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Abstract- This paper investigates the impact private ownership has had on corporate governance practices in Mongolian firms. 
Prior to its transition to free market economy, much of the firms in Mongolia were state-owned and state controlled with the 
attendant consequences of widespread inefficiencies in diverse respects. This contrasts with the reality and accepted norm that 
strict adherence to the basic principles of good corporate governance is essential for economic growth and development. Little 
wonder, Mongolian government has in the past fifteen years, made giant strides in promoting private ownership, taking several 
measures to establish and strengthen governance structures. The expectation locally and internationally is that firms in 
post-socialist Mongolia will be more closely aligned to generally accepted governance mechanisms. In achieving the 
objectives of this study, a sample of seventy randomly selected listed firms, representing 22% of Mongolian Stock Exchange 
listings, were surveyed. We find that corporate governance practices tend to be better in privately held than in state-invested 
firms and that corporate governance practices among Mongolian firms has remarkably improved post free market transition. 
This result has important policy implications. 
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I. INTRODUCTION 
 
Private ownership simply entails the ownership of a 
company by people or organizations that are not part 
of the government of a country. Such firms are proven 
harbingers of efficiency, good corporate governance, 
profitability and economic growth. It should be noted 
that good corporate governance practice fosters 
economic development through transparency, 
disclosure equitable treatment of stakeholder and 
improved investor confidence. State invested firms on 
the other hand are companies in which the state has 
stakes either wholly or partially. State ownership has 
its merits and demerits. Its unintended consequences 
include the potential for firm mismanagement, 
corruption, lax in control, supervisions and content of 
regulations. As a result, non state-invested firms have 
been touted to be more efficiently ran and adhere to 
high levels of corporate governance.What then is 
corporate governance? “Corporate governance 
involves a set of relationships between a company’s 
management, its board, its shareholders and other 
stakeholders” [1]  Good corporate governance provides 
proper incentives for the boards of companies and 
management to pursue objectives that are in the best 
interests of the company and its shareholders and 
should facilitate effective monitoring. The 
International Finance Corporation (IFC), an arm of the 
World Bank agrees with these views; “….good 
corporate governance contributes to sustainable 
economic development by enhancing the performance 
of companies and increasing their access to outside 
capital” [2]   

The organization for economic cooperation and 
development (OECD) enunciated the linkage between 
good corporate practices and economic development 

in the following statement; “the presence of an 
effective corporate governance system, within an 
individual company and across an economy as a 
whole, helps to provide a degree of confidence that is 
necessary for the proper functioning of a market 
economy. As a result, the cost of capital is lower and 
firms are encouraged to use resources more efficiently, 
thereby underpinning growth” [3]. It is therefore clear 
that the degree to which companies adhere to 
fundamental principles of good corporate governance 
is an increasingly important element for investment 
decisions and has implications for economic growth. If 
countries are to reap the full benefits of the global 
capital market, and if they are to attract long-term 
capital, corporate governance mechanisms must be 
credible and well understood across borders with strict 
adherence to internationally accepted principles.  
Nonetheless, Mongolia’s soviet-era economy was 
dominated by state ownership, wide spread 
inefficiencies resulting in poor investor confidence. 
This is the reason why Mongolian government has 
placed serious emphasis on privatization to turn the 
economy around and improve governance structures 
in both private and public enterprises. Consequently, 
following the ratification of its new investment law in 
2013, Mongolia has been described by the World 
Bank as “one of the fastest growing economies in the 
world making the country more attractive to foreign 
investors” 4. Prior to this time, the main stay of 
Mongolian economy has been agriculture and 
livestock. However, “Mongolia also has extensive 
mineral deposits: copper, coal, molybdenum, tin, 
tungsten, gold etc and their extraction have really 
facilitated the growth of Mongolian economy” 5. 
This notwithstanding, increasing global competition, 
the rapid development and expansion of the 
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Mongolian economy has made the enhancement of 
corporate governance mechanisms in Mongolian firms 
imperative. In addition, governments around the 
world, including Mongolia have become more 
proactive in ensuring sound corporate governance 
mechanisms in both public and private enterprises 
owing to the corporate failures of the past decade. 
Indeed, transparency, accountability, rule of law and 
stable investment climate are vital in Mongolia’s quest 
for stable economic growth and full transition to free 
market economy it desires. Another factor for this 
drive for change and improvement is that, in today’s 
internationalized capital markets, only reputable local 
firms that meet high environmental, health, safety and 
corporate governance standards are able to attract 
foreign capital. These factors and a lot more make it 
even more of a necessity than choice for good 
corporate governance standards to be maintained in 
Mongolian firms. 
 
