show that most of the individuals who would
like to start their own businesses do not have nfinancial funds and the most possible

way for them was to lend money from commercial lsank

Statistical analyses methods employed were des@iptich as charts and tables for the

purpose of the study.

4.2. Ease of doing business index in Mongolia
Ease of doing business index is an index createthé®yWorld Bank Group and ranks
countries against each other based on how theategylenvironment is conductive to
business operation stronger protections of propegiyts. Economies with a high rank

have simpler and friendlier regulations for busgess(Trading economics, 2015).
The index is basically based on the average otub@rsdices:

1) Starting a business — procedures, time, cost amihmaim capital to open a new
business,

2) Dealing with construction permits — procedures, etirmnd cost to build a
warehouse,

3) Getting electricity — procedures, time and cosunegl for a business to obtain a
permanent electricity connection for a newly camnstigd warehouse,

4) Registering property — procedures, time and costdster commercial real estate,
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5) Getting credit — strength of legal rights, deptltiadit information index

6) Protecting investors — indices on the extent ofldsure, extent of director liability
and ease of shareholder suits,

7) Paying taxes — number of taxes paid, hours perspant preparing tax returns and
total tax payable as share of gross profit,

8) Trading across borders — number of documents, arubttime necessary to export
and import,

9) Enforcing contracts — procedures, time and cosnhforce a debt contract,

10)Resolving insolvency — time, cost and recovery uaiger bankruptcy proceeding.

Among countries with highest rankings in 2015 areg&pore (index: 1), New Zealand (2),
Denmark (3), South Korea (4) and Hong Kong (5)f@&dMongolia, in 2015 Ease of doing
business index was 56. In the figure below we e lwow the Ease of doing business
index changed in 8 years.

Figure 3 Ease of doing business index in Mongolia, 2008152
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Source: Trading economics, 2015

As we can clearly see from figure 3 in highest ragKor Mongolia was in 2008 and 2015

and year 2010 was the most difficult time for SMEst were starting or wanted to start a
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business. One of the major reasons why the rankerg down in very short time is the
end of the financial programs to ensure financ@lrees for start-up businesses and
empower existing SMEs activities. Those financi@goams were supported by Japanese

government and major banks in Mongolia.

4.3. Discussion
According to the results from survey, there aree fimajor challenges that Mongolian

SMEs are facing in recent.

Lack of financial education among SMEs owners,
Lack of access to finance,
High interest rate of loans,

Bureaucracy of state institutes,

® 2 0 T 9

Lack of information regarding state policies.

To study those challenges a survey was introducedng 50 different respondents.

Answers of each questions will be discussed below.

Table 10 Would you like to start your own business?

Answer Frequency Valid percent
Yes 27 54

No 15 33

Never 8 16

Total 50 100

Source: own survey

As mentioned in the table above, 27 respondents¥{b4nswered “yes” for a question
whether they would like to start own business. Adow to Sam Sanders, Ph. D., and
chair of the School of Business at the UniversityPhoenix, younger people (under 30)
are more inclined to want to be entrepreneurs lsecai their exposure to leadership
training and technology, which is now ruling the rido The same goes with our
guestionnaire. As mentioned above, the survey wasduced among economic active
population, which consists from people aged 18 -R&spondents who answered “never”

were mostly 45 years old or more.
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Table 11 In case of starting own business, how would yauesnfinance?

Answer Frequency Valid percent
Own money 10 20

Loan from banks 31 62

Loan from friends, family| 7 14

Not sure 2 4

Total 50 100

Source: own survey

More than ¥ respondents wanted to open own comipaprevious table. However, in the

second table of answers we can see that more thaspandents are not able to ensure
finance connected with starting up a business. &8 féspondents chose either loans from
banks or relatives and friends. Only 10 % of thaltcespondents could start own business

with own money.

Table 12 Do you have enough financial education for stgrbosiness?

