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Executive summary

Mol dovabds per capita income is |l ow by EU stan
developed corporate sector. But economic development reached a high gear after 2001,

and this has created an atmosphere of economi c
mainly linked to its labour force: Almost everybody speaks at least two languages, a Latin

and a Slavic language (Romanian and Russian), and about one third of native Moldavians

is living and working abroad, either in EU or former Soviet Union countries. Currently, this

cosmopolitism is especially significant because of large inflow of remittances (about USD

1.5 billion). Under favourable circumstances in the future a return migration may set in, so

that experience gained from abroad will become available within the country. In not too

remote future, transnational companies could start regarding Moldova as promising

toehold for accessing both EU and east European countries. Such a scenario will,

however, materialize only in the case of substantial improvement of public governance.

In recent years, mainly thanks to support from multinational and bilateral donors a lot was
done to strengthen the market economy by introducing state-of-the-art legislative and
administrative regulations. However, much of it remained mere paperwork with not much
daily-life impact. As a result, for an entrepreneur the challenge is not to observe the rules,
but to keep good relations with authorities and main players in the public sector. So, there
is a need for the rule of law being strengthened. There is also need for a public
administration reform, as part of the bureaucracy is redundant and showing vis-a-vis
private business a hostile or even parasitic attitude. Like in most transition countries, this is
the heritage from the past. Not less important for future economic success is a solution of
the Transnistria problem. Unfortunately, the key for this is not that much with the local
players, but more with Brussels, Moscow and Washington.

The financial sector consists predominantly of banks. The banking sector is regarded as

sound and has good chances to survive the international financial crisis without major

damage, simply because it seems that Mol dovads
which in the meantime turned out as fatal. At the same time, the banking sector was,

however, not very active and efficient in the field, where the banking sector should play a

key rol e: in supporting the business sectorbs i
borrowed capital is crucial for enterprises with plans to invest into machinery, other

equipment and new plants. Larger companies have much more chance to secure such mix

through cooperation with banks, whereas domestic medium-sized and especially small

companies have hardly access to loans. For banks, loan business, especially lending to

companies with insufficient collateral, is not the best use of resources. It is less risky to

invest into government bonds, to finance real estate purchases and to handle the transfer

of remittances. The loan business would be less risky in the case of a more reliable and

efficient judiciary system.



That the financing of fixed investments through banks is underdeveloped has also another
reason: interest rates are high, both due to the restrictive monetary policy and the high risk
premium. Only few investment projects can be expected to provide yields which would be
sufficiently high to service the debt and at the same time also generate profits. Especially
medium- and small-sized companies can not borrow from banks if they want to expand or
upgrade their activity.

Potential investment projects which need long term loan financing come from the wine
industry, dry-fruit industry, bio fuel industry and the construction materials industry. These
are the industries with development prospects in the next future. Export sectors with a high
share of foreign ownership such as textiles, clothing and shoes are not likely to become
clients for long-term credits. Manly investors from EU countries and Russia have engaged
here and finance the development of their companies from abroad. More sophisticated
industries and outsourced services show some dynamism of production and exports but
they are still too small to engage in larger investments.

To reduce the serious problem of investment financing, international donors have done a
lot in recent years. USAID took a very close look at existing structures and shortcomings,
and so did IFAD, a UN-organization, just to mention the largest ones. Especially the work
of USAID was very transparent through detailed reporting about analytical results and the
use of strategies and instruments. EBRD and the World Bank Group also engaged in
programmes easingthe SMEs 6 access to | oans and other finan
To perform these activities, the donors established cooperation with local partners i
commercial banks in the first line. Of course, they went for backing through authorities
such as ministries or local governments. One standard approach was providing partner
banks with funds to be used for credit lines with SMEs, another one was sharing with the
partner bank the default risk of such credits through guarantees. Not only SMEs profited
from these activities, but also the partner banks themselves, as this cooperation offered
them opportunity to become acquainted with nhowadays banking techniques and standards.
Some of these projects have been completed, some are still going on, others are going to
be started soon (e.g. by the World Bank). The total amount spent for such projects is large,
but not big enough to achieve a comprehensive upgrading of the SME sector. There is
need for further activities in this direction, and this will be relatively easy thanks to lots of
experience made already, both with regard to instruments and cooperation partners.



Introduction

Moldova is a small and backward country plagued by emigration, corruption and a low
standard of living. Politically it tries to strike a balance between the EU and Russia which
provides some advantage for the moment but no long-term development perspective if no
EU membership can be attained. The long-term target is EU membership, but there is a
long way to go until the country may acquire candidate status.

Economic growth, inflation and the exchange rate have been very volatile in recent years.
Nevertheless, since 2001 all important indicators are improving. Likewise, conditions for
doing business have improved compared to the 1990s, but remain unpredictable. In most
of its features the country is closer to the CIS countries than to the new EU members or
even Southeast Europe.

Substanti al out migration makes the country depe
a major source of external finances and provide an important business for commercial

banks. At the same time, migration distorts the local labour market and causes shortages

in some occupational categories. Due to robust inflow of foreign investments and

remittances, there has been a visible construction and consumption boom recently.

Negative impacts of the global crisis have not yet been visible as of October 2008.

Financing private sector investments by bank loans is in its infancy in Moldova. There is a
lack of long-term investment credits first of all. Banks and businesses rarely look beyond
three years. Due to the high degree of perceived uncertainty, interest rates are generally
high. This situation stimulated international donors to provide financial products not readily
available on the local financial market. The wide presence of donors has also contributed
to economic restructuring, business reforms and poverty alleviation. However, many
results do not last longer than the extra finances provided.

This paper looks into the situation of the economy, the financial sector and the activity of
foreign donor organizations. We look for the opportunities that a development bank would
have in the country if it wanted to finance long-term private investments directly or through
other organizations. To this aim we first describe the economic and business conditions,
the current ways of investment financing and the industries with growth prospects. Second,
we analyse the banking sector to find out which are the more stable and reliable
commercial banks that could be the partners in new international programmes. Third, we
look into the activity of the donor organizations, their programmes and local partners.



1 Overview of the private sector in Moldova

by Gabor Hunya, wiiw, with contributions by Tatiana Lariushin

The aim of the first part is to provide an overview of the development of the private sector
in Moldova. We start with an overview of the main features of economic development. In
Section 2 the size and structure of the private sector is presented. The financial needs for
private sector investments are identified in Section 3 by looking at the characteristics of the
current investment financing. Sections 2 and 3 rely mainly on statistical indicators to
describe the conditions for investments in the private sector. Section 4 uses more soft facts
when discussing the business environment. The ability of exporting is identified in Section
5 as an important factor stimulating investment
to take credits in foreign currency. Finally, we identify the main strengths and weaknesses
in private sector development and sectors with growth potential based on statistics and
interviews with stakeholders in the country. The chapter ends with conclusions concerning
the potential development and risks of financing investments by loans.

1.1 Mol dovads leanoveroaewy
Political framework

The former USSR republic Moldova, independent since 1991, is a small country located
between Romania and Ukraine. Romania was the first to acknowledge its independence
and there had been attempts to reunite the two countries. But differences proved to be
overwhelming and Moldova joined the CIS in 1994 which demonstrated its adherence to
the Russian sphere of interest. All through the 1990s Romania issued passports for
Moldovans who had been Romanian citizens before World War Il or for their descendents,
and some Moldovans established residence in Romania. With Romania entering the EU in
2007, a new visa regime was introduced which made personal and business ties more
difficult for the citizens of Moldova.

Moldova is a member of the WTO since 2001 and is aspiring to EU membership. From the
EUBs perspective, Mol dova is ©part of the Eurorg
which offers no perspective of accession. The strategic importance of Moldova has been
upgraded by Romani abs EU membership as the <co
neighbour. The joint EU-Moldova Action Plan lays out the strategic objectives based on
commitments to shared values and effective implementation of political, economic and
institutional reforms®. Since 2008 the EU grants Moldova the Autonomous Trade

1

see details on Radio Free Europe, http://rfe.rferl.org/featuresarticle/2008/02/705BBD63-06B0-4333-B34F-
79COE7B2D056.html

2 see http://ec.europa.eu/world/enp/pdf/action_plans/moldova_enp_ap_final_en.pdf



Preferences, an asymmetric regime of duty-free access of Moldovan goods to the EU. A
free trade agreement is intended as a result of negotiations to be started in 2009. Moldova
(together with the West Balkan countries) has been part of the Central European Free
Trade Agreement since 2007, which aims at boosting trade between EU and non-EU
countries. Moldova also has a free trade agreement with the CIS countries, thus it claims to
become a trade hub for all parts of Europe.

Mol dovads east -proclaimad @nansriistriay hag its ovenguristiction, tax and
customs regime. Its data are not integrated into official statistics on Moldova and are
therefore also excluded from the analysis in this paper. It must be noted, however, that
several companies from Transnistria have their subsidiaries in Moldova proper. Currently
the relations between the two entities are not very strained, the border is open, the
circulation of people and goods is not complicated. This status allows Transnistria to be the
hotbed of illegal trade, thus important interest groups support its further existence. The
current Moldovan leadership is engaged in maintaining good relations with both the EU
and Russia, while working towards a reintegration with Transnistria. The leaders of
Transnistria are against re/unification in any form, but the future status of the region may
depend mainly of the tug-of-war between the US and Russia. Moldova has also a say in so
far as its population is mainly against a confederation on equal footing, the solution most

wel come to Russi a. Currently the Mol dovan gover
optimistic view that by next yeards election t

views maintain that, in the light of the recent Russia-Georgia conflict, the current situation
may be frozen.

For the pro-EU intelligentsia the Transnistria conflict is just a pretext for the Communist

government and president to keep the country in

2008c). Currently there seems to be a broad consensus among political parties that EU
integration is in the future interest of Moldova. Russia does not oppose such a project; it is
only against NATO membership of Moldova. It seems unavoidable that, in case Moldova
strengthens its ties with the EU in terms of trade and travel, some of the liberties in the
other direction may have to be given up. Concerning the speed of EU integration, a lot
depends of the outcome of the elections in spring 2009. Most observers doubt that the
6democratic forces6 can win against the
relies on authoritarian methods. Most probably a centre-left coalition will come to power
which will pursue a balanced policy between the European forces while clearly targeting
EU membership. Nevertheless, the country will remain a field of conflict between East and
West in Europe for some time.

Economic growth

Moldova is one of the poorest countries in Europe. Even thoughin2001-2 0 05 t he
GDP grew at an average annual rate of 6% (see economic indicators in ANNEX 1), the per

Communi

country



capita income measured in purchasing power parities (EUR 2140 in 2006) is still very low:
it is the lowest in Europe and the third lowest (after Tajikistan and Kyrgyzstan) among the
CIS countries. Although the recent economic recovery has brought about substantial
improvements, in 2005 28% of the population still lived below the poverty line and Moldova
ranked 111th among 177 countries on the 2007/2008 Human Development Index, three
places ahead compared with the previous year (http://hdr.undp.org/en/statistics/).

The break-up of trade and production linkages within the former Soviet Union and an eager
and early opening-up of the Moldovan markets for imports led to a sharp reduction of
manufacturing activity, aggravated by the de facto secession of Transnistria i the most
industrialized region of the republic during the Soviet era. The agricultural sector is
extremely large, while industry is small and narrowly based on the production of low-skilled
goods, mostly processed food and textiles. As a share of GDP, industry takes less than
15%, agriculture 10%, construction and all kinds of services 58% while the remaining 17%
are accounted for by net taxes.

Economic growth dropped to 4.8% in 2006 and to 3% in 2007 due to a Russian embargo
on wine imports from Moldova (lifted on 1 January 2008) andtoRussi a6s Gaz
prices for natural gas sold to the country. Also, the poor harvest of 2007, following a severe
drought a year earlier, brought about a reduction in agricultural production by 23% and
even caused food shortages. The 2008 outlook is much better, with grain harvests and
wine exports recovering; however, the impact of the summer floods caused a setback
again. The forecast of the main independent research institute IDIS Viitorul has been
modified downward, from 5% to 4% (IDIS Viitorul, 2008c). The outlook for 2009 is positive
as seen from the current expansion of demand in Moldova, but rather bleak if seen from
some of the main export destinations. The modest role of credits in the economy limits the
impact of the global financial crisis on the country. But the huge size of the current account
deficit is a real risk in terms of the sustainability of external finances.

