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Abstract  

This paper presents a recent survey on development and access to finance 

of small and medium-size enterprises (SMEs) in Mongolia. The survey 

covers a sample of 1922 SMEs from Ulaanbaatar (capital city) and 21 

provinces. We find that banks and local government administration are the 

most supportive institution for SME development. Political instability, 

corruption and labour supply, high lending rate, short maturity loans, 

service fees are perceived as the major obstacles that SMEs face in their 

business environments. Our results also suggest that SMEs in Mongolia are 

less likely to have access to external finance because of tight credit 

condition, potentially explaining the lack of SMEs’ growth. Implementing 

country-specific reform strategy for SME development covering key 

building blocks is needed to promote SME financial inclusion and facilitate 

SMEs to contribute the economic growth.    
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1. Introduction  

Small and medium-sized enterprises (SMEs) play an important role in most countries, 

particularly in developing countries. A number of papers find that (i) SMEs are closely linked 

with economic growth (e.g., Beck et al. 2005, Ayyagari et al. 2007), and (ii) the majority of jobs 

created by SMEs, specifically in low-income countries (e.g., Beck et al. 2008, Dietrich 2010, 

Ayyagari et al. 2011). Therefore, SMEs are the engine of economic development, reduced 

economic vulnerability for individual households, poverty alleviation, and SME financial 

inclusion is at the core of the economic diversification and growth challenges. Improving SME 

financial inclusion can help increase economic growth and job creation. However, SMEs are 

financially more constrained than large firms and are less likely to have access to formal finance 

(Beck and Demirgüç-Kunt 2006). Improving SME financial inclusion can help increase 

economic growth, job creation and the effectiveness of fiscal and monetary policy and could also 

contribute to financial stability. Blancher et al. (2019) argue that economic fundamentals and 

financial sector characteristics (i.e., macroeconomic stability, limited public sector size, financial 

sector soundness, a competitive banking system) and institutional factors (i.e., strong governance 

and financial regulatory and supervisory capacity, credit information availability, and supportive 

business environment and legal systems that allow to adequately enforce property rights and 

contracts) can help scale up SME bank credit.  

This paper presents a recent survey on development and access to finance of small and medium-

size enterprises (SMEs) in Mongolia, developing and commodity dependent economy. This 

survey aims to examine the current development, access to finance and other challenges faced by 

SMEs. The target group of respondents is business owners and/or management level employees 

(CEO, general manager and accountant) of the SMEs. According to Doing Business Report 2019 

published by World Bank, Mongolia is ranked in 74 out of 190 economies. Though ease of doing 

business score (67.74) is higher than East Asia and Pacific regional average (63.41), the score is 

far below from other economies (i.e., China, Japan, Kazakhstan and South Korea). As the 

economy is heavily dependent on the resource sector accounting for 90% of total exports and 

25% of budget revenues, there is essential need of economic diversification. The economy also 

faces challenges to strengthen its resilience to transform its natural resource wealth into assets 

that support sustainable growth and prosperity. There is no doubt that SME development can 

contribute to economic diversification and resilience. Hence, evidence (and lessons) from the 

Mongolian case would be of high relevance formulating policies in scaling-up SME access to 

financial services and lowering barriers to SME development for resource-rich developing 

countries.  

The present survey is conducted in October 2018, and the Bank of Mongolia has successfully 

conducted nationwide SMEs survey for the last 7 consecutive years in oder to create the SME 

database. Without reliable SME data, it is difficult for policy makers to implement policies 

aimed at expending and strengthening the SME sector. Highlights of this year’s survey are as 

follows: i) Increased coverage of SMEs operating in soums within 50 km from the province 
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center, ii) The World Bank tablet-based CAPI (Computer Assisted Personal Interview) system 

was first used nationwide, and iii) SMEs producing value-added products were targeted. The 

survey creates database for SME development in Mongolia, and the survey questionnaire follows 

international practices. Sampling takes location, number of employees into account in terms of 

representation. Total sample is determined with 95% confidence and with 5% significance level. 

Population for the survey is determined by the overall number of businesses (83,086) registered 

at the National Statistics Office’s database as of 2018. According to the statistical calculations, 

optimal sample size is 850-1000 for Ulaanbaatar and 30-50 for each province, respectively. 

However, realization of sampling has been altered during the process of interviewing due to 

quality of responses. As a consequence, 1922 samples, exceeding critical number by 5%, is 

sampled in this survey. Geographically, 54% of the participation is sampled from Ulaanbaatar 

and the rest is from the provinces.    