Answer Frequency Valid percent
Good 21 42

Bad 14 28

Not sure 15 30

Total 50 100

Source: own survey

Lack of financial literacy has been playing a sigant role in development of SMEs,
especially in developing countries. Countries likeLanka and South Africa have already
taken a note about this problem and started ndtfoaancial literacy campaigns across the
country (The Banking Association South Africa, 2P1Bven though the survey for this
study was achieved from Capital city, Ulaanbaatduwgre the most SMEs are contributing,
results are not satisfying. Only 42 % of responsl@mswered they have adequate financial
education for starting own business. Remaining 5&f%%espondents either have low

financial literacy or not confident about theirdircial education.
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Table 13 Do you have enough information regarding statécimd towards

SMEs?

Answer Frequency Valid percent
Yes 12 24

No 19 38

| haven’t explored it yet 19 38

Total 50 100

Source: own survey

One of the main reasons why SMEs development af axeas has been stagnant in recent
years, is lack of connection between government&Més. SMEs supporting programs
by Mongolian government focuses on only small grofiSMEs (especially agricultural
and mining enterprises) and leaving the othersrnagelAs mentioned in the answer table
only 24 % of the respondents knew about soft loagmams funded by government and
remaining 76 & of them had no clue.

Table 14 What could be the most effective way to support ESMby

government?

Answer Frequency Valid percent
Providing soft loans 30 60

Tax incentives 11 22

Reducing bureaucracy 9 18

Total 50 100

Source: own survey

Based on the respondents answers the most effentideeal way to support SMEs by
government would be providing more “soft loan peorgs” with lower interest rate and
longer payback period. In addition, according te tespondents reducing bureaucracy at
state offices (SMEs registering office, SMEs supipgr office etc.) and banks
(unwillingness and unfriendliness towards compammers) could be an effective solution
for improving SMEs sector of Mongolia.
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Based on the recommendations from previous respisidihe study will be focusing on

soft loan programs by Mongolian government.

According to the data from NRSO in 2010, Japanesemment lent 43.5 billion MNT to
Mongolian government in order to improve legal eaniment and financial stability for
SMEs. Commercial banks became main implementerctmraplish main aim of the
government debt. Soft loan projects between 20072810 were supported by nine major
banks in Mongolia. In my opinion one of the reaswmgy Ease of doing business index

during 2008 — 2010 had low numerical value could¢denected to those projects.
Details of selected projects will be shown in tatbe(appendices).

During 2007 — 2010 Mongolian government cooperatgid nine major banks and totally
43 projects were realized. Loan limits vary by bess activities, location and even size of

the company.

Trade & Development Bank of Mongolia and Khas Bafflered highest possible limits
for SMEs supporting loans, which allowed enteriget 1 to 3 billion MNT at 1.0 — 1.9
% interest rate per month. However, most of thejepgte towards agribusiness and
development of micro, small and medium enterprisese distributed by Khaan Bank,

which is known as a Bank for agriculture sectokMiongolia.

Thanks to the projects by banks funded by Japagesernment loan individuals had an

opportunity to open a new business.

The second part of the survey focused on reactbrsspondents on soft loan programs.

There were 50 respondents participated and resillise shown in charts below.
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Chart 1 What is the main challenges of business expansioyou?

Main challenges of business expansion

o

= High interest rate = Limited market Other

Source: own survey

Main challenges SMEs in Mongolia are facing now dnaded into three dimensions:
financial, economic and socio-political. Most ofethespondents, 50 %, focused on
financial burdens. Main financial burden for ownatssmall companies is high interest
rate. Most of the SMEs have financial sources fommmercial banks and other financial
institutions. Although banks are willing to lenceth needed amount of money, the interest
rates are tend to be too high. From the economisppetives the biggest challenge for
SMEs is limited market. There is a lack of protecitsm towards SMEs in Mongolian
economic. Respondents who answered “other” reféaddireaucracy, corruption and lack

of needed legal instruments for supporting thetivdies.

Chart2 What are the main challenges of getting soft$daom banks?