Similarly to the economy as a whole, industrial production declined by 4.8% in 2006 and by
1.5% in 2007, mainly due to the wine industry which suffered from the Russian embargo.
After the embargo was lifted, a recovery of industrial production by 4.6% could be attained
in the first half of 2008. Even more recovery is expected by the end of the year when the
processing of the new harvest begins. Food industries such as wine-making, fruit drying
and canning, and sugar production are the most important components of this sector. It
had been expected that the offshoring of textile and clothing companies and contract
manufacturing for the EU markets would go on and low-wage Moldova would be gaining
contracts to the detriment of Romania. However, industrial production indices for the first
nine months of 2008 do not support this expectation. Still, the production and exports of
furniture, machinery and equipment products increased rapidly albeit from a very low level.

prom

r

ai



Table 1

Main macroeconomic indicators

Population, th pers., end of period

Gross domestic product, MDL bn, nom.
annual change in % (real) 2
GDP/capita (USD at exchange rate)

Gross industrial production (sales) MDL bn
annual change in % (real)

Gross agricultural production

annual change in % (real)

Consumption of households, MDL bn, nom.

annual change in % (real)
Gross fixed capital form., MDL bn, nom.
annual change in % (real)

LFS - employed persons, th, avg. occupation

Reg. employees in industry, th pers., avg.
LFS - unemployed, th pers., average
LFS - unemployment rate in %, average

Average gross monthly wages, MDL
annual change in % (real, gross)

Consumer prices, % p.a.

General government budget., % GDP
Revenues

Expenditures

Net lending (+) / net borrowing (-)
Public debt, % of GDP

Discount rate of NB % p.a., end of period

Current account, USD mn

Current account in % of GDP

Gross reserves of NB excl. gold, USD mn
Gross external debt, USD mn

Gross external debt in % of GDP

FDI net, USD mn

Earnings from salaries earned abroad, USD mn

Exports of goods and services, USD mn
annual growth rate in %
Imports of goods and services, USD mn
annual growth rate in %

Average exchange rate MDL/USD
Average exchange rate MDL/EUR

2000

3639

16.020
2.1
354

8.168
8.0
8.268
-3.3

14.031
20.7
2.472
-8.7

1540
140
140

8.5

408
2.2

18.4

22.7
22.7

-1.0
91.9

21

-121
-9.4
2225

38
126

477
0.4
-783
12.8

12.4
11.5

Source: Official statistics and forecast of IDIS Viitorul (2008c).

2005

3600

37.652
7.5
812

20.770
7.5
12.688
0.8

34.697
13.7
9.258
14.4

1319
159
104

7.3

1319
6.9

10.0

39.9
37.9

1.9
35.0

12.5

-285
-7.8
597.4
2079
71.8
225
900

1104
11.0
-2295
29.6

12.6
15.7

2006

3589

44.069
4.8
890

22.371
-4.8
13.734
-1.1

41.360
7.8
12.691
-21.3

1257
161
102

7.4

1695
14.0

141

38.1
37.5

1.2
36.0

14.5

-449
-11.4
650.0
2524
75.2
241
1200

1058
-4.2
-2545
30.9

13.1
16.5

2007

3581

53.354
3.0
1250

26.187
1.0
12.550
-23.1

48.826
3.4
17.764
22.7

1247
158
104

7.1

2063
12.0

13.1

38.2
38.2

0.3
36.0

16

-474
-15.6
1050
3300

73.6

280
1700

1270
20.0
-2927
15.0

12.1
16.6

2008
Forecast

3573

62.200
4.0
2000

55

7.0

56.800
3.8
23.000
23.0

100
7.2

2500
11.0

10.8

37.1
36.8

0.3
34.0

16

-17.0
1300

350
2100

20.0

32.0

10.5
15.5




Domestic demand is limited though expanding. The small population and low incomes limit
the size and sophistication of the loc a | mar ket . At present, t
from abroad is largely responsible for fuelling a surge in demand that is boosting growth
(even if much of the demand is going to imports). In particular, there was a boom in

construction materials sal es f or the rehabilitation and

housing stock, or new real estate developments. In turn, low competitiveness and
structural backwardness make the country highly vulnerable and dependent on imports,
resulting in persistentt y hi gh trade deficits. A shar
conducted with the CIS, first of all with Russia and Ukraine; the EU, mainly Romania, Italy
and Germany, account for a share of 50%. Exports are highly concentrated in food, drinks
and textiles. A high dependency on energy imports from Russia further highlights the
countryos vulnerability (for more see t
reform programmes have been implemented over the recent years in cooperation with
EBRD, the World Bank and the EU. However, Moldova still belongs to the group of
countries that score below-average in the EBRD transition index. (For more see the
section on conditions for doing business.)

Employment

Of the 3.58 million inhabitants (average 2007) 1.31 million are economically active (45% of
the working-age population). Of the employed persons (1.25 million) one third works in
agriculture, 13% in industry, the rest in services. Economic activity is on the rise and
unemployment on the decline. The humber of unemployed has been put at about 100,000
and the unemployment rate at over 7% by the labour force surveys in the past few years.
According to the national methodology the unemployment rate declined from 7.4% in 2006
to 5.1% in 2007. Emigration is a major drain on the local labour market and causes severe
distortions. In addition, undeclared work is also widespread as well as self-employment in
rural households.

According to estimations, at least 600,000 people, one quarter of the labour force, works
abroad, mainly in Russia, Ukraine and the EU (particularly in Italy, Spain and Romania). A
survey-based study puts the number of labour migrants at 350,000 in 2006, of which
almost 60% went to Russia and half of them worked in construction (IOM, 2007). In the
EU, the majority of migrants are women working in households and social services. Other
estimations suggest that 15% of the population holds a Romanian (EU) passport in
addition to the Moldovan (Ohana, 2007) and can thus easily live and do business on both
sides of the EU border. An earlier survey found that 6% of the population had Romanian
and 5.7% Russian citizenship (Ghencea and Gudumac, 2004).
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I n 2007 workersod6 remittances amounted to

value of merchandise exports, or almost twice the FDI inflow (balance of payments data).
As pointed out in Chapter 2, remittances and related transactions are an important
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business for Moldovan banks. The countryds fina
the regular transfers by individuals. If their labour market position in the host countries

deteriorates, remittances may decline and put Moldova under strain. Looking at the

occupational and host-country structure of Moldovan migrants, these do not seem to be

the first to lose their jobs. Still, a decline of forex inflows would weaken the currency and

reverse the real estate boom.

Remittances of wages earned abroad help relieve poverty, particularly in the countryside,
and improve the current account decisively. But they also distort the local labour market
and blow up demand for consumer goods. The openness of the labour market means that
low local wages can be supplemented by income from abroad, thus consumption exceeds
local production. It also means that local employment conditions are in competition with
foreign labour markets. Also the turnover of labour force is high; their motivation is
problematic due to low domestic wages in comparison with wages abroad. The possibility
of leaving the country temporarily or permanently is in the minds especially of young
people.

1.2 Structure of the private sector in Moldova

Financial needs and available loan products may differ by ownership, size and economic

activity. These features are in the focus of this section, whi ch concl udes that Y
economy is dominated by small and medium-sized enterprises (SMEs) that hardly use

banks for financing investments except for special SME credit lines (see Chapter 2 on

these financial products).

Private enterprises, many with foreign partners, have emerged in part from the

restructuring and privatization of statecowned enter pri ses. Many of t
owned) small and medium-sized enterprises started as survival strategies, which led to a

wide variation of competitive performance. The successors to the large-scale enterprises of

the Soviet era, whether with foreign majority partners or continuing under state ownership,

often occupy dominant market power positions that hamper the emergence of competition.

The bottom-up new private sector is still rather weak and concentrates in services, not in

manufacturing.

The ownership structure of the Moldovan economy is still undergoing transition. In the
production of GDP, more than 29% is represented by the public sector, 51% by the fully
privately owned sector, 5% by mixed public-private economic units and close to 15% by
companies with foreign participation. By definition, the share of the private sector in the
wider sense (non-public ownership) is 71%, which is somewhat lower than in the NMS but
higher than in the CIS.



In industry, the public sector accounts for somewhat more that 10% of the industrial
production, the private sector in the narrower sense for 50%, partially foreign-owned firms
for over 16% and foreign-owned firms for the remaining 24%(all data from Statistica
Moldovei, 2008). Production shifts slowly to foreign firms, in particular to those which are
completely foreign-owned. Thus we are dealing here with a mainly privatized economy, but
the state has important, even if minority, stakes in a significant part of industry. In several
privatization waves initiated in 2008, the state has been selling minority stakes through the
stock exchange. Beyond that, informal channels make the business sector interwoven with
the state administration and political stakeholders (for more see below on the business
environment).

Agricultural land has been distributed among the rural population. Holdings are very small
and consolidation is slow. But in recent years both lease and, to a minor extent, sale has
been becoming more widespread. Leased land is mostly in the hands of agricultural
companies and cooperatives, which are the largest and most productive farms. Foreigners
are not allowed to own agricultural land. Lease is possible for 30 years, but most lease
agreements are for three years (IDIS Viitorul, 2008c).

A recurring issue mentioned by business people in Moldova relates to the increasing role
of Russian capital in the economy. They claim that capital from Russia is taking over more
and more local companies. One interpretation of the recent wine embargo says that it
aimed at bankrupting Moldovan businesses in this most important branch of the local
economy and allowed Russian investors to take them over. Another interpretation ponders
about the redistribution of the wine markets in Russia itself. It is widely held but not
systematically documented that in 2007 and 2008 Russian ownership expanded in
Moldovan private companies.

As there are no clear statistics on the size structure of the corporate sector, we rely on a
publication on the small and medium-sized enterprises (SMEs) to estimate the size
structure of the economy. We derive information for the large enterprise sector from the
share of SMEs in the business sector. According to official definition, SMEs are companies
that have less than 250 employees and their annual revenues from sales are below
MDL 50 million (EUR 4.1 million) (Statistica Moldovei, 2008a). SMEs accounted for 93.3%
of the 40 thousand registered enterprises in 2007. Their share in employment was 60%
and in sales 45%. In the SME sector, medium-sized enterprises with 50-250 employees
and MDL 25-50 million sales comprise 1.8 thousand units. These provide one quarter of
the total employment and 14% of the sales. The majority of enterprises are really small and
micro-size enterprises that do not qualify for larger-scale investment credits. They often
function on the brink of legality and money circulates in the form of cash transactions.
Large enterprises are about 700 by number, they provide the main part of production and
may have the long-term investment aims to be financed by banks and international donors.



As to the manufacturing industry, there are 5000 SMEs and only about 150 large
enterprises. Among the SMEs only 300 are of medium size.? These 450 medium-sized and
large enterprises could finance a part of their investments by long-term loans. In agriculture
about 76 large and 500 medium-sized companies are active. In the given circumstances,
however, output growth in the past seven years has been remarkable and the current
investment boom may attract further money to the best enterprises.

1.3 Financing of investments
Size and structure of investments

There has been an investment boom in Moldova for about three years now. Between 2005
and 2007 investments doubled in MDL and USD terms and grew by 81% in EUR terms. In
the first half of 2008 they rose by another 30% both in MDL and USD terms. The public
sector accounts for one quarter of the investment, the mixed and private sector for the rest.
Most investments have been privately financed (Table 2) but recently there has been a
recovery of publicly financed investments to 12% of the total. Own funds of enterprises,
which grew substantially in volume, had a slightly declining share, 52%, in 2007. Foreign

investors6é6 funds provide an increasing part

foreign investors do not rely on local sources; they finance investments from abroad or by
retained profits but not through local banks.

Table 2
Fixed capital investment by ownership and mode of financing
2005 2007 2007 final data 2008 I-11
Fixed capital investment, MDL mn (100%) 7797 14936 15180 5516.5
USD million 619 1230
EUR million 497 900
Share by ownership, %
public 32.7 27.3 25.3 22.8
domestic private 35.2 39.3 41.6 39.7
mixed, public-private (without foreign) 3.4 1.7 2.0 18
foreign 8.8 12.9 12.5 14.3
joint venture (mixed, domestic-foreign) 19.9 19.7 18.6 214
Source of financing fixed capital investments, %
state and local budget 9.8 11.7 13.2 12.8
own funds of enterprises 57.7 51.9 48.9 53.4
population funds 2.2 1.4 1.4 n.a.
foreign investors funds 18.5 22.1 20.2 21.3
bank credit n.a. 12.0 n.a. n.a.
other sources 11.8 0.9 16.3 125
Source: St ati stica Mol dovei (2008hb) ; 2007 final data not fully
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®  The Industrial Statistics of Statistica Moldovei exclude micro-enterprises and cover 2909 companies in 2007.