The reminder of the paper is structured as follows. Section 2 discusses the characteristics of 

SMEs including types and age of business operation, number of employee and ownership 

structure. Section 3 discusses the business environment in terms of macroeconomic, social, 

political, financial, market and infrastructure conditions. Section 4 discusses SMEs’ access to 

finance and financing obstacles. Section 5 explores operational challenges faced by SMEs and 

discusses SMEs’ financial performances. Finally, section concludes the paper with some policy 

implications to foster SMEs’ development and access to finance in Mongolia. 

2. Literature review 

Development and access to finance of SMEs has been focus of researchers and policy makers 

over last three decades. A number of papers (e.g., Levy 1993, Beck et al. 2005, Ayyagari et al. 

2007 and Beck et al. 2013) find that SMEs are the engine of economic development, reduced 

economic vulnerability for individual households, poverty alleviation and economic 

diversification. SMEs also create majority of jobs, specifically in low-income. Harwood and 

Konidaris (2015) find that SMEs account for more than 60% of all jobs in developing countries. 

Ayyagari et al. (2007) emphasize that employment in SMEs constitutes over 60% of total 

employment in manufacturing in developed economies. According to the IFC (2013), the private 

sector is the main engine of job creation and the source of 9 out of every 10 jobs in the world. 

Within the private sector, SMEs account for more than half of all jobs worldwide. However, 

Beck et al. (2005) do not find any evidence for any association of a large SME sector with faster 

income growth of the lowest income quintile and faster rates of poverty reduction.  

Our paper is closely related the growing literature on firms’ access to external finance. The 

existing literature emphasizes that access to finance of SMEs has become critical in many 

developing countries. Lack of access to finance emerges as the binding constraint for smaller, 

less established firms in Sri Lanka and for all of Tanzania's SMEs (Levy 1993). SMEs are 

financially more constrained than large firms and are less likely to have access to formal finance 

(Beck and Demirgüç-Kunt 2006, Ayyagari et al. 2007). Schiffer and Weder (2001) show that 
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small firms consistently report higher growth obstacles than medium-size or large firms. 

Demirgüç-Kunt and Maksimovic (1998) find that financing constraints are lower in countries 

with more efficient legal systems. Ardic et al. (2012) find income per, private credit to GDP, the 

legal and business environment, and the efficiency of the banking system are among the factors 

that influence SME lending. Berger and Udell (2006) show that specific financing forms such as 

leasing or factoring have been promoted as conducive to easing financing constraints of SMEs, 

as they are based on the underlying assets and cash flows rather than borrower’s financial 

history. Taiwo et al. (2012) reveal that the most common constraints hindering small and 

medium scale business growth in Nigeria are lack of financial support, poor management, 

corruption, lack of training and experience, poor infrastructure, insufficient profits, and low 

demand for product and services. Beck et al. (2013) find that (i) dominance of the financial 

system by banks is associated with lower use of financial services by firms of all sizes, and (ii) 

there is no evidence that smaller institutions are better in providing access to finance. Financial 

development allows existing firms to exploit growth and investment opportunities (Beck et al. 

2005), and SMEs do not only report higher financing obstacles, they are also more adversely 

affected by these obstacles in their operation and growth (Beck et al. 2008). 

Market structure and innovative lending tools also drives SME-friendly financial development. 

Improving financial market infrastructure greatly reduces costs for financial institutions to access 

SME ability and willingness to repay, and broadens the range of assets SMEs can use to support 

their borrowing (IFC 2013). Frame et al. (2001) show that the use of credit-scoring techniques 

has increased small business lending by banks in the United States. There are mixed results 

concerning the effect of bank concentration and competitiveness on the availability of SME 

financing (Berger et al. 2004). Clarke et al. (2003) show that the entry of foreign banks is mostly 

associated with greater SME credit availability. By competing with domestic banks for large 

corporate clients, they can force domestic banks to go down market to cater to SMEs (De Haans 

and Naaborg 2005).   

