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Introduction

Mongolia, a landlocked nation strategically positioned between the economic giants of
Russia and China, presents a unique and dynamic landscape for entrepreneurs and
investors. Known for its vast steppe, nomadic traditions, and extensive mineral
resources, Mongolia has transformed rapidly in the recent decades, offering a blend of
age-old customs and modern economic aspirations. For those considering venturing
into its business environment, understanding the specifics that set Mongolia apart is
crucial for success.

Historically, Mongolia’s economy hinged on agriculture and livestock, but recent years
have witnessed a dramatic pivot towards mining. Rich deposits of copper, coal, and
gold have fueled impressive GDP growth, lifting Mongolia’s status to an upper-middle-
income country. Yet, the nation is far from a one-trick pony. The Mongolian
government recognizes the risk of overreliance on mineral wealth and is actively
working to diversify the economy. Growing sectors include manufacturing, renewable
energy, tourism, and increasingly, information technology. These initiatives are
backed by policies aimed at attracting and protecting foreign investment, making
Mongolia a compelling destination for the globally minded entrepreneur.

Setting up a business in Mongolia involves navigating a legal framework grounded in
the country’s Constitution, Civil Code, and a suite of business-specific laws. The
Investment Law of 2013, in particular, seeks to level the playing field for foreign and
domestic investors, outlining protections, incentives, and certain unique
limitations—such as land ownership, which is reserved for Mongolian citizens.
Additionally, foreign investors face minimum capital requirements and, in certain
strategic industries, heightened scrutiny. Understanding these nuances—and the
dynamic regulatory landscape shaped by frequent legislative changes—is essential for
any successful market entry.

The practicalities of doing business in Mongolia also deserve careful attention. The
process of registering a company has been streamlined, aided by digital platforms and
government support. Nevertheless, prospective business owners should prepare for
certain challenges. Logistics can be costly owing to Mongolia’s landlocked geography;
legal and regulatory processes may be inconsistent; and while English is spoken in
many business circles, language barriers can arise outside of urban hubs.
Infrastructural improvements, especially in transport and digital connectivity, are
ongoing but uneven across the country.

Perhaps most importantly, success in Mongolia calls for a deep understanding of the
business culture, regulatory requirements, and local context. Mongolia is not just
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another emerging market—it is a place with its own rules, rhythms, and opportunities.
By delving beyond generalities and focusing on the country-specific factors that shape
business operations, this book aims to equip prospective entrepreneurs with the
insight needed to thrive.

Whether your interests lie in resource extraction, technology, tourism, or beyond,
Mongolia offers abundant potential—tempered by its own set of risks and
complexities. With perseverance, adaptability, and the right information at your
fingertips, you can unlock the opportunities this fascinating nation has to offer. This
guide will help you navigate the journey, step by step, highlighting the crucial
economic, legal, regulatory, and cultural factors needed to establish and grow a
successful business in Mongolia.
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CHAPTER ONE: Mongolia’s Economic Landscape:
Past, Present, and Future

Picture Mongolia. Chances are, your mind conjures images of windswept steppes,
Genghis Khan astride a sturdy horse, or perhaps colourfully clad nomads tending vast
herds under an endless blue sky. These images hold truth, reflecting a rich history
deeply intertwined with pastoral traditions. Yet, focusing solely on this perspective
misses the dramatic economic metamorphosis the nation has undergone, particularly
in the last three decades. Understanding Mongolia's business environment today
requires appreciating this journey - from a socialist satellite reliant on agriculture to a
dynamic, resource-driven market economy grappling with the promises and pitfalls of
globalization.

For centuries, Mongolia's economy was overwhelmingly defined by nomadic
pastoralism. The rhythm of life, and indeed the wealth of the nation, revolved around
the five traditional animals: horses, cattle (including yaks), camels, sheep, and goats.
This reliance wasn't just cultural; it was a pragmatic adaptation to a harsh climate and
vast, semi-arid grasslands unsuitable for large-scale sedentary agriculture. Wealth was
measured in livestock, trade often occurred through barter, and the economic
structure was decentralized, mirroring the nomadic lifestyle itself. External trade
existed, particularly along the ancient Tea Road, but the internal economy remained
fundamentally based on self-sufficiency and animal husbandry.