II. OWNERSHIP OF LISTED FIRMS IN 
MONGOLIA: TRANSITION FROM STATE TO 
PRIVATE OWNERSHIP 
 
Mongolia is a beautiful land-locked Asian country, 
very rich in natural resources with formidable growth 
prospects. Transitioning from a socialist to a 
democratic system of governance and free market 
economy in the early 90s, Mongolia is today one of the 
fastest growing economies with GDP growth rate for 
2011 reaching an all time high of 17.50% and  12% for 
2013 according to the World bank[6]. 
The current economic scenario is in sharp contrast 
with the situation in the early 1990s when the 
economy was in doldrums; state invested enterprises 
accounted for 96% of the economy with the bulk of the 
support for the economy coming in the form of Soviet 
aids. Soviet aids accounted for as much as two thirds 
of the GDP. This enormous level of aid disappeared 
with the fall of the Soviet Union between 1990 and 
1992, pushing the country into deep recession. 
Government quickly responded with transition to 
democratic rule, establishing the Mongolian Stock 
Exchange (MSE) to facilitate the privatization of state 
owned enterprises. Government establishments were 
marred by large scale inefficiencies and corruption. 
Privatization thus became a sure option to improve the 
competitiveness of the Mongolian economy. 
 
Table I: Ownership of MSE listed companies as at March 2015 

 
Source: Author-prepared, using 2015 research data. 

Table I above clearly illustrates how the ownership 
structure of listed enterprises has changed over time on 
the MSE. 96% of listed companies in the early stages 
of the MSE were state owned, as at March 2015, the 
picture has changed dramatically. 
 

Figure 1: Ownership of MSE listed companies as at March 
2015. 

Source: Author-prepared, using 2015 research data. 
 
Fig.1 above illustrates the sharp decline in state 
ownership of MSE listed companies. It is easily 
observable that the change in the ownership structure 
of Mongolian enterprises brought about massive 
improvement in economic performance and 
unparalleled contributions to GDP growth by the 
private sector. In terms of GDP contribution, the 
private sector accounted for 56% in 1996, 71.8% in 
1999, 75% in 2001 and over 80 percent as of today. 
Table II below further illustrates this transformation. 
 

Table II: Change in Mongolia GDP structure 

 
Source: Author-prepared, using 2015 research data. 

 
III. PROBLEM STATEMENT 
 
Mongolia is currently at the threshold of a major 
economic transformation driven by the exploitation of 
its enormous mineral resources. According to World 
Bank, “to ensure sustainable and inclusive growth, 
Mongolia will need to strengthen institutional capacity 
to manage public revenues efficiently...” [7]. 
Government has already implemented far-reaching 
economic and political reforms that have facilitated its 
transformation of Mongolia from state-controlled to a 
market-driven economy.  However, inefficiency still 
persists in the economy on a massive scale especially 
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in majority of Mongolian firms. There is an urgent 
need to further improve governance position and 
encourage more private sector ownership in order to 
increase Mongolia’s global competitiveness the more. 
The Mongolia Economic Policy Reform and 
Competitiveness project designed to promote 
increased competitiveness of its economy to achieve 
broad and sustainable, private–sector–led economic 
growth is ongoing. 
 
IV. RESEARCH QUESTIONS 
 
Bearing in mind the above situation, the key questions 
are;  
A) What gains have so far been made since Mongolia’s 
transition? 
B)  How have they impacted governance practices in 
Mongolian firms? 
C) What is the position of corporate governance in 
Mongolian firms?  
D) Are non-state-invested firms really better run than 
state-invested firms? 
 