Challenges of getting soft loans

<

= Lack of collateral = Bureaucracy at banks Inflexible credit agreements

Source: own survey

As the most difficult thing in getting soft loan6 % of respondents referred to lack of

collateral. Having not enough collateral for signeredit agreement is related to Table 10,
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lack of financing source for expanding their adies. On the other hand 32 % of
respondents pointed out unwillingness and unfrieeds of commercial banks. According
to them banks are not trying to understand entéres registration for soft loan takes long
time and costs related are too high. Remaining 2@f ¥#&spondents find inflexible credit

agreements as most difficult thing in getting $oén in a long-term.
Chart 3 Interest rates offered by banks

Interest rates offered by banks are:

<

= Too high = Acceptable = |t would be better to decrease in long-term

Source: own survey

High interest rate has been one of the main topi¢hs study. Almost %2 of total

respondents (46 %) find interest rates of Mongol@mmercial banks unacceptable.
Access to funds for SMEs is already very limitedviangolia, so raising interest rates only
worsens the situation (see Table 15, appendicesiaiding 54 % respondents find
interest rates in Mongolia acceptable, however balthese respondents recommend to

decrease the rate in a long-term.



Chart 4 Payback period of soft loans

Payback period of soft loans are:

S

= Enough = Not enough = Not sure

Source: own survey

Short payback period used to cause a panic fot-igpacompanies in Mongolia. 54 %
respondents think that payback period of soft laestoo short, not enough to repay back
borrowed money. Moreover, the start-up companiese Haeen complaining about tax
burden that government should free new companoes fax burden in first 2 years of their
activity, also a new born SMEs think the best pobrepaying back loan would be 5 and

maore years.

Chart 5 What could be the hardest thing in repaying loans?

Challenges connected with repayment

<

= High interest rate = Short payback period = High risks

Bad economic situation = Tax burden = Exchange rate fluctuations

Source: own survey



The last question of the survey was about the ehg#ls connected with repaying back
borrowed loans. As we can see from Chart 5 thedsigghallenges are again high interest
rates and short payback period with 30 respondemt&svers. Economic crisis and high
risks of starting up a new business might be alpmlkoo. Among the popular risks of

starting up a new business could be overly amlstimeals of owner, poor business
planning, physical destruction and many more.
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5. CONCLUSIONS

After the collapse of Soviet Union, Mongolian ecompomoved from centrally planned to
free market economy at the beginning of'2&ntury. Market economy had opened new
opportunities for Mongolian small and medium entesgs. In less than 20 years,
Mongolian SMEs have expanded to over 67.4 thousantpanies and they cover nearly
52 % of total active entities in Mongolia. SMEs amntributing mainly near capital city,
Ulaanbaatar.

The thesis allowed a detailed review of the roleSMEs in Mongolian socioeconomic
development with clear intent to show reasonsHergast development and to get the best

possible solutions for difficulties facing SMEsrecent.

That includes characteristics of SMEs and its m#gonal and local classification,
theoretical review about the role of SMEs in bo#veloping and developed countries,
state policies of selected countries for SMEs dgwaent, main challenges SMEs in
Mongolia are facing today and international andalotnancial project towards SMEs

sustainable growth

A main focus is on the financial sources for stgrtbusinesses and sustainable growth of
current assets of existing SMEs. According to tinvesy most of the respondents (80 %)
did not have enough money to start a new businedsyere than half would get a loan
from commercial banks. But completing requiremédatdoans from banks has been quite

a pressure for SMEs.

Between 2007 and 2010, when Ease of doing busineex in Mongolia had highest

ranking, there were realized 43 financial projdmtsiine major banks of Mongolia. But the

limits of loans were not satisfying for company @ and interest rate were relatively
high. At the end of the 2010 Ease of doing businedsx was the lowest due to end of
financial projects. Tackling issues of collateraldahigh rate interests at banks caused
illegal money lending activities in recent 5 yedHggal loan sharks are lending money to
individuals and micro, small enterprises for ong ttaseveral months with interest rate at

10 % min. The thesis is completed by recommendstion
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6. RECOMMENDATION
Within this research, implementation of recent SMIEselopment projects by Mongolian
government and major banks were studied. On thes lmdisthe results of this study, a

guestion on how to improve financial burden for reavd existing SMEs can be concluded.

On the basis of the results, it was concluded tahgolian government has been
supporting SMEs development through financial migesuch as soft loan programs and
financial leasing in the past ten years. Howevkosé programs cannot meet market
demand due to the amount offered from state budhigi, interest rate and short payback
period. Moreover, requirements by commercial baales too high and entities in rural

areas lack information on state projects.

* Improve public policies by generating research g@ndviding analysis that will
contribute to the public policy decision-making gees.

