
338

   
Peer-reviewed Research Article

How to cite: Wang, J., & Luvsandandar, B. (2026). Institutional balancing in Mongolia’s Third Neighbor Diplomacy: 
Engagement with the Shanghai Cooperation Organization. BRIQ Belt & Road Initiative Quarterly, 7(3), 338-365.

*Wang Jiani is an Assistant Professor in the Department of History at Shanghai University and a researcher 
at the Center for Turkish Studies. She earned her Ph.D. in Political Science and International Relations from 
Shanghai International Studies University in 2017. From 2017 to 2019, she was a postdoctoral fellow at 
Fudan University. She was a visiting scholar at Duke University in 2015 and 2016, and an exchange fellow at 
Tel Aviv University from 2012 to 2013. Her research focuses on Turkish Studies, religion, and International 
Relations. She has published a book and several academic articles in various journals. 

ORCID: 0009-0000-0543-3719                                                              E-mail: jiani88254@hotmail.com

Bilguunzaya Luvsandandar is currently pursuing a master’s degree in political science at the College of Liberal 
Arts while also working as a research assistant at the Institute of Global Studies at Shanghai University. He is 
a native Mongolian speaker, and his field of study includes Mongolian politics and foreign policy.
 
ORCID: 0009-0005-8843-6013                                          E-mail: bilguunzaya.luvsandandar@gmail.com

Received: 06.02.2026       Accepted: 20.04.2026

Institutional Balancing in Mongolia’s 
Third Neighbor Diplomacy: 
Engagement with the Shanghai 
Cooperation Organization

338

WANG JIANI* 
Assist. Prof.
Department of History, Shanghai University, China

BILGUUNZAYA LUVSANDANDAR**
Master’s Student
College of Liberal Arts, Shanghai University, China



339

Wang Jiani & Bilguunzaya Luvsandandar -Institutional Balancing in Mongolia’s Third Neighbor Diplomacy

ABSTRACT

Mongolia, as a landlocked state committed to permanent neutrality, has strategically 
transformed its Third Neighbor Diplomacy policy into a mechanism for institutional balancing 
within the Shanghai Cooperation Organization (SCO). This article contends that Mongolia’s 
engagement is motivated by a dual logic of hedging and leveraging: it aims to reduce strategic 
and economic dependence on China and Russia while utilizing the SCO platform to enhance 
the value of its geographic location and resource endowments. Through selective participation, 
agenda reframing, and institutional nesting, Mongolia actively shapes its observer status to 
maximize autonomy and influence. The study concludes that Mongolia’s calculated and 
innovative approach provides a compelling model for how secondary states can convert 
multilateral institutions into strategic assets, thereby advancing both the theory of institutional 
balancing and the practice of small-state diplomacy in contested regions.

Keywords: hedging, leveraging, Mongolia, Shanghai Cooperation Organization, Third Neighbor 
Diplomacy.

Introduction

THE SHANGHAI FIVE, COMPRISING CHINA, 
Russia, Kyrgyzstan, Kazakhstan, and Tajikistan, 
was established in 1996 to enhance border se-
curity among its members. The disintegration of 
the Soviet Union in the 1990s prompted China to 
seek common ground with the successor states. 
In 2001, following the inclusion of Uzbekistan, 
it was officially renamed as the “Shanghai Coop-
eration Organization” (SCO), with its objectives 
expanding beyond mere border issues. The SCO 
encompasses the entire domain where global 

geopolitical events and intricate processes un-
fold, rather than focusing solely on economic 
cooperation or integration. It encompasses more 
than 40% of the global population and accounts 
for 24.2% of the worldwide GDP (Nadin, Nijhar, 
& Mami, 2022). The Development Strategy to 
2025 asserts that the SCO will not operate merely 
as a military or economic entity, but aims to en-
hance its role as a multifaceted regional organi-
zation, not intended to function as a military and 
political bloc or an economic integration associ-
ation with supranational governing bodies (SCO, 
2015).
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Mongolia’s status as a landlocked country be-
tween major geopolitical powers has resulted in 
limited investment from third-party countries. 
This geographic reality subjects Mongolia to per-
sistent geopolitical pressures and a delicate bal-
ance of influence. Analysis of the relationships 
among China, Russia, and Mongolia demon-
strates that China wields considerable economic 
influence over Mongolia. In 2024, 91.3% of Mon-
golia’s exports were directed to China, primarily 
consisting of key raw commodities such as coal 
and copper, which are vital to Mongolia’s econ-
omy (Xinhua News, 2025). Additionally, most 
of Mongolia’s trade with other countries transits 
through Chinese territory, affording China stra-
tegic leverage over borders, customs, and railway 
ports. Russia maintains significant control over 

Mongolia’s infrastructure and energy supply, 
with over 90 percent of consumer fuels, includ-
ing gasoline and diesel, imported from Rus-
sia. Disruptions or price surges in Russia could 
therefore present socio-economic challenges for 
Mongolia. The country’s railway infrastructure, 
constructed to Soviet-era standards, further re-
inforces its strategic dependence. While China 
and Russia are leading members of the SCO, 
Mongolia participates as an observer state. As 
a landlocked and permanently neutral nation, 
Mongolia seeks security assurances from both 
neighbors while pursuing its Third Neighbor 
Diplomacy strategy. This context raises the cen-
tral research question: What is the rationale for 
Mongolia’s engagement in the SCO, an organiza-
tion dominated by China and Russia?

Caught between major geopolitical powers and landlocked, Mongolia has been continually exposed to 
geopolitical pressures and a delicate balance of influence (Map: Mapsland, t.y.).
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Literature Review

Given the limitations of the Third Neighbor Diplo-
macy framework, there is a robust theoretical foun-
dation for Mongolia’s deliberate ambiguity in foreign 
relations, balancing cooperation and caution with-
out fully aligning with major powers. Cheng-Chwee 
Kuik argues that hedging enables small states to pur-
sue multiple forms of external action—cooperation 
and balancing—thus preserving a wide range of poli-
cy options amid increasing international uncertainty 
(Kuik, 2021). Similarly, Evelyn Goh defines hedging 
as a combination of strategies designed to address 
situations where neither balancing, bandwagon-
ing, nor neutrality yields optimal outcomes (Telci & 
Rakipoğlu, 2021). For Mongolia, which prioritizes 
strong political and economic relations with Russia 
and China while seeking deeper partnerships with 
advanced third neighbors, hedging theory provides a 
valuable analytical framework for understanding its 
adaptive, risk-calculating foreign policy, moving be-
yond descriptive interpretations of the Third Neigh-
bor Diplomacy policy.

Hedging has been defined as the means by which 
small and middle powers preserve their autonomy 
amid the rivalry of great powers. Hedging encom-
passes both engagement and counterbalancing. Kuik 
portrays the theory as an “insurance-seeking” strat-
egy, in which states simultaneously adhere to diverse 
policies, cooperating with a superpower to gain eco-
nomic or political benefits while preparing security 
and diplomatic measures to mitigate potential risks 
ahead (Kuik, 2025). In an anarchic international sys-
tem, this policy minimizes the chances of over-com-
mitment to one side for small states, especially when 
great powers’ intentions remain unclear.