There is a few number of studies focused on the SME issues in Mongolia. Lkhagvasuren (2014) 

finds that branding is especially crucial in Mongolia where the population is heterogeneous in 

terms of composition and needs, and this could be beneficial for various business sectors in 

Mongolia. Tuul and Bing (2019) find that SMEs in Mongolia face many challenges including 

high employee turnover, shortage of funds, lack of facilities and inferior training policy. OECD 

report (2016) states that access to finance is one of the major barriers to micro, small and 

medium enterprise (MSME) competitiveness in Mongolia, and recommends five policy 

measures to help mitigate market failures affecting MSME access to finance: (i) Enhancing the 

quality of data on SMEs, (ii) Improving the product offer and scope of the SME Development 

Fund (SMEDF), (iii) Improving the Mongolian Credit Guarantee Fund’s risk assessment 

techniques and operational reliability, (iv) Establishing one-stop shops for MSMEs and 

streamlining the process between SMEDF and banks, and (v) Joining the OECD International 

Network for financial education and adding MSME specific actions to the National strategy for 

financial literacy. Jargalsaikhan (2019) argues that supporting SMEs by developing hard and soft 
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infrastructures is necessary for SMEs more than loans in Mongolia. Hard infrastructures such as 

roads, telecommunication, and electricity play a crucial role. In addition, he claims that soft 

infrastructures can be improved, for instance, by measuring the transaction cost. If a transaction 

is slow and cost is high, or even if it fails, the circulation of money will cease. 

3. Characteristics of SMEs in Mongolia 

In this section, we present general characteristics of SMEs. The majority of businesses surveyed 

(75%) operate in one sector, whereas remaining (25%) operate in multiple sectors. Thus, the 

questionnaire is further interviewed only for the main operation of SMEs.	Figure 1 shows the 

number of employees in the core business of the surveyed entities.  

Figure 1. Number of employees                           Figure 2. Sales income, in millions MNT	

	 	

Source: SME survey 2018 

 

SMEs having 1-10 employees constitute the clear majority (86%) followed by SMEs with 11-30 

employees (10%). Only 2% of SMEs can be regarded as medium-sized enterprises with more 

than 50 employees (Figure 1).  

Figure 3. Corporate structure                                Figure 4. Ownership structure                        

						 			  
Source: SME survey 2018 

About half of the SMEs have annual sales revenue of 50-499 million MNT, and 36% of SMEs 

has sales revenue of 10-49 million MNT. 12% of SMEs surveyed has sales revenue of below 9.9 

million MNT (Figure 2). Out of total SMEs surveyed, 49% of them are private business owners, 

42% are limited liability companies (Figure 3). Regarding to the ownership type, a clear majority 
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of the SMEs (98%) have domestically invested enterprises, while remaining are foreign and 

mixed invested enterprises (Figure 4).  

Figure 5. Sector of main activities                         Figure 6. Years in operation  

            
Source: SME survey 2018 

Beck et al. (2006) show that size, age and ownership are most reliable predictors of firms’ 

financing obstacles. Schiffer and Weder (2001) find that small firms consistently report higher 

growth obstacles then medium-size or large firms. As the surveyed SMEs are young and their 

size is relatively small in terms of number of employees and sales revenues, it may be expected 

that higher growth and financing obstacles are reported within the survey. However, we believe 

that the identified growth and financing obstacles would reflect the real facts faced by the SMEs. 
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of the surveyed SMEs. Coverage of manufacturing sector is increased by 8 percentage point 

from last year’s survey. Majority of SMEs operate in retail trade (37%) and service (34%) 
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asked how long they had been operating, and results are as follows: 44% of SMEs have been 
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10% for more than 11 years (Figure 6). The results may imply that SMEs are young and operate 
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Figure 7. Holdings of licenses                           Figure 8. Preparation of financial statements  

               
Source: SME survey 2018 
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statements. The results show that 61% of the SMEs surveyed prepare general-purpose financial 

statements, whereas 39% do not. Of those enterprises which do not, 35% of them reports that 

they do not have to report, and only 4% of are incapable of preparing the statements (Figure 8). 

We also find that majority of surveyed SMEs (95%) do not export, and only 5% export their 

products and services to foreign markets. 

Figure 9. Types of supports to SMEs           Figure 10. Necessary measures to support SMEs                

                     
Source: SME survey 2018 

When asking how the government and other organizations support SMEs, they answer that much 

support is provided by commercial banks to SMEs (29%) followed by local government (12%), 

other financial institutions (7%), chamber of commerce (7%) and the government (6%). 
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not satisfactory. They highlight the importance of the establishment of SME promotion agency. 

International practices show that establishing SME promotion agency is more efficient than 
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recent measures on tackling corruption and introducing e-governance were in right direction, but 

the implementation of the measures is highly demanded.   