Based on consultations with the Chamber of Commerce and a representative of the
clothing industry association in July 2008, it was confirmed that foreign affiliates finance
larger investments from the sources of the mother companies or own sources in the
narrow sense. They also do not have the competence to decide about larger investments,
even less about the way they finance it.

Credits to finance investments

According to the National Bank, in 2007 12% of the investments, EUR 108 million, were

financed by credit.* The market for investment financing credits is thus very narrow.

Compani esd6 own sources for investments are more
Self-financing plays a major role for business as other sources of financing are either hard

to come by or undeveloped or expensive. Relying predominantly on own sources is usual

in transition economies, but in Moldova the role of credits is particularly small as compared

to the NMS.

The reasons for the very low share of investments financed by credits are manifold. The
most visible reason is the high interest rate both in local and foreign currency. Credits have
never been cheap nominally and there is no reliable inflation and exchange rate forecast.
The risk of long-term credit is therefore high and its cost accordingly. Another reason is the
overall lack of trust among business partners. Companies shy away from disclosing
financial data to outsiders, even to banks i in a similar way as they are reluctant to
disclose data to authorities and declare and pay taxes.> Companies also complain about
cumbersome lending procedures while they are reluctant to present a detailed business
plan complying with banking rules. Credit expansion is further curtailed by the monetary
policy which itself drives up interest rates.

The role of monetary policy

Monetary policy became increasingly restrictive in mid-2008 in order to curb inflation and
caused a near-deadlock of financial flows between financial and non-financial enterprises
independently of global processes. In September 2008 the National Bank of Moldova
(BNM) eased its policy, once more by internal reasons. It is to be seen how far the access
to credit will modify.

Inflation fluctuated between 10% and 17% between mid-2003 and mid-2008. It was quite
stubborn despite the BNMés efforts to curtail [

For the years before 2007, the National Bank data published in the annual reports on bank-financing are

inconsistent with Statistical Office data on investment financing.

According to anecdotal evidence, the black market plays a significant role in short-term financing for small

businesses. According to some companies, mostly sums of USD 1000-2000 are lent on the black market for

periods of two months at a monthly interest rate of 3-5%. Perso n a | and relativesd6 savings play
starting up a business.
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rate® fluctuated between 11% and 14% in the period between mid-2003 and August 2007,
then increased in several steps to 18.5% on 30 May 2008, which was the rate valid until
mid-September (Table 2). Further restrictive measures of the BNM include the increase of
the mandatory reserve rate from 16% to 22% in June 2008 for both domestic and foreign
currencies.

Over the past five years, inflation has correlated only loosely with the monetary policy rate.
A detailed analysis of the interest rate channel of monetary policy transmission in Moldova
(Gigineishvili, 2008) came to the conclusion that the pass-through of the policy rate to
market interest rates was weak and sluggish in the period 2003-2007, and monetary policy
could not mop up excess liquidity, which caused some overheating and could also be
responsible for soaring imports. Therefore the paper suggests more tightening of the
monetary policy, which in fact did take place in spring 2008.

In August 2008 inflation decelerated, and in September inflation was modest as well. On
17 September the BNM announced that there was no need for further monetary tightening.
Consequently it reduced the base rate to 17% as of 30 September, back to the level where
it had been between mid-March and late May 2008.

The development of the exchange rate reacted to low inflation and high interest rates and
the subsequent capital inflows by strengthening against the EUR all through August and
especially in September, just until the BNM announced the end of its tight policy. A
depreciation of 13% followed within one week, then a correction back by 5% on the day
when the actual new base rate was announced. In the first weeks of October, when most
CEEC currencies lost value against the EUR, the MDL kept appreciating against most
foreign currencies.

Commercial banks will probably follow the central bank rate cut with a delay. But all this
may not have much impact on the availability and attractiveness of long-term credits. It
seems, when observing data for the 12 months until August 2008, that the pass-through
mechanism to market rates improved, but this did not influence inflation. Between mid-
2007 and mid-2008 inflation surged, driven by global commodity prices and the poor 2007
harvest. The higher base rate appears to have been ineffective in fighting this kind of
inflation. In 2008, inflation has been coming down since June due to good harvests leading
to declining food prices. As of August 2008, interest rates for private non-financial
businesses were at almost 23% for MDL loans and 12.4% for USD- or EUR-denominated
loans (Table 3). The latter compares to 5.7% in Austria and implies a 6.6% risk margin.
Since December 2007 loans to the business sector have declined in volume, particularly
those provided in foreign exchange (forex).

®  The BNM base rate is the interest rate applied to 2-months reverse REPO operations with state securities

performed within BNM open market operations.
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Table 3
Inflation, National Bank base rate, credit interest rate,
claims on private non -financial corporations

Inflation yly NBM Average interest Average interest MDL claims Forex claims

base rate rate for MDL, % rate for forex, % MDL mn MDL mn

August 2007 13.5 13.5 19.06 10.80 6114.2 6755.2
Dec. 2007 13.1 16.0 19.00 10.66 6395.6 8339.1
July 2008 134 18.5 21.45 12.27 8663.6 8426.7
August 2008 11.7 18.5 22.76 12.39 8771.4 8375.2

Source: www.bnm.md

The monetary restrictions which increased the market interest rate may not have curbed
inflation but may have slowed down investment. But suppressing the borrowing of
companies and thus hindering investment may in itself be considered as negative from the
viewpoint of economic development. This is especially true when keeping in mind the low
amount of credits and the over-healthy situation of the banking sector as discussed in
Chapter 2.

Credits and investments

Another question is whether the decrease of the credit volume to businesses had an
impact on investment activity. To answer this question, we have to look first of all at those
credits that finance investments, not at the total credit volume. Indicators of credits by
target are not available but there are data on the credits with more than one year maturity,
which can be ctoemrsm@erad M6l doyga. These
extended to the business sector and 67-70% of the foreign exchange loans both in August
2007 and in August 2008. The interest rate for such loans has been somewhat lower than
for short-term credits (Table 4) and increased in the same way. The monthly volumes of
credits extended in foreign exchange in 2008 were lower than a year earlier. The decline
after December 2007 was less in local currency than in foreign currency. The credit
squeeze became obvious for investment credits after April 2008 as a response to the
repeated increase of the base rate.

Table 4
Credit extended to the business sector over one year

Average MDL  Value of MDL % of all MDL Average forex Value of forex % of all forex

interest rate, % credit million business credit interest rate, % credit MDL mn business credit
August 2007 17.89 426.6 55.4 10.62 850.6 70.7
December 2007 18.23 683.1 50.9 10.49 1214.8 79.3
July 2008 21.40 652.8 60.8 12.07 747.8 67.3
August 2008 21.39 634.2 54.9 12.23 635.1 67.1

Source: www.bnm.md
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Second, we look at the development of fixed capital investment in the latest available
period. In the first half of 2008 fixed capital investment was 54% higher than in the
same period of 2007 (in nominal MDL), which is a rapid expansion. But in the second
guarter of 2008 investment was only 10.1% higher than one year earlier. The declining
growth rate of investment indicates that the credit crunch had some impact, but
investments can expand simultaneous with declining credit extension.

While the investment boom cooled down in mid-2008 T and this may partly be due to

high interest rates 1 the share of credits in financing investment did not decline. As

discussed above, in 2007 only 12% of investment was financed from loans. Loan
financing was the major part of 6ot her Sour c
12.9% of the total in 2007, increasing from quarter to quarter. In the first and second

guarters of 2008 the share of other financial sources was higher than in 2007, 12.5%

as against 12. 0% one year earlier (Table 2).
mainly credits, grew somewhat faster than total investments (10.7% as against

10.1%). This suggests that there was no special credit squeeze affecting investment.

The relatively modest growth of credits compared with earlier periods coincided with

the relatively low growth of investment.

A breakdown of investment by economic activity reveals that the manufacturing
industry absorbed 15.6% of the total, MDL 2363 million, i.e. EUR 142 million in 2007. If
we assume that 12% of this was borrowed, an assumption based on the average in
the economy, the industrial investment credit market amounted to only EUR 17 million.
Certainly not all industrial branches participated in the same way in investment credits.
Those which attracted more FDI may have relied more on foreign sources (not
included in this estimate) and less on domestic credits. The clothing industry for
example, which is dominated by foreign affiliates, may take less than the food and the
construction materials producing sectors.

One may conclude from the above that there are two causes of the low demand for
credit. One is that companies prefer other sources of investment financing
independently of the credit conditions, such as own or foreign sources. They just
prefer to operate in the shadow. The second is that there is latent demand for more
investment credit at a lower rate of interest than currently prevailing. Both conclusions
have found support in discussions with business representatives in July and October
2008. In the present circumstances companies hardly rely on credit when financing
investment due to the prevailing interest rates and the inherent uncertainties and lack
of trust between economic actors. An analysis of the business environment shows that
the number of companies considering the access to financing as one of the gravest
problems for the development of business is growing constantly (Moldova 2009:
National Business Agenda). The question is what should be done to increase trust and
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decrease interest rates? In general, risks of lending should be reduced. The setting-up
of a credit bureau would be a major step. Several options for such a bureau have
been discussed but no decision made yet (for more see Chapter 2). This would help
each bank to check the financial position of clients in their relations to all banks. But
the other reasons which drive up interest rates would remain.

1.4 Conditions for doing business

Over the past ten years Moldovads private sect
some progress in coping with a difficult business environment. The legacy of the former

Soviet-t ype regime stildl has its impact in much of
is moving forward and entrepreneurs are adapting to market conditions. They are willing to

invest in learning to prosper in a competitive environment. They have found little support,

and receive often confusing signals from the successive governments. Nevertheless,

market support structures and services, while woefully inadequate, are evolving.

Obviously, much more needs to be done in terms of legal security, quality assurance,

infrastructure (transport and energy) and financial services. In the EBRD Transition Index
(http://mvww.ebrd.com/country/sector/econo/stats/index.htm) Moldova ranks among the last

quarter of the 29 countries compared. The worst indicators refer to enterprise restructuring.

This section will go through the most important features to see where Moldova stands in an

international comparison and what reform steps are ahead in the near future.

Business conditions in international comparison

For benchmarking Mol dovabés business environment
are several indicators available:

) the Worl d ignanvdstihent ABvisoryeService (FIAS) lists some 21 separate
rankings and ratings, including the Cost of doing business, Doing Business and other
surveys;

(i) the World Economic Forumds Gl ob sahks @ermpet i tiv
100 countries in terms of two composite indices (Annex 1);

(iii) other rankings reflect more closely the particular interests of investors, such as the
business environment scores published by the Economist Intelligence Unit (EIU).

Lagging structural reforms hamper an adequate supply response to the rising aggregate
demand, fuelling imports instead. Overregulation, excessive interference, corruption, and
the failure to ensure an adequate physical and economic infrastructure impose significant
costs on enterprises. The Cost of Doing Business in 2006 survey concluded that enterprise
managers spend almost 18 per cent of their time striving to meet all mandatory
requirements. Inspection costs averaged USD 752 across all companies in the survey.
Exporting companies in the Cost of Doing Business survey spent an average of about
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3.5 days and USD 223 per transaction to meet all customs requirements. The inadequate
functioning of the customs and slow VAT refunding procedures were also mentioned
among the most frequent problems at the CEI Economic Forum in Chisinau on 9 October
2008.

As for the 2009 Doing Business indicators (http://www.doingbusiness.org/), compiling hard
and soft facts but not opinions, Moldova was ranking 19th out of 25 in the region and 103rd
among 181 in the world. It lost 11 points compared with the previous year. The reason was
the fall of ranks in positions such as international trade (from 125 to 135), crediting (from 79
to 84), building licences (from 154 to 158), enterprises registration (from 85 to 89),
protection of investors (from 101 to 104), property registration (from 47 to 50), enterprises
liquidation (from 85 to 88), contract execution (from 16 to 17), labour employment (from
118 to 119) and taxation (from 120 to 123). Among the positive features some
improvements were registered in the judicial reform, licenses other than for building and a
number of other areas.

The most problem-loaded positions for the business of Moldovan companies are the
bureaucracy and tax administration. For example, in order to receive a building licence in
Moldova it is necessary to pass 30 procedures and to spend 292 days on this, which puts
the country on 158th place in the ranking. There are 53 various tax payments and dues for
the payment of which 234 hours per year are required i as compared to countries where
only 5-6 payments are required, and those are executed in electronic form.