Hedging is not limited to one straightforward 
policy. Walt conducted case studies of alliance for-
mation and eventually asserted that international al-

liances were either “balancing” or “bandwagoning” 
(Walt, 1987). While a balancing act involves the com-
bination of less powerful states to neutralize a domi-
nant power or coalition, bandwagoning involves ful-
ly siding with a threatening power. Figiaconi argues 
that this hardened realist perspective is applied only 
to the supremacy of powerful countries, neglecting 
how small and medium nations can leverage their 
own capabilities amid the clouds of their specific 
strategies and systemic pressures to survive (Fi-
giaconi, 2025). Unlike traditional theories, hedging 
involves engaging and resisting together. Goh argues 
that hedging is an appropriate mechanism of gover-
nance in Southeast Asian countries, where smaller 
states must maintain normal relations with China 
for economic growth while strengthening coopera-
tive links with the United States for security (Goh, 
2005). In the context of Southeast Asia and China, 
Kuik identified three crucial policies to maximize the 
benefits for small and medium-sized nations (Kuik & 
Rozman, 2015). The first and foremost is “economic 
pragmatism”, a policy aimed at taking a share of the 
relationship through economic means with a rising 
power. Secondly, maintaining diplomatic closeness 
with a rising power by taking part in multiple bi-
lateral and multilateral engagements. It is to open 
several diplomatic channels to raise its position to a 
better stage, and he named this policy “binding-en-
gagement”. Lastly, the limited-bandwagoning policy 
is intended to create political benefits by building a 
partnership with a great power, but only to a limit-
ed extent through selective acts. Subsequent scholars 
furthered this logic, built on the rise of China and the 
US’s traditional dominance in Asia: Lim and Cooper 
described hedging as a set of deliberate, calculated 
acts, including contradictory responses to multiple 
sides with different geopolitical aims, simultaneously 
to preserve maneuverability amid uncertainty (Lim 
& Cooper, 2015). 
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Hedging context itself is always debatable. 
Distinct features of hedging, the forms of 
alignment, and their coherence are part of the 
hedging study. Korolev has acknowledged the 
similarities between these two domains, but 
it is somewhat difficult to clarify the overlap-
ping elements between them and other closely 
related terms in state behavior. The nature of 
the hedging term is broadly gauged with “in-
direct” or “soft balancing”, “limited bandwag-
oning”, “realist-style balancing”, “low-intensity 
balancing”, or simply “balancing” (Figiaconi, 
2025). Taking a conceptual approach based on 
principles and logic rather than Kuik’s policies 
and actions, he identified hedging features as 
relative equidistancing and simultaneity, op-
posing and counteracting measures, and diver-
sification of policy options (Korolev, 2024). He 
argues that hedging is valued primarily at its 
zenith under conditions of structural unpre-
dictability, and that states may have the right 
to shift their foreign policy toward a simpler, 
more straightforward course. Koga conceptu-
alizes hedging as a middle-level balancing and 
bandwagoning strategy, particularly activat-
ed during power shifts for secondary-leveled 
states (Koga, 2018). Others stand firmly on 
the belief that there should be a clear distinc-
tion between hedging and balancing, as well 
as other similar theories, rather than overlap-
ping policies. According to Haacke and Cio-
rciari, even if a state is in a hostile condition 
and becomes involved in military resistance 
against a particular power, it can still engage 
in hedging in both political and economic 
spheres (Haacke & Ciorciari, 2022). It means 

these nations take a significant share of the 
benefits from their relationship. Haacke and 
others have argued that hedging is about or-
ganizing the proper placement of vital surviv-
al risks, and thus making the term somewhat 
different from balancing and bandwagoning. 
Regarding the inner context of hedging, 
González-Pujol distinguished economic, polit-
ical, and military hedging and attributed them 
to inter-field and intra-field contradictions 
(González-Pujol, 2024). The former refers to 
a condition in which a state cooperates with a 
great power in a particular field while remain-
ing competitive in another area of foreign pol-
icy. The latter is revealed in a setup in which a 
state pursues a policy that includes both coop-
erative and resistant elements toward another 
country in the same area. These opposing be-
haviors are intentional actions taken by states 
to manage hedging flexibility.

Economic activity to enhance secondary 
states’ hedging is a demanded part of the theo-
ry. Lim and Mukherjee question the reasoning 

Given its landlocked position 
between major powers, 
Mongolia collaborates 
with its neighbors on 
trade and infrastructure 
while strengthening “Third 
Neighbor” ties with the United 
States, Japan, and Europe. 
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behind hedging that even without an obvious 
threat to a state, it can formulate the foreign 
window in accordance with a hedging ap-
proach due to economic gains, together with 
the usual discussions of the uncertainty nature 
in international relations in the South Asian 
range (the cases of Maldives and Sri-Lanka) 
(Lim & Mukherjee, 2019). The authors ad-
mit that there are cases in which small states 
trade their independence for a powerful coun-
try and, in return, receive a lucrative share 
of monetary benefits; however, at this point, 
a state’s vulnerability becomes an issue. Telci 
and Rakipoğlu (2021) expand the economic 
dimension of hedging, arguing that maximiz-
ing economic opportunities to build internal 
capacity is a core element of hedging in small 
states, involving the development of multiple 
partnerships with various actors. As small 
states lack strong military and economic re-
sources, they are likely to engage in hedging 
behavior. In Kuwait’s case, economic activity is 
as important as diplomatic and military mea-
sures for managing its dependency and auton-
omy.

Effective implementation of such a pol-
icy requires ensuring that one set of policies 
does not undermine another. Critics argue 
that hedging behavior may ultimately create 
ambiguity, potentially weakening alliances 
or making small states appear unreliable, es-
pecially when major powers pressure them 
to align. Kuik contends that hedging is not a 
permanent strategy but a pragmatic approach 
that tends to persist longer than traditional 
alliance-building theories. The effectiveness 

of this approach for small states depends on 
precise calibration between cooperation and 
counterbalancing (Kuik, 2023). Mongolia’s 
foreign policy exhibits significant hedging 
characteristics. Given its landlocked position 
between major powers, Mongolia collaborates 
with its neighbors on trade and infrastructure 
while strengthening “Third Neighbor” ties 
with the United States, Japan, and Europe. By 
eschewing formal alliances, Mongolia favors 
multilateral engagement and diversification of 
diplomatic and security relationships with ad-
vanced countries and international organiza-
tions, while maintaining stable relations with 
China and Russia. This approach exemplifies 
the core feature of hedging—maintaining a 
low profile in formal alliances while preserv-
ing flexibility to protect sovereignty and au-
tonomy in a volatile geopolitical environment. 
Despite this, Mongolia is often overlooked in 
hedging studies, which predominantly focus 
on Southeast Asian countries in the context of 
China’s rise.

These research gaps necessitate a reinter-
pretation of Mongolia’s foreign policy behav-
ior within the broader context of international 
uncertainty, employing a more rigorous theo-
retical framework. Despite Mongolia’s unique 
external environment and strategic location, it 
remains underexplored in hedging scholarship 
(Hlaváček & Sanc, 2022). This study addresses 
this gap by applying hedging theory to analyze 
Mongolia’s Third Neighbor Diplomacy policy 
as a proactive institutional balancing strategy 
designed to mitigate risk and maximize inter-
ests through multilateral platforms.
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Institutional Balancing under the Third Neigh-
bor Diplomacy Policy

Mongolia’s Third Neighbor Diplomacy policy 
extends beyond bilateral diplomacy and is best 
understood as institutional balancing within 
multilateral organizations such as the SCO. This 
approach is defined by two complementary op-
erational logics: hedging, which aims to miti-
gate strategic and economic risks associated with 
overdependence, and leveraging, which seeks to 
enhance the value and influence of Mongolia’s 
geopolitical and economic assets. This dual-log-
ic framework offers a coherent explanation for 
Mongolia’s calculated and proactive institutional 
engagement.

Evolution of the Third Neighbor Diplomacy 
Policy

The end of the bipolar era did not facilitate a 
smooth path for Mongolia’s foreign relations. It 
brought more complex issues and necessitated 
proper maneuvering in an increasingly multi-
directional environment amid newly emerging 
multipolar competition and global uncertain-
ty (Dashdorj, 2003). In this uncertain setting, 
Mongolia’s foreign policy priorities often lie in 
the flexible components of hedging, a strate-
gy of small states that involves calculating risks 
and seizing opportunities by cooperating with 
multiple allies while not fully aligning with any 
of them (Kuik, 2021). Mongolia’s foreign policy 
hinges on two critical pillars: fostering positive 
ties with Russia and China, alongside the US and 
other advanced Western European countries, as 
well as with significant Asian powers like South 
Korea and Japan (Hlaváček & Sanc, 2022). Mon-
golia is reluctant to accept a full-fledged alliance 

with its two neighbors or the Western sphere. 
Instead, the country uses multiple pragmatic in-
struments, including balancing, managing the 
dependence ratio equally across multiple allies, 
and diversifying its trade partners, and acts se-
lectively in various fields.

