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o utilize FDI (Foreign Direct Investment) for its economic diversification, mining

devcl inient and inrrastniclurc improvement, at the present day Mongolia pur-

sues a FDI promotion policy that enables foreign investors to make FDI in various
sectors and regions ofthe countiy through diverse forms and sizes. Such a policy not only
represents a diversification opportunity for those who seek to invest in Mongolia, but also
provides an opportunity to consider the efiectivencss of FDI in more expansive situation.
The important point here is the policy includes many incentives for foreign firms to seize
the diversified FDI opportunities. These points are particularly decisive for Korean FDI
in Mongolia which diversification is strongly recommended. The purpose of this paper
is, therefore, to analyze and recommend how Korean FDI can be diversified in Mongolia
within the context of the country’s recent policy on FDI promotion.

To reach this paper’s purpose, the study highlights an actual situation of Korean FDI in
Mongolia in terms of its diversification and examines FDI diversification possibilities
within the context of the recent FDI policy of Mongolia. The study finds that Korean
FDI in Mongolia can be diversified through four ways: diversification of FDI form, re-
gion, sector, and implementation size. First, in terms of form, Korean FDI was found
to be possibly diversified through merger & acquisition, concession agreement, product
sharing agreement, franchising, licensing, financial leasing and strategic alliance. Second,
in terms of region, it was found to be possibly diversified in provinces with liigh competi-
tiveness and FDI projects, and where Free Zones are developed. Third, in terms of sector,
opportunities were found for Korean firms to be diversified in export promotion and
import substitution sectors. Fourth, in terms ofsize, FDI of Korean firms was found to be
possibly diversified through the country's high demand for heavy industry development
and financing of mega-projects. The study also expects that a successful diversification
of Korean FDI in Mongolia to be a prerequisite of a win-win economic cooperation be-
tween two countries and proposes a strategy with fit between two countries on Korean

FDI diversification.

* Some parts of the study were presented al the 'KLKP Conference on the Research Integration of the
Emen>ing Markets' held on November 25-26,2014, Seoul, Korea.
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1. Introduction

Currently, the government of Mongolia is pursuing an economic diversification along with
mining development and infrastructure improvement.1An enormous amount of financing
is needed for these developments and FDI is one of the main financing sources.2To uti-
lize FDI for these developments, the government of Mongolia is trying to promote FDI
and is taking a number of measures that encourages foreign investors’ FDI in diverse
sectors and regions of the country by diverse forms and sizes. That is, it is devoting
special attention to diversification in promoting FDI. The current government’s policy
towards FDI promotion, therefore, seems to have important implications for Korean FDI
in Mongolia where diversification is strongly recommended.3

Accordingly, the study aims to analyze and recommend how Korean firms can diversify
their FDI in the country within the context of the Mongolian recent policy on FDI pro-
motion,

The study makes contributions in four important ways. First, the study develops a com-
prehensive framework for Korean FDI diversification in Mongolia. How Korean FDI
can be diversified in terms of form, region, sector and implementation size is examined.
Second, the study analyzes Korean FDI diversification from the perspectives of both
Korea and Mongolia. Such analysis enables the Korean side to diversify its FDI in Mon-
golia more effectively, and the Mongolian side to use Korean FDI more effectively for
its aimed developments. Third, the study makes analysis basing on the most recent policy
of Mongolia on FDI promotion. Since 2013, the Mongolia's FDI legal and policy envi-
ronment has changed drastically. Such change is expected to bring Korean firms more
diversification opportunities. Last, the study argues an importance of FDI diversification
strategy development. If well developed, the strategy becomes a prerequisite of a suc-
cessful Korean FDI diversification in Mongolia and furtlier win-win economic coopera-
tion between two countries. The next part will examine the characteristics of Korean FDI
in Mongolia in terms of its diversification. This will demonstrate an importance of con-
sideration of Korean FDI diversification within the Mongolian recent FDI policy. Part
3 will review a recent FDI promotion policy of Mongolia and discuss how Korean FDI
can be diversified within the context of it. Part 4 will develop a strategy for a successful
FDI diversification of Korean firms. Finally, a result of the study will be summarized and
conclusion will be made,

1 Chuluundorj Khashchuluun, “Current Status of Mongolia’s Economic and Social Development and
Future Trends,” Bruce M. Knauft anti Richard Tiuipicr (ed), Mongolians after Socialism: Politics,
Economy, Religion (Ulaanbaatar: Admon Press, 2012), p.43.

2 afaafblH Wyyn xopoitro opyynant Mourong Xsparra» ty?,” 2 3 oHbl 4-p cap, http:/7\vww.
pu lebook.mn/pdf/investment.pdf(searched date: September 29, 2014).