In the course of the last year, reforms in the field of company registration and credit
information were carried out in Moldova. As a result, the time for the enterprise registration
application was reduced from 15 to 7 days, and the opening of the company requires now
only 15 days instead of formerly 23. Laws passed by the Parliament have simplified the
procedures of the creation and activity of the Bureau of credit histories. It was expected
that the new laws enhancing economic liberalization, such as the reduction of the
corporate income tax, would improve the investment climate. This expectation has not
materialized as it was not the level of taxation but rather law enforcement which has been
the main concern. Many of the laws and regulations that account for major benchmark
gapsareef f ectively in violation of Moldovads oblig
bringing the legal and regulatory system into compliance with WTO obligations would
narrow many of these gaps.

The countryds environment f oltin genevaktisetworge mt r emai n
Southeast Europe. A detailed survey puts Moldova behind the other eight countries which
participated in the Stability Pact in terms of investment policy, investment promotion and
investment facilitation (OECD Stability Pact, 2007). A marginally better position was
achieved for human capital, regulatory reform, trade policy, tax policy and anti-corruption
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policy. Investors are also not very optimistic concerning future opportunities. In the 2006
FIAS survey concerning Expectations of Future Attractiveness, Moldova ranks last among
nine Southeast European countries with only 40% of the respondents saying that the
countryos attractiveness would i mprove over the

Table 5
Global Competitiveness Index  2005-2008, ranking of 131 countries in 2008

Country 2005-06 2006-07 2007-08  Country 2005-06 2006-07 2007-08
USA 1 6 1 Russia 53 62 58
Switzerland 4 1 2 Kazakhstan 51 56 61
Denmark 3 4 3 Azerbaijan 62 64 66
Sweden 7 3 4 Ukraine 68 78 73
Germany 6 8 5 Romania 67 68 74
Finland 2 2 6 Georgia 86 85 90
Singapore 5 5 7 Armenia 81 82 93
Japan 10 7 8 Moldova 89 86 97
Gr. Britain 9 10 9 Tajikistan 92 96 117
Holland 11 9 10 Kyrgyzstan 104 107 119
Estonia 26 25 27 Chad ) ) 131

Source: The Global Competitiveness Report 2005-2006, 2006-2007, 2007-2008.

As to the Global Competitiveness Index, here again the position of Moldova is
unfavourable, in 2007-2008 it even deteriorated compared to the previous year. The
country is one of the worst performing in the group of the CIS countries (Table 5). Some of
the components of this indicator (Table 6) are
as physical infrastructure, technology and innovation. But also governance-related
problems are acute as shown in the ranks achieved in the field of institutions, market
efficiency and business sophistication. It is worth noting that public governance is just as
inefficient as the functioning of the private sector. Positive aspects of the competitive
environment include labour market flexibility and education, which means that there is
something to rely on. But even these advantages are not present in a European
comparison, only against African countries.

The Investment Climate Survey (ICS) is conducted by the World Bank and its partners
across all geographic regions and covers firms of all sizes in many industries. For countries
in the Europe Central Asia (ECA) region, the project is administered in conjunction with the
European Bank for Reconstruction and Development (EBRD) and branded as the
Business Environment and Enterprise Performance Survey (BEEPS) (World Bank, 2006).
The ICS collects a wide array of qualitative and quantitative information through face-to-
face interviews with managers and owners regarding the investment climate in their
country and the productivity of their firms. Topics covered in the ICS include the obstacles
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to doing business, infrastructure, finance, labour, corruption and regulation, contract
enforcement, law and order, innovation and technology, and firm productivity. Taken
together, the qualitative and quantitative
characteristics with firm productivity and performance. According to the data of the latest
ICS research published in 2006, almost 40% of the companies specified cost of financing,
tax rates and macroeconomic instability as the primary factors constraining the
development of business in Moldova. Access to financing, its high costs and high taxes
worried mainly the small and medium-sized companies, while large businesses put forward
the macroeconomic instability. At the same time, more and more companies showed
concern regarding their relations with the state authorities. An increased number of
companies pointed out unfair competition and problems in the functioning of the judiciary.
In addition, the relations with customs and tax authorities worsened’.

Table 6
Components of the Global Competitiveness Index of Moldova, 2006 -2008
Component of indicator Ranking Ranking
2006-07 2007-08
Global Competitiveness Index of Moldova 86 97
|. Basic Requirements 88 96
1. Institutions: Public Institutions: property rights; ethics and corruption; undue influence; 101 105

government inefficiency; business security. Private Institutions: corporate ethics; accountability.

2. Infrastructure: infrastructure of the motor roads, railroads, air transport, ports, electricity supply, 85 107
telephone lines

3. Macro-economy: government deficit, debt, national savings rate, interest rate, inflation, real 67 92
effective exchange rate

4. Health and primary education: medium-term business impact and prevalence of malaria, 92 85
tuberculosis, HIV/AIDS, infant mortality, life expectancy, primary enrolment

II. Efficiency enhancers 85 102

5. Higher education and training: Quantity of education: secondary and tertiary enrolment ratios; 73 81
Quality of education: quality of educational system, quality of math & science education, quality
of management schools; On-the-job training: local availability of specialized research & training

services, etc.

6. Market efficiency: 92

A. Goods market: distortions, competition, and size; 107
B. Labour market: flexibility and efficiency; 68
C. Financial market: sophistication and openness. 101
7. Technological readiness: firm-level technology absorption, FDI and technology transfer, laws 96 108

relating to ICT, cellular telephones, internet users, personal computers

I1l. Innovation and sophistication factors 98 122

8. Business sophistication: Networks and supporting industries; Sop hi st i cat i 93 124
operations and strategy

9. Innovation: quality of scientific research institutions, company spending on R&D, etc. 100 112

Source: The Global Competitiveness Report 2006-2007, 2007-2008.

! http://lwww.enterprisesurveys.org/documents/EnterpriseSurveys/Reports/ Moldova-2005.pdf
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The conclusion from the surveys cited above is contradictory at first glance. Moldova
undertook significant reforms at least on paper, while the transparency of the system
worsened. The gap between the official legislative environment and the conditions for
everyday business widened. The efficiency of institutions and regulations for exports,
imports, and domestically produced goods is inadequate. Major failures in market support
structures including transport and logistics services raise costs and impair key dimensions
of quality, such as on-time delivery. Distribution systems are rudimentary, often forcing
manufacturers to run their own retail shops. Other weaknesses, such as a lack of bonded
warehouse space, result in greater working capital requirements and higher transaction
COsts.

Lack of trust has been a major obstacle to doing business. Cooperation among
entrepreneurs and enterprise managers in related or competing activities tends to be low.
At the same time, however, there are temporary informal support arrangements among
business partners and even competitors, with respect to joint sourcing of inputs, flexible
payment terms, or joint marketing. All this is not unusual for a low-trust environment with a
government disposed towards excessive levels of surveillance and interference. Lack of
trust between major political and economic stakeholders brought structural reform to a
virtual standstill in 2008.

The countryds quality assurance infrastructure

The infrastructure of standards, testing, and certification bodies is in place for doing
business with the CIS countries, but not for Europe or the global market. The Moldova
Standard conformity mark needs to be recognized and integrated into the system of
European norms. A harmonization of standards and regulations is required.

Recent and forthcoming reform steps

A resolute regulatory reform, a shift to rule-based governance could help a lot to build
investor confidence, raise credibility, and attract FDI. The authorities have developed a
regulatory reform project that would reach a synergetic effect if implemented
simultaneously with the reform of central public administration. However, there is a big
divergence between the officially declared reform process as reflected in numerous
concepts and strategies and the real political process. One of the conditions of
normalization of relations of the communist government with the West in 2003 was the
obligation of the government to conduct the regulatory reform and the reform of the central
public administration. The content and guidelines were laid down in the Country
Memorandum with the IMF. The regulatory reform was started in 2004 and led to the
cancellation of more than 80 laws and normative acts which did not correspond to market
rules. Theregulat ory reform tal lced a@aiyl lumtniercee s
legal provisions, most of them stemming from Soviet times. It had also been envisaged
that the bureaucratic process would be simplified i but this was not really done. Synergetic
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effects could not be reached as the public administration reform was stopped. The process
of decentralization and de-bureaucratization of the authorities progressed rather modestly.
Property claims, poor proprietor rights protection, disloyal competition, weak corporate
governance, etc. continue to cause criticism by both the international partners and local
representatives of the business circles (Moldova 2009: National Business Agenda).

Some of the measures implemented in 2008 were well received by investors. Among them
are the introduction of 0% corporate income tax on reinvested profits and the simplification
of the personal income tax. The tax on distributed profits is at 15%. Investors were invited
to settle into free zones and business parks where infrastructure and business facilities
have been created and supported from public funds.

In March 2008, the technocrat Zinaida Grecianii was appointed prime minister, and the
government was reshuffled. But as elections are drawing near, local observers claim that
the government implements less reforms but engages itself more in image making. The
g o v er n me n205lNati@gnal O&selopment Strategy passed in Parliament at the end
of March 2008, called Progress and Integration, aims at modernization and
EU integration.® With its medium-term approach the current Strategy compares favourably
to the previous Economic Growth and Poverty Reduction Strategy developed with the
support of the World Bank which was initially envisaged for two years only. The Strategy is
a priority-driven and goal-oriented document encompassing five main areas:

I consolidation of a democratic, modern, rule-of-law type of state;
I solving the Transnistrian conflict and reintegration of the country;
I enhancing the competitiveness of the national economy;

T human capital development;

i regional development.

Although the Strategy appears to address at least some of the major stumbling blocks to

the countryods dev el otgrrm énnnaturea ang sudcess will eabniosti m

inevitably hinge on the two major issues: (1) the issue of Transnistria, and (2) the external
political environment, most notably the
improve, not least due to the likely lobbying by Romania, which is keenly interested in
stability and prosperity on its eastern border. Both better EU integration prospects and a
solution to the Transnistria issue could improve the business climate dramatically and
facilitate the inflow of investments.

It is less obvious what practical reforms the government is still able to introduce until the
end of its term. The business associations put strong pressure on the government to

8 The EBRD supported the formulation of the strategy and will participate in its implementation

(http://www.ebrd.com/about/strateqy/country/moldova/strategy.pdf).
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reduce taxes on wages and deregulate wages. Another sore point remains competition
policy. Authorities intervene in a discretionary way as processes are not clearly defined.
Reclaim of VAT, the application of VAT on imported machinery and the customs
procedures are a hotbed of corruption and illegal practices (Moldova 2009: National
Business Agenda).

1.5 Foreign trade

Slowly rising exports and soaring imports have characterized Moldova in the past few
years. Compared with 2005, in 2007 exports were 23% higher in nominal USD terms and
amounted to USD 1342 million, while imports increased 60% times, to USD 3670 million.
The trend continued in the first half of 2008 with exports rising 23% and imports 45%. The
foreign trade deficit may increase to USD 3 billion in 2008, from USD 2.3 bhillion in 2007.
Both consumption and investment fuel imports which are mainly financed by private capital
inflows and remittances. The appreciation of the MDL has given further stimulus to imports.
The exposure to external financing makes the country vulnerable 7 similar to Romania,
Bulgaria or the Baltic countries. The financial crisis may dry just a small part of such
finances as they are not closely linked to global markets. But a lasting recession in some of
the target countries may force migrants to return home and drain foreign incomes.

The 2006 export setback caused by the Russian wine embargo was overcome in the
following year. It even had the positive effect that exporters tried to look for alternative
destinations. Both the direction and the composition of exports underwent positive
changes. Export volumes to CIS countries remained the same in 2007 as against 2005,
while the share of the CIS in exports declined from 51% to 41%. At the same time, the
share of exports to the EU-27 moved in the opposite direction to the same extent
(Figures1 and 2). Within the CIS, the export decline to Russia was somewhat
compensated by soaring exports to Belarus and Ukraine. Sales in these countries helped
to partly circumvent the wine embargo. Most of the export increase to the EU went to
Romania. The main export destinations in 2007 were Russia (17%), Romania (16%),
Ukraine (13%) and ltaly (10%). Austria received 2.3% of the exports (USD 31 million),
2.6 times more than two years earlier.

A comparison of Eurostat data on EU imports from Moldova and National Bureau for
Statistics of Moldova (Statistica Moldovei) data on exports from Moldova show
considerable discrepancies. Eurostat figures include imports from Transnistria, while
Moldovan statistics do not cover Transnistrian exports, at least in principle. In recent years,
more and more companies from Transnistria have registered a subsidiary in Moldova
proper to gain access to the easier legal foreign trade regime (there were 58 such
companies in the first half of 2008 according to the newspaper Azi, 16 July). The suspicion
that the difference between the two sources of data is largely accounted for by Transnistria
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is supported by the fact that the difference appears mainly in one product group, basic
metals and metal products. As Transnhistria houses the only steel-mill of the country, it must
be the source of such products.

