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Mongolia ahead of the 2016 legislative elections
The elections to Mongolia's unicameral State Great Khural scheduled for 29 June 2016 will be held
amidst a serious deterioration of the country's macroeconomic indicators caused by domestic and
external factors. There is widespread voter scepticism as regards the ability of the national political
elites to curb rising unemployment and poverty which affects a third of the population, as well as to
eradicate pervasive corruption. The new election arrangements suggest a two-horse race between
the ruling centre-right Democratic Party and the opposition centre-left Mongolian People's Party.
To support Mongolia’s fragile democracy, sandwiched between authoritarian China and Russia, the
European Parliament is sending a delegation to observe the elections.

Mongolia's political landscape
In the wake of Mongolia's transition from a communist one-party state to a multi-party democracy in 1990,
two parties have emerged as the key political forces which have alternated or joined forces in coalitions. The
former Marxist-Leninist Mongolian People's Revolutionary Party (MPRP) lost part of its membership in 2010,
when the majority of its members decided to drop their socialist 'revolutionary' ideology to become the
centre-left Mongolian People's Party (MPP). A breakaway minority opposed the name change and created a
new MPRP then chaired by former President Nambaryn Enkhbayar, convicted of corruption in 2012 and a
major proponent of renegotiating resource deals with foreign investors. The second party dominating the
country's political landscape is the broadly free-market centre-
right Democratic Party (DP) which emerged from a 2000 merger
of five small parties and has gained traction ever since. In 2009,
the DP saw its candidate, Tsakhiagiin Elbegdorj, win the
presidential elections. He was re-elected in 2013 for a second and
last four-year term.
The 2012 elections of the State Great Khural's 76 members for a
four-year term introduced electronic voting to avoid vote-rigging
and applied a mixture of majoritarian (48 seats by public vote in
multi-member constituencies) and proportional representation
(28 seats from party lists). A 20% quota set for women resulted in
a female representation of roughly 15%. Based on strong anti-
corruption rhetoric, the DP gained for the first time the largest
number of seats, with the MPP, which ran on an anti-foreign
investment platform, turning into the major opposition party.

Sources of political and economic instability
The fragile coalition government formed by the DP with the Justice Coalition, an alliance between the new
MPRP and the Mongolian National Democratic Party (MNDP), as well as the Civil Will/Green Party (CWGP),
has witnessed major instability. The prime minister, coalition partners and ministers have changed, mirroring
not only DP political infighting but also the incompatibility of approaches inside the coalition to key issues
such as natural resource management. Political instability is rooted to some degree in the constitutional
distribution of powers as amended in 2000. MPs hold strong powers over the executive, as only a simple
majority is required in a no-confidence vote to dismiss the government. The large number of MPs that
routinely act simultaneously as ministers challenges an effective system of checks and balances between the
legislature and the executive. Given that laws may be passed by a small quorum of 20 MPs, theoretically the
cabinet may adopt laws with the support of only a few MPs, enhancing the unpredictability of the regulatory
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environment. Constitutional amendments to enhance political stability were submitted during the outgoing
legislature, but failed to be considered. Mongolia's over-reliance on mineral exports – of which more than
90% go to China – as well as its ensuing strong exposure to the volatility of global commodity prices have had
a severe impact on its macroeconomic stability. The nominal public debt-to-GDP ratio rose from 31% in 2010
to 77.4% in 2014 and external debt soared to 187.3% of GDP in 2014 up from 99.3% in 2012. Mongolia has
missed opportunities during the past mineral resources boom to diversify its economy and to channel
abundant mining income into financing vehicles to support the country's sustainable development during
bust cycles. Instead, it has provided cash handouts to its population from the Human Development Fund.

Shaping a balanced regulatory framework for foreign investors
The rapid economic downturn from unprecedented GDP growth of 17.5% in 2011 to forecast modest growth
of 0.1% for 2016 has been frustrated by a series of stalled disputes between the government and foreign
investors on high-profile resource-related business deals. These disputes have showcased the country's
difficulty of striking a balance between growing resource nationalism which advocates greater state
ownership and control over the resource wealth, as well as better protection of the environment and
traditional nomadic pastoralism on the one hand, and foreign investors' interest in legal certainty for the
development of discovered, owned or licensed resource deposits, on the other. These disputes have most
often been triggered by laws adopted since the mid-2000s, testifying to a shift from a pro-privatisation and
pro-foreign investor stance in the 1990s based on a liberal regulatory framework towards restricting foreign
direct investment (FDI) and increasing the state's mining income through higher taxes and royalties, the
withdrawal of licences, and the imposition of a minimum state equity or expropriation. These prominent
cases have entailed a loss of investor confidence and a sharp decline in FDI from US$4.7 billion in 2011 to
US$384 million in 2014. The DP-led government has worked towards a better investment climate by
adopting in 2013 a new investment law which upholds approval rules for foreign state-owned enterprises
(SOEs) but removes all such restrictions for foreign private investors. In 2014, amendments to the 2006
Mining Law, lifting a 2010 licence-issuing moratorium, and a minerals policy were adopted, being broadly
foreign investor-friendly but confirming a minimum state equity requirement for strategic mining deposits.

A two-horse race towards where?
After an April 2016 Constitutional Court decision invalidated the 2015 election law’s proportional part of the
voting regime, the State Great Khural changed this law at short notice in May 2016. All 76 MPs will be
elected directly by 1.9 million Mongolians using a first-past-the-post voting system in 76 newly demarcated
single-mandate constituencies. The 30% quota of female candidates was lowered to 20% and 150 000
Mongolians living abroad will not be able to vote as they are not registered in a constituency. According to
an interim report by the election observation mission of the Organization for Security and Co-operation in
Europe's Office for Democratic Institutions and Human Rights (ODIHR), these changes and the General
Election Commission’s admission practice have led to a fragmentation of smaller parties. Several MPRP and
CWGP members defected to the MPP and the DP respectively. Given that a MPP/MPRP election alliance has
not materialised, the DP, despite being blamed for the dismal economic situation and its failure to tackle
endemic corruption, could capitalise on the split opposition vote. However, in a March 2016 poll, the
Mongolian public, broadly pessimistic regarding the country's current direction, ranked the MPP as the party
best able to solve national problems, with 14.6%, followed by the DP with 11.1% and the MPRP with 6.8%.

EU-Mongolia relations
Whatever the election outcome, Mongolia's 'third neighbour policy' of keeping its economically and
politically dominant neighbours, China and Russia, equidistant – by diversifying its economic partnerships,
pursuing a neutrality status and a multilateral defence policy and increasing its stake in regional fora such as
the Asia-Europe Meeting (ASEM) which it will host in July 2016 – will remain the basis for EU-Mongolia
relations. The 2013 EU-Mongolia Partnership and Cooperation Agreement (PCA) opens opportunities to
enhance so far modest bilateral trade and investment relations and cooperation in areas such as renewable
energy, agriculture, IT and urbanisation. In 2014 the EU-28 was Mongolia's third largest trade partner (5.3%
of €8 billion in total trade) after China (65.7%) and Russia (15.3%). EU-Mongolia development cooperation
focuses on sustainable development and good governance. Due to Mongolia's strategic importance as a
fledgling democracy, the EP will observe the June 2016 elections. The EP delegation, led by Laima Liucija
Andrikienė (EPP, Lithuania), will be integrated into the OSCE/ODIHR long-term election observation mission.
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