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FAST FACTS: MONGOLIA
Capital: Ulaanbaatar
Population: 2.8 million
Real GDP growth: 12.3%
Currency: tögrög

T
HE mining industry’s honeymoon with 
Mongolia looks to be over and changes 
to the foreign investment law and a 
radical rewrite of the draft minerals law are 
needed to revive foreign direct investment 

levels, which have been in decline since mid-2012.
Mongolia is the second-largest landlocked country in 

the world, has only 2.8 million inhabitants and is home 
to vast undeveloped coal, copper, gold, silver, uranium, 
molybdenum and tungsten resources. 

Wedged between its former ruler Russia to the north 
and China to the south, it has tried to employ a third 
neighbour policy with Canada, Korea, the US, Japan and 
the UK to offset the two big countries on either side.

Elections are due in June in this democratic, 
free-market economy. Mongolia has a high-ranking 
with regard to protecting investors under the World 
Bank’s Doing Business Report 2013, coming in at 25. In 
terms of ease of doing business, Mongolia has moved 
up the overall rankings to reach 76 out of 185. 

Mining is the most important sector to the economy 

and accounts for about a third of gross domestic 
product (GDP). There are over 6,000 identified deposits. 

The country enjoyed a boom in investment, which 
reached its peak in 2011 when some US$5 billion 
flowed in, but a spate of rushed legislation closed the 
flood gates.

“The investment climate has not been good for 12 
months,” Luke Leslie, head of metals and mining at 
private equity group Origo Partners plc , tells Mining 
Journal.

“Since the introduction of the Foreign Investment Law 
in April 2012, a large swathe of the mining industry has 
come to a standstill. People have been unwilling to spend 
much money with so much uncertainty,” says Leslie.

Origo owns and operates exploration licences in 
Mongolia hosting coal, iron ore, copper, gold and rare 
earths. The company holds stakes in Moly World Ltd  and 
Kincora Copper Ltd . 

Like a number of miners, Origo has been scaling back 
operations until there is more clarity around both 
pieces of legislation. “We are reaching a crunch point. 
Mongolians are either going to stay with free-market 
principles or they are going to enact this legislation 
(draft minerals law) and send Mongolia back into a very 
long winter. The investment climate could reset to May 
2006 (when the government imposed a 68% windfall 
tax on copper and gold),” Leslie says.

Mongolia is one of the fastest-growing economies in 
the world, but this rise has slowed from 2011’s 17.3% to 
12.3 % in 2012 on the back of a reduction in coal sold to 
China. Coal is the country’s top export and China buys 
92% of Mongolia’s exports. 

GDP grew in 2012, according to the National 
Statistics Office of Mongolia, to around US$10 billion 
from US$8.7 billion in 2011.

The country’s exports fell 9% to US$4.38 billion in 
2012, while imports grew 2.1% to US$6.74 billion, 
according to the statistics office.

The International Monetary Fund’s Mongolia mission 
said growth is projected to accelerate in 2013. 

Mining GDP is set to increase by over half as the 
massive Oyu Tolgoi copper mining project starts to 
produce and coal production from the Tavan Tolgoi 
mine expands further. 

Oyu Tolgoi is Mongolia’s largest copper and gold 
mining company and is a strategic partnership between 
the government of Mongolia (34%) and Turquoise Hill 
Resources Ltd  (66%). Rio Tinto  is the major shareholder 
in Turquoise Hill Resources and the manager of the Oyu 
Tolgoi project. 

Oyu Tolgoi, located in the Gobi desert in southern 
Mongolia, will be one of the largest and highest-grade 
copper and gold mines in the world. It is the largest 
project ever developed in Mongolia, requiring a capital 
investment for phase one of US$6.2 billion. 

FOREIGN INVESTMENT REGULATIONS 
As elections loom, the rhetoric from the president, 
Tsakhia Elbegdorj, has become more nationalistic, 
driven in part by the need to plug a hole in the budget. 
While this has worried some, others are more positive 
about the future for mining.

Jim Dwyer, executive director at the Business Council 
of Mongolia, which has 250 members including Rio 
Tinto, Peabody Energy Corp , Mitsubishi Corp  and Anglo 
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American plc , believes that the regulations needed to 
implement the Foreign Investment (FI) Law will be 
introduced before the elections.

“Without regulations it is impossible to do a 
transaction in the three strategic areas of mining, 
telecommunications and finance,” Dwyer says.

Given the lack of regulations and clarity over the FI 
law and the detrimental effect it has had on investment, 
Dwyer says he does not imagine it would drag on for 
much longer.

“The regulations have been drafted and they have 
been training people to implement them,” he says.