4. Business environment 

This section focuses on business environment for SMEs. Factors potentially determining the 

business environment are classified into 6 sub groups: 

§ Social, political environment 

§ Macroeconomic environment 

§ Financial environment 

§ Legal and institutional environment 

§ Market condition 

§ Infrastructure condition 

In total, 33 factors are considered under the sub groups. For each of 33 factors, indexes are 

calculated based on qualitative answers ranging from very bad (-2) to very good (+2) and sub 

group index is estimated as average index of individual factors within the sub-group.  

Results show that social and political environment (-0.59), macroeconomic environment (-0.40), 

financing environment (-0.52), legal and institutional condition (-0.35) and market condition (-

0.13) are evaluated as reasonable (but vulnerable to become unfavorable) for SME business 

environment (Figure 11). There is also some feedback effects: legal frameworks and the business 

environment are important factors affecting the level of SME financing (i.e., Chavis et al. 2010 

and Ardic et al. 2012). 

Figure 11. SME business environment           

		/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/ 
Source: SME survey 2018 

Social and political environment index is calculated by broad range of factors namely poverty, 

unemployment, corruption, crime and political situation that may hinder the SME operation. The 

overall evaluation of social and political environment is relatively unfavorable (-0.59) compared 

to other sub groups, but with significant improvement compared to previous 7 years (Figure 12). 
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political environment for 2018. According to the Transparency International Survey (2017), 
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Mongolia ranked in 103 out of 180 countries in terms of the corruption perception index. Poverty 

and unemployment is found as the leading concern for SMEs, and both factors undermine sales, 

revenue (Figure 13). 

 

Figure 12. Social and political environment       Figure 13.  Social and political environment       

                  index                                                                        by factors 

  

/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/  

Source: SME survey 2018	

In this survey, macroeconomic environment is represented by five factors, namely economic 

growth, inflation, exchange rate, foreign direct investment (FDI) and foreign debt. Overall 

macroeconomic condition for 2018 is evaluated as reasonable (-0.40), but with little 

improvement compared to the last year (Figure 14). Result of the survey for 2018 suggests that 

exchange rate and inflation are the most challenging factors, whereas economic growth, foreign 

debt level and FDI are referred to as having less negative impact on the SME operation (Figure 

15).  

Figure 14. Macroeconomic environment           Figure 15. Macroeconomic environment                             

                   index                                                                      by factors            

    

/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/  

Source: SME survey 2018 
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The financial environment index has improved to (-0.52) in 2018, however it still indicates 

unfavorable financing condition (Figure 16). It is also observed that access to finance is a 

significant obstacle for SMEs during the economic recession.  Among the factors, high loan rate 

and short loan maturity are the worst factors for the financial environment. SMEs find that it 

difficult to obtain financing, especially loan-term loans, for several reasons, including high risk 

premiums, high loan fee, lack of collateral and credit guarantees (inadequate credit history) and 

inadequate loan amount (Figure 17).  

Figure 16. Financial environment index           Figure 17. Financial environment by factors                                     

                                                                            

																			 	

/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/  

Source: SME survey 2018 
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Figure 18. Legal and institutional              Figure 19. Legal and institutional environment 
                 environment index                                      by factors            

 

/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/  

Source: SME survey 2018 
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Figure 20. Market condition index                  Figure 21. Market condition by factors 
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Source: SME survey 2018 
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Figure 22. Infrastructure condition index        Figure 23. infrastructure condition by factors  

										 	

/-2=very bad, -1=bad, 0=reasonable, 1=good, 2=very good/  

Source: SME survey 2018 

5. Access to finance and financing obstacles 
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a result of weak economic fundamentals, weak governance, weak financial regulation and 
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Figure 24. Sources of financing             Figure 25. Purpose of financing  
(share in total responses) 

					 	

Source: SME survey 2018 
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them could not meet the credit criteria. The remaining SMEs use their own capital. The result is 

in line with the view that entrepreneurs in transition economies are more likely to reinvest their 

profits (i.e., Johnson et al. 2002, Cull and Xu 2005).    

SMEs operating in trade and service sectors take more external financing compared to those 

working in manufacturing sector. This may be partially explained by the fact that the firms need 

high level of financial resources to operate in manufacturing and agriculture sectors. In addition, 

the share of responses for not obtaining external financing because of tight credit condition is the 

highest in manufacturing and agricultural sectors. SMEs in agriculture have more limited 

collateral, and operate in high risks since they tend to be very concentrated in one activity or 

have a portfolio of activities all exposed to similar risks (drought, disease, etc.). Therefore, credit 

condition for Agri-SMEs is tight compared to those in operating other sectors.  

