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Where Did All Of The Mongolia Bulls Go? 
 
 
Back in 2011, you couldn’t open a financial publication without reading about the growth prospects of 
Mongolia. It was the new frontier, the fastest growing economy in history—from nomad to space age in a 
decade—an investment mecca for every hedge fund and macro tourist. All of this growth was being powered 
by massive new copper and coal mines, right on the Chinese border, many of them larger than the Mongolian 
economy itself. As far as investors were concerned, the country was pure upside — certain growth in an 
uncertain world. 
 
A lot can change in two short years. Today, Mongolia is nearly a pariah in the investment community. Very 
public disagreements with Rio Tinto, the country’s largest foreign investor, have scared off FDI, which is 
down 42% year over year. It seems that every investor fears the worst, yet few know any of the actual facts 
about Mongolia. Despite the anxieties of investors, not much has changed from their original thesis back in 
2011—except the prices of assets, as the GDP is still growing at double digit rates. Meanwhile, the MSE 20 
Index (in local terms) has declined a full 60% from the peak while the Mongolian Togrog has declined a third 
from its peak in 2011. If you want exposure to the fastest growing economy in the world, now is the time to be 
a buyer as the thesis is very much still intact and the valuations are depressed. 
 
Mongolia: The Facts 
 
Mongolia is a country roughly the size of Western Europe with 2.9 million people and a 2012 GDP of $10 
billion dollars. It also happens to be fabulously wealthy in terms of mineral resources. While accurate data is 
impossible to come by, it is assumed that there is over $2 trillion worth of stuff in the ground and every year, 
new discoveries are made. An added bonus is that Mongolia shares a 4,677 kilometer border with China, the 
world’s biggest consumer of raw commodities. Unfortunately, Mongolia hasn’t exactly excelled at turning 
mineral wealth into economic wealth—though it hasn’t failed at this either. 
 
In economic terms, Mongolia is about the same size as Fargo North Dakota. That means that small 
investments, in the global context, can create huge changes in the overall GDP. To illustrate this point, the Oyu  
Tolgoi copper mine, being built by Rio Tinto, will produce approximately $7 billion worth of copper and gold 
each year, by the time it reaches full production scheduled for 2021. By comparison, the country’s total GDP 
was only $4.6 billion when mine construction began just 4 short years ago. Powered by this mine, and a 
handful of others, the country’s GDP has averaged a double digit annual growth rate for most of the last 
decade, making Mongolia one of the fastest growing economies on Earth. 
 
Of course, Oyu Tolgoi isn’t the only mine in Mongolia. There are dozens of other, smaller mines and many of 
these are either already producing, or soon will be looking to begin production. When you think about bulk 
commodities, it all comes down to transport cost. Why does iron ore originate in Brazil, get on a boat, go 
through the Panama Canal, travel 10,000 miles to a Chinese port, get on a train and then end up in a Chinese 
steel mill that is probably a few hundred miles south of Mongolia? Why are guys in Australia making 
$200,000 each year to mine coking coal? Mongolia has plenty of both. It just lacks capital and the political will 
to build a rail spur from their mines to the Chinese steel mills. I don’t know when this supply chain will be 
built—I just know it will be. Economics works that way. Low cost suppliers eventually get the capital 
investment that they need and resource extraction involves deploying huge quantities of capital. The corollary 
to this is that when investors are scared, the spigot on that capital closes. 
 
 



	   	   	  
	  

	  
	  

Where Is The Love? 
 
It all started with Chalco’s bid to acquire control of SouthGobi Resources’ coal assets. Keep in mind that 
Mongolia was a Chinese province less than a century ago. Mongolia remains terrified that China will reexert 
control over it. China buys the vast majority of the coal that Mongolia produces. Winsway Coking Coal, a 
Chinese company, is already a substantial player in buying and transporting Mongolian coal. Mongolia was 
petrified that if the Chinese added production capacity, they would control the entire supply chain in a very 
critical national industry. 
 
Playing to nationalistic sentiments, weeks before the parliamentary elections, Mongolia’s politicians passed the 
ill-‐advised Strategic Entities Foreign Investment Law (SEFIL) which in an instant both confused and scared 
foreign investors while canceling any ability for Chalco to gain control over SouthGobi Resources. The law 
mandates parliamentary approval for any foreign investment of over $75 million or any investment that targets 
a number of strategic sectors, including mining. The Mongolians closed the spigot on themselves! 
 