3 The main researches on Korean FDI in Mongolia ( , 2 0, 2012) examined an actual
condition of Korean FDI in Mongolia and viewed FDI diversification very important when Korean
firms expand lheir FDI in Ihe country. However, the researches have not been extended.
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2. Characteristics of Korean FDI in Mongolia: low diversification

Since 1990, Korean FDI has been steadily made in Mongolia. Between 1990 and 2 O,
FDI from Korea recorded about US$ 255.4 million and reached its peak in 2011 by re-
cording about US$ 54.1 million. But, after 2012 it decreased and amounted to USS 23.4
million in 2014.4

Korean FDI in Mongolia was made mostly with objectives to expand the market, in-
crease production efficiency, develop natural resources and participate in infrastruc-
ture5 and demonstrates several characteristics.6

First, in mining, manufacturing and service sectors Korean FDI has been made mostly
through wholly-owned companies (WOC) and joint ventures (JY). In infrastructure sec-
tor, Korean firms usually operated as an executor rather an investor. Second, Korean FDI
has been dominated by the geology-mining (26.3 percent) and service sector (67.4 per-
cent). Based on the FDI stock remaining at the end 02013, investment in manufacturing
amounted to 6.3 percent of Korea’s total investment in Mongolia. Third, Korean FDI
has been concentrated in provinces such as Umnugobi, Uvs, Domogobi and some other
provinces in case of mining sector, and its manufacturing and service sectors’ FDI has
been mostly made in Ulaanbaatar. Fourth, SME (small and medium-sized enterprises)
dominate in Korean FDI in Mongolia. As of 2013, there are over 2,000 firms from Korea
in Mongolia and the majority ofthem are SMEs. There are some larger Korean companies
involved in construction, real estate and in telecommunications. The largest groups, such
as LG and Samsung have only opened representative offices in the country.

Comparing to Korean firms’ investment objectives, however, it can be reviewed through
these characteristics that Korean FDI in Mongolia has been made very limitedly in terms
ofits form diversity, sectoral distribution, regional dispersion and implementation size.

4 Data util 2013 is from U.S. Department of State, 2014 Investment Climate Statement (Washington
DC: U.S. Department of State, 2014), p.40 and data of 2014 is from
http://211.171.208.92/odisas.html (searched date: February 11, 2015).

5 . ,
16 2 (2012), 187-228 ; , T
. 63 24 (2014). 269-285
6 An argument was made based on the following sources: , (
, 2013) 2-3 , : .
11-15 ( : , 2, 158-165 ; UNCTAD,

Mongolia: Investment Policy Review, New York and Geneva: UNCTAD, alternatives if it wished
to pursue 2 3, p.26; U.S. Department of State, 2 4 Investment Climate Statement, Washington
D.C: U.S. Department of State, 2014, p.36; D.Khash-Erdene, “Choir - Sainshand Road to be
Operational by 2013,” UB Post, August 29, 2012; Yyn yypxailH fiam, “Yyn yypxaHH can6apT aB4
X3parXkyyncaH 10 Tom apra xam»33,” YHan comuH, 2014 oHbl 10-p capbiH 1lepop.
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3. Mongolia’s FDI policy context nnd FDF diversification opportunities for
Korean firms

Mongolia perceives that economic diversification, mining development and infraslructure
improvement would be the only economic development.7The government is in particular
aware of the significant role of sovereign bond, loan and FDI for these developments.
However, with the public criticism and limited impact ofbonds and loans in the country's
aimed developments, a significance of FDI is increasing. This influences the country to
pay more attention upon its FDI promotion. Currently, the country promotes FDI through
a range of policy measures and laws designed to stimulate economic diversification,
mining and infrastructure development basing on FDI. It should be noted that these laws
and policy measures shape a current FDI policy of Mongolia. The key of this policy is
to promote FDI in more diverse sectors and regions through more diversified FDI forms
and sizes.

More specifically, through the Investment Law, enacted in October 2013, the country al-
lows a variety of FDI forms such as WOC, JV, mergers & acquisition (M&A), concession,
product sharing agreements, financial leasing, franchise and other possible forms.8 The
country supports FDI in different sectors and regions with tax and non-tax incentives, as
well as the Stability Certificate,9and promotes all small, medium and largely-sized FDI
projects by the Stability Certificate and the Investment Agreement stipulated in the law1d
Beside the Investment Law, the country is adopting many policy measures and other laws
which stimulate FDI to be made in a more diversified way in terms of form, region, sec-
tor and size.LAlthough they do not reflect specific options for Korean firms to choose, in
the context of objectives of Korea’s FDI in Mongolia and the competitiveness of Korean
firms, the recent Mongolia’s FDI policy is expected to inevitably lead Korean firms to
the paths of diversification.

1. Korean FDI diversification in forms

Mergers and Acquisition (M&A): In June 2014, the parliament of Mongolia endorsed
the ‘State Privatization Basic Guideline for 2 4-2 6’and 18 state-owned enterprises
(SOE) were decided to be wholly and partially privatized.22 A garment factory, spring

7 Several Mongolian official documents show the importance that the government is giving to
the diversification of economy, mining development and infrastructure improvement including
the Millennium Development Goals-Based Comprehensive National Development Strategy of
Mongolia (2007-2021) the Mongolian government’s Action Plan for 2008-2012 and 2 2-2016
and 2 4 State Policy on Minerals Sector.

Investment Law of Mongolia, Article 5.

Investment Law o f Mongolia, Article4-5.19.

Investment Law of Mongolia, Article 5.20.

For further details, see Part 3.1-3.4.

2 M iron ¥YncelH Wx Xypan, “TepHlw omuniir 2014-2016 OHA XyBbunax, 00puYneH

rRB©C®
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sanatorium and other SOE in mining, aviation, IT and agriculture sectors were included
in the guideline. The privatization is to improve management of SOE and reduce the
budget deficit caused by lhe enterprises’ incfTicicnt operations. According to one source,
a number of SOE to be privatized would be up to 32. As there are sectors which Korean
firms have competitiveness, SOE privatization could create chances for Korean firms to
engage in M&A investment. Further, improvements arc being made in M&A investment
environment ofthe country. In May 2012, the Mongolia’s Stock Exchange introduced the
Millennium IT system, in June 2013 the country amended its Securities Market Law and
enacted the Investment Fund Law in December 2013. Such recent improvements could
strengthen Korean firms’interest in FDI through M&A.