» Contribute effective and short-term financial potge for SMEs based on the
researches.

* Improve connection between state offices and public

* Increase funding source for soft loan project, éase interest rates and prolong the

payback period.

State policies in selected developed and developoumtries show that governments of
those countries focus on the development of SMEsfmng time and they know that
SMEs are truly the key of successful and stronghecty. For example, our neighbor
China has been focusing on investment into SME@mé&3ke government frees companies
and individuals from tax burden up to 70 % basetheir invested amount of money into
the development of SMEs. For some developing camsjtgovernments free all SMEs
from any kind of tax burden in first three yearsstdrting up new business and some of

them even decrease interest rate of financial |é@nsew companies.
Recommendation

* In comparison with the countries mentioned in thissis, Mongolia does not have
central information system for SMEs yet and conpecbetween government and

public is very weak.
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Recent financial projects funded by donor countr@stributed almost 63 billion MNT in
total. The projects lack of connection between anether and most of them focuses on
educational programs. Because of the lack of in&dbion in rural areas, entities in need

are missing the projects.
Recommendation

* Improve the connectivity of projects funded by dooountries.
» Eliminate overlapping financial programs.
* Reduce unnecessary costs and time spent on prdyeagetting rid of overlapping

projects.
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9. APPENDICES

9.1. Appendix A
Table 15 Selected financial projects by major banks to suppMEs, 2007 — 2010
No. | Name of bank Type of loan Purpose of loan  Amount terkst | Loan term
rate
1 Trade &| SMEs Loan secured 150.0 1 - 1856 - 36
Development supporting by current| million —| % months
Bank of | loan assets, 1 billion
Mongolia Equipment MNT
(TDB) loan,
Investment loan
Loan TDB & South|5 million 6 — 24
supporting Korean Bank of USD months
imports  from| Export-Import.
South Korea | Investment orj
improving
imported
technologies,
equipment  for
SMEs.
Japanese To support| 10 88 % p.|3 - 10
government | SMEs in long-| thousand | a. years
loan term, ensure USD - 1
environmental | million
protection uUsD
World Bank| Project funded 600 000| MNT: 2 — 7 years
Project by JapaneseUSD 14 %
government USD:
loan, 2006 11.4 %
2 Golomt Bank Loan secured Loan for SMEs 200 Min.
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by current| in short-term million 1.4%
assets MNT
Lines of | Flexible  loan| Max. Min.
Credit offering a| 200 1.4%
limited amount million
of money that MNT
an individual
can access 4ds
needed and then
repay
immediately or
over a pre
specified period
of time
Loan for| For those SME$ Max. 10| Variable
employment | which focuses million
increasing on labor| MNT
projects relations, ang
its development
Khaan Bank Short-term | Supports Flexible, | 21.6 —| 18-36
business loans improvements | based on 14.4  %| months
of equipment in annual p.a.
order to| turnover,
increase currentnumber of
assets employees
and size
of
companies
Quick micro| Same as short-100 000 — 24 % - Max. 18
loans term  businesg5 million | 18 % p.a. | months
loans MNT
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Import loans For decreasingill 70 % | 21.6 —| Max. 6
costs related tpamount of| 14.4  %| months
import (tax,| imported | p.a.
transportation | goods,
costs) equipment
“Micro Voluntary 500 000 — 2.7 — 2.4/ Max. 6
business’s participants of 3 million | % p.a. months
support the project MNT
project” by
ADRA
Loan funded Loan funded by Max. 10 2-8 years
by Province| Selected million
Governor’s Province MNT
office Governor’s
office: Huvsgul,
Gobi-Altai,
Bulgan
provinces
Regional Khaan bank & Flexible, | Flexible, | Max. 60
Development | German based on based on months
Program government annual interest
project on| turnover, | rate in
SMEs number of| each
development i employeeg region
rural areas and size
of
companies
Mercy Corps| Agribusiness | 500 000 4 24 — 15.6 3- 24
project development | 20 million | % p.a. months
MNT
Loan funded Agribusiness Max. 10 0% Max.
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by French| development, | million months
Food aid| loans for small MNT
foundation farms
Khas Bank Development Loan  secured Max. 3|1.3-1.9% | 12 - 24
loan by current| billion months
assets, MNT
Equipment
loan,
Investment loan
Financial Financial 30% 2-26%| 24-36
leasing source for startr down months
up business payment
Khadgalamj Bank Micro Loan secured 100 000 4 2.5-1.6 % | 12 months
business loan | by current| 5 million
assets, MNT
Equipment
loan,
Investment loan
Business line To ensure Flexible, | 2.5-1.6 % | 12 months
of credit continuous based on
activities of | business
SMEs, increase activities
current assets
Investment Supporting Flexible, |2-1.2 % Max. 5
loan investment, based on years
new equipment| business
activities
Capital Bank SMEs Loan secured Max. 100| 2.1-2.6 % | Max. 18
supporting by current| million months
loan assets, MNT
Equipment
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loan,