The Soviet withdrawal of its troops in Decem-
ber 1992 revealed Mongolia’s strategic vulnera-
bilities: its dependence on Soviet assistance, its 
limited diplomatic ties beyond the socialist bloc, 
and its lack of diversified security partnerships 
(Bat-Erdene, 2021). Mongolia experienced a se-
vere economic downturn following the collapse 
of the Soviet Union. The only political patron of 
Mongolia could no longer assist, and the coun-
try entered a new era with zero awareness of 
free-market and open policies, since it had been 
isolated from the world in the 20th century. The 
new phenomenon forced Mongolia to bear the 
full weight of its geography, governance, and pol-
itics on its own. During its new challenge to es-
tablish a new type of relationship with Russia and 
China, the new Mongolia signed the “Treaty on 
Friendly Relations and Cooperation” with Russia 
in 1993 (Guudai, 2014) and the “Treaty on Pro-
moting Friendship and Cooperation” with China 
in 1994 (Porter, 2009). In the same year, three im-
portant nationwide documents were formulated 
by the officials: the National Security Concept 
(NSC), the Foreign Policy Concept, and the Mili-
tary Doctrine (Soni, 2018).

Between 1996 and 2000, the Democratic Party 
of Mongolia came to power after the parliamen-
tary election and sought to intensify Mongolia’s 
reforms by leveraging globalization (Dashdorj, 
2003). One of the party’s leaders, Enkhsaikhan, 
wrote that in the 20th century, the major pow-
ers conquered the small ones, but the one that 
moves quickly is the winner in the next century, 
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outpacing slow runners in world affairs. Mongo-
lia sought to reduce its reliance on its two neigh-
bors by actively integrating into global econom-
ic and institutional networks (Dashdorj, 2003). 
Mongolia’s leading policymakers have recog-
nized the urgency of creating and strengthening 
a global system with a real network of interests 
for new distant partners, beyond Russia and 
China, on Mongolian “soil” (Tserenpil, 1998). 
This environment enabled Ulaanbaatar to diver-
sify beyond its traditional reliance on Russia and 
to navigate its complex relationship with rapidly 
rising China cautiously.

James Baker, the former U.S. Secretary of 
State, was the pioneer to mention the notion of 

“Third Neighbor” during his state visit to Mon-
golia in 1990, declaring the United States is a 
third neighbor of Mongolia, so that Mongolia 
can build intense cooperation and close part-
nership with all of three major powers without 
interfering to dispute Mongolia’s relationship 
with its adjacent nations (Sanallkhundev, 2016). 
Based on Baker’s comments on Mongolia’s for-
eign policy, one may understand the Third 
Neighbor Diplomacy policy as a strategy to de-
velop political, economic, and security relations 
with countries beyond its two immediate neigh-
bors, Russia and China, thereby diversifying 
external partnerships and preserving strategic 
autonomy.

“The Soviet withdrawal of its troops in December 1992 revealed Mongolia’s strategic vulnerabilities”. 
Memorial complex “Glory to the Russian Soldier” in Choir, a city in east-central Mongolia

 (Photo: Sanghee Liu/Sydney Morning Herald, 2023).
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 The secondary direction of Mongolia’s foreign 
policy is “…developing friendly relations with 
highly developed countries of the West and East, 
such as the United States of America, Japan, and 
the Federal Republic of Germany. At the same 
time, it will also pursue a policy aimed at promot-
ing friendly relations with such countries as India, 
the Republic of Korea, Thailand, Singapore, Tür-
kiye, Denmark, the Netherlands, Finland, Austria, 
Sweden, Switzerland, and at creating and bring-
ing to an appropriate level their economic and 
other interests in Mongolia” (State Great Khural 
of Mongolia, 2011). Considering the secondary 
direction, Mongolia focused on strengthening 
bilateral ties with advanced democratic states. 
The policy has gradually evolved from a primar-
ily bilateral balancing mechanism into a broader, 
multidimensional strategy that later incorporates 
multilateral diplomacy and institutional engage-
ment. The term Third Neighbor Diplomacy has 
arisen from national security, the first-ever con-
cern of a country like Mongolia, situated between 
big powers with an incapable military and a low 
population, and it is reflected in the 2010’s “NSC 
of Mongolia”. The updated document shifted from 
a purely military focus to a multi-dimensional ap-
proach that links national survival to economic 
and environmental stability.

Mongolia’s foreign policy towards highly de-
veloped nations and international organizations 
is clearly reflected in the 2010 version of the NSC. 
The NSC outlines the country’s external priorities 
and worldview and provides a formal expression 
of the shift from geographical balancing toward 
value-based diplomacy and, ultimately, to institu-
tional engagement. Early formulations, in Article 
3.1.1.5 of the NSC, focused on maintaining effec-
tive relations with countries, such as the United 
States, Japan, and South Korea, which are labeled 

as “Third Neighbors” for crucial balancing (Uni-
fied Legal Information System, 2010). 

The NSC increasingly upholds liberal demo-
cratic principles—human rights, free markets, 
and the rule of law—as the normative roots for 
foreign engagement. This first focus on geograph-
ically distant democratic partners is elaborated 
in the NSC’s early sections. In Article 3.1.1.2 of 
the NSC, it is written that “The basic methods 
for ensuring Mongolia’s independence and sov-
ereignty shall be political and diplomatic actions. 
Accordingly, a multi-pillared foreign policy di-
rected towards building active relationships and 
cooperation with foreign states and international 
institutions shall be implemented” (Unified Le-
gal Information System, 2010). Mongolia’s Third 
Neighbor Diplomacy policy has evolved from a 
geographic balancing tool into a more complex 
and layered foreign policy strategy. Mongolia’s 
foreign policy is to develop equal cooperation 

The Third Neighbor 
Diplomacy policy has 
now strategically evolved, 
reoriented from securing 
bilateral guarantees 
with states such as the 
United States, Japan, and 
South Korea to actively 
instrumentalizing multilateral 
institutions, thereby 
constructing an “institutional 
third neighbor” network with 
the SCO as a core component.
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with countries such as the United States, West-
ern Europe, Japan, and South Korea, without dis-
rupting the system of friendship and cooperation 
established with its two neighbors. Thus, it can 
be said that initially, it was centered on building 
ties with these countries to counterbalance the 
potential pressure from overwhelming influence 
by China and Russia. In Article 3.1.1.5 of the 
NSC, Mongolia’s attribution to third neighbor 
countries was clearly indicated as it says, “pursu-
ant to a ‘Third Neighbor’ strategy, bilateral and 
multilateral cooperation with highly developed 
democracies in political, economic, cultural and 
humanitarian affairs shall be undertaken” (Uni-
fied Legal Information System, 2010)

In June 2022, the Office of the National Se-
curity Council of Mongolia drafted a compre-
hensive amendment to the existing 2010 frame-
work, while the foundational document remains 
the 2010 NSC. The revision addressed a rapidly 
changing external environment—specifically the 
impacts of the Russia-Ukraine war and shift-
ing dynamics in East Asia—and internal issues, 
such as public distrust in governance. The Third 
Neighbor Diplomacy policy has now strategically 
evolved, reoriented from securing bilateral guar-
antees with states such as the United States, Ja-
pan, and South Korea to actively instrumentaliz-
ing multilateral institutions, thereby constructing 
an “institutional third neighbor” network with 
the SCO as a core component.

Dual Behavioral Logic Hedging and 
Leveraging

According to Ciorciari and Haacke (2019), 
although hedging has been widely applied in 
international relations, its diverse explanations 
and definitions across scholars make it a loose 

and inconsistent concept. It is also common for 
scholars to include more than one of these defi-
nitions in their articles. It indicates that hedging 
conditions can be adjusted from time to time, 
depending on the situation the state is facing. 
In this research, hedging is conceptualized as a 
strategy that encompasses diverse approaches 
and policy flexibility, intended to gain economic 
and political benefits from relations with major 
powers while maintaining alternative partner-
ships to avoid overdependence on a single pow-
er. A hedging strategy does not mean taking an 
indecisive or neutral stance; rather, it is a pre-
ventive measure to minimize potential struc-
tural risks in the future. In Mongolia’s context, 
hedging unfolds as cooperative relations with 
the SCO, led by China and Russia, alongside si-
multaneous efforts to secure additional security, 
diplomatic, and economic endorsements from 
“Third Neighbor” partners, and through selec-
tive institutional balancing.