Concession agreement: Meanwhile, there have been efforts of Korean firms to make FDI
in the country through concession agreements. All except the consortium of GDF SUEZ,
Sojitz Corporation, Posco Energy and Newcom Group for a concession right to build the
Ulaanbaatar Thermal Power Plant No.5 were unsuccessful. However, since June 2014,
investors for 6 projects in energy sector, 20 projects in education sector and 14 projects
in road construction have been invited for a public-private partnership (PPP) tender by
the Ministry of Economic Development of Mongolia (MEDM). These small and large-
sized PPP projects could become challenges for Korean firms to engage in more FDI
through concession in the country. Further, the Mongolian government’s welcoming of
Korean FDI in infrastructure sector is expected to stimulate Korean FDI ofthis form. As
ofthe latest, during the ‘Korea-Mongolia Economic Forum’held on 11-12 August 2014
in Ulaanbaatar, the Mongolian side expressed its interest to cooperate with Korean firms
in infrastructure sectorand use its technologies for the sector development.

Product sharing agreement In July 2014, the parliament of Mongolia passed the Petro-
leum Law. The new law was designed to boost FDI in Mongolia’s petroleum industry
and provide the most competitive production sharingterms in the world.3Under the new
law, PSA can be approved by the government within 180 days ofrequest by the foreign
firms. In addition, contractors can be involved in a cost recovery program, under which
100 percent of exploration, operation, development, and production costs can be recov-
ered. PSC could be an important FDI form option for Korean side, which is pursuing a
source diversification ofoil import. 4

YHAC3H umnrnan 6atnax tyxa ” 2014 oHbl 6-p capbiH 18 ogop.

3AUAH 3aCrfUiH XeNKAUAH sam, “KoHLecc 0Arox ypangaaHT 60/710M COHFOH LuanrapyynaiTbliH

ypunra: 3pynm xydHuii canbap (2014 1bl6 capblH 13 ofop), 6ononcponbiv canbap (2 4 oHbl 6-p

capblH 10 ogep), aBTo3ambIH canbap (2014 oHbl 4-p capbiv 30 ogop)” http:/Avw\v.med.gov.mn/mn/
index.php/gazar-negjuud/inovats-undur-tehnologiin-heHes-m/kostsesiin-heseg-m.html  (searched

date: October 12, 2014).
Christine Forster, “Australian Wolf Stalks Mongolian Oil Opportunities, McGraw Hill Financiul,

July 25,2 4.
U Diversification need of oil import source of

31% ‘ " 2 4 7 8
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Licensing: In March 2014, 888 projects of the Mongolian government’s *Export Promo-
tion and Import Substitution Industrialization Program (EPISIP)’ were decided to be pro-
vided with concessional loans financed by the Chinggis bond.589 among 888 projects
liave already got the loans. Loans arc informed mostly to be spent on the equipment and
machinery purchase and enhancement of produclion capacity. Better equipment and en-
hanced production capacity arc expected to create opportunities for Korean companies to
be licensing investors in a near future. Particularly, licensing of manufacturing processes,
technology procedures and producl samples of Korean firms in sectors included in the
program may be in a great need. The reason is that many Mongolian entrepreneurs have
experiences in manufacturing sector of Korea and have familiarity to Korean manage-
ment, and some ofthem even prefer Korean technologies.

Franchising: Recently, a number of Korean franchises have penetrated the Mongolian
market. Most of them are food franchises such as BBQ Chicken, TOMNTOMS and
Caffe Bean. However, disposal income per capita in Mongolia is increasing. People are
becoming more conscious ofwhere they shop, how they communicate, what they wear,
and what they eat.16As was stated in some sources “Mongolia, at the moment, is a blue
ocean for franchisers and foreign franchises penetrating the market can exploit first mover
advantages”.I7 Diversification in franchising sectors such as distribution and clothing
seems promising in Mongolia.

Financial leasing: Due to a development of mining and linked industries and the govern-
ment's initiatives for SME development (e.g. SME leasing program), a demand for ma-
chinery and equipment is increasing. But funding power of local firms lacks. Accord-
ingly, the financial leasing is becoming important and between 2007 and 2010, financial
leasing portfolio demonstrated ten-fold increase in the country.8As of the latest, in June
2013, a subsidiary company of Japanese Sumitomo Mitsui Banking Corporation, MG
Leasing Corporation and TDB Capital, a subsidiary of Trade and Development Bank
(TDB) of Mongolia launched a new company under TDB Leasing. The reason is many
mining machinery and supplies are imported from Japan and the trusted company to pro-
vide with financial leasing services is the most needed today in Mongolia. At present, the
Hyundai Glovis Holdings Mongol is making rental, sales and lease of heavy machinery

5 The government of Mongolia proclaimed 2014 as the Year of industrialization under “Let’s Create
in Mongolia” and in the frameworks, it was announced to support projects with purpose to replace
import products and increase exports, thereby 888 projects were selected that need (o finance from
proposed 1,151 ones. Editor, “Some Projects to Replace Import Products and Increase Exports will
Be Financed from Government Securilies Traded," In/oMongolia, June 4, 2 4.