Figure 1
Exports of the Republic of Moldova, USD million
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Source: Statistica Modovei.

Figure 2
Imports of the Republic of Moldova, USD million
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Table 7
EU trade with Moldova: comparison of statistical sources

2005 2006 2007
EUROSTAT, EU-27 imports, EUR million 428.960 554.881 721.247
Statistica Moldovei, exports to the EU, EUR million 356.024 427.983 496.557
Difference 72.936 126.898 224.690

The composition of exports has diversified in the last couple of years. The share of food and
drinks products declined due to the Russian embargo and also to poor harvests (Table 8).
Nevertheless, agricultural products and food still represent the largest export commodity
group. The share of drinks declined, but that of many non-processed products could be
maintained in 2007; the decline followed only in 2008. Another important product group is
textiles and textile products, with rising shares in the last couple of years but stagnation in
2008. Foreign affiliates and contract manufacturers have appeared which utilize the cheap
local labour force. Other product groups have relatively small export shares. Basic metals
appear in the statistics with rising shares, most probably of Transnistrian origin. Rising world
market prices have supported this expansion. Machinery and electrical equipments exports,
the rising star of 2008, surpassed 10% of exports in the first three quarters of the year by
doubling in nominal terms compared with the same period of the previous year.

Table 8
Exports size and composition by main harmonized system categories, customs statistics

2005 2007 2008 Q Il

Total export in current USD million 1091 1342 1049
index against previous period 110.8% 127.6% 129.0%
I, II, 11l animal products, vegetable products, oils, fats 17.2 17.3 13.7
IV foodstuff, drinks, tobacco 36.3 20.6 20.0
V mineral products 18 43 49
VI chemical products 14 2.0 2.0
VIl plastic, rubber 11 25 25
VIl leather and articles thereof 6.6 2.2 23
IX, X wood, pulp, paper 13 2.3 18
Xl textile, textile products 17.8 20.6 20.7
XII footwear, umbrellas 24 3.0 34
X1, XIV stone, cement, glass 1.7 3.8 3.6
XV basic metals and metal products 4.5 8.2 8.3
XVI machinery, electrical equipment 4.2 6.8 10.5
XVII transport equipment 1.4 1.4 1.8
XVIII, XIX, XX, XXI furniture, other manufactured goods 2.3 5.0 3.7
Source:St ati stica Mol dovei website, OExternal trade of the
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Moldova is a net importer of most of the more sophisticated manufacturing products. Its
only comparative advantage is in agricultural, food and textile products (Table 9). The only
related product group where it has lost comparative advantage is animal products. In this
sector there are big investment needs to increase production and efficiency and substitute
some of the imports.

Table 9
Comparative Advantage of Moldova

No The groups of commodities, HSDC 2002 2004 2005 2006
| Foodstuffs; drinks; tobacco +32,6 +26,8 +25,8 +15,7
I Textiles and textile articles +6,6 +8,04 +8,5 +11,4
n Crop products +11,6 +7,4 +7,95 +8,3
v Fats and edible oils +1,8 +3,5 +2,6 +2,4
\Y, Footwear, headgear, umbrellas, etc. +0,98 +1,53 +1,65 +1,8
\ Hides, leather, fur, skins & articles thereof +1,95 +3,5 +3,0 +1,13
Vil Live animals, animal products +0,07 -0,13 -0,8 -0,3

Source: Statistica Moldovei, (based on to the Index of Contribution to the Trade Balance).

Since 2008 Moldova enjoys the preferential trade regime with the EU. This means free
trade in manufactured goods and a quota system concerning most agrifood products.
Moldova used up the EU-granted import quota for wine by mid-October 2008 (Azi,
17 October 2008), and also 93.1% of the sugar quota. For 2009, the European Union has
raised the quotas on the import of these categories of goods: the quota on wine will be
7 million litres, on white-sugar 18,000 tonnes. Over January-August 2008, Moldova's
exports to the EU constituted USD 545.8 million, up 34% against the same period last
year. The best exporting goods to the EU are textiles and clothing, electrical equipment,
food and alcoholic beverages, vegetal products, and footwear.

The transformation of the export structure is driven partly by small and medium-sized
enterprises. The difficulties they face in obtaining financing for investments and working
capital hamper the process of transformation and production growth. The recent
assessment of competitiveness in the Moldovan economy clearly indicates the
development potential (IDIS Viitorul, 2008). Moldovan products and services are gaining
market shares in European markets, for whatever reason. However, the analysis also
underlines the necessity of concerted action in key industries, such as wine, to respond to
changing market architectures and leverage the competitive potential of the economy.

Main product groups with export potential

Agriculture and agrifood industry is the main exporter and employer. Hardly hit by the
Russian embargo it needs modernization investments to enter new markets and retain the
old.
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i The fruit and vegetables industry is constituted by 13 large enterprises and
approximately 40 SMEs. In January-September 2008 its share in industrial production
was 5.3 %. The four largest canneries Orhei - Vit SA, Alfa-Nistru SA, Natur Bravo SA
and a cannery in Cosnita produce more than ha
branch is working at only 30% of its Soviet-time capacity, the output of the industry
continues to decrease. The reasons causing this decrease include restriction of access
to the Russian market in 2006, shortages of raw materials, low quality of some
products and chronic financial instability in the branch.

T Dry fruit and walnuts are significant export products with a good potential to grow. More
modern production technology and packaging is needed, however. Even more,
integration into wholesale and retail networks should be developed to achieve higher
prices for exporters. The only major commodity where Moldovan exporters have been
able to increase their share in the Russian market in recent years is fresh fruit, mainly
apples. But there is further need to adopt new technologies, such as controlled
atmosphere storage, to take advantage of better prices during the off-season.

T Wine is the best known and one of the largest industries of Moldova. The number of
enterprises in the wine industry is about 310 enterprises, of which about 170
enterprises are wineries. The average of the number of employees in the wine branch
is more than 30 thousand working for a monthly average wage of USD 275 in 2008.
Moldova is a relatively large producer of some 3.2 million hectolitres® (annual average
2002-2005) but the volume dropped to one third during the Russian embargo. Still,
Moldovane x port er s were | osing mar ket share in Rus
the embargo. Once driven out, they have difficulties gaining shares again. Moldovan
producers need to accelerate the transition to produce new world-style wines and to
match competitors in the Russian market in the battle for market share. Such
improvements will require significant new investments, in particular foreign direct
investment. The wine cluster has been the target of some FDI, even though much of
that involved debt-for-equity swaps with Russian interests. Switching markets to the EU
has been moderately successful. Some wineries invested in packaging, labelling, etc.
but have problems with marketing. They are exposed to the mercy of large retail chains
in Germany and England, and have little chance to enter higher priced segments of the
market. Chances are better in the new member states, which are the main importers
currently, such as Poland and Romania (http://www.vinmoldova.md). In the framework
of an EBRD technical assistance, 10 factories of the wine industry have been
modernised, among them the joint-st ock company fAAcdradrandWi ne Hol

known al so abroad. I n Vul kanesht. a new WwWiner
The wi neri es i n Purcar.i AVinuri evd nBuU rweea rei 0a | sl
reconstructed.

°®  This is about the same quantity as the production of Hungary or Bulgaria. But the latter countries consume most of their

production while Moldova exports 90%.
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T Organic agriculture can become a key sector of high profitability in Moldova. There are
many of the necessary conditions for the organic production present: proximity to the
largest consumers of organic products (Germany in particular), arable land not affected
by pesticides, organizations that give services, instructions and certification of
production. Still, organic agriculture in Moldova is just in its infancy. The volume of the
exported ecological products is relatively small. The requirements imposed on organic
production are very high and difficult for farmers to implement it. A proper control
system needs to be introduced into all the stages of production starting with soil quality
control including irrigation water and finishing harvest and packing. All these can be
potential targets for development aid in Moldova.

i Ethanol or biodiesel fuel is a non-polluting alternative of diesel fuel. Moldova has good
environment for the production of vegetable oils which can be used for bio-fuel, corn
and raps. Raps production is rapidly increasing: 30 thousand tons in 2006, 37 thousand
in 2007 and as much as 130 thousand tones in 2008. A government programme
supports the increase of raps harvest to 400 thousand tons in 2010. There are several
projects in the country to start bio-fuel production but the sector is still in its infancy. The
feasibility of ethanol production has been confirmed by the USAID-funded Agribusiness
Development Project.

The non-alimentary sector of the industry consists of the 432 enterprises including about
250 light industries enterprises, 60 furniture factories, 50 factories of agricultural machinery,
equipment and spare parts, 30 enterprises of the chemical industry and 30 companies
manufacture of building materials and packaging, and also 12 firms of the electrical
machinery and electronics industry. In the 2007 these companies provided about 50
thousand workplaces or 62.7% of the total of employment in the industry, and average
monthly salary in sector was about USD 250. The greatest growth of export of not
alimentary production in 2007 was mostly provided by the textile industry (20.6 %) and the
manufacture of metals (8.3 %) construction materials and furniture. But the clothing
industry had diminishing exports due to rising wages and appreciating currency.

I There are 13 enterprises of textile and 7 enterprises of sewing industry. These occupy
leading positions in light industry. The light industry ranks second after agriculture in its
size. Over 95% of the production is exported. Textiles and clothing as well as shoes
have become important export articles. Their production has utilized low wages.
Companies are mainly engaged in contract manufacturing for Italian and German firms.
They rarely have own brand-names or even own design products. Only few Moldovan
firms are able to move up the value chain as a quick-turnaround supplier to the
European fashion industry. Moldova has recently attracted some investors and
contracts which had left Romania due to rapidly rising wages there. But low wages in
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Moldova hinder the further expansion of this industry due to the lack of labour force.*
On the other hand, even these wages may be too high compared to Asian producers.
The recent currency appreciation reduced the competitiveness of the clothing sector
and caused exports to decline in the first nine months of 2008.

T Electrical machinery exports have expanded dynamically in the last couple of years, but
it is not clear from what firms these export have come. In the first nine month of 2008,
70% of the exports went to the EU. This suggests that these products are components
or assembled products utilizing cheap labour. They may also include simple machines
produced in Transnistria. Another part of the machine building industry is related to the
agrifood industry producing a variety of tools and equipment such as pumps, filters,
presses as well as agricultural machinery.

T The information and communications technology (ICT) sector draws on science and
mathematics skills in the labour force, yet its rudimentary organization and predilection
to operate in the shadow economy severely limit its growth potential. Both policy reform
and increased cooperation within the sector will be necessary to help the cluster
graduate to greater economic prominence 7 supporting the adaptation of the rest of the
economy to information technology 1 and to develop its export potential.

1.6 Current main advantages and disadvantages fo  r the Moldovan economy

This section summarizes the findings of the previous sections and also draws on
interviews conducted with the Chamber of Commerce, the wine producers association, the
bankersd association and the. agricultural

Advantages

T Zero tax on reinvested profit, 15% tax on distributed profit

T High international food prices stimulate production

I Free trade agreement with the EU, Switzerland, CIS, CEFTA

i Potential for bio-ethanol production and increasing EU demand for this product

T New infrastructure investments attracting FDI: free trade zones, Giurgiulesti port

Disadvantages

i Lack of skilled workforce i low quality of training, and if trained, leaves for abroad
T Discretionary political influence

T High interest rates, even for EUR credit it reaches 10-15%

1 The management of the company visited in Chisinau would have demand for production, but only at the current
monthly wage of EUR 140. To increase output the installation of a second shift would be necessry but labour force is
not available only for an evening bonus which would make costs too high.
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T Narrow product assortment, high vulnerability

i Too little cooperation between companies

i Transport and customs bottlenecks

i Cumbersome refund of VAT

T EXxi st encset yofe 66 oclodmp a mmor®poly positions and speacklirelations
with government officials

1.7 Conclusions

T Moldova is on a path of modest economic growth with a boom in investments. It has
partially redirected its exports from the CIS to the EU and envisages stronger
integration with Europe. At the same time, Russian influence is strong and increasing.

T Conditions for doing business are not favourable, but improving in several respects. It is
widely expected that further reforms will follow when a new government comes to
power after elections in March 2009.

I The market for investment credit is narrow, due to the small number of larger firms and
of exporters. Based on company statistics, the maximum potential number of clients
(medium-sized and large exporting firms) is less than 500. The current industrial
investment credit market amounts to about EUR 17 million. This amount may increase
dynamically if investments continue to grow and if the share of bank financing
increases.

i The prevailing interest rate is high; there is a general lack of longer-term credits. Few
companies in the manufacturing sector can afford taking loans in EUR or USD at the
prevailing interest rate of 10-14%. Companies find interest rates at 6-7% for credits
over 5 years feasible. At this rate, the needs for financing would increase substantially.