Investment loan

Manufacturing| Investment for 100 1.5-2.6 % | Max. 36
loan SMEs in| million months
manufacturing | MNT — 20
sector % of own
capital
Mercy Corps| Agribusiness | 500 000 4 2.1-1.7 % | 3-24
project development | 20 million months
MNT
“Micro To support, Max. 3|12315%| 3-18
business’s SMEs with| million months
support small amount of MNT
project”  by| annual turnover
ADRA in Ulaanbaatar
Organic Development of 500 000 4 1 % 12-24
Mongolia organic 5 million months
project agribusiness MNT
and other
environmentally]
friendly
activities
Capitron Bank Loan securedoan secured20 % of| 1.4-2% Max. 18
by current| by current| own months
assets assets, capital
Equipment
loan,
Investment loan
Investment Supporting 20 % of|1.4-2% Max. 24
loan investment, own months
new equipment| capital
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Project by| Investment 250 000|7.25 %) 3-5years
KfW, German| loans, new EUR p.a.
bank equipment
loans,
supporting for|
continuous
activities of
SMEs
Japanese 10 000 — 5.06 %] 3-10 years
International 600 000| p.a.
Cooperation uUsD
Organization’s|
project
Loan for| Short-term loarf Max. 2| 1.8-2.2 % | Max. 2
vegetable for  vegetablg million months
farmers farmers tol MNT
ensure the
current  assets
and investment
budget
National Investment Investment Min. 100| 0.5-0.8 % | 1-10 years
Investment Bank | loan loans, new million
equipment MNT
loans,
supporting for|
continuous and
start-up
activities of
SMEs
Line of credit | To ensurel0 — 100 2.5-3 % Max. 6
continuous million months
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activities of| MNT
SMEs, increase
current assets
9 Credit Bank Micro To ensurg 5 - 50| 2.08 % 3-24

business loan | current assets gfmillion months
micro business | MNT

Business loan| To ensufd0 — 100 1.83 % 3-24
current assets afmillion months

small, medium MNT
and large
enterprises

SourceYanjin, 2014
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9.2. Appendix B

Questionnaire for individuals and SMEs of Ulaanbaéturvey)
First part of the survey

1. Would you like to start your business?
a. Yes
b. No
c. Not sure
2. In case of starting your own business, how would gosure finance?
a. Own money
b. Loan from banks
c. Loan from friends, relatives
d. Not sure
3. Do you have enough financial education for starboginess?
a. Good
b. Bad
c. Not sure
4. Do you have enough information regarding state cpedi towards SMEs in
Mongolia?
a. Yes
b. No
c. | haven't explored it yet
5. What could be the most effective way to support SMi government?
a. Providing soft loans
b. Tax incentives
c. Reducing bureaucracy
Second part of the survey
1. What is the main challenges of business expansioydu?
a. High interest rate
b. Limited market
c. Other
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. What are the main challenges of getting soft Ideom® banks?
a. Lack of collateral

b. Bureaucracy at banks

c. Inflexible credit agreements

. Interest rates offered by banks are:

a. Too high

b. Acceptable

c. Should decrease in a long-term

. Payback period of soft loans are:

a. Enough

b. Not enough

c. Not sure

. What could be the hardest thing in repaying loans?

a. High interest rates

b. Short payback period
c. Economic crisis

d. High risks

e. Tax burden

f

Exchange rate fluctuations
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