B U.S. & Foreign Commercial Service and U.S. Department of State, Doing Business in Mongolia:
2014 Country Commercial Guide for U.S. Companies (Washington D.C: U.S. Department of
Commerce, 2013), pp.8-9.

7 Michcal Kohn, “Yum Plans to Open 15 KFC Rcstauranls in Mongolia within 5 Years,"Bloombcrj;,
May 30,2013.

B D. Jargalsaiklian, “Financial Leasing and its Framework,” Paper presented at the conference
organized by lhe International Finance Corporation (IPC) in Ulaanbaatar, 2010, p. 16.
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such as mining equipment and transport vehicle in Mongolia. Korean firms which ex-
port machineries and equipment can challenge financial leasing FDF not only in mining,
but also in manufacturing sector. It was informed that Mongolian SMEs benefit from
the SME leasing program prefer Korean machinciy and equipment. Further, there are

a number of local firms in 888 projects which desire to produce products using Korean
equipmentand technologies.

Strategic alliance (SA): As ofthe end 0f2010, there are 37 mining projects which Korean
firms take part in Mongolia. 7 of them are at the development stage and others are
at the prospecting and exploration stages.9The prospecting and exploration projects are
mostly ofa small scope and at their very initial stages. Korean firms’ FDI activities in
mining of Mongolia can be vitalized through SA.

As of April 2010,1,096 mining licenses and 3,659 exploration special licenses have been
issued in Mongolia.2D After the 2014 Minerals Law amendment, 106 exploration and
mining licenses are to be issued additionally. Many of Mongolian license holders lack
of technical expertise and financial strength. As that much there are opportunities for
Korean firms to explore and develop the Mongolian license holders’tenements through
SA. Korean firms can contribute funding and technologies and local license holders could

provide with in-country knowledge, local operational experience, know-how and con-
tactsand geological databases.

2. Korean FDI diversification in regions

Provinces with high competitiveness: In May 2014, Mongoliareleased the ‘2013 Compet-
itiveness Survey of the Mongolian provinces’. Competitiveness of 21 provinces of Mon-
golia were assessed through 4 categories (economy, governance and business efficiency
and infrastructure) and 180 criteria. As a result of the survey, provinces such as Orkhon,
Darkhan Uul, Selenge, Sukhbaatar and Govisumber have been assessed to have high
competitiveness besides Umnugobi, Domogobi and Tuv, the provinces which attract-
ed much FDI.2 Agriculture, manufacturing and heavy industry are developed in these
provinces and the provinces are linked with main transportation networks. The country
conducted the survey in the second year. Until 2012, the provinces’ competitiveness has
not been identified enough and this could have operated as the market failure. There are
new possibilities for Korean firms to work jointly with firms from these provinces.

Provinces with FDIprojects: Comparing to the previous years, FDI projects which can be
implemented in different provinces are being developed. Moreover, investment pronio-

e} (2011),o0p.cit., 158-165

2 Editor, “The Term of Prohibiting Issuing New Special Licenses on Mineral Resources Exploration
to Be Extended,” In/oMougolia, December 25,2012.

2 3w 3acrmilH 604M0oro, Opcosfgox 4YagBapblH cygrwraaHbl ToB (93BOYCT), AH.MryyabiH
opcengox yYagnapblH TalinaH 2013 (Ynaan6aaTtap: 9366OUCT, 2014).
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lional activities by provinces arc being organized. This is quite a new phenomenon. Most
recently, in October 2014 an Investment Fornm was held in Khovd province to introduce
the investment environment and investment projects in 5 provinces of the western part
of Mongolia (Bayan-Ulgii, Khovd, Uvs, Govi-Altai, Zavkhan).2 Investment projects
introduced relate to mining, infraslnicture, agriculture, manufacturing and construction
sectors, which Korean firms arc interested in investment. 16 memorandums of under-
standings (MOU) were signed between local governments and investors from China and
Russia.

Free zones: In June 2 4, a draft of the amended Law on Free Zone of Mongolia was
submitted to the parliament of Mongolia. Some main issues of the draft are the develop-
ment of new manufacturing and trading sectors in the zones (Altanbulag FTZ, Zamiin
Uud FEZ, Tsagaannnur FTZ), designation ofnew zones and development ofzones’ infra-
stincture by PPP (public private partnership).ZThis, on the one hand, can be an opportu-
nity for Korean firms which have much experience in the zone development, to participate
in the zone development. On the other hand, this can be an investment alternative for
the Korean market and efficiency-seeking investors. The zones are located on borders of

China and Russia and offer a package oftax and non-tax incentives.

3. Korean FDI diversification in sectors

Import substitution industry (Oil refinery sector): Mongolia imports oil by 100 percent.
But, due to oil price fluctuation and foreign exchange burden, a domestic oil production
becomes a challenge of the country. Mongolia thus included oil refinery construction in
the ‘List of Initial High Priority Large Projects to be Announced to Foreign and Domes-
tic Investors by Government’and adopted the State Policy on it to be constructed by PPP.
Besides, Mongolia offers incentives for oil refining firms through the new Investment

Law and Petroleum Law.