V. RESEARCH OBJECTIVES 
 
The key objectives of this study are;  
A) To highlight the present position of corporate 
governance practices in Mongolian firms. 
B) To assess the impact the efforts of Mongolian 
government at improving corporate governance 
practices has so far had on governance mechanisms in 
firms. 
C) To find out whether corporate governance practices 
are truly better in non-state-invested firms than they 
are in state-invested firms in Mongolia. 
 
VI. RESEARCH HYPOTHESES 
 
With the objectives in mind, the following hypotheses 
have been formulated;  
Ho1: There is no improvement in corporate 
governance practices among Mongolian firms post 
free market transition. 
Ho2: Increases in private ownership of firms in 
Mongolia have not led to the practice of improved 
corporate governance principles in Mongolian firms.  
Ho3: Corporate governance practices in 
non-state-invested firms are not better than corporate 
governance practices in state-invested firms in 
Mongolia.  
 
VII. THEORETICAL FRAMEWORK 
 
Agency theory, Principal-principal theory and 
stakeholder-agency theory are three theories that 
provide an explanation of the place of corporate 
governance in firms. Agency theorists posit that an 
agency relationship subsists between shareholders and 
directors in their respective roles as principals and 
agents. According to Jensen and Meckling (1976, p. 

308) agency relationship is "a contract under which 
one or more persons (the principal[s]) engage another 
person (the agent) to perform some service on their 
behalf which involves delegating some decision 
making authority to the agent” [8]. This is the scenario 
in private enterprises where managers (single agent) 
are the agents of the shareholders (single principal). 
Principal – principal conflicts refer to the conflicts 
between two classes of principals; controlling 
shareholders and minority shareholders [9]. While 
principal – agent conflicts are especially relevant in 
firms characterized by simple separation of ownership 
and control, Principal-principal conflicts are relevant 
in firms with concentrated ownership and control with 
a controlling shareholder [10]. This is the scenario in 
big firms in Mongolia characterized by dominant or 
major shareholder and minority shareholders. 
Principal-principal theorists argue that different types 
of owners may or may not have aligned incentives 
regarding corporate strategy when the strategy does 
not uniformly impact the benefits and costs of 
different owners. Principal-principal conflicts have 
firm-level consequences that directly impact on firm 
performance.  
Lastly, Stakeholder-agency theory suggests that the 
firm could be seen as a nexus of contracts among 
resources holders; shareholders, managers, other 
employees and finance companies that provide 
supplementary finance. Its paradigm encompasses all 
explicit and implicit stakeholders unlike mainstream 
agency theory. In this scenario, co-ordination provided 
by corporate governance mechanisms is required to 
minimize opportunistic tendencies that jeopardize 
firm’s commitment to innovative activities that 
improve financial performance and foster economic 
development. 
 
VIII. METHODOLOGY 
 
This study has an empirical perspective and drives 
data from both reliable secondary and primary 
sources. It begins with an introduction explaining the 
key concepts, highlights the changing structure of the 
ownership of Mongolian listed firms and looks at the 
problem scenario, presents and analyses research data 
using tables and charts, tests the research hypotheses 
using chi-square test and finally makes some 
conclusions based on the research findings. 
 
A) Collection and Analysis of secondary data 
Informative and authoritative websites, government 
literatures and National Statistics Office (NSO) were 
consulted for secondary data. Secondary data for the 
study was analyzed using charts, bars and percentages. 
 
B) Primary Data Collection and Analysis  
Interviews and surveys were conducted to collect 
primary data. Primary data was in respect of corporate 
governance practices in Mongolian firms and was 
collected using questionnaire.  
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The questionnaire is structured in such a way that it 
focuses on three important dimensions of internal 
corporate governance of Mongolian firms, namely: 
ownership concentration, the board of directors, and 
whether external or internal CEO positively impact 
firm governance structures. There were a total of 
twenty-four (24) questions on the questionnaire; eight 
(8) each pertaining to each dimension. Responses to 
the questions were measured using Likert five 
point-scale; strongly agree to strongly disagree. 
 