T Potential investment cases may come from the wine industry, dry-fruit industry, bio-fuel
industry and construction materials industry. These are the industries with long-term
development prospects.

I Export sectors with a high share of foreign ownership such as textiles, clothing and
shoes are not likely to become clients for long-term credits also in the future. Their
investments are financed directly by the mother company or its house-bank.

27



References

Ghencea, Boris and | gor MiGaurdaitmaean (&2M0d 4Re midtLtadmwes in the R
Moldova Microfinance Alliance,

http://pdc.ceu.hu/archive/00002327/01/Raport_Migration_Remittances_2.pdf

Giginei shvi l i, Ni koloz (2008), 6ln search of monetary transm
|l ssuesd, | MF Country Report, No 08/134, February.

I DI'S Viitor «Dllinkagygsadv 0 g8MBel i nes applied tnmeMD, Case Study
IDIS Viitorul (2008a), Monitorul Economic, No. 12. Chisinau.

I DI'S Viitorul (2008b), 6100 of the most pressing issues in
I DI'S Viitorul (2008c), OEconomic St a8 €hismauch: Quarterly Ana

IOMi Il nternational Organi zati on f oii AlMdverview tofi Migratior( i2 hed 7 ) , OMigr
Republ i c ohttp:/Wenliothond/migration_information.html.

FIAS (2007), Attracting Investment to South East Europe, The World Bank, New York.

Lazar, Valeriu (2008), OAnaliza procesul ui investi Sional C
Strategiei de atragere a investi Siilor ki promovare a expo

National Bank of Moldova (2008), Annual Report 2007, Chisinau.

OECD, Stability Pact (2007), O0lnvestment Reform Index 2006
Ohana, Yael (2007), Culture and Change in Moldova, European Cultural Group, Bratislava.

Statistica Moldovei (2008), Moldova in figures: statistical pocketbook 2008, Chisinau.

Statistica Moldovei (2008a), Activitatea intrepinderilor mici si mijlocii in Republica Moldova in anul 2007. Nota
informative, Chisinau.

Statistica Moldovei (2008b), Buletin statistic ianuariei iunie 2008, Chisinau.

Statistica Moldovei (2008c), Cu privire al activitatea investitionala in anul 2007. Nota informative, Chisinau.
World Bank (2006), Moldova-at-a-Glance, BEEPS survey.

--- (2008), Moldova 2009: National Business Agenda, mimeo

Newspaper Azi

Interviews in Chisinau, 22-25 July 2008 and 6-10 October 2008.

28


http://pdc.ceu.hu/archive/00002327/01/Raport_Migration_Remittances_2.pdf
http://www.iom.md/migration_information.html

2 The financial sector in Moldova

by Jan Mladek, with contributions by Olga Bejenaru

As the financial market in Moldova is mostly focused on loan financing, we will concentrate
our investigation on the credit market.** We shall identify the volume of the market, its
structure and recent development based on official data. We will analyse first of all the
banking sector, but additionally also the providers of microfinance products and leasing
companies. The financial situation of the Moldovan banking sector will be described as a
whole as well as regarding the individual banks. Major attention will be devoted to the
ownership structure, transparency of ownership and overall credibility of Moldovan banks.
We also attempt to evaluate the capacity of Moldovan banks to cooperate with foreign
partners.

The supply side of the credit market in Moldova is composed of 16 commercial banks,
13 micro-financial organizations, 15 leasing companies and one interbank society. There is
one representative office of a foreign bank in Moldova, Raiffeisen Bank International from
Austria.

2.1 The banking sector in Moldova from a macro perspective

The banking sector represents the main component of the financial market in the Republic
of Moldova. The country has maintained a two-tier banking system since 1993, consisting
of the National Bank of Moldova and commercial banks. The Moldovan banking sector is
considered to be one of the strongest among the CIS-7 countries.

The National Bank of Moldova (Banca Na$i on alBNM) was bstablishedvire i
1991, and modelled on the Central Bank of Romania. It is an autonomous legal entity,
responsible only to the country's parliament. The functions of the central bank are as
follows:

1. to determine and conduct a monetary and foreign exchange policy, as guided by
the Bank's own economic analysis;

to act as banker and fiscal agent to the Republic of Moldova;

3. to license, supervise and regulate the activity of financial institutions. Banking
supervision in Moldova is completely in line with Basle Committee standards;

to act as banker to the banks, providing them with credit facilities;

to supervise and facilitate the payments system;

™ In the following we cover only the economic and financial activities on the territory controlled by the central government

in Chikinktu. The -etheakdwvay regipnef Teahshistrig are not cavedned.
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6. to be the sole issuer of currency;
7. to hold and manage foreign exchange reserves;
8. to settle the country's balance of payments.

The BNM regulates and supervises banking practices throughout Moldova, and defines the
national monetary management and exchange policies. Increasingly, the BNM is relying
less on exercising direct controls and instead on utilizing indirect methods based upon
market mechanisms. The regulatory system was developed with technical assistance from
the IMF and USAID. Its main norms are in line with or 1 concerning capital adequacy and
loan provisions i even stricter than the Basle prudential norms. Some of the most striking
requirements are: financial reporting according to International Accounting Standards
(IAS), in force since January 1998; a capital adequacy ratio of 20.5% as of October 2008
(before it was 22% from May 2008), and loan provisioning on a gross loan basis without
taking into consideration loan collateral. The latter is stricter than IAS norms, but necessary
because of the difficulties of valuing and realizing collateral in a fuzzy business
environment.

Table 10
Moldova: regional comparison of key indicators, 2007

ltem/Country Albania Georgia Moldova Romania Slovakia
Population in million* 32 4.4 41" 215 54
GDP in USD billion 10.6 10.3 4.4 166.0 75.0
GDP per capita in PPP in USD 6580 4770 2930 10 980 19 340
Number of banks* 17 20 16 41 16
Total banking assets*/GDP, % 75.6 43.0 59.9 62.1 89.6
Capital adequacy ratio*, % 171 18.1 29.6 13.8 12.8
Foreign ownership*, % N/A 64.2 71.6 87.9 91.7
Classified loans*, % 3 3 4 8 4
ROA, % 16 24 3.9 10 10
ROE, % 20.7 12.2 224 9.4 18.7

*end of year.

Sources: GDP in USD hbillion: https://www.cia.gov/library/publications/the-world-factbook; GDP per capita in PPP in USD:
https:/imww.worldbank.org. Number of banks, total banking assets/GDP, capital adequacy ratio, foreign ownership, classified
loans ROA, ROE: Albania i http://www.bankofalbania.org; Georgia i http://mww.nbg.gov.ge; Moldova i http://www.bnm.org;
Romania i http://www.bnro.ro; Slovakia i http://www.nbs.sk.

The regulation on risk-based capital adequacy establishes minimum capital requirements
for all 16 commercial banks licensed in Moldova. The requirements vary by the type of
licence (A, B or C). Banks with an A licence can operate only in domestic currency. Banks

2 population figure includes 555,347 people living in Transnistria, whereas other data for Moldova are without

Transnistria.
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with B or C licences may conduct international operations. Capital market activities are
only permitted with C banking authorization.

The sector is growing thanks to rising demand for banking products. Loans obtained by
households and enterprises amounted to 27% of GDP in 2005, 31% in 2006, and 33% in
2007. On the other hand, deposits in the banking sector reached 37% of GDP in 2005,
39% in 2006 and 40% in 2007. The deficit of accessible resources for the economic
agents, their growing demand for banking products and also the increase in financial
intermediation are the most important reasons for the growth of the banking sector. In spite
of fast growth, this ratio is still low compared to the new member states of the EU.

Starting from 2005 the banking sector in Moldova has grown significantly, with major
changes in the ownership structure including entry of reputable foreign investors (see
Section 2.3). Lending to the private sector has increased rapidly without noticeable
deterioration of the loan portfolio. As a result, the Moldovan banking sector compares
favourably to its peers in the former Soviet Union, although it remains well behind the new
EU members. Marked difference can be seen, for example, between Moldova and
Slovakia (Table 10). Likewise, there is a striking difference between the capital adequacy
ratio in Moldova and in the other countries of the region. Moldova features the highest
capital adequacy ratio by far, reflecting the clear commitment of the BNM to be on the safe
side.

Table 11

Financial indicators of the banking system: capital and assets
ITEM 31.8.2008 31.12.2007 31.8.2007
Capital
Capital adequacy ratio (CAR) 31.42 29.07 26.27
The share of foreign investment in 75.95 71.88 65.32
TRC™ of 5 banks with the biggest capital/Total TRC 61.83 59.70 59.54
Assets
Assets of 5 largest banks/Total assets 64.13 63.76 65.90
Total unfavourable loans/Total loans 3.70
Total unfavourable loans/Total TRC 14.69
Total unfavourable assets/Total assets (gross) 2.43
Total unfavourable assets/Total TRC 15.29
Allowance for loan losses/Total loans 4.49 4.21 4.65
Allowance for loan losses/Total assets (gross) 2.84 2.76
Past due loans and past due plus non-accrual interest loans/Total loans 2.44
Past due loans and past due plus non-accrual interest loans/TRC 9.70

Source: http://www.bnm.md/en/financial_indices_of bank system_md/2008.

13

TRC1 Total Registered Capital.
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The Moldovan banking sector has a very high ROE and a rather high ROA. The volume of
classified | oans is quite | ow. Part of the expl
banks in the remittance business, which is quite safe from a banking point of view. Banks

are simply collecting fees from transferring USD 2 billion yearly from the EU, Ukraine and

Russia.

Profit figures for Moldovan banks are fairly good and so are indicators such as return on
assets (ROA) and return on equity (ROE). As can also be seen from Table 10, ROE and
ROA are better in Moldova than in comparable countries in the region. Also the capital
adequacy ratio (CAR) is very high, over 31% in August 2008, much higher than in the EU
countries, where standard requirement is that CAR should be at least equal to 8%. In May
2008 the BNM raised the required minimum CAR to 22%; by 21 October 2008 it was cut to
20.5%. This is positive for the stability of the sector: with such a high capital adequacy ratio
it can withstand significant shocks. On the other hand, the situation is not that favourable
for the development of the real sector, as it hampers credit expansion; a large proportion of
banking assets become inaccessible for the corporate sector.

I nformati on about foreign i nvestermheauseitimnay bankso
capture real foreign owners as well as Moldovan citizen investing through off-shore
companies. This type of ownership seems to be widespread in Moldova.

The five biggest banks of Moldova are representing two thirds of the banking sector. The
percentage of non-performing loans seems to be under control: it is low and covered by
allowances for loan losses.

Figure 3
Loan structure in Moldova as of 31 December 2007

ORoad construction

W Agriculture and food industry
OReal estate and construction
OConsumer loans

B Energy and fuel industry
OIndustry and commerce

B Other

Source: http://www.bnm.md/en/financial_indices_of bank_system_md/2008
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It is not possible to distinguish between loans for industry and those for trade. However, we

can assume that trade is dominating because the majority of loans are very short-term and

at high interest rates. We see only 14% of loans going into agriculture and the food

industry (very important branches for Moldova). A slightly smaller percentage is going into

real estate and construction. Financing for road construction and the energy industry is so

far very smal | considering t he countryos nee
infrastructure. Nevertheless, the situation is improving also in this area thanks to

international assistance.

Table 12 shows profitability, liquidity and employment in the Moldovan banking sector.

Table 12
Financial indicators of the banking system:
earnings and profitability, liquidity and employment

Earnings and profitability 31.08.2008 31.12.2007 31.08.2007
Return on Assets (ROA) 4.11 3.91 4.06
Return on Capital/Equity (ROE) 23.72 23.97 24.79
Interest Income/Average Interest Earning Assets 14.32 13.88 13.72
Interest Expense/Average Interest Bearing Liabilities 9.50 7.20 7.93
Net Interest Margin (Net Interest Income/Average Earning Assets 6.17 6.90 6.98
Earning Assets/Total Assets 84.11 84.03 83.69
Profitability (Net Interest Income + Total Non Interest Income)/Total Non 200.88 197.82 204.54

Interest Expense

Liquidity

Assets with Maturity over 2 years/Financial Resources with Maturity over 0.62 0.73 0.69
2 Years (Principle | Liquidity, not more than 1)

Liquid Assets/Total Assets (Principle Il Liquidity >= 20%) 31.10 29.05 33.83
Individual Deposits/Total Deposits 63.70 61.05 55.85
Legal Entities Deposits/Total Deposits 29.37 31.38 37.88
Individual and Legal Entities Deposits/Total Assets 66.35 66.73 68.83
Deposits in Foreign Currency/Total Deposits 44.43 48.60 47.25
Employment

Number of Employees 10 952 9851 9412
Total Assets/Number of Employees (million MDL) 3.44 3.25 3.12

Source: http://www.bnm.md/en/financial_indices_of bank system md/2008.