Meanwhile, Korean firms have shown interest in the sector, but there are poor achieve-
ments. In May 2008, ENF Mongolia Oil Co., the Korean invested company, signed on
MOU with the government of Mongolia on an oil refinery investment project. But, still
the investment project has not been implemented. Large corporations such as SK Ener-
gy and Hyundai Oil Bank established MOU on oil exporting in 2011-2012 and made oil
exports. Korea has competitiveness in the oil refinery sector and the sector is recently
facing surplus supply ofoil products. A global recession, the US shale gas revolution and
expansion of oil refinery technologies in Asian countries are main reasons. Escape from
2 Xepouro opyynantblH rasap, “Kapyyii 6ycag XopoMro opyynaryjbiv 0/i0H YACbIH 4yynra yynsant
2 4,7 2 4 ombl HO-p capbiH 30 ogop. htlp://investmongolia.gov.mn/?p= 1454 (searched date:
January 19, 2015).

23 “YoneeT 6ycMHN Tyxalh XyynHWH Tocauur oprom 6apHB,” h«p:Avww.parliamcnt.mn/ news/open/
categories/30/pages/14565 (searched date: September 29, 2014).
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such a crisis isneeded. Korean firms entry into the Mongolia oil refinery sector in this
very period could become atimely FDI option.

Building walerials sector: Beside the government’s infrastructure development projects,5
housing projectsX®are currently underway and the demand for building materials is con-
tinuously increasing. Mongolia imports most building materials from China, There are
raw materials in Mongolia to manufacture building materials, but capital lacks. The ma-
jority of 888 projects are projects which applied for financing for the building materials’
production. From this, the needs for FDI and FDI opportunities in the sector can be real-

ized. At present, Mongolia provides foreign investors with incentives during the building
materials’ factory construction period.

A number of Korean firms invested in the construction sector of the country for the last
years.Zf However, FDI by Korean firms in the building materials sector is almost inexis-
tent. There could be synergy effects in market expansion and efficiency increase if Korean
firmsmake a ‘buildingmaterials+construction’package FDI. However, when see from the
‘Forum on FDI and New Technologies in the Mongolian-Korean Construction Sectors’
held in Seoul in March 2014, an interest of the Korean side participants (about 150 Ko-
rean firms) still prevails in the construction sector.

Foodandconsumerproductssector. About 90 percent ofproducts consumed in Mongolia
are imported. Although the country’s market is small, it can be viewed as to have the
market demand for substituting products for these import products. Among 888 projects
757 are import-substitution projects including projects for supplying the domestic food,
textile and garment, and consumer products markets beside the building materials. Mar-
ket research was conducted for most of these projects and the projects are expected to
contribute to a decrease in the country’s import. There have been left hundreds ofsimilar
projects that could not have been included in any financing from the government. It can
be interpreted as that much there are FDI opportunities for Korean firms in these prod-

ucts* sectors.

The sectors are those which Korean firms have competitive advantages. Korean firms
can possibly make FDI1 in the sectors with a ‘dual business strategy’. This is to supply the
domestic market and export to the US, EU and Japanese markets. Mongolia is benefited
with tax favors when export the products to 37 developed countries (National Chamberof

2 « 2014 9 11 . http://www.etnews.
com/2014091MKHKO165 (searched date: December 28, 2014).
5 New railroad’ project, ‘New airport project, 'Regional road development' project and 'Regional

logistics development' project are currently under construction.
% MoHron ¥ncelH Nx Xypabin Tortoon, ‘LLUMH3 6yT33H 6Gallryynant’ gyug XyrayaaHbl 30pHATOT

xoTon6op 6atnax Tyxall, gyraap 36,2010 1bl6-p capbin 25 ogop.
11 FDI projects by Halln Construction, llson Construction, Lotte Construction and Samsung C&T are

typical cases.
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Exportpromotion indusUy (Light industry sectors): According to the “Basic Guidelines
for the Development of Production and Technology Parks”, 10 production and technol-
ogy parks (PTP) in the light industry are now to be built in Mongolia.® In July 2014, a
development oftwo more PTP (the leather products PTP in Emeeltand building materials
PTP in Nalaikh) was decided to be financed by the government budget.30The parks are to
convert agricultural and other raw materials to intermediate and end products and export
abroad.

The parks provide investors with generous tax incentives. Development of PTP could

be accepted by Korean manufacturers as a chance to exploit comparative advantages of
Mongolia, or to involve the country in their international production chains (e.g. inbound

logistics and operation).

4. Korean FDI diversification in size

Heavy' industry development projects., Mongolia is planning a development of parks for
a production of higher value added mining products and increase of mining export items.
According to the Mongolian government “the research phase ofSainshand heavy indus-
trial park is to be completed by June 2014, and development contracts are to be signed by
the end 0f2014. The development of the park is to begin in 2015 and be completed by
early 2018.73L Except the Sainshand industrial park, there are 6 production and techno-
logical parks (PTP) in heavy industries, where Korea has an industrial competitiveness,
planned to be developed.® These are the Darkhan steel products PTP, Erdenet copper
smelting PTP, Baganuur coal-chemical complex, Choir metal processing PTP, Domod
zinc and oil processing PTP and Southern regions’ PTPs (Tavantolgoi, 0>o0i Tolgoi, Nariin
Suhait) and a development of some ofthem was included in the “2009-2019 Industrializa-
tion Program”.

New railroad construction project: In October 2014, the parliament of Mongolia ap-
proved the “Measures on the State Policy on the Railway Sector” and a debate on the

28 MOHronbLW YMA3CHUIA Xyaangaa ax yungsapul W Tauxum, “IKCNopTbiH ron 6apHMT 6UYHT 6010X
rapan yYyCnuMnH rapuunnras, TYYMH» 0N0u yncbin ad xonéorgon,” Export, 2013 oHbl gyraap 1, 3-4
HYYP.