States are most likely to adopt hedging be-
havior when confronted with a long-term threat 
that is highly concerning but does not pose an 
immediate security challenge (Kuik, 2008). This 
approach is particularly persuasive for small 
and middle powers, which derive substantial 
economic benefits from trade with major pow-
ers but seek to avoid full political alignment. 
Furthermore, as great-power rivalry intensifies 
and the future distribution of power remains 
uncertain, governments often prioritize pol-
icy flexibility over adopting definitive strate-
gies such as balancing or bandwagoning (Goh, 
2006). In these contexts, hedging emerges as a 
rational strategy, offering a framework for eval-
uating long-term risks and advancing national 
interests without antagonizing dominant neigh-
bors.
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Mongolia’s institutional engagement with 
the SCO is underpinned by a twofold ratio-
nale: to mitigate risks through hedging and to 
enhance leverage (Kuik, 2025). The rationale 
for risk mitigation through hedging is inher-
ently defensive and preventive, driven by the 
need to address the significant vulnerabilities 
in Mongolia’s geopolitical and economic con-
text. Mongolia, a landlocked nation bordered 
solely by the significant powers of China and 
Russia, faces the inherent risks of strategic de-
pendency and coercion. The hedging strategy 
leverages institutional involvement to diversify 
risk and enhance resilience (Kuik & Rozman, 
2015). In the realm of security, participating 
in SCO-led efforts focused on non-tradition-
al security issues—such as counter-terrorism, 
transnational crime, and cybersecurity (Maduz, 
2018) —enables Ulaanbaatar to build profes-
sional trust and establish reliable communica-
tion channels with its neighbors. This functions 
not as a conventional military alliance but as 
an essential confidence-building mechanism, 
establishing a procedural “safety net” that sta-
bilizes its immediate security context and en-
hances the credibility of its enduring neutrality 
(Kuik & Rozman, 2015). This rationale is evi-
dent in efforts to prevent excessive reliance on 
any single transit corridor or market. Mongolia 
aims to legitimize and enhance the diversity of 
its export and import lines by advocating for its 
“Steppe Road” program within broader region-
al connectivity discussions, including the SCO 
framework (Dulbaa, 2018). This institutional 
initiative for multimodal connectivity is a stra-
tegic endeavor to diminish its vulnerability to 
economic pressures and logistical constraints, 
thereby alleviating a fundamental aspect of its 
landlocked predicament.

In contrast to the defensive strategy of hedg-
ing, hedging can also serve a leverage-enhanc-
ing function. As Figiaconi (2025) argues that 
non-major countries can utilize their own ca-
pabilities to overcome the systematic pressures 
exerted by great powers, Mongolia converts in-
stitutional membership from a mere venue for 
discussion into a dynamic platform for negoti-
ation and role advancement. Mongolia employs 
its SCO observer status not merely for partic-
ipation, but as a means of diplomatic leverage 
to enhance the significance and value of its in-
herent assets. The extensive mineral richness, 
especially in strategic minerals such as coking 
coal, copper, and rare earth elements, serves as 
a principal lever. 

By integrating resource development, trans-
portation, and sustainability into SCO commit-
tees, Mongolia can shift bilateral negotiations 
into a multilateral framework, thereby implic-

Mongolia’s engagement 
with the SCO provides 
tangible benefits. In addition 
to previously identified 
advantages related to non-
traditional security issues, the 
SCO’s emphasis on regional 
connectivity, particularly 
railway development as 
noted in summit declarations 
(SCO, 2019; SCO, 2022), aligns 
with Mongolia’s national 
development priorities.
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itly introducing institutional oversight and 
standards that may strengthen its negotiating 
stance, vis-à-vis individual partners. Its physi-
cal location as a nexus between Northeast and 
Central Asia is utilized to establish a “cross-
roads” character. Mongolia actively establishes 
and promotes its role as a crucial facilitator of 
regional cooperation through proactive agen-
da-setting, including advocating for transport 
and digital connectivity projects and hosting 
discussion events. This institutionalized pur-
suit of roles amplifies international exposure, 
draws investment from external “Third Neigh-
bor”, and finally transforms geographic and eco-
nomic characteristics into enduring diplomatic 
capital and influence. Mongolia’s engagement 
with the SCO provides tangible benefits. In ad-
dition to previously identified advantages relat-
ed to non-traditional security issues, the SCO’s 
emphasis on regional connectivity, particularly 
railway development as noted in summit dec-
larations (SCO, 2019; SCO, 2022), aligns with 
Mongolia’s national development priorities. 
The SCO also functions as a key platform for 
Mongolia to advance the Russia-Mongolia-Chi-
na trilateral economic corridor, which will be 
discussed in a subsequent section. Although 
Mongolia’s participation in the SCO has not yet 
produced measurable increases in trade or in-
vestment, the organization’s focus on economic 
dialogue creates opportunities for Mongolia to 
promote its initiatives, develop transport corri-
dors, and enhance economic cooperation with 
member states.

The two logics are not sequential or mutu-
ally exclusive; rather, they are dynamically in-
terconnected and mutually reinforcing within 
a unified strategic framework (Kuik, 2021). 
Hedging, by alleviating existential risks, estab-

lishes the secure basis essential for the certain 
pursuit of leverage. Conversely, effective lever-
aging, achieved by strengthening Mongolia’s re-
gional influence and negotiating power, reduces 
perceived vulnerability and enhances the credi-
bility and effectiveness of its hedging strategies. 
The interplay between reducing dependen-
cy through hedging and increasing influence 
through leveraging is central to Mongolia’s ap-
proach to achieving institutional balance within 
the SCO framework.

Strategic Motivations: The Drive of Hedging 
and Leveraging

Mongolia’s historical context cannot be ignored 
in explaining its adaptive hedging in foreign pol-
icy. As a landlocked state positioned between 
China and Russia, Mongolia’s external domains 
were specifically influenced by their policies, 
and the most strategic vulnerabilities, pressures, 
and the result of having asymmetric capacity in 
many fields, unlike them, are the main incen-
tives for Mongolia to adopt hedging. During the 
Cold War, Ulaanbaatar’s external orientation was 
dominated by an ideological alignment with the 
Soviet Union for several decades. After the dem-
ocratic revolution in the 1990s, the window was 
redefined by elements that were infused with 
Mongolia’s rational and specific national interests. 
The transition to a market economy, the birth of 
a multi-party system, and the uncertainty during 
the power shift as the Soviet Union collapsed 
created an opportunity for Mongolia to pursue a 
foreign policy that upholds only Mongolia’s na-
tional interests, without any foreign persuasion. 
Thus, hedging identity emerged as a pragmatic 
response to overlapping alterations in both inter-
nal and external environments.
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Hedging Security Risks

Mongolia’s engagement with the SCO, particular-
ly in security, is a strategic move aimed at acting as a 
buffer state and seeking stability. From 2004 to 2023, 
Mongolia has participated intermittently in SCO-led 
anti-terrorism and regional security exercises as an 
observer. On the other hand, China and Russia have 
seen tangible growth in their bilateral and trilater-
al military relations. This divergence underscores 
Mongolia’s intent to avoid being drawn into hard se-
curity commitments without completely disappear-
ing, by maintaining a presence in regional security 
collaborations as a buffer state. 