It is crucial to understand obstacles to SMEs’ operation and growth. For responders that did not 

obtain external financing because tight credit condition, we also asked why credit condition is 

evaluated as tight for them.  Most pressing issue in tight credit condition is high interest rate. The 

43% of them points that lending rate is high, and 20% of them responds that maturity is short and 

collateral valuation is unfair (Figure 26). This result is in line with the fact that SMEs worldwide 

consider access to finance their greatest obstacle to growth (i.e., IFC 2013). In the bank 

dominated financial system, SMEs have difficulty accessing cheap finance. 

	Figure 26. Reasons for tight                         Figure 27. Reasons for rejected 

                  credit condition                                                          applications 
(share in total responses) 

																			 	

Source: SME survey 2018 

For SMEs (106 of the total sample) applying for external financing, but got rejected, we also 

asked reasons. The most common reason for rejection is lack of or absence of collateral (18%) 
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financing, half of the SMEs are certain to seek for external financing for upcoming year’s 

operation, whereas 39% of them claim that there is no need for it. Therefore, improving financial 
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Share of business owners in agriculture and manufacturing sectors that require financing is 

considerably larger than in trade and service sectors. It is clear that financial necessity is 

considerably larger in agriculture and manufacturing compared with other sectors.  

Figure 28. Sources of financing                     Figure 29. Amount of necessary funding 
(share in total responses) 

	

																							 	

Source: SME survey 2018 

Regarding to source of financing, 48% of SMEs that seek financing in the upcoming year is 

planning to take bank loans and another 47% of them looks for subsidized loans from the SME 

development fund (Figure 28). In last couple of years, the government of Mongolia has 

implemented partial approaches such as policies focusing solely on direct public financing or 

guarantees for SMEs, which have been ineffective and unlikely to yield larger benefits. Instead, 

the policies make the SMEs more dependent on the public supports, which are limited and not 

inclusive enough. The public financing for SMEs also lead to political corruption issues.    

In terms of required financing for SMEs, 56% of SMEs covered in the survey seeks for financing 

between 10-100 million MNT (equivalent to 4000-40000 USD) for their operation. The clients 

are too large for microfinance institutions, and too small, risky and remote for commercial banks. 

Only 24% of them need more than 100 million MNT of financing (Figure 29). Closing the SME 

finance gap can bring about significant gains in growth potential as well. Hence, public 

interventions (ensuring that the legal system can quickly and reliably resolve issues of contract 

and property rights strengthens value chain financing options, providing alternative collateral 

possibilities) will be crucial in scaling up promising SME-finance innovations. Supporting 

guarantee funds, particularly those focused on SMEs with massive potential cam complement 

improved risk management in banks and other financial institutions.    
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Figure 30. Amount of necessary financing by years in operation  
(share in total responses) 

 

Source: SME survey 2018 
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6. SME operational challenges  

Operational challenges are evaluated based on a scoring with a range from -2.0 (the worst) to 

+2.0 (the best). Surveyed SMEs respond that the most difficult operational challenges are labour 

supply, building supply and sales (Figure 31).   

Figure 31. Operational challenges by factors            Figure 32. Amount of necessary funding 
/-2 = very bad, -1 = bad, 0 = neutral, 1 = good, 2 = very good/ 

     

Source: SME survey 2018 

Regarding to sector-level operational challenges for SMEs, there are relatively less operational 

obstacles in service, manufacturing and construction sectors. However, trade and farming sectors 

tend to face more difficulties, but in manageable levels (Figure 32).   

Figure 33. Annual revenue                                   Figure 34. Changes in annual revenue  
(share	in	total	responses)	

														 	

Source: SME survey 2018 

-0.11

0.16

0.23

0.24

0.30

0.35

0.36

0.37

0.43

-0.2 -0.1 0 0.1 0.2 0.3 0.4 0.5

Labor supply

Building supply

Sales

Possibili ty of introducing new
products

Human resource management

Supply of raw material

Labour skil ls

Quality of machinery

Competi tiveness

0.17

0.18

0.18

0.20

0.25

0.27

0.37

0.00 0.10 0.20 0.30 0.40

Farming

Retail trade

Husbandry

Construction

others

Manufacturing

Service

2%

10%

36%

46%

6%

0% 10% 20% 30% 40% 50%

uo to 1 mln

1-9.9 mln

10-49 mln

50-499 mln

500 mln 1.5 bln

2018 2017 2016

Positive
27%

Stable
56%

Negative
17%



17 

	

From all SMEs surveyed, 61% of them respond that they produce a balance sheet in their 

operation (Figure 8).  Figure 33 shows annual revenues of surveyed SMEs for last three years. 