29 MoHron YncblH Nx XypnbiH 2003 1bl54 gyra  TOrTOO/bIH XaBCpanT, “YWnaBapaan, TeEXHONOrniiH
napk 6anryymK, XoNKyyaax yHACIM YHIN3A”,

D D UwmitcnannitH 3acar gaprbiH Tamrilw rasap, “HtlcnsnH»H 3acar [Japra 6orooj YnaaH6aatap

XOTbIH 3axHparunlw 2013-2016 oHbI yitn axxHANaraambl XxoTon6op™, 2012; Mouron yncbin 3acrmHH

raspbiH TOrTo0/, “ApbC WMPHUN YIANAB3IPA3INAN Tanaap anax 3apHM apra X3MXX33HUH Tyxal T\

2013 oH 7-p capblH 6 efep.

Shen Qing, “Mongolia to Build Heavy Industrial Park,” Xinhua, January 29, 2014.

MoHron yncbim 3acrHiim raspbi 2011 oHbl 104 Ayrasp TOrTOOMbIH 2 gyraap XxaBCcpanT, *'Xyug

VANAB3PMSNNAH  UYMIN3N33p banryynax yingnapnsn, TexHanoruiiH napkHW 6aipLluHn, ymn

aXunnaraanb! 4unrnan’.

@ @
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railroad gauge of 1,800 km railroad (among 5,600 km railroad) in the southern and east-
ern parts ofTavan Tolgoi deposit wassolved. Now, a railroad construction is to be started.
The government is seeking further investment sources for the completion of railway proj-
ect. Notable major corporaMons, banking and financial organizations are welcomed to
participate in this railroad construction as well as other industrial development projects.3l

Megaprojects financing: As ofAugust2 4,6 top foreign banks have opened the repre-
sentative ofliccs in Mongoliawand provided domestic firms with financial services up to
USS 200 million. Many requests for long-term loans are being made to these represen-
tative offices for mega projects’ implementation in the country. For instance, as of May
2 4 about 40 big corporations in Mongolia have requested for loans amounting to USS
3 billion from the representative oflice of the Bank of China (BOK).3% Further, BOK
and Sumitomo Mitsui Banking Corporation announced their interest to provide the coun-
try”™ mega projects in infrastructure and mining with financial services. A high demand for
mega projects’ financing can be accepted by Korean banking institutions, which pursue
an overseas market expansion due to the domestic market saturation and pierce competi-
tion, as a market expansion chance (See Table 1and Appendix 1).

3 D. Bilguun, “D. Gankhuyag: Wang Yi’s Visit will Strengtlicn Mongolia-China Relation and Cooperation
The UB Post June 27,2014.

w Those are the European Bank for Reconstruction and Development, 1NG, Standard Chartered
Bank of Tokyo Mitsubishi UFJ, Sumitomo Mitsui Banking Corporation and Bank of China.

3 b.orwnrnsH, “XatagblH 6aHKHbI canb6ap MoHrong op>x mMpax 6onantoH ” NNews, 2014 oHbl 6-p
capbiH 16 ogop.
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Tabic 1. FD1 diversification opportunities for Korean firms in Mongolia

Mongolia's
rccenl
policy on
FDI
promotion

) .

Actual
condition of
Korean FDI
in Mongolia

(B)

FDI
opportunili
es for
Korean firms
(C=A-B)

Diversification of
FDI form

To promote FDI,
Mongolia allows a
variety of FDI
forms: WOC, JV,
purchase shares,
bond/ debentures
and olhcr lypes of
securities, M&/,
concession, product
sharing, marketing
and management
and other agree-
ments,
financial leasing or
franchise and other
possible forms.

WOC and JV are
the
most taken forms.
Other forms were
less taken.

There arc FDI
opportunities
through M&A,
licensing,
franchising,
financial leasing,
concession
agreements and
SA.

Regional
divcrsificaiion nr-
FDf

Mongolia is
promoting FDI in
its different
provinces and
taking various
measures
to enable foreign
investors to
exploit compar-
ative
advantages of the
country.

Korean FDI has
been concentrated
in Ulaanbaalar and

some provinces

(mostly Uvs,

Umnugovi and
Domogobi) with
mining resources.

FDI opportunities
exist in other
provinces with
high competi-

tiveness,
provinces with
FDI
projects and free
zones.

Sector
diversification of
m i

Mongolia is laking
various measures
to promote FDI
particularly in its
economic
diversification
sectors.

Korean FDI has
been made in only
a few sectors
including
mining-geology,
wholesale and
retail sales,
construction and
service sectors.

FDI opportunities
exist in the
export-promotion
and
import-substitution
industries: oil
refinery, building
materials, food and
consumer prod-
ucts*
sectors.

3. FDI diversification strategies and fit between strategies:

Win-win economic cooperation

rmplementatinn
size diversification
of FDI

Mrmgolia is taking
various measures
to promote all
small, medium and
large-sized
investors in the
country.

The majority of
Korean investors
are SMEs. Some

larger compa-
nies involved in
construction and
telecommunica-
tions. The largest

groups
are exploring
investment

opportunities.

There are
increasing FDI
opportunities

for Korean large
corporations in the
country’s mega
development
projects: heavy
industry
development
projects, new
railroad
construction
project and the
projects’ financing.

Source: by author.