The other piece of legislation that has spooked 
investors is the controversial draft minerals law. In its 
current form it allows the government to increase its 
stake in existing projects.

Here too a breakthrough of sorts has been made. 
At a meeting at the end of February between the 
government, the Business Council, Mining Association 
and others, the government said the draft minerals law 
would not be discussed in the spring parliamentary 
session, says Dwyer.

There will also be changes to the working group and 
industry experts have been recommended to help 
modify the law favourably for miners.

“There’s a very clear intent to discuss this with local 
and foreign companies. There’s not a rush, it’s being 
dealt with in a proper manner. The foreign investment 
law did not have a period of open discussion. Ministers 
are now talking about significant amendments to this 
law so that it can work more effectively,” David Paull, 
managing director at Aspire Mining Ltd , says.

Emotions over the draft minerals law are running 
high as the government battles to find a balance 
between keeping the population and investors happy, 
while also trying to develop a legal framework that 
ensures that mining will benefit future generations.

Amid this pre-election juggling act, the president 
said at the end of February that Mongolia will not issue 
any more mining licences until the mineral law has 
been revised. The country has so far granted around 
2,200 exploration licences and 150 mining licences.

While concessions appear to have been granted to 
the mining industry on the proposed minerals law, the 
stand-off between the government and the 
shareholders of Oyu Tolgoi has moved up a gear as 
projects costs have grown. The government is worried 

about its ability to raise financing for other projects, 
such as the Tavan Tolgoi coal mine and a much-needed 
railway-building programme.

The day after its meeting on the minerals law, 
ministers met with Oyu Tolgoi. After these meetings, 
Oyu Tolgoi put in place a temporary budget to avoid 
halting operations, but deadlock still surrounds a 
number of issues. 

Cameron McRae, president and chief executive of 
Oyu Tolgoi, said: “It’s natural that resolution is taking 
some time. But the talks are constructive, both 
shareholders are working hard to seek resolution, and 
real progress is being made.”

Construction of the Oyu Tolgoi copper-gold project 
is largely complete. Mining and stockpiling of first ore 
began in April 2012. Production of first concentrate 
started in January.

Rio said a number of substantive issues had been 
raised by the government, including the 
implementation of the investment, shareholder 
agreements and project finance.

Subject to the resolution of these issues, first 
commercial production is scheduled for June 2013. 

Oyu Tolgoi has agreed sales contracts for 75% of 
concentrate production from the project. It has also 
committed in principle to sell up to 25% of concentrate 
to smelters in Inner Mongolia for the first 10 years of 
the mine’s 60-year life. 

In another sign of the escalating tension between 
both sides, in the days prior to the shareholder meeting 
the government cancelled two licences held by 
Canada’s Entree Gold Inc  on land that forms part 
of the Oyu Tolgoi deposit. 

Rio has rejected several attempts by the Mongolian 
government to renegotiate the 2009 terms. At Rio’s 
results briefing in mid-February, CEO Sam Walsh said: 
“We’ve invested on the basis of the fundamentals in this 
agreement and that certainty is absolutely critical to 
this industry. But, quite frankly, we are not just doing 
this on behalf of Rio, we are actually doing it on behalf 
of anybody who is looking to invest in Mongolia and 
the sort of certainty that we are looking for is the 
certainty that you see elsewhere in the world.” 

TAVAN TOLGOI IPO FACES MORE DELAY
While commercial production inches closer at Oyu 
Tolgoi, the privatisation of Tavan Tolgoi, located 240km 
north of the Chinese border in the heart of the Gobi 
Desert, faces further delay.

Coal makes up one fifth of GDP and Mongolia is on 
track to become one of the world’s largest exporters. 
It has some 173,300Mt of coal in reserves. According 
to statistics from the Ministry of Mining, Mongolia 
produced 31.1Mt of coal in 2012, of which 20.5Mt 
were exported, predominantly to China.

Tension is also mounting with the Chinese after 
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Mongolia’s state-owned Erdenes Tavan Tolgoi (ETT), 
which runs the 7,500Mt Tavan Tolgoi coal project, 
said it wanted to renegotiate a 2011 deal with 
Aluminium Corp of China (Chalco) to supply 
US$250 million worth of coal from the deposit. 

ETT is in bad shape after being forced to fund 
cash hand-outs to the electorate. State-owned 
Chalco warned that it would seek legal action 
against ETT if it failed to abide by their contract. 

ETT cancelled coal shipments to Chalco in 
January and also postponed plans for its public 
listing.

Meanwhile, Aspire Mining Ltd is looking to push 
ahead with its wholly owned Ovoot coking-coal 
project, which has marketable reserves of 184Mt. 