Within the scope of military cooperation, a joint 
military exercise is held once every 2 years and is 
called “peace mission”. The routine exercise with-
in the SCO aims to deepen defense and security 
cooperation among member states, enhance their 
ability to address new challenges and threats, and 
jointly safeguard regional peace and security (Glob-
al Times, 2021). Early SCO joint exercises, such as 
Peace Mission 2005 and 2007, were conducted un-
der this scope, focusing on counterterrorism (Tu-
murkhuleg, 2023). However, for Mongolian side, all 
these community issues are not seriously encoun-
tered at this moment through the means of violent 
ways because Mongolian demographic structure is 
not probably comparable to other members of the 
SCO, with the condition of having ethnic Mongols 
comprise over 90% of the total population out of 
only 3.5 million people (Embassy of Mongolia to the 
United States of America, n.d.), meaning such kind 
of activities are not serious problem for the country 
and Mongolians have not participated. Over the past 
decade, the SCO’s military activities have escalated 
in scale and complexity, moving beyond a narrow 
purpose of opposing three evils. For example, Peace 
Mission 2018 and 2021 included mechanized infan-
try, airpower integration, and multinational joint 

command structures—demonstrating a shift toward 
interoperability and strategic preparedness akin to 
military bloc sense. In parallel, China and Russia, 
though not specifically under the SCO’s umbrella, 
have enhanced bilateral cooperation through exer-
cises such as Vostok 2018 and 2022, which involve 
thousands of troops from various countries, includ-
ing Mongolia, and that mirror the region’s complex 
security environment (Banerjee, 2022).

In March 2020, the SCO, in collaboration with 
the United Nations Office on Drugs and Crime 
(UNODC), held a high-level event under the label 
of “SCO and UNODC in the Fight Against the Il-
licit Drug Threat: Countering Drug Trafficking via 
Darknet.” (SCO, 2020b). This event highlighted how 
the crimes of drug trafficking thrive through the 
darknet, with information that drug-related trans-
actions hold a significant share of darknet activities. 
In response to this growing tension regarding drugs, 
the organization’s commitment to addressing this 
challenge found that it is better to oppose drug-re-
lated crimes through collaborative efforts exerted by 
the SCO members, including the international an-
ti-drug operation “Spider Web”, aimed at eradicating 
online channels responsible for distributing drugs 
(SCO, 2020a). The event urged the importance of 
international cooperation and comprehensive strat-
egies. This gap may be addressed through the Ulaan-
baatar Dialogue (UBD)’s institutional hedging. The 
UBD initiated by Mongolia in 2014 serves as a Track 
1.5 platform that convenes government officials, 
scholars, and policy experts to discuss security and 
cooperation in Northeast Asia (Sukhbaatar, 2025). 
In this way, Mongolia’s UBD functions as a norma-
tive incubator for regional security, which may be 
nested within broader frameworks such as the SCO 
through its anti-drug goals and non-traditional con-
cerns, consolidating Mongolia’s influence through 
soft conformity rather than formal accession.

The document of Mongolia’s Defense Policy, 



351

adopted in 2016, states that “Mongolia’s policy of 
preventing external military threats … is to expand 
multilateral cooperation with neighboring coun-
tries and support the process of strengthening mil-
itary trust in the region.” Under this clearly stated 
strategic guidance, the Mongolian Armed Forces 
have regularly held bilateral exercises with Russia 
and China, and Vostok 2018 was the first to include 
trilateral cooperation, fully in line with the above 
principle (National Institute for Security Studies, 
2018). For Mongolia, this strategic demand comes 
with a challenge of blurring its long-held neutral-
ity and its non-aligned identity worldwide. Even 
so, Mongolian joint military exercises are closely 
linked to all three powers, including the annually 
conducted “Khaan Quest” with the USA, as well 
as “Selenge-2024” and “Steppe Partner-2024” with 
Russia and China. However, none of them involves 
regular military duty.

Hedging Economic Dependence

The Transport Corridor competition between 
the East, Middle, and West railway proposals re-
veals the complex bargaining among China, Mon-
golia, and Russia within the SCO framework, each 
seeking to align regional connectivity with their 
respective national interests.

Under the label of China-Mongolia-Russia 
Economic Corridor (Figure 1), which is one of six 
key corridors of the Belt and Road Initiative (BRI) 
and embedded in the SCO’s strategic direction, the 
three main railway proposals —East Line, Middle 
Line, and West Line— demonstrate distinct inter-
ests that potentially serve one of its two neighbors 
sympathetically. These strategic corridors can be 
implemented in order, in line with Mongolia’s 
strategic move to balance its geopolitical and eco-
nomic interests (Dorj & Davaasüren, 2020).

Figure 1. Mongolia-Russia-China Economic Corridor 

(Map: Tuvshintur, 2018). 

Wang Jiani & Bilguunzaya Luvsandandar -Institutional Balancing in Mongolia’s Third Neighbor Diplomacy



B R I q  •  Vo lume 7  I ssue  3  Summer  2026

352

The Eastern Corridor, which includes the 
Choibalsan–Khuut–Zuunkhatavch route, is in 
China’s interests. The Eastern route connects 
Russia’s Borzya to Mongolia’s eastern provinces. 
Finally, it terminates in Inner Mongolia and the 
Northeastern Chinese port of Jinzhou, totaling 
434.2 km in Mongolian territory (Government 
Agency for Policy Coordination on State Property, 
2023). The project is expected to transport up to 
100,000 passengers and 20 million tons of coal, oil, 
iron ore, and transit cargo per year, with a payback 
period of 15.38 years (Dorj & Davaasüren, 2020). 
The main profitable aspect of this line is intensi-
fying trade in underdeveloped areas of Mongo-
lia, Russia, and China, with the potential for high 
economic activity due to their abundant resourc-
es. At the regional level, the Eastern route will be 
the preferred option if geopolitical tensions on the 
Korean Peninsula are de-escalated and intercon-
nectivity in Northeast Asia is promoted, an issue 
that Mongolia actively works on (Dorj & Davaas-
üren, 2020).

Mongolia’s transport development strategy 
has emphasized the creation of additional rail-
way corridors to complement the existing Central 

Corridor, thereby easing the load on the Sain-
shand-Zamiin-Uud-Erenhot-Ulaantsav route 
to a considerable extent. Currently, the Railway 
of Central Corridor in Mongolia is operating at 
its maximum capacity, and it is necessary to ex-
pand capacity and invest to increase the volume 
of cross-border transit cargo (Dorj & Davaasüren, 
2020). Mongolia completed the Zuunbayan–
Khangi railway in 2022, connecting its national 
railway network to the Khangi–Mandal border 
crossing with China (UN-OHRLLS, 2022). This 
railway provides access to the Chinese Inner Mon-
golian railway network, which serves major indus-
trial centers such as Baotou and Hohhot. The de-
velopment of industrial projects in the Sainshand 
region, including the ongoing oil refinery project, 
has further increased the strategic importance 
of expanding railway connectivity in southern 
Mongolia (Dorj & Davaasüren, 2020). The central 
railway corridor of the Trilateral Economic Corri-
dor is planned to extend for 5,975 km. Feasibility 
studies have been completed for the 328 km Jin-
ing-Erenhot railway line on the Chinese side and 
the 254 km Naushki-Ulaan-Ude railway line on 
the Russian side (Ministry of Road and Transport 
of Mongolia, 2024). The feasibility study also in-
cludes the construction of a 1,087 km second rail-
way line from the Sukhbaatar-Zamiin-Uud rail-
way line on the Mongolian side (Ministry of Road 
and Transport of Mongolia, 2023).

Railway development along the West Line re-
mains limited, whereas the highway network is 
comparatively well established. The Asian High-
way Network AN-4 (Ulaanbaishint-Ulgii-Kho-
vd-Yarantaar), spanning 725 km within Mongo-
lian territory to Urumqi, China, is currently well 
developed (Dorj & Davaasüren, 2020). In con-
trast, the transverse route AN-32, also known as 
the Millennium Road, is not yet fully developed 

After a 16-year delay, this 
project has recently been 
prioritized as a major 
government infrastructure 
initiative to expand mining 
capacity and stabilize long-
term coal trade between 
Mongolia and China (Khaliun, 
2025a).
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and primarily serves local needs rather than ful-
filling its intended international role of connecting 
neighboring countries (Dorj & Davaasüren, 2020). 
As of May 29, 2024, the main road infrastructure 
for the Artssuuri-Altai-Nariinsukhait-Shiveekhu-
ren railway network was completed (Jargalsuren 
& Byambanaran, 2024). A branch line has been 
proposed to extend from the network southwest 
of Altai City, connecting to the Chinese railway 
via the port of Burgastai and leading to Xinjiang, 
China (Dorj & Davaasüren, 2020). This route 
may receive support from Russia. Within Mon-
golia’s western export corridor, the Gashuun-
sukhait-Gantsmod cross-border railway is under 
construction to facilitate coal exports from the Ta-
van Tolgoi deposit to China. After a 16-year delay, 
this project has recently been prioritized as a ma-

jor government infrastructure initiative to expand 
mining capacity and stabilize long-term coal trade 
between Mongolia and China (Khaliun, 2025a).

