Gain Access
to a Wealth
of Resources
FMG Mongolia Report | Q2 2013

We’ve been managing...
... emerging market funds for over 23 years

include gold, copper, coal and various rare

and during this period few opportunities

earth metals. With roughly 3 million people

have excited us as much as Mongolia does

living on 1.5 million square kilometers,

today. The Mongolian investment thesis

Mongolia is the world’s most sparsely

is very compelling. With an estimated

populated country. As the world’s 19th

commodity endowment worth some

largest country by land mass, Mongolia is

US$ 2 trillion, Mongolia sits on some of the

blessed with more than 6,000 known mineral

world’s greatest deposits of minerals which

deposits consisting of 80 different minerals.

“The world’s second largest
deposits of rare earth metals”
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THE ECONOMY
It’s forecast that Mongolia’s economy

sector debt runs at roughly 25% of

will double every 4 to 5 years, for years

GDP, manageable when compared to

to come. The Mongolian economy is

debt ratios in developed countries.

in many respects a leveraged play

Notwithstanding S&P’s BB sovereign

on Chinese economic growth and the

debt rating, the government’s 2012

future direction of commodity prices.

US$ 1.5 billion global bond issue was

Mining is the lifeblood of the economy,

oversubscribed. Recent CPI numbers

however the government is moving

suggest annualized inflation rates are

towards diversifying into other sectors

roughly 10%, down from the 2012

such as finance, agriculture, cashmere

highs of 15%. The central bank has

production and tourism. Mongolia

remained vigilant, raising bank reserve
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share borders with China; the world’s
second largest economy, and one of the
fastest growing. Over ninety percent
of mineral exports go to China, being
transportation costs are considerably
lower than it takes Australian mines

“The world’s fastest
growing economy
with an abundance
of natural resources”
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to ship to China. Government public
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requirements and interest rates 50 bps

conditions warrant it. The Mongolian

twice in 2012, to the current 13.25%

Tugrik has been stable, trading at

rate. Economic forecasts estimate

roughly 1400 to the dollar and we believe

inflation will moderate to roughly 5%

the currency will appreciate, as export

in 2015. Going forward the central

demand increases. The central banks

bank, unlike its G-7 colleagues, is in the

sits on roughly US$ 4 billion dollars in

enviable position of having significant

foreign reserves which we also expect

scope to lower rates should economic

will increase in the years to come.

“Mongolia sits atop an
estimated US $2 trillion
worth of commodities”
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Mining
The Mongolian government has granted
over 3000 mining exploration licenses;
however none stand out as do the Oyu
Tolgoi and Tavan Tolgoi mines - two of
the world’s largest with huge potential
output. Oyu Tolgoi is owned jointly by
the Mongolian government (34%) and
Turquoise Hill* (66%). It is said to be
sitting on 6 billion tons of copper and
600,000 ounces of gold. The mine itself
is the size of Manhattan, cost over
US$ 11 billion to develop and will

7 billion by 2020. The Tavan Tolgoi

good quality coking coal. Mongolia

employ up to 3500 people. It’s forecast

mine is the world’s largest untapped

Mining, a part owner of the Tavan

that it will contribute up to a third of

coal facility and is majority owned by

Tolgoi complex, is also in the process

the Mongolian economy when it’s in full

the government. It’s said to be sitting

of building a railway system to the

production. The IMF estimates exports

on over 6.4 billion tons (between

Chinese borders which will expedite

from this mine alone can reach US$

100-200 year’s worth) of thermal and

coal shipments.

*Turquoise Hill is itself 51% owned by Rio Tinto.
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Abundance of Resources
Asgat
(Silver)

Burenkhaan
(Phosphoryte)

Erdenet
(Copper, Molybdenum)

UB
(Gold)

Gurvan Bukaq
(Uranium)

Actual/Planned Mine Sites
Turquoise Hill Mines
Centerra Gold
Mongolian Mining
Southgobi Resources
Prophecy Coal

Major Exploration Sites
Aspire Mining
Hunnu Coal
Mongolia Energy
Petro Matad

Turmurtein Ovoo
(Zinc)

Large Strategic Deposits

Baganuur
(Brown Coal)
Shivee Ovoo
(Brown Coal)
Nariin Sukhait
(Coal)

Tavan Tolgoi
(Coking Coal)

Oyu Tolgoi
(Copper, Gold)

Tsagaan Suvarga
(Copper, Molybdenum)

“22% of the country’s vast land mass is
under license for mineral exploration, with
some 3000 licenses having been issued”
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Geopolitical Stability
Although Mongolia spent much of the
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twenty century as a Soviet satellite,

Ease of Doing Business 2012 Ranking

Source: The World Bank- Doing Business 2012 rankings

contributing to stability, and promoting
economic reforms and democracy

Stability Index. Also Mongolia moved

which are leading trading partners.

within the region. The Wall Street

up the table from 88 to 76 out of 185

Mongolia is currently governed by

Journal has ranked Mongolia 75th out

economies in the World Bank’s Ease of

a coalition government with 75% of

of 177 countries in its 2013 Economic

Doing Business 2012 ranking.