The arrival of the 20th century, and particularly the establishment of the Mongolian
People's Republic in 1924, brought profound changes. Under the strong influence of
the Soviet Union, Mongolia embarked on a path of socialist development. The
traditional nomadic economy was gradually collectivized, with herders organised into
state-controlled cooperatives, or negdels. Private ownership of livestock was curtailed,
and central planning dictated production targets. The goal was modernization along
Soviet lines, aiming to transform Mongolia from a feudal society into an industrial-
agrarian state. This era saw investments in basic infrastructure, education, and
healthcare, significantly improving literacy rates and public health outcomes.

Under the centrally planned system, the focus shifted towards establishing industries,
albeit modest ones by international standards. Food processing, textiles (particularly
wool and cashmere), leather goods, and some construction materials formed the
backbone of this nascent industrial sector. Mining began on a small scale, primarily
coal for domestic energy needs and some fluorite and copper extraction, but it was far
from the dominant force it would later become. The entire economy was heavily
integrated with the Soviet bloc through the Council for Mutual Economic Assistance
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(Comecon). Mongolia received substantial financial aid, technical expertise, and
preferential trade terms from Moscow, essentially operating as a subsidised
appendage of the Soviet economic sphere.

This dependence, however, created significant vulnerabilities. While the Soviet
umbrella provided stability and resources for development, it also stifled innovation,
promoted inefficiency, and limited Mongolia's economic interactions with the rest of
the world. The quality of manufactured goods often lagged behind international
standards, and the economy lacked diversification. Agriculture, though collectivized,
remained susceptible to harsh winters (dzuds) that could devastate livestock numbers.
By the late 1980s, as the Soviet Union itself faced mounting economic problems, the
unsustainability of this model became increasingly apparent. The winds of change
blowing through Eastern Europe and the USSR were about to reach the steppes.

The Mongolian Democratic Revolution of 1990 marked a seismic shift. Peaceful
protests led to the end of one-party rule and a commitment to multiparty democracy
and a market economy. This transition coincided with the dramatic collapse of the
Soviet Union, which cut off the flow of aid and disrupted established trade links almost
overnight. Mongolia was suddenly cast adrift from its economic anchor, forced to
navigate the turbulent waters of global capitalism with little preparation. The shift was
abrupt and, for many, painful. The country embraced "shock therapy" - rapid price
liberalization, privatization of state assets, and currency reform - aiming for a swift
transformation.

The immediate results were harsh. The withdrawal of Soviet support and the
breakdown of the planned economy led to a sharp economic contraction. Inflation
soared, reaching triple digits in the early 1990s. State-owned enterprises struggled to
adapt, leading to widespread closures and unemployment. The dismantling of the
negdels resulted in a rapid, sometimes chaotic, privatization of livestock, returning
assets to herders but also fracturing the support systems that had existed, however
inefficiently, under the old regime. Shortages of essential goods became common, and
poverty rates increased significantly. It was a period of immense uncertainty and
social dislocation, a freefall from the perceived stability of the socialist era.

Despite the hardships, the 1990s also laid the groundwork for future growth.
Privatization, though often criticised for its lack of transparency, transferred assets
into private hands, fostering the beginnings of entrepreneurial activity. Foreign
companies, particularly those in the resource sector, began to show interest in
Mongolia's geology, spurred by newly enacted laws designed to attract investment.
Exploration activities intensified, revealing the true extent of the nation's mineral
wealth. While the immediate economic benefits were limited, these early ventures set
the stage for the mining boom that would redefine Mongolia's economic landscape in
the following decade. The seeds of "Mine-golia" were sown during this challenging
transitional period.
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The dawn of the 21st century ushered in an era of unprecedented economic
expansion, driven almost entirely by the burgeoning mining sector. Significant
discoveries, most notably the massive Oyu Tolgoi copper and gold deposit in the South
Gobi region and the Tavan Tolgoi coalfields, attracted billions of dollars in foreign
direct investment (FDI). Construction began on mega-projects, requiring substantial
infrastructure development and bringing in international expertise. Global commodity
prices were soaring, particularly for copper and coal, fuelled by China's rapid
industrialization. Mongolia found itself perfectly positioned, geographically and
geologically, to capitalize on this demand.

