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Foreign Investors Cautious as Mongolia
Forms Government
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Sheep grazing on degraded grassland near an open-pit coal mine in a Chinese province bordering
Mongolia. Lu Guang

ULAN BATOR, Mongolia — While Norov Altanhuyag of theBMongolian Democratic
PartyBRtakes over as prime minister in a transfer of power that began this month, the key risk
for mining firms — the engines of economic growth for the country — remains the influence
of resource-nationalist lawmakers.

Until and unless the new coalition government sends signals that it is in favor of foreign
investors and does not intend to renegotiate key contracts or pass legislation to limit foreign
ownership of mineral deposits, these firms will be wary of making big new commitments to
the country.

The priority forlBMongoliaRis the development of its tiny but fast-growing economy, and
foreign investors want to know if the government can create a stable legal environment while
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pleasing its impatient citizens as well as its two giant neighbors,BRussiaBandBChina.

Former President Nambar Enkhbayar, chief of the Mongolian People’s Revolutionary Party,
had been a key figure in an environment of increasing hostility, at least outwardly, toward
foreign mining corporations. In early August, he was jailed for four years for corruption.

He had targeted the contract for Rio Tinto’s giantBOyu TolgoiBcopper and gold project and
also said the 7.5-billion-ton Tavan Tolgoi coal mine should remain in Mongolian hands.

The government wants to launch a $3 billion initial public offering of the®Tavan Tolgo,Bor
“Five Hills,” coal deposit. State-owned ErdenesBTavan TolgoiBhad been planning to list 29
percent of the company in LondonBand Hong Kong by May, but it cannot do so
untill@Mongolia’s parliamentEpasses a securities law.

An initial proposal to hand development rights in the project toBChina’s Shenhua, Peabody of
theERUnited StatesBand a Russian-Mongolian consortium was suspended, and while the
government is trying to find a way to include Japanese and South Korean partners.

In mid-May, Mongolia’s parliamentBpassed a controversial law aimed at capping foreign
ownership in strategic industries such as mining, but investors expressed relief that the
legislation was weaker than first anticipated.

The ownership law says foreign investors are allowed to own a maximum of 49 percent of
companies involved in the mining, finance, media and telecommunications sectors before
being subject to scrutiny by a government panel, but it now applies only to deals valued at
above 100 billion tugrik ($73.66 million) or ones involving state-owned companies.

Many ofBMongolia’s 2.7 million citizens are concerned about growing Chinese and Russian
influence.

ChinaBalready dominates®Mongolia’s economy, buying 90 percent of the country’s exports
in the first half of 2011, though the government wants to bring this number down and
diversify®Mongolia’s markets.

Mongolia’s reliance onBRussiaBandBChinaBfor fuel, power and transportation also poses a
major risk to its mining sector.BRussiaBhas been known to turn off supply taps,
andBChinaRis not averse to closing crucial railway links.

Though the country plans to build its own railway capable of transporting coal to foreign
markets, MongoliaBnow depends onERussia’s rail network to deliver coal
toRJapanBandBSouth Korea.
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