The eastern and western routes remain incom-
plete. Based on current conditions, the Central 
Corridor is the most strategically and practically 
feasible option for initial implementation. This 
corridor already facilitates a substantial portion 
of cross-border trade, particularly mining ex-
ports to China. In addition to its operational sta-
tus, multilateral discussions within the SCO have 
underscored the importance of enhancing regional 
connectivity and transport corridors. Declarations 
from the 2019 SCO Summit in Bishkek and the 
2022 SCO Summit in Samarkand emphasized the 
development of efficient transport routes and logis-
tics networks in the region (SCO, 2019; SCO, 2022). 

Asian Highway Infrastructure Connection in Mongolia 
(Map: Mongolia.inc, 2024).
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In light of these recent declarations, the Central 
Corridor offers the most promising prospects for 
early implementation among the three routes. At 
the same time, the other two remain in preliminary 
planning stages and face additional challenges.

In 2025, Mongolia ratified an agreement with 
China to construct the Gashuunsukhait-Gants-
mod railway, linking the Tavan Tolgoi coal mine 
directly to China’s rail network. Mongolia is 
committed to exporting 27 million tons of coal 
between 2025 and 2029. From 2030, 20 million 
tons will be transported to China. Over 16 years, 
approximately 247 million tons of coal will be 
consumed in China (Khaliun, 2025a). While it is 
formally a bilateral project, Mongolia leveraged 
its low-key presence through diplomatic channels 
and local policy under the broader SCO frame-
work, such as engaging the SCO Interbank As-
sociation, where the Development Bank of Mon-
golia became a partner (Amarsaikhan, 2016), to 
secure favorable transportation terms. Though 
IBA did not fund the agreement, the SCO is large-
ly shaped by China’s financial leadership, and, 
technically, Mongolia’s agreement with China is 
considered an attempt to participate in the SCO’s 
development agenda. 

Leveraging Resource Power

Geopolitics and national security are not the 
sole justification for Mongolia’s strategic behavior 
towards the SCO; internal tensions over sover-
eignty and national control are a significant deter-
minant, particularly regarding its natural resourc-
es, which account for the majority of Mongolia’s 
GDP. The Tavan Tolgoi is a symbolic pursuit of 
Mongolia’s effort to assert domestic authority, be-
ing one of Mongolia’s largest mining deposits in 
terms of both production and profitability. This 

coal resource accounts for more than 20% of the 
country’s budget revenues (1.1 billion dollars for 
January to October 2023) (Kushhov, 2024). It at-
tracts many investors, mostly from China, and 
they repeatedly propose joint development. How-
ever, Mongolia has been reluctant to enter into any 
arrangement that would grant foreign entities a 
controlling share due to fears of economic depen-
dency and a loss of national autonomy.

Public opposition, parliamentary scrutiny, and 
institutional monitoring have pushed the state 
to maintain ownership of Tavan Tolgoi through 
Erdenes-Tavan Tolgoi, a state-owned enterprise. 
In doing so, Mongolia demonstrates a form of in-
ternalized checks and balances, where domestic 
institutions act as guardians of sovereignty against 
the prevailing economic hegemony of foreigners. 
In 2012, the Mongolian government planned to 
launch a $3 billion initial public offering (IPO) of 
the Tavan Tolgoi, aiming to sell 29% of the compa-
ny on the London and Hong Kong stock exchang-
es with the state-owned Erdenes-Tavan Tolgoi. 
(The Moscow Times, 2012). Previous attempts to 
collaborate with China’s Shenhua, Peabody from 

The Tavan Tolgoi case shows 
how natural resources play a 
significant role in Mongolia’s 
institutional leverage—
shaping its economic 
structure in a way that flatters 
its own sovereignty and, thus, 
resists the depth of foreign 
influence.
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the United States, and a Russian-Mongolian joint 
consortium on the project were discontinued, as 
the government pursued selective partnerships 
with Japanese and South Korean investors. In re-
sponse to public concerns about foreign control 
of strategic sectors, the Mongolian parliament 
enacted the Strategic Entities Foreign Investment 
Law in May 2012 to restrict foreign ownership in 
industries such as mining, finance, media, and 
telecommunications (U.S. Department of State, 
2013). According to the law, it was not allowed for 
foreign investors’ stake to exceed 49% in compa-
nies operating in these sectors, or for cooperation 
deals valued at over 100 billion Tugrik or involv-
ing state-owned firms (U.S. Department of State, 
2013). It would have been even stricter for inves-

tors if it had followed each subject in the initial 
draft.

Mineral resources solidify Mongolia’s broader 
diplomatic standing in the international arena. In 
a similar vein, Mongolia’s long-standing observer 
status in the SCO has led it to explore possible co-
operation in mining and infrastructure. However, 
deep down, this Northeast Asian country resists 
being drawn into the influential web of power-
ful countries, which could potentially jeopardize 
national strategic control. The Tavan Tolgoi case 
shows how natural resources play a significant 
role in Mongolia’s institutional leverage—shap-
ing its economic structure in a way that flatters 
its own sovereignty and, thus, resists the depth of 
foreign influence.

“Mineral resources solidify Mongolia’s broader diplomatic standing in the international arena” 
(Photo: Inside Mongolia, 2025).
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Leveraging Role Identity

Between 2015 and 2023, Mongolia promoted 
its image within the SCO framework to enhance 
its diplomatic role, and its acceptance rate for 
proposals at the SCO Summit rose significantly. 
Mongolia’s diplomatic discourse at SCO summits 
has evolved from that of a peripheral observer to 
a normative contributor on issues like infrastruc-
ture development, non-traditional security, and 
connectivity for landlocked states. A qualitative 
review of the summit speeches by Mongolia’s pres-
idents reveals the country’s rhetorical strategy.

President Elbegdorj Tsakhia’s 2016 address to 
the SCO Summit (Indra, 2016) reveals how Mon-
golia utilizes diplomatic gestures to assemble its 
identity as a constructive and integrated region-
al player. By repeatedly using brief, smooth lan-
guage to congratulate India and Pakistan, who 
were nearing full membership in the SCO and 
the host country, Elbegdorj advances Mongolia’s 
overall image as a conciliatory, cooperative, and 
respectful observer. At the strategic level, he pro-
posed a “6+5” meeting to increase the value of 
observer states. Through that institutional mech-
anism, it can promote active interaction between 
full members and observers like Mongolia; in 
that case, he sought to build an activist presence 
for Mongolia as a norm entrepreneur. His words 
regarding Mongolia’s “huge transit transport 
potential” and focus on the trilateral corridor 
with Russia and China, leveraging Mongolia’s 
geographic location, aim to frame Mongolia as 
a valuable regional connector capable of coordi-
nating among the SCO, the Eurasian Economic 
Union (EAEU), and China’s BRI (Indra, 2016). 
Similar to its cautious approach to the SCO, 
Mongolia is not a member of the EAEU. How-
ever, it maintains limited economic engagement 

with the bloc, as demonstrated by the ratification 
of a 2025 interim trade agreement intended to ex-
pand trade cooperation without full institution-
al integration (State Great Khural of Mongolia, 
2025). These chosen narratives reveal Mongo-
lia’s strategic interest in leveraging its diplomatic 
benefits within multilateral platforms by aligning 
national capabilities with regional development 
concerns. Elbegdorj’s rhetoric frames Mongolia’s 
foreign policy role as fundamentally oriented to-
ward bridging, contributing, and upholding in-
ternational norms.

