
Mongolia’s foreign exchanges reserves have decreased rapidly, as FDI in the mining sector has plunged, while

import demand has remained high on the back of loose macroeconomic policies. 

Strengths (+) and weaknesses (‐)

(+) Very strong growth prospects
A vast endowment of a range of mineral resources, of which most are untapped, and ample room for further

economic development make that Mongolia’s growth potential is large.

(‐) Underdeveloped and resource‐dependent economy
Mongolia’s economy is underdeveloped (HDI rank 108 out of 187) and the country’s economy depends heavily on

the extraction and export of natural resources.

(‐) Unstable policy environment
Mongolia’s democracy is young and its institutions are weak. Policies change frequently, which creates

uncertainty for investors.

(‐) High external vulnerability
Mongolia’s current account balance shows large deficits. Furthermore, as exports consist of commodities, while

strategic goods, such as food and fuel, need to be imported, the country is vulnerable to commodity price

fluctuations. Moreover, roughly 90% of exports are bought by China, which makes Mongolia vulnerable to

adverse developments in its big neighbour.  

Key developments

1. Balance of payments risk has increased significantly
In recent months, Mongolia’s stock of foreign exchange reserves has fallen significantly. According to Mongolia’s
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Figure 1: Current account deficit

Source: EIU

Figure 2: Economic growth

Source: EIU

central bank, gross foreign exchange reserves fell to USD 1.3bn in June 2014, down from USD 2.2bn in

December 2013 and USD 4.1bn in December 2012. This has been related to a number of factors. First, the

inflow of foreign direct investment (FDI) has fallen strongly. In recent years, Mongolia received large amounts of

mining related FDI. However, due to a souring of the relations between mining companies and the government

(see key development 2) net FDI has fallen from USD 1,260m in the first months of 2013 to just USD 380m in

the first six months of 2014. Second, the trade deficit remained high. While higher copper exports and a fall of

imports of investment goods led to an improvement of the trade balance, expansionary fiscal and monetary

policies have continued to boost import demand (see also key development 3). As a result, the current account

deficit is likely to remain high and is no longer fully covered by high net FDI inflows. Third, access to other

sources of finance has also remained limited, after the country successfully issued a USD 1.5bn sovereign bond

in late 2012. Mongolian officials have indicated that there might be a possibility to double the existing RMB

10bn (USD 1.6bn) swap facility with the Chinese central bank, but this has failed to materialise so far. The

same applies to a rumoured USD 1bn samurai bond issue in Japan. Overall, as Mongolia’s foreign exchange

reserves have fallen to slightly more than 2 months of (the 2013) imports of goods and services, balance of

payment risk has increased significantly.

2. Relations between mining companies and government remain
difficult
In recent years, mining investment has decreased. This was to a large extent related to a deterioration of the

relations between mining companies and the government. A tax dispute between Rio Tinto and the government

has made it unsure whether a planned further expansion of Mongolia’s large Oyu Tolgoi copper and gold mine

will start anytime soon. The uncertain regulatory environment has also in general acted as a break on mining

investment. Mongolia’s parliament has recently approved some amendments to the country’s mineral law,

which should facilitate investment in mining, but it is yet to be seen to what extent these amendments will

result in more investment in the near future.

3. Loose monetary and fiscal policies result in macroeconomic
vulnerabilities
Partially in response to limit the impact of the fall in mining investment on economic growth, Mongolia has

adopted rather loose macroeconomic policies. The central bank reduced its policy rate in several steps from

13.25% to 10.5% in 2013. Meanwhile, the government launched a subsidised mortgage program in June 2013,

which has resulted in a very rapid growth of credit and construction activity. While the non‐performing loan

ratio has remained very low, and the credit‐to‐GDP ratio is also still fairly modest, this could nevertheless

result in future vulnerabilities. The government has also continued to conduct other types of off‐budget

spending. These loose macroeconomic policies have contributed to inflation, which increased to 14.6% in June

2014, and also fuelled the large current account deficit. The central bank increased its policy rate to from

10.5% to 12% in late July 2014, but more action is probable needed to ensure macroeconomic stability.
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Factsheet of Mongolia

Source: EIU, CIA World Factbook, UN, World Economic Forum, Transparency International, Reporters Without Borders, World Bank.

Background information
Traditionally, Mongolia’s economy was dominated by herding and agriculture. Mongolia is endowed with large

reserves of a wide range of mineral resources and the development of these resources has become the main

growth driver in the past decade. The Oyu Tolgoi mine, for instance, which is situated on one of the world’s

largest untapped copper reserves, is estimated to produce 500,000 tonnes of copper and 500,000 ounces of

gold a year for the next 35 years. As a result, if the country succeeds to manage this natural resource wealth

well, Mongolia’s economic medium‐to‐long term outlook is bright. In spite of these good growth outlook,

Mongolia’s economic structure remains weak. The Mongolian economy is highly dependent on the production

and export of commodities and thus at the mercy of international commodity price fluctuations. Moreover,

Mongolia is enclosed by Russia and China and is highly dependent on trade with these countries; Russia supplies

nearly all of its fuel and energy needs, while China buys roughly 90% of the country’s total exports. Mongolia is

thus particularly vulnerable to adverse developments in China. Furthermore, Mongolia’s benign economic

outlook would be adversely affected by any adverse change in investor sentiment, as the country will need

substantial amounts of foreign direct investment (FDI) to reap the benefits of its massive natural resource

endowments. Given Mongolia’s large current account deficit, its weak export structure and its dependence on

FDI inflows and donor aid, external liquidity risk is high. Mongolia’s democracy is still young and, as a result, its

institutions are immature. Corruption, also among high‐ranking officials, remains a problem. 
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Economic indicators of Mongolia

Source: EIU, *Moody’s
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