Ovoot is expected to start production in early 
2016, initially producing up to 6Mt/y and up to 
12Mt/y at full production over a 20-year mine life. 

Aspire was granted a mining licence in August 2012 
and is now looking to get other regulatory approvals; 
gain access to rail infrastructure, port facilities, complete 
quality testwork; and progress towards a bankable 
feasibility study.

Elsewhere, the Khushuut open-pit coking-coal mine 
has a 19-year mine life with production at around 8Mt/y. 
The project is owned by Mongolia Energy Corp LLC, 
a Hong Kong-listed company. Khushuut is located 
1,350km from Mongolia’s capital, Ulaanbaatar in 
a remote part of western Mongolia, where existing 
infrastructure is very limited.

Another Hong Kong-listed firm, Mongolian Mining 
Corp, is engaged in open pit-mining at the Ukhaa 
Khudag deposit located within the Tavan Tolgoi 
coal formation, in south Gobi. 

Mining at Ukhaa Khudag began in 2009. In 2011 the 
company produced 7.1Mt. In 2012 output began at its 
Baruun Naran coking coal deposit, which is about 30km 
from Ukhaa Khudag. 

RUSSIA, CHINA AND RAILWAYS
China is Mongolia’s largest importer of commodities, 
taking much of its copper concentrate, a large chunk 
of molybdenum and most of its coal, but the 
government wants to ensure that it is not held captive 
by its giant neighbour and is keen to sell coal into 
South Korean and Japanese mills via Russia.

Mongolia’s only railway route was built by the 
Russians, who use a different gauge to the Chinese 
and others worldwide. 

Parliamentarians are divided over which gauge to 
use for the new railway lines as they seek to develop 
the network to export minerals from the country.

“Rail is the biggest game in town. It’s geopolitical,” 
Paull tells Mining Journal.

Aspire is looking to build a railway line and aims to 
complete prefeasibility on its project by the end of 
March this year. The 580km link will cost US$1.2 billion 
in two phases. “We don’t need to be the owner and 
controller of the railway,” says Paull. 

URANIUM AND GOLD
There are nine main uranium deposits estimated 
to contain around 60,000t of reserves. Russia’s main 
focus is uranium and it is the preferred partner on a 
number of projects. It is also examining the feasibility 
of building nuclear power plants in Mongolia.

Uranium was produced from the Dornod deposit in 
Mongolia by Russian interests to 1995. Since 2008, 
Russia has re-established its position in developing 
Mongolian uranium. 

Plans are unclear but there is some expectation of 
1,000-1,200t/y of uranium from Dornod from about 2015, 
according to the World Nuclear Association (WNA).

Russia’s JSC Priargunsky Industrial Mining & Chemical 
Union, based just over the border at Krasnokamensk, 
will be the operator for Dornod. 

Canada-based Khan Resources Inc had a 69% share 

in the Dornod project before its licence was cancelled 
in 2009. Khan appealed to an international tribunal, 
which in mid-2012 ruled in favour of it, dismissing all of 
Mongolia’s objections. A final ruling is expected in the 
first half of 2014.

Gold production in Mongolia will soar once Oyu 
Tolgoi is in production but for now other smaller 
projects are being mined.

One of these is Canada’s Centerra Gold Inc which 
operates the Boroo gold mine and owns the Gatsurt 
project, where approvals are being held up by rulings 
under the 2009 Water and Forest Law.

Mongolia enacted the law prohibiting mineral 
prospecting, exploration and mining in water basins 
and forests in July 2009 and the legislation provides for 
the revocation of licences affecting such areas. Around 
1,800 licences are potentially affected by the law. John 
Pearson, vice president of investor relations at Centerra, 
says he expects the company to resolve the issue.

Boroo is coming to the end of its mine life and 
open-pit mining finished last year. Centerra has two years 
of mill feed sitting in stockpiles on surface and has a heap 
leach operation running to recover gold through 2014.

“We have to wait for resolution to move Gatsurt 
forward and there we have 1.5Moz. We have built a 
65km road, done the site preparation and the buildin g,” 
says Pearson.

The company had some success with permitting last 
year, and Pearson was hopeful that Gatsurt would be 
fully approved in the next couple of years.

In 2012, the miner produced 71,800oz of gold which 
is expected to fall to 55,000-60,000oz in 2013. In the 
peak years of 2005-08 it produced around 280,000oz/y.

“We have been there since early 2000. You can do 
business, but you have got to be patient,” said Pearson. 

Jim Dwyer agrees. “Patience is a virtue here. It is such 
a new country and things take a little longer,” he says. 
But he also points out that it is worth the wait.

Centerra Gold’s Boroo mine

Aspire’s Ovoot projectDrilling in Mongolia
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