The impact was staggering. Between 2004 and 2013, Mongolia experienced double-
digit GDP growth in several years, becoming one of the fastest-growing economies in
the world. Government revenues swelled, allowing for increased public spending on
infrastructure, social programs, and civil servant salaries. Ulaanbaatar, the capital city,
transformed rapidly, with modern skyscrapers, shopping malls, and luxury hotels rising
alongside traditional neighbourhoods. A new middle class emerged, benefiting from
mining jobs and related service industries. This period saw a significant reduction in
the official poverty rate and a palpable sense of optimism about the nation's future.
Mongolia was finally leveraging its underground wealth.

However, this resource-fuelled prosperity came with significant challenges, often
referred to collectively as the "resource curse." The economy became overwhelmingly
dependent on mineral exports, making it extremely vulnerable to fluctuations in global
commodity prices. When prices inevitably dipped, government revenues plummeted,
and economic growth stalled. The rapid influx of foreign currency also led to periods of
currency appreciation, potentially harming other export sectors like agriculture and
manufacturing (a phenomenon known as "Dutch disease"). Moreover, the benefits of
the boom were not evenly distributed, leading to rising inequality and social tensions
between the newly affluent and those left behind.

Environmental concerns also mounted. Large-scale mining operations inevitably have
significant environmental footprints, raising issues around water usage in arid regions
like the Gobi, land degradation, and air pollution, particularly from coal transport and
burning. Debates intensified regarding the terms of investment agreements with
foreign mining companies, with waves of resource nationalism demanding a greater
share of the profits for the Mongolian state and its citizens. Balancing the need for
foreign investment and expertise with national interests and environmental protection
became a central political and economic challenge, one that continues to shape policy
discussions today.

The commodity price crash around 2014-2016 exposed the fragility of Mongolia's

reliance on mining. Economic growth evaporated, the currency (the Tégrog or Tugrik)
weakened significantly, and the government faced a severe fiscal crisis. This led to
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Mongolia seeking assistance from the International Monetary Fund (IMF) in 2017,
resulting in a bailout package tied to fiscal consolidation measures, structural reforms
aimed at improving governance and banking sector stability, and efforts to rebuild
foreign currency reserves. It was a sobering reminder of the risks associated with an
undiversified, commodity-dependent economy.

Since then, the Mongolian economy has regained some stability, with mining output
recovering and commodity prices generally proving more favourable, although
volatility remains a constant feature. Mining, particularly copper and coal exports
primarily destined for China, continues to be the engine of GDP growth and the
primary source of export earnings and government revenue. The Oyu Tolgoi mine,
despite complex negotiations between the government and the foreign investor (Rio
Tinto), remains a critical contributor, with its underground expansion promising further
increases in copper production. The development of infrastructure, such as railways
connecting mines to the Chinese border, remains a priority to reduce transportation
costs and bottlenecks.

Recognizing the inherent risks of this dependence, successive governments have
publicly committed to economic diversification. This isn't just rhetoric; tangible efforts
are being made to promote other sectors. Agriculture, the traditional backbone, is
seen as having potential for value-added processing (cashmere, meat products,
organic goods) and import substitution. Renewable energy is another focus, leveraging
Mongolia's abundant solar and wind resources to reduce reliance on fossil fuels and
potentially export clean energy in the future. Tourism, capitalizing on the country's
unique landscapes and nomadic culture, is also targeted for growth, although it was
severely impacted by the COVID-19 pandemic.

Furthermore, there's a growing push towards developing light manufacturing,
construction materials, and information technology services. The young, relatively well-
educated population and increasing internet penetration offer potential in areas like
fintech, e-commerce, and software development. Ulaanbaatar is developing a nascent
tech scene, supported by government initiatives and a growing number of incubators
and co-working spaces. However, these sectors are still small relative to mining and
face challenges in competing internationally and attracting sufficient investment.
Building competitiveness beyond resources requires sustained effort and strategic
policy support.