It is expected that through these diversification options, on the one side, Korean firms

belter exploit their competitiveness in the country and succeed in more source diversifi-

cation of resource imports, wider market expansion, less production cost and more infra-
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structure development participation. On the other side, Korean FDI diversification is of
greater importance in Mongolia.

Economic diversification, mining and infrastructure development of the country can be
accelerated. Ultimately, through Korean FDI diversification in the country, there seems
to be an economic cooperation encouraging Korca-Mongolia win-win relations. How-
ever, it is hard to expect a win-win cooperation to be established automatically with only
proposed options. Having the well-defined Korea’s FDI strategy in Mongolia and the
Mongolia’s FDI promotion strategy for Korean firms is important. However, as of to-
day it is hard to see that there exist any FDI strategies between two countries, in the true
sense. This could become obvious from recent events between two countries such as
the Korea-Mongolia economic forum held in Seoul in June 2014, the Mongolia-Korea
Economic Forum held in Ulaanbaatar on 11-12, August 2014 and the visit of the Korean
foreign minister Yun Byung-Se in Mongolia on 25-27, August2014.

To better exploit their competitiveness, expand the market and extensively diversify
sources ofresource import, it will be needed for the Korean side to develop its FDI strat-
egy in Mongolia. The strategy should fully reflect an interest of the Korean side. Issues
about how to exploit its competitiveness in what sectors and regions ofthe countiy and
through which FDI forms could be dealt in the strategy. Likewise, to use Korean FDI in
the country’s economic diversification and development of its mining and infrastructure
sectors effectively, the Mongolian side should develop the strategy about how to use
Korean firms’competitiveness in which sectors and regions throughwhat FDI forms (See
Table 2).
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Tabic 2. FDI diversification strategies and fit between strategies of two countries

Strategic Issues in the Ko-
goals of the rea's FDI strategy in
Korean side M igolia (interest/

concern)

How to exploit the
competitiveness of its
firms in which sectors
(e.g. export promotion
and import substitution
sectors) of Mongolia?
How to exploit the
competitiveness of its

Market firms in FDI in which
expansion; regions (e.g. provinces

Source of high competitiveness,

diversification provinces with  FDI
of resources’ projects and free zones)?
import;
Mining Which FDI forms (e.g.

development; M&A concession
Infrastructure

development

agreement, product
sharing agreement
franchising,
participation licensing, financial
leasing

and SA) to take?

In which projects its
large corporations to
make FDI? What favors
are needful from the
Mongolian govern-
ment?

Fit Issues in the Mongolia’s
between strategy to promote Ko-
strategics  rean FDI in the country

(intcresi/conccm)
How to use the
Competitiveness of
Korean firms in which
sectors (e.g. export
promotion and import
substitution sectors)?
How to wuse the
competitiveness of
Korean firms in which
regions (e.g. provinces
of high competitiveness,
with FDI
projects and free zones)?

provinces

To use which forms of

concession agreement,

Product sharing
agreement, franchising.

licensing, financial

leasing and SA) in
which sectors?

How to use Korean
large corporations’ FDI
in which investment
projects? What favors
it could offer quid pro
quo?

Strategic goals
of (he Mongo-
lian side

Economic
diversification;

Development of
Korean FDI (e.g. M&A, mining

and
infrastructure

Source: by author.

However, when a strategy is developed, a fit of strategies of two sides based on a flill
consideration ofeach Other’s strategies will be crucial if both Korea and Mongolia are to
benefit from FDI diversification. That is, the two sides possibly reach their strategic goals

if they manage to fit their strategies in a direction to be mutually beneficently implement-
ed. Ifefforts on the fit between strategies are not made, then there is high probability that
a lose-lose situation occurs between two countries. Without a proper fit, the Korean side
cannot exploit its competitiveness effectively in the country and the Mongolian side can-
not benefit enough from the diversified FDI of Korea. That is, both sides will less benefit
from FDI. If the Korean side develops its strategy without much consideration of the
Mongolian side interest, then the benefits that the Mongolian side gets from the Korean
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FDI will be less. That is, there could bcawin-lose situation. On the opposite, if the Mon-
golian side develops FDI strategy with poor consideration of the Korean side interest,
then chances for the Korean side to fulfill its interest in the country could decrease and
the Korean side less benefits from its FDI. In other words, a lose-win situation may occur.
However, if the Korean and Mongolian sides link the strategies and find an integrated
solution io the strategy implementation, then the both sides can maximize their benefits
from FDi. That is, there will be a win-win situation to secure the successful achievement
ofthe two sides’strategy goals. Development of the well-defined FDI strategies of Korea
and Mongolia and a filbetween them are, therefore, the urgent challenges oftwo countries.

The nearest period that two countries can challenge the strategy could be a meeting of
the IKorea-Mongolia Joint Committee’, the first cabinet ministerial-level regular consul-
tative group between two countries. The committee has been planned since 2011. During
the President Lee Myong-Bak’s visit in Mongolia in August 2011, two sides agreed to
examine a need ofthe committee within the context ofthe ‘Comprehensive Partnership’.

The committee’s role is to make coordination on two countries’ cooperation. However,
the committee still has not been set up. At the latest, during the visit of the Korean for-
eign minister Yun Byung-Se in Mongolia in August 2014, the committee was discussed

to be set up soon and deal with issues on two countriesSeconomic cooperation including
Korean FDI in Mongolia.