President of Mongolia Battulga Khaltmaa held 
a speech at the Plenary Session of the 18th Meet-
ing of the Council of Heads of Member States of 
the SCO in Qingdao, China, in 2018 (Office of the 
President of Mongolia, 2018). President Battulga’s 
2018 SCO address has strengthened Mongolia’s 

President Khurelsukh’s 
speech outlines Mongolia’s 
foreign policy as anchored 
in a “peaceful, open, multi-
pillar, and independent 
foreign policy” and by 
naming Mongolia “Transit 
Mongolia” and highlighting 
its role as a link between Asia 
and Europe, Khurelsukh’s 
speech advocates for present 
Mongolia’s external potential 
as a narrative of regional 
connectivity and logistical 
centrality.
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strategic development as a comprehensive, mul-
tilateral, and economically cooperative and wel-
coming country. He praised the SCO’s expanded 
scope of activities, which align with Mongolia’s 
standing to enhance its regional value. By charac-
terizing Mongolia as a “willing contributor” and a 
“bridge” to cooperation among members, observ-
ers, and dialogue partners, Battulga articulates a 
diplomatic approach grounded in partnership and 
practical integration. His repeated use of phrases 
about Mongolia’s readiness, such as “we are ready,” 
“we wish to work actively,” and “we hope you will 
support,” delivers a tone of cooperative engage-
ment among the SCO countries. Once again, as 
with Elbegdorj, the weight placed on Mongolia’s 
future trajectory involving the Economic Corri-
dor with its immediate neighbors through China’s 

BRI and Russia’s EAEU conveys a discourse of 
connectivity-oriented neutrality, promoting syn-
ergy without a strict bloc mechanism (Office of 
the President of Mongolia, 2018). Moreover, even 
though he has not specified the exact mechanism 
for calling on observers and dialogue partners to 
show active participation, like Elbegdorj’s “6+5”, 
Mongolia is still keen on pursuing lively interac-
tion with the SCO countries, as he included it as 
a low-key presence in his speech. Thus, it suggests 
that Mongolia prefers to remain an observer, but it 
can serve as an important contributor to the SCO’s 
further expansion. Throughout his speech, Battul-
ga champions Mongolia’s foreign policy within the 
SCO as a neutral facilitator, a committed observer 
that is not passive, and a proactive contributor to 
regional agendas.

President of Mongolia Khaltmaagiin Battulga delivered a speech at the Plenary Session of the 18th Meeting of 
the Council of Heads of Member States of the Shanghai Cooperation Organization in Qingdao, China, 

(June 10, 2018) (Photo: Office of the President of Mongolia, 2018).
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President of Mongolia Khurelsukh Ukhnaa 
addressed the 2024 Meeting of the Council of 
Heads of State of the SCO in Astana (Office 
of the President of Mongolia, 2024). President 
Khurelsukh’s speech outlines Mongolia’s for-
eign policy as anchored in a “peaceful, open, 
multi-pillar, and independent foreign policy” 
and by naming Mongolia “Transit Mongolia” 
and highlighting its role as a link between Asia 
and Europe, Khurelsukh’s speech advocates for 
present Mongolia’s external potential as a narra-
tive of regional connectivity and logistical cen-
trality. His drawings for the “One Billion Trees” 
initiative and his preparations to host the 17th 
Conference of the Parties (COP17) further un-
derscore Mongolia’s ambition to become a cru-
cial actor at the global level by demonstrating 
an active commitment to non-traditional issues 
despite its limited resources. Moreover, he calls 
on the countries in the meeting to consider co-
operating with the International Think Tank for 
Landlocked Developing Countries. He signals 
Mongolia’s efforts to lead on niche multilater-
al issues (Office of the President of Mongolia, 
2024). Overall, Khurelsukh’s words and linguis-
tic behavior promote Mongolia’s diplomatic 
presence in the region through neutrality, in-
frastructure diplomacy, and international legit-
imacy.

Across the speeches of Presidents Elbegdorj, 
Battulga, and Khurelsukh, Mongolia portrays 
itself as a neutral, cooperative, and strategically 
relevant state within the SCO, given its potential 
to strengthen trade among members. Together, 
their rhetoric attracts other members to Mon-
golia, positioning it as a connector state and 
seeking influence through infrastructure diplo-
macy, soft power, and multilateral cooperation, 
despite its size in the international arena.

Mongolia’s Practice of Institutional Balancing

Institutional balancing constitutes a central el-
ement of Mongolia’s broader hedging strategy. 
Whereas hedging denotes a general policy of main-
taining flexible relations with major powers, insti-
tutional balancing specifically involves leveraging 
multilateral institutions to expand diplomatic op-
tions and mitigate reliance on major powers. Mon-
golia’s engagement with the SCO demonstrates the 
intentional application of its dual strategic logic, 
operationalizing hedging and leveraging through 
targeted and innovative practices. This approach 
is characterized by tactical agility and entrepre-
neurial agency, moving beyond the constraints 
of passive membership. Through selective em-
beddedness, agenda reframing, and institutional 
nesting, Mongolia actively shapes its participation 
to maximize autonomy and influence. These prac-
tices elucidate the concrete mechanisms of institu-
tional balancing, illustrating how a small state can 
transform a multilateral platform into a strategic 
instrument for advancing national interests.

Selective Embeddedness

The rationale behind Mongolia’s ambiguous 
stance on neutrality is multifaceted. On one hand, 
its association with the organization can provide 
Mongolia with beneficial contacts and foster a pos-
itive regional atmosphere. Geographically, Mon-
golia is bordered solely by China and Russia, and 
its existence and future development are intrinsi-
cally linked to these two nations. Mongolia has a 
profound understanding of this situation and has 
strengthened its strategic relations with them at the 
policy level, particularly emphasizing its ties with 
Russia and China. However, maintaining a certain 
distance from the organization can preserve Mon-
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golia’s flexibility in its foreign policy. Engaging with 
the organization as an observer state rather than a 
member may allow Mongolia to cultivate goodwill 
without necessitating formal alignment processes.

Although other member states have not made 
explicit statements regarding Mongolia’s partici-
pation in the Shanghai Cooperation Organization 
(SCO), both Russia and China have encouraged 
Mongolia to consider full membership. For in-
stance, Russian Foreign Minister Sergey Lavrov 
described Mongolia as an “obvious candidate” 
for SCO membership and indicated that member 
states would support Mongolia’s membership bid. 
Additionally, China extended a formal invitation 
for Mongolia to participate in SCO activities at 
a higher level (TASS, 2024; CGTN, 2018). Since 
2004, Mongolia has maintained observer status 
for two decades and has not yet attained full mem-
bership. Mongolia’s cautious rumination about the 

SCO must be understood in the context of funda-
mental shifts in Sino-Russian strategic alignment, 
notably consolidated following the 2014 Joint 
Statement in Shanghai between Moscow and Bei-
jing, shortly after the Russian invasion of Crimea, 
which then faced western sanctions. While Mon-
golia is not explicitly mentioned, it vows to deep-
en ties across the branches of military, economic, 
and regional policy coordination (Deutsche Welle, 
2014). It understandably signals multiple hints 
to Mongolia as the joint declaration underscored 
a more unified bloc posture in Eurasia, certainly 
to go against the winds of Western allies. For the 
Mongols—a small, landlocked country that serves 
as an intermediary between them—this strategic 
kinship between Moscow and Beijing may pose 
some dilemmas. It reinforces Mongolia’s motiva-
tion to avoid entanglement in this anti-Western, 
bloc-oriented interaction.

Chinese President Xi Jinping said that China, Russia, and Mongolia should enhance coordination and 
collaboration within the framework of the Shanghai Cooperation Organization (SCO) and 

called for elevating Mongolia’s ties with the SCO (Photo: CGTN, 2018).
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This external impulsion may enable Mongo-
lia’s shiftless mode to remain in observer status 
within the SCO for longer, making the country 
keen to pursue greater institutional engagement 
as a hedging approach, rather than committing 
to full membership. The former Foreign Minister 
Munkh-Orgil Tsend’s opinion is that, on paper, 
joining or withdrawing from membership is por-
trayed as self-gratification. However, in reality, it 
is unlikely to happen and almost impossible. An-
other significant point he makes is that Mongolia 
has already received sufficient information from 
this organization as an observer, so the advantage 
of becoming a full member may not yield better 
results (Lkhagvajargal, 2018). From the outside, 
Mongolia’s international image after attaining 
full membership may be perceived as complete-
ly under the influence of its two large neighbors. 
Moreover, he agonizes that the SCO is not a mil-
itary organization in the true sense; however, 
given its history of establishment and develop-
mental phases, there is a high probability that 
it will become a political bloc on the one hand 
and a military bloc on the other. Furthermore, 
from a geopolitical perspective, the heightened 
Sino-Russian alignment softens Mongolia’s dip-
lomatic maneuverability, increasing the burdens 
of genuine sense arising from the Third Neighbor 
Diplomacy policy and multilateral engagements 
with the West. Thus, Mongolia’s indecision on 
SCO membership is not only a strategic calcula-
tion but also a proper response to evolving exter-
nal pressures in its geopolitical environment.