Almost half (of all SMEs 48%) has revenue up to 50 million MNT in which 36% of them has 10-

49 million MNT revenues, 10% of them has 1.1- 9.9 million MNT revenues and 2% of them has 

only up to 1 million MNT revenues. The most frequently observed revenue range for 2018 (46%) 

is 50-499 million MNT with an increase of 41 percentage point compared to previous year.  

In terms of changes in annual revenue, 27% of surveyed SMEs have positive revenues growth 

and 17% of them has negative revenues growth, while 56% of them has not changed for 2018 

(Figure 34). Manufacturing sector leads with highest positive revenues growth followed by 

service and agriculture.    

Costs related to business operations of SMEs and their pressing issues are also considered in this 

survey. The cost index for 2018 is evaluated at (-0.52), gaining 0.46 points from the previous 

year’s index value, but still remaining in concerning zone (Figure 35).  

Figure 35. SMEs’ total cost index                                   Figure 36. Total cost index by factors 

																													 	

/-2=	Very	troublesome,	-1=	Troublesome,	0=	No	trouble/			

Source: SME survey 2018 
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additional operational costs such as machinery, rent, transportation, electricity, heat, water 

supply, and communication.  

Figure 37. Total cost decomposition                          Figure 38. Profitability for 2018 
(share	in	total	responses)	

																						 	

In terms of profitability, 50% of the SMEs have reported profit and 7% of them have operated 

with loss for 2018. Meantime 39% of SMEs have operated with neither loss nor profit (Figure 

38). 57% of SMEs in manufacturing sector have operated with profit, while 44% of SMEs in 

trade sector have reported profit.   
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subsidized financing. External financing are used mainly on current asset, expanding operation 

and purchasing machinery. SMEs argue that financing condition is tight, hence does not 

sufficiently support the SME operation. In particular, lending rate is too high, loan maturity is 

short and fees are still unfavorable. The SME survey conducted by the Bank of Mongolia (BOM) 

for the last 7 years constantly shows that the high lending rate is the worst financial factor 

affecting business environment in Mongolia. About 10% of SMEs obtained external financing 

have faced with difficulties for paying debt on time. Fifth, more than half of the SMEs need 

external financing in the upcoming years. For most SMEs, the amount of required financing is 

10-50 million MNT (4000-8000 USD) with maturity of 4-5 years. Relatively younger SMEs 

(under 3 years in operation), for instance, seek for financing under 50 million MNT, while more 

mature businesses seek for loan up to 500 million MNT. Finally, for operational challenges, 

labor supply stands out as the biggest obstacle, while competitiveness of the businesses, skill of 

labor force and quality of machinery are at reasonable level. A deeper look at the costs of SMEs 

suggests that interest rate cost is the most troubling one followed by loan and government service 

fees. Main production costs such as labour costs and raw material costs are taking the largest 

portion (46% ), while non-operational costs like interest payment and service fees account for 

11.5% of total costs for SMEs. About 50% of the SMEs have reported profit and 7% of them has 

operated with loss for 2018.  

These findings provide some policy implications. The measures and reforms may include (i) 

improving institutions (including low corruption and political stability) and the overall business 

environment is the most effective way of relaxing the growth constraints SMEs face, (ii) building 

diversified and competitive financial system, higher levels of financial intermediary 

development, adequate financial infrastructure and more efficient legal system would lower 

financing obstacles, and (iii) Designing country-specific reform strategy for SME development 

and SME access to financing is important to promote safe and stable SME financial inclusion 

and facilitate SMEs to contribute the economic growth.    

Though the results have yielded significant insights about development and access to finance of 

SMEs in Mongolia, future research should further investigate the impact of access to finance on 

growth of SMEs based on the accumulated SME survey data using a formal econometric 

analysis. It is also possible to conduct a survey to deepen the understanding of what types of 

financing (i.e., trade credit, industry specific financing forms such as leasing or factoring, etc.) is 

really needed for SMEs as an alternative to bank financing. Nevertheless, these were out of the 

scope of this paper. 
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