the cabinet seats occupied by the pro

Freedom Index. Likewise the Economist

The government has friendly relations

business Democratic Party. Since the

magazine, suggests that Mongolia

with both its neighbors; Russia to the

ratification of the new constitution

ranks above average in its Political

north and China to its south, both of

in 1992, and with the exception of

FMG Mongolia Report | 7

Copper (million tons)

1200

1200

some political upheaval seen in 2008, Mongolia

1000

has been a well functioning Democracy and

800
600

is a signatory to most international treaties
30

30

a
do

Ch

ne

in

si

a

US

o
ic
ex

26

In

Au

M

st

ra

lia

ru

Ch

Pe

il e

*

lia
go
M

on

30

nd

35

la

38

0

Po

80

ia

90

ss

150

200

Ru

400

Uranium (thousand tons)

some international advocates as being one of the

1390

1500

most transparent in the region. In 2012 there

1200
900

652

485

600

were some controversial legislative enactments

480

296

300

278

284

273

207

ge
Ni

Br

m
Na

US

r ia

il
az

ia
ib

ric
Af
h
ut

including the Draft Minerals Law, and Strategic
Entity Foreign Investment Laws, which have since
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government has learned much from its wellpublicized policy missteps last year, and is on the
path towards welcoming more foreign investment.

*Estimated untested reserves.
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The Stock Market
Peter Lynch the famed Wall Street fund

running water. The housing shortage in

manager coined the term GARP (growth

the capital Ulan Bator (UB) - where over

at a reasonable price), which we consider

40% of the population lives, is acute.

is a fair representation of Mongolian

The government has said it wants to

equity prices today. BD Securities a

build over 100,000 low to mid income

leading Mongolian brokerage published

homes within the environs of UB at a

a study recently which cited 22 top

cost of some US$ 6 billion. Throughout

Mongolian growth companies which over

the country paved roads are also in

the last two years, grew their earnings at

short supply. To reiterate we are bullish

an average 54%, growing their revenues

Mongolian equities which we believe

38%, had average price to earnings

will be driven by this expected boom

multiples of 11, price to book ratios of

in housing and infrastructure build. We

1.2, and collectively had very little debt.

also like local consumer discretionary

We are extremely bullish the building

and of course mining names. The Draft

and materials sector, being Mongolian

Securities Law which is expected to be

infrastructure in many instances is

ratified by parliament this year will allow

dilapidated or lacking. Some 75% of

for double listings of equities both on and

Mongolians don’t have central heat and

offshore which should improve liquidity.
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Moving Forward
Not only does Mongolia offer very
competitive raw material prices at low
operating costs, but it also has favorable
individual and corporate tax structures.
Its cheap labor offers foreign businesses
a friendly investment environment. We
believe foreign direct investment, after
slowing in 2012, will re-accelerate into
2014 and beyond. Over the past 20 years
Mongolia transitioned from communism
to a thriving democracy. Over the next
20 years we expect Mongolia to become
a commodity exporting powerhouse and
transition to a very rich country in the
process. We believe the FMG Mongolia
Fund is well positioned to take advantage
of today’s exceptional value along with
tomorrow’s exceptional growth.

“The Oyu Tolgoi mine alone
will generate US $60 billion
in sales over 30 years”
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ASIA & MIDDLE EAST
Alexander Traub
Tel:
+65 6631 2868
e-mail: alex@fmgfunds.com

EUROPE & LATIN AMERICA
Fredrik Edensvärd & Johan Kahm
Tel:
+46 8 545 06 180
e-mail: fredrik@fmgfunds.com
e-mail: johan@fmgfunds.com

MEDITERRANEAN & AFRICA
Erik Nelson
Tel:
+356 2131 4011
e-mail: erik@fmgfunds.com

FMG (Malta) Ltd.
Floor 6, Airways House, Gaiety Lane, Sliema, SLM 1549, Malta
Tel: +356 2131 4011 - Fax: +356 2014 1203
e-mail: malta@fmgfunds.com
www.fmgfunds.com
FUND ADMINISTRATOR
Apex Fund Services (Malta) Ltd.
Floor 6, Airways House, Gaiety Lane, Sliema, SLM 1549, Malta
Tel: +356 2131 1330 - Fax: +356 2131 2880
e-mail: FMG@apexfunds.com.mt
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FUND CUSTODIAN
Credit Suisse AG
Bahnhofstrasse 53, P.O. Box 631, CH-8070 Zurich, Switzerland
Tel: +41 44 332 12 38 - Fax: +41 44 332 39 90
e-mail: custodian@credit-suisse.com
www.credit-suisse.com

Disclaimer: This summary is for information purposes only and does not constitute an offer to sell or a solicitation to buy. Citizens or residents of the United States may not
invest in this Fund. Opinions and estimates constitute the manager’s judgment and are subject to change without notice. Past performance is not indicative of future results.
Investments in Emerging Markets should be considered high risk where a portion or total loss of capital is conceivable. No assurance can be given that the investment
objective will be achieved or that an investor will receive a return of all or part of his/her initial capital, and investment results can fluctuate substantially over any given
time period. Please refer to the Fund’s prospectus which contains brief descriptions of certain risks associated with investing in the fund. Questions should be directed to your
local representative or financial advisor. This document may not be reproduced, distributed, or published for any purpose without the prior written consent of the manager.