Agenda Reframing

Through its reframing, Mongolia shifted the 
issue of uranium transport safety from “nuclear 
non-proliferation” to “cross-border infrastruc-

ture protection.” Mongolia’s uranium sector has 
seen a shift in strategic policy from traditional 
nuclear non-proliferation concerns to cross-bor-
der infrastructure protection. This reframing 
occurred due to the nation’s cross-border goals 
of economic development and geopolitical posi-
tioning. In 1992, the first President of Mongolia, 
Ochirbat Punsalmaa, addressed the 47th session 
of the UN General Assembly and declared that 
Mongolia would become a nuclear-weapon-free 
zone and work to secure it internationally (Na-
tional University of Mongolia, 2017). The five 
permanent members of the UN Security Council 
(P5) were surprised by Mongolia’s declaration, 
as at that moment the establishment of a nucle-
ar-weapon-free zone by a single state’s initiative 
was unprecedented in international relations 
and could upset the strategic calculations of the 
great powers. The UN General Assembly adopted 
a resolution on “Mongolia’s International Secu-
rity and Nuclear-Weapon-Free Status” in 1998, 
following Mongolia and the P5 reaching com-
mon ground on the issue. Mongolia ranks 12th 
in terms of uranium reserves, accounting for 1% 
of the world’s total (World Nuclear News, 2025). 
The conventional understanding of uranium is 
largely that it is highly toxic and extremely haz-
ardous, posing a real challenge to further devel-
opment in this branch. 

However, with a new focus on developing its 
uranium mining sector, Mongolia has shifted 
its uranium agenda from “never-using” to “eco-
nomic benefits”. Mongolia is known to have rich 
uranium resources, but uranium mining has been 
halted since 1995. In 1997, the French company 
Orano began uranium exploration in the Gobi 
Desert, where it eventually discovered deposits at 
Dulaan Uul and Zuuvch Ovoo in 2002 and 2010, 
respectively. The Orano Group and the Mongo-
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lian Government agreed to sign a cooperation 
agreement for the Zuuvch Ovoo project in 2025, 
attracting foreign investment to the country. Yel-
lowcake produced in Mongolia will be transport-
ed to France via China by sea. Over 50 large and 
small nuclear power plants are being built in Chi-
na (Khaliun, 2025b). Transportation shall be co-
ordinated through an agreement between France 
and China, and it is clear that China is granted 
a certain percentage of use of its territory. This 
opens the door to opportunities for Mongolia and 
the SCO members in this kind of cooperation.

Institutional Nesting and Innovation

Through its efforts, Mongolia secured the in-
corporation of the principles of its “Law on the 
Protection of Nomadic Cultural Heritage” into 
the SCO Tourism Cooperation Framework. Cul-
tural immunity is mostly taken at the top level, 
from a national security perspective, among many 
nations. For example, Mongolians are called no-
madic people, thus making the biggest difference 
from their two neighbors with sedentary civi-
lizations. Protecting tangible heritage, such as 
Mongolian yurts, deer statues, and rock carvings, 
and intangible heritage, such as the dairy and 
meat-processing methods practiced by Mongo-
lians for thousands of years, is important for pre-
serving cultural identity. Mongolia’s legal basis for 
its commitment to its nomadic cultural heritage is 
the “Law on the Protection of Cultural Heritage”, 
revised in 2021 and serving as a comprehensive 
framework for protecting both tangible and in-
tangible cultural assets (Ankhtuya, 2022). The 
similarities between Mongolia and Central Asian 
countries are reasonable, given their histories and 
shared cultural traits. It is another issue where 
Mongolia can leverage its significant position in 

SCO activities.
One of the SCO’s priorities is humanitarian af-

fairs. The SCO member states have accumulated 
extensive experience in implementing practical, 
fruitful cooperation across areas such as culture, 
education, the environment, youth policy, sports, 
tourism, and the media (Davaadorj & Damdin-
suren, 2022). Member states of the SCO recog-
nize the importance of cultural and humanitarian 
cooperation. The Astana Declaration has set the 
way for the preservation of historical and spiritual 
heritage, including indigenous peoples’ tradition-
al cultures (SCO, 2024). The organization aims to 
expand the scope of mutually beneficial coopera-
tion in tourism and develop tourism infrastruc-
ture among members, guided by the adoption of a 
Joint Action Plan to implement the SCO Tourism 
Cooperation Program for 2024–2025.

Given the alignment between local legislation 
and the SCO’s regional initiatives in culture and 
tourism, Mongolia can contribute to the broader 
standardization and integration of cultural heri-
tage preservation. This reciprocity enhances not 
only Mongolia’s cultural diplomacy but also the 
SCO’s objectives of promoting cultural diversity 
and sustainable tourism development.

Conclusion

Since the 1990s, in an attempt to diversify its 
foreign partners beyond Russia and China and 
broaden its multilateral diplomacy, Mongolia took 
a major step by adopting strategic flexibility at the 
policy level, declaring the Third Neighbor Diplo-
macy policy. The essence of this brand-new policy 
at this time is to create a favorable environment for 
strengthening political and economic ties with high-
ly developed countries, notably the US, the EU, Ja-
pan, and South Korea (Aktamov et al., 2019). 
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The Western countries saw Mongolia as a stra-
tegic asset in East Asia and were willing to plant 
democracy and an open-market economy in the 
country; thus, Mongolia was seen as an experiment 
to test the principles and methods of democratic 
transition. This policy is dedicated to diminishing 
strategic vulnerability and safeguarding its own au-
tonomy amid the unpredictable dynamics of inter-
national relations.

In 2004, a special observer status was created 
for countries such as Mongolia (Adiya, 2023). 
Since the guarantee of Mongolia’s security lies in 
good relations with its two neighbors, maintain-
ing its observer status rather than joining the SCO 
is undoubtedly an important position that will 
not conflict with other regular features of Mon-
golia’s open and multi-pillared foreign policy and 
the interests of “third” countries in Mongolia in 
the current difficult international situation. Thus, 
Mongolia has not applied to become an SCO 
member for proper reasons (Li, 2018). Strategical-
ly, the notable reason is its multi-pillar and “Third 
Neighbor” foreign policy. Normal development 
of ties with the US, the EU, or East Asian Giants 
like South Korea or Japan, is an essential part of 
its survival in a buffer zone between superpowers. 
There are certain risks arising from full-fledged 
membership in the SCO, which is operated under 
the guidance of China and Russia, and being wary 
of its diplomatic independence and relations with 
third neighbors after participation.

By clinging to observer status amid possible 
pressure from superpowers, Mongolia has strate-
gically shaped its own agenda for rule, proposing 
mechanisms suitable for observers. This approach 
offers plenty of opportunities for Mongolia, 
where its national goals can meet regional needs. 
Through discourse-driven diplomacy—from 
President Elbegdorj’s “6+5” framework to Khurel-

sukh’s environmental cooperation address landed 
on the SCO, and Battulga’s connectivity-oriented 
rhetoric—Mongolia has paved an unhindered 
path for its foreign policy that prioritizes neutral-
ity, contribution, and cooperation. This requires 
a long, ongoing implementation to see its final 
results, but it is consistent. Institutional balance 
and a multilaterally-based agenda do safeguard 
Mongolia’s sovereignty. However, they also un-
derpin the country’s ability to pursue innovative 
engagement in complex regional settings, offering 
a valuable experience for other small and medi-
um-sized nations.
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