Let’s Talk Turquoise 
 
Turquoise Hill (TRQ: NYSE) is the owner and operator of the Oyu Tolgoi copper mine. TRQ is 51% owned 
by Rio Tinto and 49% owned by minority shareholders. Almost since inception, TRQ has had “troubles” with 
the government and it will continue to have “troubles.” Nothing this large can happen in any country without 
constant government involvement, especially when the government owns 34% of the mine. The latest set of 
“issues” relates to cost overruns that exceed the original feasibility study. TRQ has a document that very 
clearly states what they owe the government and that the government will receive 34% of the dividends after 
TRQ has recouped all of its original investment plus interest on carrying the cost of the government’s 34% 
stake. Like all mining projects, Oyu Tolgoi is over budget. This means that it will take longer for TRQ to 
recoup their investment and for Mongolia to see dividends— possibly decades longer than expected. The 
government of Mongolia is quite naturally annoyed by this. The fact that the two sides cannot even agree on 
the size of the cost overrun, shows the difficulty and confusion that has marked the existing relationship 
between the two. In the end, both sides will reach a compromise—they will each give something up—they 
have no choice. Despite a lot of heated rhetoric in the foreign press, the mine has moved forward and started 
shipping copper this July—production will ramp up rapidly from here. 
 
The government of Mongolia has not changed any of the agreements governing the mine. Unless TRQ does 
something extremely foolish, the odds of a substantial change to the tax regime or the mine being nationalized 
are about the same as me growing a tail. Mongolia needs foreign capital and everyone in the country knows it. 
 
No discussion of Turquoise Hill is complete without stating the obvious. There are persistent rumors that Rio 
Tinto has wanted to increase its ownership in TRQ from 51% to a much larger number. Over the past two 
years the squabbles with the government of Mongolia have cut almost 75% from the market cap of TRQ. 
While I won’t accuse anyone of foul play, a lower market cap certainly plays into Rio Tinto’s hands as they 
dilute current shareholders and increase their ownership. 
 
Here Comes The Solution 
 
The guys running Mongolia today aren’t stupid. Many of the elected government officials went to Western 
universities. They understand the direction that they wa\\\\nt the country to go in. In late June, the presidential 
elections were held—the pro-‐business, incumbent won. The Democratic Party now controls the presidency and 
parliament, which makes for efficient government. After the elections, the nationalist rhetoric is dying down 
and politicians are getting back to the work of governing, instead of campaigning. In the past few months, the 
government has; 
 

• Passed the securities markets law, which will substantially modernize the financial markets 



	   	   	  
	  

	  
	  

• Initiated an 8% mortgage program which provides 20-‐year mortgages at 8% fixed rates to home 
buyers (previously mortgages were for 5-‐10 years at 17-‐20%) 

• Made substantial changes in administrative functions to reduce government bureaucracy 
• Embarked upon an aggressive anti-‐corruption campaign that has real teeth 
 

The government is trying to repair its public image. The new head of the company that owns Mongolia’s stake 
in Oyu Tolgoi will soon visit London to restart the government’s relationship with investors, including Rio 
Tinto. 
 
Finally, and most importantly, it is expected that SEFIL will be substantially modified in September along with 
a new streamlined foreign investment law that further increases foreign investors’ rights. According to the 
World Bank’s 2013 ease of doing business survey, Mongolia now ranks 76th in the world, ahead of countries 
such as Barbados (88), Uruguay (89) and China (91). It’s getting better from here. Mongolia is now re-‐opening 
the spigot and it’s going to gush. 
 
If You Blinked… 
 
While investors focus on the Turquoise Hill disputes, they are missing the bigger picture. In the first half of 
2013, Mongolia’s GDP grew by 11.3%. Inflation is finally coming under control at just 8.3% as of July. More 
importantly, big investors have not been scared off by jaundiced articles in the business pages. In August, 
POSCO announced that they will build a $2 billion dollar coal to liquids facility while GDF Suez SA was 
selected to build a new $1.2 billion dollar coal power plant for the capital city of Ulaanbaatar. $3.2 billion 
dollars sounds small, until you realize that it is a third of last year’s GDP coming from just two projects. There 
are dozens of large projects announced each quarter. They aren’t usually as big, but at tens of millions each, 
they add up fast in Fargo-‐On-‐The-‐Steppe. The TRQ dispute has not scared off foreign investors with long term 
views on Mongolia—instead it has simply scared off the 2 and 20 crowd. They’re off chasing Myanmar right 
about now. They’ll be back, and they’ll wonder how they missed the asset price shakeout in a country where 
the GDP is supposed to increase roughly five-‐fold by 2020. 
 
How Do You Play It? 

This is the same dilemma that I faced when I first visited Mongolia as a hedge fund manager in 2010. It is the 
same dilemma that faces all other investors when they visit. What they want is GDP exposure, liquidity, 
transparency and appropriate corporate governance—what they normally end up with is mining exposure and 
all of the associated risks—exactly what they don’t want. 
 
In a frontier economy, property is normally the most liquid asset class available to investors. It is also one of 
the segments most exposed to changes in GDP. In broad strokes, you have two ways to win— your rents go up 
as the economy improves and your cap rates go down as the banking system matures. Our company is 
currently experiencing both of these tailwinds. 
 
 
 
Harris Kupperman is Chairman, CEO and largest shareholder of Mongolia Growth Group (YAK: Canada & 
MNGGF: USA) a fully integrated and self-‐managed real estate investment company, focused on owning high  
quality retail and office properties in downtown Ulaanbaatar, the capital city of Mongolia. Learn more at 
www.MongoliaGrowthGroup.com 
 
	  