4. Conclusion

This study has analyzed the ways that Korean FDI in Mongolia can be diversified. Ko-
rean firms’ FDI diversification is highlighted within the context of the recent FDI policy
of Mongolia and a special attention is paid to a comprehensive approach to Korean FDI
diversification possibilities. As aresult ofthe study, Korean FDI was found to be possibly
diversified through four ways: diversification of form, sector, region and size. First, there
are opportunities for Korean firms to diversify their FDI through forms such as M&A,
concession agreement, product sharing agreement, licensing, financial leasing and SA.
Second, opportunities exist for Korean firms to make FDI in provinces with high com-
petitiveness and FDI projects, and where Free Zones are developed. Third, diversification
opportunities exist for Korean firms in export promotion and import substitution sectors.
Sectors such as oil refinery, construction materials, and consumer and food products were
spotted. Fourth, the country’s high demand for heavy industry development and financ-
ing of mega-projects are good opportunities for Korean firms to be more diversified in
their size. Based on the Korean firms’ competitiveness, experience, familiarity and the
preferred status in Mongolia, the diversification of Korean FDI through the above options
seems to be available. It should be noted, however, that some of the upper options could
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be hardly be taken in the short term as they arc still on the plan stage. Also, it could be
somevvhal hard to take some of the options in the short term due to the country’s invest-
ment environment backwardness.

Further, a successful diversification of Korean FDI in Mongolia was expected to be a
prerequisite ofa win-win economic cooperation between the two countries. Thus, a strat-
egy with fit of two countries on Korean FDI diversification was principally proposed,
and ‘Korca-Mongolia Joint Committee’soon to be set up seems to be the most proper for
strategy development due to its role, scope and discretionary power.

The study has implications for researchers. It enables the studies to further cover an ex-
pansion of FDI, and in particular, and the perhaps most importantly, making a suggestion
related to a wider scope of the Korea-Mongolia economic cooperation. The wider eco-
nomic cooperation can be stretched to a better economic development and cooperation
in the N 'theast Asia. It also has implications for practitioners. If Korean firms are able
to ascertain a wider scope ofFDI activities, then their investment plan can be better estab-
lished and effectively implemented. It also has implications for policy. If policy makers
are able to ascertain a wider scope ofeconomic cooperation, then the policy for two coun-
tries’cooperation can be betterdeveloped and implemented.

Although the analytical approach represents an important contribution of this study, the
study can be considered preliminary, necessitating considerable additional work. Indeed,
it may be argued that further research on the diversification of Korean FDI in the coun-
try would be extended to the implementation process of diversification. This study also
suggests that there is an acute need to develop more refined FDI diversification analytical
frameworks that assess the Mongolian FDI policy and its relevance to Korean firms’
competitive advantages. In addition, future studies should conduct more detailed exam-
inations of possible links between Korean outward FDI policy and Mongolian inward

FDI policy.
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Appendix 1. Policy sources of FDI diversification opportunities

pDI diversification opportunities

Mergers and acquisi-
tion

Product sharing agree-
ment

Concession agreement

Financial leasing
Form

Franchising

Licensing

Strategic alliance

Provinces with high
competitiveness

Provinces with FDI

Region projects

Free zones

Import substitution
industry: Oil refin-
ery sector

Sector

Import substitution
industry: Building
materials sector
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Policy sources of FDI diversification opportunities

- Stale Privatization Basic Guideline for 2014-2016 (Jun2 4)

- Petroleum Law of Mongolia (Jul 2 4)

- Concession invitation by the MEDM in energy (Jun 2014)
education (Jun 2 4) and road construction (Apr 2014)

-SME leasing program (since 2 0)
*Export Promotion and Import Substitution Industrialization
Program (EPISIP) (Jan 2 4)

« Increase in disposal income
- Changes in the consumers’ consciousness
- First mover advantages

- Better equipment and enhanced production capacity of local
firms involved in 888 projects of EPISIP

- 1,096 mining licenses and 3,659 exploration special licens-
es (as of Apr 2010)
-The amended Minerals Law (Jul 2014)

- 2013 Competitiveness Survey of the Mongolian provinces
(May 2014)

- FDI projects at the provincial level (since 2014)
- FDI promotional activities by provinces (since
- 2014)

- Draft o f the amended Law on Free Zone of Mongolia (Jun
2014)

- List of Initial High Priority Large Projects to be Announced
to Foreign and Domestic Investors by Government (2008)

- State Policy on PPP (Oct 2009)

- Petroleum Law of Mongolia (Jul 2 4)

- Investment Law of Mongolia (Oct 2014)

- Housing projects in the New Development Project (2012
-2016): Cities project

100.000 apartment units project

1.000 apartment units in each province project

- Investment Law of Mongolia (Oct 2014)



Import substilution -757 import substilution projects in EPISIP (May 2 4)

industry: Food and -Needs for the import-substituting products
consumer products
sector
Export promotion in- - Basic Guidelines for the Development of Production and
duslry: Light industry Technology Parks (I'TP) in Light Industry (2tb)3)
sectors - Some Measures of the G. jmment Related to Leather Man-

ufacturing (Jul 2 3)
- The Action Plan of (he Capital City Governor and Ulaan-
baatar Mayor 2 3-2 6 (2 2}

Size Heavy industry de- - Direction on Activity and Location of PTP in Heavy Industry
velopment projects 2 1
-2009-2019 Industrialization Program (Sep 2009)
New railroad con- - Measures on the State Policy on the Railway Sector (Oct
struction project 2014)
Mega projects’ financ- - Mega projects in mining and infrastructure of Mongolia
ing

Source: by author.
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