The Moldovan banking sector is characterized by fairly high ROA, ROE and in particular by a
high net interest margin, which is approaching 7%. This allows Moldovan banks to collect
handsome profits. Thus, the entry of new players into the banking sectors is urgently needed
to increase competition, improve services for clients and decrease the net interest margin.
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Assets with maturity over two years are much smaller than financial resources with
maturity over two years. The share of liquidity in total assets is over 30%. High liquidity
may be very helpful for Moldovan banks to overcome upcoming liquidity crises. Specific for
Moldova is the high share of deposits in foreign currencies, approaching nearly 50%.
Employment in the Moldovan banking sector is close to 11,000 persons.

Since 2005 Mol dovads banking sescemanatinglirans wi t hst

serious exogenous shocks as well as drought. Overall, the banking system is stable and
characterized by a high level of profitability and moderate credit risks.

2.2 The banking sector in Moldova from a micro perspective

Table 13
Commer cial banks: share capital, assets, branches and employment in 2007
Name Typeo Yearo  Share Share Assets Assetc  Shareir Branches Employ
licencé creatior  capita capitat MDL mi EUR mi total assets  all unit® ment
MDLmi EUR m@ %

1. COMERBANK S.A. B 1990 20 1.20 381 2295 119 1/2 49
2. BANCA SOCIAB.A. C 1991 65 3.92 2117 127.53 6.62 21/72 2100
3. VICTORIABANK S.A. C 1992 32 193 4106 247.35 12.84 22/43 811
4. MOLDOVAAGROINDBANK S.  C 1991 207 12.47 6888 414.94 21.54 68/89 1523
5. Moldindconbank S.A. Cc 1991 37 223 3648 219.76 11.40 21/58 807
6. Banca de Economii S.A. C 1990 29 175 3039 183.07 9.50 37/468 2405
7. EuroCreditBank S.A. B 1992 108 6.50 198 1193 0.62 2/2 120
8. UNIBANK SA. B 1993 122 7.35 527 31.75 1.65 5/24 290
9. FINCOM BANK S.A. B 1993 130 7.83 1687 101.63 5.28 15/52 502
10. INVESTPRIVATBANK S.A. B 1994 88 530 1101 66.33 3.44 11/29 379
11. Universalbank S.A. B 1994 87 5.24 324  19.52 1.02 4/6 185
12. ENERGBANK S.A. B 1997 80 482 1059  63.80 331 19/65 566
13. ProCredit Bank S)A. B 2007 - - 124 7.47 0.39 5/5 430
14. BCR Chisinau S.A. B 1997 130 7.83 1445 87.05 4.52 2/6 75
15. EXIMBANK S.A. Gruppo Vene C 1994 635 236 2722 163.98 8.52 17/38 495
16. MOBIASBAKGGroupe SGS.A. C 1990 71 428 2608 157.11 8.16 14/76 660
TOTAL: 1841 96.25 31974 1926.17 100 260/1035 11397

1) Banks with an A licence may only operate in domestic currency; banks with a B or C licence may conduct international
operations; banks with a C licence may also perform capital markets activities. - 2) Official medium exchange rate of National
Bank of Moldova on 2007 is 16.59 MDL per Euro. - 3) The first number is branches only, the second number represents
branches and all other outlets used by the bank. - 4) VIENNA CAPITAL PARTNERS UNTERNEHMENSBERATUNG AG. -
5) June 2008.

Source:  http://en.comertbank.md;  http://www.socbank.md/eng/;  http://webserver.victoriabank.md;  http://mww.maib.md;
http:/mww.moldindconbank.com; http:/Amww.bem.md; http://www.ecb.md; http://mww.unibank.md; http:/mww.fincombank.com;
http://www.ipb.md; http://www.universalbank.md; http://mmww.energbank.com; http://www.procreditbank.md; http://www.bcr.md;
http://www.eximbank.com; http://mwww.mobiasbank.com.

Mol dovads banking sector I sargegtbankseare cootroling nt r at e d .
45.8%, and the five largest banks 63.8% of banking assets. The biggest bank in the
country is MOLDOVA-AGROINDBANK S.A. with a 21.5% share in all assets of the
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banking sector. The biggest bank by employment and number of outlets is Banca de
Economii S.A., which emerged from the former Soviet savings bank. This bank is
is 23% of

sector, while its share in Moldovan banking assets is only 9.5%. Banca de Economii is still
awaiting pri

empl oying

empl oyment to

Figure 4
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Commercial banks: profit, ROA, ROE and CAR in 2007

Name

.COMERS§BANK S. A.
.BANCA SOCI ALI S.
. VICTORIABANK S.A.

. MOLDOVA'i AGROINDBANK S.A.
. Moldindconbank S.A.

. Banca de Economii S.A.

. EuroCreditBank S.A.

. UNIBANK S.A.

. FinComBank S.A.

. INVESTPRIVATBANK S.A.

. Universalbank S.A.

. ENERGBANK S.A.

. ProCredit Bank S.A.

. BCR Chisinau S.A.

. EXIMBANK S.A. Gruppo Veneto
.MOB 1| ASB AG@pe SG S.A.

TOTAL:

Source: See Table 13.

Profit in
MDL mn

15
52
179
234
91
195

1094

Profitin
EUR mn

0.90
3.13
10.78
14.10
5.48
11.75
0.72
1.33
2.65
0.66
-0.30
217
-0.12
3.73
3.43
5.48
65.89

ROA (%)

4.70
2.30
5.39
4.08
3.03
5.07
6.11
4.10
311
1.30
-1.86
4.53
-1.42
5.89
2,77
3.98

ROE (%)

10.30
17.20
38.24
2797
25.75
38.39

9.01
12.20
19.47
10.00
-4.44
22.94
-1.49
33.90
11.27
28.81

Capital
Adequacy Ratio
(CAR)in %

114.08
22.82
24.39
18.87
18.31
47.81

162.32
70.81
23.95
26.43
79.90
29.66

466.08
26.17
49.49
24.68

Net interest
margin

7.73
7.46
6.86
7.21
6.34
6.24
16.14
8.7
7.23
2.69
11.39
6.27
6.35
7.10
7.58
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Return on assets (ROA) and return on equity are generally quite high in Moldova i
however, not for every bank. Two small banks (Universalbank S.A. and ProCredit Bank
S.A.) even reported losses last year and hence had negative ROA and ROE. The net
interest rate is very high in Moldova. The biggest banks have a net interest margin slightly
above 6%, for most bank it is above 7%. Two banks even have a double-digit net interest
rate. This follows from Moldovan banks?©o

the clients who are facing very high interest rates for their credits.

2.3 Ownership of banks in Moldova

The 16 commercial banks are obliged to be publicly listed corporations (PLC) and their
stocks are supposed to be traded on the stock exchange. However, there is a problem with
the transparency of ownership. All owners with a share above a 5% stake in the bank must

bediscl osed to the BNM, but not to the public.

management whether or not it wants to inform the public about owners. A further problem
is that even the owners disclosed to the BNM are not necessarily the ultimate ones. Quite
a few of the latter are offshore companies. The BNM is trying to limit such practices in
cooperation with the government. The Ministry of Economy and Trade has issued a list of
47 places where offshore companies are wide-spread and not properly regulated. The
BNM is obliging shareholders to leave these off-shore places. On the black list are mainly
exotic islands; among European locations the black list contains only Gibraltar, Guernsey,
Jersey, Isle of Man and Madeira.

In its latest report on the Moldovan banking sector, the IMF has identified bank ownership
as a significant source of financial vulnerability (http://www.imf.org/external/pubs/ft/
scr/2008/cr08274.pdf). The IMF sees a certain progress as a result of BNM efforts,
especially since 2005, to handle the problem of bank ownership. On the other hand, the

| MF stresses that, 6Neverthel ess, t he assessme

Principles related to Effective Banking Supervision (BCP) indicates that despite these
efforts, supervisors do not yet have full information on some owners in at least one of the

comfort

systemically important banks, while in sever al

Out of 16 banks only 6 have a majority owner. In the case of Banca de Economii S.A .
this is the Moldovan state represented by the Ministry of Economy and Trade, which owns
56.1% of the share capital. Full privatization is scheduled for the year 2009, but it remains
to be seen whether it will be executed, given that this will be an election year (elections are
scheduled for March 2009).

In two cases the majority owner is a foreign commercial bank. Mobiasbanca is owned by
the Societe Generale Groupe (87.85%), and EXIMBANK is 100% owned by Gruppo
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Veneto Banca from ltaly. In the case of Mobiasbanca, Societe General owns 67.85%
directly and 20% indirectly through its Romanian subsidiary.

One bank, Banca Comerciala Rom®©na Chi kiisitund®&i Aect | vy

Erste Bank t hrBoaungcha Rbomaenricaibasl a RomO©nt Bucur ekt

A special case is the ProCredit Bank S.A (IPC). This is quite a new bank established in
December 2007. However it has been built upon the structure of ProCredit Micro, a finance
institution created much earlier by the ProCredit Holding. The ProCredit Holding is a public-
private partnership. In addition to IPC and IPC Invest (the investment vehicle of the staff of
IPC and ProCredit), the other private shareholders of ProCredit Holding include the Dutch
DOEN Foundation, the US pension fund TIAA-CREF, the US Omidyar-Tufts Microfinance
Fund, the Swiss Investment Fund and the Salvadoran company Fundasal. The public
shareholders of ProCredit Holding include KfW (the AAA-rated German promotional bank),
IFC (the AAA-rated private sector arm of the World Bank), FMO (the Dutch development
bank) and BIO (the Belgian development fund). In parallel to the Pro Credit Bank S. A., for
the time being the Pro Credit Micro finance institution is still active.

UNIBANK S.A. has one single owner. This bank is owned to 100% by the Austrian
Investment Group VIENNA CAPITAL PARTNERS UNTERNEHMENSBERATUNGS AG
(TegetthoffstraRe 7, 1010 Vienna, Austria). There are rumours that VIENNA CAPITAL
PARTNERS UNTERNEHMENSBERATUNGS AG might be affiliated with Vienna Capital
Partners AG (VCP). This private equity fund established by Heinrich Pecina has currently
six partners (Christian Riener, Gabriel Dielacher, Christian Fischer, Gouzel Goumerova,
Heinrich Pecina, Piotr Samojlik). VCP is a company with an impressive record in direct
investment and corporate financing in Central and Eastern Europe over the last two
decades. Together with Permira Funds, VCP was instrumental in the biggest private equity
deal in the region to date, the EUR 850 million buyout and delisting from the Budapest

owned

b )

Stock Exchange Zrt (BET) of Hungarybés BorsodChe

countries in the region, and is, he says, (www.vcpag.com) focused on both corporate
finance advisory and selective direct investments in undervalued companies with high
potential for growth. On the web sites of UNIBANK S.A. there is a link to the web sites of
Vienna Capital Partners, but this does not remove the problem of lack of information about
the character of the relationship between VIENNA CAPITAL PARTNERS
UNTERNEHMENSBERATUNGS AG and Vienna Capital Partners. Quite possibly, the
latter company is a daughter of the former. As after privatization the bank management
stayed in place it would be interesting to see whether the bank continues to be under
Lukoil control.
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Ten of the 16 Moldovan banks operate with dispersed ownership structure. Out of those
10, there are 3 banks where at least some important shareholders are known. One is
VICTORIABANK S.A., where 7 main shareholders with shares above 5% are known:

Table 15
Ownership structure of Victoriabank

Investors with shares of over 5% Sharehol der s¢
1 EBRD 15.06
2 Alpha Bank Romania S.A. 12.50
3 TURCANU Victor (Moldova) 10.45
4 OAtrium Limitedd (Belize) 5.76
5 6AVPRI M6 SRL (Mol dova) 5.76
6 6Victoria Invest Limitedd (Great Brita 5.76
7 6Financial I nvestments Corporation Lim 5.61

Source: www.victoriabank.md

The seven major owners hold 60. 9% of the shareh
least three other ultimate shareholders remains unknown. EBRD decided to become co-

owner (15.1%) with the adrshmp strdcturemaokeitrangparénth e b ank 6
Because the progress in this direction was limited, at the moment EBRD is only passive

investor in the bank with no other cooperation.