C)Population and Sample Size 
Out of a population of three hundred and twenty (320) 
firms listed on the Mongolian Stock Exchange, a 
sample size of seventy (70) randomly selected 
companies was used for the study. Four (4) 
management level employees were surveyed in each 
selected company giving a total of two hundred and 
eighty (280) respondents. This was to ensure that only 
knowledgeable and experienced staff were surveyed. 
 
IX. DEMOGRAPHICS OF RESPONDENTS 
 
Set out below are the years of experience and ages of 
the respondents; 
 

Figure 2: Years of experience of respondents 

 
Source: Prepared by the author from survey data 2015. 

 
Figure 3: Age ranges of respondents 

Source: Prepared by the author from survey data 2015. 
 
X. TEST OF HYPOTHESES AND RESULTS 
 
Questionnaire responses were analyzed and research 
hypotheses were tested using Chi-Square. The test 
results presented below are in respect of questions 
relevant for hypotheses testing; 
Hypothesis 1 
There is no improvement in corporate governance 
practices among Mongolian firms post free market 
transition. 
 

Figure 4: Analysis of questions related to test of Hypothesis 1 

 
Source: Prepared by the author from survey data 2015. 

 
Table III: Test statistics and validity1 

 
Source: Author, 2015 survey result analysis 

 
The results above show that the X²cal = 13.02, X²tab = 
9.49 at 4 degrees of freedom. X²cal is > X²tab 
therefore the null hypothesis Ho1: There is no 
improvement in corporate governance practices 
among Mongolian firms post free market transition is 
rejected and the alternate hypothesis H1: There is 
improvement in corporate governance practices 
among Mongolian firms post free market transition is 
accepted. 
 
 Hypothesis 2 
Increases in private ownership of firms in Mongolia 
have not led to the practice of improved corporate 
governance principles in Mongolian firms  
   

Figure 5: Analysis of questions related to test of Hypothesis 2 

 
Source: Author, 2015 survey. 
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Table IV: Test statistics and validity2 

 
Source: Author, 2015 survey result analysis 

 
The test results show that the X²cal = 20.33088 and 
X²tab = 9.489 at 4 degrees of freedom. X²cal is > X²tab 
therefore the null hypothesis Ho2: Increases in private 
ownership of firms in Mongolia have not led to the 
practice of improved corporate governance principles 
in Mongolian firms is rejected and the alternate 
hypothesis H2: Increases in private ownership of firms 
in Mongolia have led to the practice of improved 
corporate governance principles in Mongolian firms is 
accepted. 
Hypothesis 3 
Corporate governance practices in non-state-invested 
firms are not better than corporate governance 
practices in state-invested firms in Mongolia. 
 

Figure 6: Analysis of questions related to test of Hypothesis 3 

 
Source: Author, 2015 survey. 

 
When you submit your final version, after your paper 
has    been accepted, prepare it in two-column format, 
including figures and tables.  
 
Table IV: Test statistics and validity3 
Source: Author, 2015 survey result analysis 
For test of hypothesis 3, the results above show that 
the X²cal = 16.11 and the X²tab = 9.49 at 4 degrees of 
freedom. X²cal is > X²tab therefore the null hypothesis 
Ho3 that Corporate governance practices in 
non-state-invested firms are not better than corporate 
governance practices in state-invested firms is rejected 
and the alternate hypothesis H3 that Corporate 
governance practices in non-state-invested firms are 

better than corporate governance practices in 
state-invested firms is accepted. 
 
CONCLUSION 
 
This paper has highlighted the influence private 
ownership has had on corporate governance 
mechanisms in Mongolian listed companies. 
Specifically, this paper provides empirical evidence 
that there is a positive relationship between private 
ownership and good corporate governance practices of 
firms in Mongolia. The three null hypotheses 
formulated at the beginning of the study to guide and 
provide direction were all rejected and there 
corresponding alternatives accepted. 
The study discovered that although a lot still needs to 
be done, private ownership has generally impacted 
significantly on corporate governance practices among 
Mongolian firms.  
By way of recommendation, the ongoing privatization 
program of Mongolian government is a step in the 
right direction and should be cautiously fast tracked. It 
is imperative that corporate governance mechanisms 
in Mongolian firms be further improved in order to 
boost investor confidence, attract foreign capital and 
make the economy more competitive. 
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