The present economic landscape, therefore, is one characterized by continued reliance
on mining wealth but with a clear national ambition for diversification. Mongolia holds
the status of an upper-middle-income country, a significant achievement driven by
resource revenues. However, macroeconomic management remains complex. Inflation
periodically spikes, often driven by import prices (especially fuel and food) and volatile
commodity markets. Managing external debt, accumulated during both the boom
years and the subsequent downturn, requires careful fiscal discipline. The government
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walks a tightrope, trying to invest in diversification and social programs while
maintaining fiscal stability and managing the cyclical nature of mining income.

Recent global events have added further layers of complexity. The COVID-19
pandemic severely disrupted supply chains and cross-border trade, particularly
impacting exports to China due to strict border controls. While these have eased, the
experience highlighted the risks of reliance on a single dominant trading partner. The
conflict in Ukraine has also had indirect effects, contributing to global inflation,
particularly in energy prices (Mongolia imports most of its refined petroleum products
from Russia), and creating logistical challenges for trade routes traversing Russian
territory. These geopolitical factors underscore Mongolia's delicate position between
its two giant neighbours.

Looking towards the future, Mongolia's economic trajectory will likely continue to be
shaped by the interplay between its mineral resources and its diversification goals.
Official government strategies, such as the long-term "Vision 2050" development
policy, explicitly target a more balanced and sustainable economic structure. This
includes goals for increasing manufacturing output, developing knowledge-based
industries, promoting green development, and improving human capital through
education and healthcare reforms. The success of these ambitions hinges on effective
implementation, consistent policy direction, and the ability to attract investment into
non-mining sectors.

One key element of the future outlook involves leveraging Mongolia's strategic
location. The "Third Neighbour" policy, aimed at cultivating relationships beyond
Russia and China, seeks to broaden political and economic partnerships. There's also
potential to develop Mongolia as a transit corridor connecting Asia and Europe,
although this requires significant investment in transportation infrastructure,
particularly railways, and overcoming complex geopolitical hurdles. Successfully
positioning itself as a reliable bridge between its neighbours could unlock new
avenues for economic growth beyond resource extraction.

The transition to renewable energy presents another significant opportunity. With vast
solar and wind potential, Mongolia could not only meet its domestic energy needs
more sustainably but also potentially become an exporter of clean power to
neighbouring countries facing energy deficits. Realizing this potential requires
substantial investment in generation capacity, grid infrastructure, and energy storage
solutions, along with a supportive regulatory framework. International climate finance
and partnerships could play a crucial role in accelerating this transition.

Adding value to existing strengths is another pathway. Instead of just exporting raw
minerals or unprocessed agricultural products, a focus on domestic processing could
create more jobs and capture a larger share of the value chain. This applies to refining
copper concentrate, washing and processing coal, manufacturing high-quality
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cashmere garments, producing certified organic meat products, or developing unique
tourism experiences beyond basic sightseeing. Fostering innovation and supporting
local businesses capable of moving up the value chain will be critical.

However, significant challenges remain on the path to a more diversified and resilient
economy. Commodity price volatility will continue to influence macroeconomic
stability as long as mining remains dominant. Improving the business climate further,
tackling bureaucracy, ensuring regulatory predictability, and combating corruption are
essential for attracting the necessary private investment, both domestic and foreign.
Infrastructure deficits, particularly in transportation and energy outside the main
corridors, need to be addressed to enable growth in sectors like manufacturing and
tourism across the country.

Developing human capital is also paramount. While literacy rates are high, ensuring
the education system produces graduates with the skills needed for a modern,
diversified economy - including technical, vocational, and digital skills - is crucial.
Addressing skills mismatches and potentially stemming the "brain drain" of talented
Mongolians seeking opportunities abroad requires concerted effort in education reform
and job creation. Environmental sustainability must also be integrated into all
development plans, ensuring that future growth does not come at an unacceptable
ecological cost, particularly concerning water resources and pastureland degradation.

Ultimately, Mongolia's economic landscape is a compelling narrative of transformation,
potential, and persistent challenges. It has moved decisively away from its socialist
past and harnessed its natural resources to achieve significant gains in income and
development. The journey ahead involves navigating the complexities of its
geopolitical position, managing the cyclical nature of commodity markets, and
translating the vision of a diversified, sustainable economy into reality. For
entrepreneurs and investors, this dynamic presents both unique opportunities and
inherent risks, demanding a clear understanding of the forces shaping Mongolia's
economic past, present, and future.
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