In the case of FinComBank, one owner of 25% of shares is known, the Western NIS
Enterprise Fund USA. This is a well-connected bank, because the Chairman of the Board

of Directors is Oleg Voroninit he Mol dovan hresidentés son

The third case where some information about owners is available is Moldova i Agroindbank:

Table 16
Ownership s tructure Agroindbank

Major shareholders Known sharehol de
1 Civil Society of Shareholders 32.07
2 Treasury shares 6.19
3 Factor Banca D.D. 4.99
4 Activa Invest 4.99
5 Druga Penzija 4.99
6 Proteza Adriatic Fund BV 471
7 Ms. Milena Logar i Slovenian citizen 4.66

Source: www.agroindbank.md

1 http://mww.fincombank.com/abbank/
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Still, the situation is much in above mentioned 3 banks is better than in the remaining 7
banks where hardly any information about ownership structure is available.

Table 17 is an attempt to summarize our current knowledge about Moldovan bank
ownership:

Table 17
Ownership of commercial banks in Moldova
Name Dominant owner % Remark

1. |COMEBBANK S.A. NONE Shareholders: 8 legal@apHbysical persons

2. |BANCA SOCIAB.A. NONE Large shareholders: 16 legal persons

3. |VICTORIABANK S.A. NONE EBRD (15.1), Alpha BankaRiar(12.5), Vict:
Turcanu (10.5) and 4 companies (23%)

4. |MOLDOVAAGROINDBANK S.A. INONE 3 674 shareholders: 3243 individuals and
persons

5. [Moldindconbank S.A. NONE Shareholders: 350 legal and 550 physical |

6. |Banca de EconomA.S Moldovan state 56.1% |-

7. |EuroCreditBank S.A. NONE 46 shareholders

8. |UNIBANK S.A. VIENNA CAPITAL PARTNERS 100% |Originally Lukoil bank

UNTERNEHMENSBERATUNGS A

9. |FinComBank, S.A. NONE 127 shareholders, Western NIS Enterprise
USA (25%)

10. [INVESTPRIVATBANK S.A. NONE 10 IPOs

11. |Universalbank S.A. NONE -

12. [ENERGBANK S.A. NONE 96.5% shares owned by legal persons, 3.5
physical persons

13. |ProCredit Bank S.A. ProCredit Holding 90% |Stichting DOEstcode Loterij/Sponsor
Loterij/Bank@ Loterij, Olanda (10%).

14. |BCR Chisinau S.A. Banca Comerciala RdnBurcureti S.A.|100% |Final owner Die Erste

15. |EXIMBANK S.A. Gruppo Veneto | Gruppo Veneto Banca 100% |Gruppo Veneto Banca

16. |MOBIASBAKNGGroupe SG S.A. |Societe Generale Groupe 87,85%| EBREB,84 physical persr&t*

Source: See Table 13.
*July 2008

In general, one can say that the situation with the ownership structure is fuzzy in Moldova.
However it is improving, as in more recent years some banks with a dominant and credible
owner appeared, and this can improve the quality of banking services, intensify competition
on the market and bring new products to Moldova. The National Bank of Moldova is
pushing for concentration and bigger transparency of bank ownership. One way how to
push is higher rates for the non transparent banks on the international financial markets
what is done through recommendations of BNM. The other option is an increase of
required capital and hence the concentration of ownership.
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2.4 Cooperation of Moldovan banks with international institutions

Apart from collecting information about ownership, a second way how to find out about

reliable banks is through observation of the behaviour of major international players. For
them 6finald or O6ultimated owner is quite a
However, they are looking also for capacity to provide banking services and observe the
banksd financi al 8phewsifwithmwhich Madevan ban&stihe mterriational

donors are actually cooperating.

proc

Table 18
Creditability of commercial banks from the perspective of WB, EBRD and US AID
as of October 2008
Name of the bank Cooperation | Cooperation |Cooperation Remark on ownership
with WB with EBRD | with US AID
COMERSBANK S. A. - - - -
BANCA SOCI ALl S.A. YES YES YES -
3. |VICTORIABANK S.A. YES - YES EBRD 1 passive
co-owner (15.1%)
4. |MOLDOVA AGROINDBANK S.A. YES - YES
5. |Moldindconbank S.A. YES - YES -
6. [Banca de Economii S.A. YES - - State 56.1%
7. |EuroCreditBank S.A. - - - -
8. |UNIBANK S.A. - - - Vienna Investor 100%
9. [Bank of Trade and Finance, S.A. /FinComBank YES - - -
10. |[INVESTPRIVATBANK S.A. - - - -
11. |Universalbank S.A. YES - - -
12. [ENERGBANK S.A. YES - - -
13. |ProCredit Bank S.A. - YES - ProCredit Holding 90%
14. |BCR Chisinau S.A. - - - BCR Romania
Die Erste ultimate owner
15. |EXIMBANK S.A. Gruppo Veneto Banca - YES YES Gruppo Veneto ltaly
16. MOB | A S B AGt@ipe Societe Generale S.A. YES YES YES SG Groupe, EBRD

Source: EBRD, WB and USAID Moldova.

The World Bank is considering future cooperation with Eximbank and ProCreditBank,
which are perceived as creditable and stable enough. On the other hand, the list of banks
cooperating with WB may contain some banks, which are politically more exposed in terms
of links between the owners and/or administrators and those in power. International
institutions are providing their partners in the Moldovan banking sector, which are listed in
Table 16 with credit lines, which allow those banks to expand their activities.

However, international institutions are not risking much. The majority of the credits
channelled to the companies in Moldova are guaranteed by the local commercial banks

40


http://www.bnm.md/md/list_licensed_banks_md#a0#a0
http://www.bnm.md/md/list_licensed_banks_md#a1#a1
http://www.bnm.md/md/list_licensed_banks_md#a14#a14
http://www.bnm.md/md/list_licensed_banks_md#a15#a15

themselves. Hence the banks are trying to pick up the best-performing companies to make
sure they will not be losers in the game. If the company fails the loss is to be covered by
the local bank, which gave the international institution full guarantee for the credit. Hence
the only risk in giving the credits through those credit lines is the risk of the local banks
involved. Here the risk is not high either, because the capital adequacy ratio set by BNM is
high and thus the risk of bank failure rather small.

2.5 Services provided by Moldovan banks

Moldovan banks are providing standard basic services for the individuals and the
companies. The whole system is operating with rather high interest rates, which are
around 13-14% for Euro and US dollars savings and 23-25% for Moldovan Lei (October
2008). At the same time the base rate of the National Bank of Moldova was 18.5% starting
from May 23, 2008 to September 30, 2008. Currently the rate is 17.0%. With the banking
net interest margin approaching 7%, the credits for companies are available for 17-26%. It
means that small and medium sized enterprises (SMEs) have only limited access to
financi al resources. I n the majority of
as insufficient and their investment projects of low quality. Consequently, risk premiums
are high. These are seen as prohibitive levels for most of the companies, especially for
those operating in manufacturing.

The lack of a public or private loan registry makes credit information unavailable. Banks do
not have information about the credibility of the potential clients. There have been several
attempts to create a loan register that would provide qualified clients i i.e. first of all banks -
with information about the credit history of non-financial corporations. However, it seems
that some banks are not willing to share information with their competitors so that it is not
very likely that a credit register covering the whole corporate sector will be established
soon. Instead of that, some banks penalize troublesome clients by publishing black lists on
their web sites. For example, Banca Sociala S.A, has a black list, which is accessible
through the following link: http://www.socbank.md/rus/blacklist/. For the creation of a loan
register it is not helpful that there are two projects simultaneously. One is by a private
company (based on Czech experience) and the second is organized by the Banking
Association of Moldova. Nevertheless, there seems to be some chance that those two
projects will be unified and lead to a unitary register within year or two.

From a supply side point of view, banks consider lending to SMEs risky and provide loans
predominantly to larger companies and on shorter term. For potential clients, a prohibitive
factor is the large number of documents they have to present. Especially the access to
credits with duration of more than 36 months is difficult, but this is what would be required for
larger investments in machinery and buildings. To ease the problem of credit availability for
SMEs, a special sector, that of microfinance organizations (see Section 2.6), has developed.
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Due to all the above factors, a large part of potential demand for long-term credit remains
without adequate response from the banking sector. So far, the longest available credits for
companies are up to 12-15 years (very rare); the majority of credits need to be returned
within 3 years.

A segment of services, in which Moldovan banks are strong, is transferring money from
abroad, mainly from Moldovans working in the EU and Russia. Hence remittances are an
important and safe part of the banking business. The volume of remittances sent to
Moldova was 1.5 billion USD in 2007.

Moldovan banks have started developing Internet banking and also the ATM system. The
majority, 12 banks issued debit cards and a minority (6) of them is issuing also credits
cards, although it seems that this service is rather exclusive in Moldova.

Table 19
Services provided by Moldovan commercial banks in 2008
1. COMERS BANK S. A. YES NO NO NO - YES YES
2. BANCA SOCI ALIF S./ YES YES NO YES 36 YES YES
3. VICTORIABANK S.A. YES YES YES YES 64 YES YES
4. MOLDOVAT AGROINDBANK S.A. YES YSE YES YES 101 YES YES
5. Moldindconbank S.A. YES YES YES YES 59 YES YES
6. Banca de Economii S.A. YES YES NO YES 46 YES YES
7. EuroCreditBank S.A. YES YES YES YES 1 YES YES
8. UNIBANK S.A. YES YES NO NO 10 YES NO
9. Bank of Trade and Finance, S.A. YES YES YES YES 47 YES YES
10. INVESTPRIVATBANK S.A. YES NO NO YES - NO NO
11. Universalbank S.A. YES NO NO YES - YES NO
12. ENERGBANK S.A. YES YES NO NO 11 YES NO
13. ProCredit Bank S.A. NO NO NO NO - NO YES
14. BCR Chisinau S.A. NO YES NO YES 7 YES NO
15. EXIMBANK S.A. Gruppo Veneto YES YES NO NO 46 YES NO
16. MOBI| AS B AGt@ipe SG S.A. YES YES YES YES 13 YES YES
TOTAL: 14 12 6 12 441 14 10

Source: See Table 11.

*System Bank-Client, not all services are developed at the level of Internet Banking

Mortgages are also available on the Moldovan market in 11 out of 16 banks, but this type
of business is in a very rudimental stage. Mortgages in general have a time horizon of up
10 years, in some cases up 20 years, for a medium interest rate 15% in MDL (October
2008). There seems to be quite a large space for development of this type of business
under the assumption that mortgages will be given on 20 years and for a reasonable
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interest rate. The mortgage-based loans could be financed by Moldovans working in the
EU. Currently however they regard as more advantageous to finance mortgage in Italy or
Spain, than at home.

The majority of banks offer households some kind of electronic access to their accounts. In
some cases this is internet banking, in some other cases they are allowing at least passive
access to client account by Internet (System Bank-Client).

However when we have analyzed what is available we have discovered that only six banks
have fully fledged internet banking and telebanking is provided only by three banks
(Table 20).

Table 20
Internet Banking Services Provided by Moldovan Commercial Banks in 2008
Name System Bank - Active Telebanking Statement E-mail
Client Internet On-line banking
banking
1. COMERSBANK S. A. YES YES YES
2. BANCA SOCI ALF S. A YES YES YES YES
3. VICTORIABANK S.A. YES YES
4. MOLDOVA'i AGROINDBANK S.A. YES YES YES
5. Moldindconbank S.A. YES YES YES YES
6. Banca de Economii S.A. YES
7. EuroCreditBank S.A. YES YES YES YES YES
8. UNIBANK S.A. YES
9. Bank of Trade and Finance, S.A. YES
10. INVESTPRIVATBANK S.A. YES YES
11.  Universalbank S.A. YES
12. ENERGBANK S.A. YES YES
13.  ProCredit Bank S.A.
14. BCR Chisinau S.A.
15. EXIMBANK S.A. Gruppo Veneto YES YES
16. MOBI| A S B AGtdlpe SG S.A. YES YES
TOTAL: 13 6 3 10 1

Source: See Table 4.

2.6 Micro finance organizations (MFOs) in Moldova

The microfinance organizations have emerged as suppliers of funds for SMEs, a segment
that which has not or not sufficiently been served by commercial banks. Institutions have
been established to support the development of SMEs, farming, and mortgages. They
resulted from a combination of business and foreign aid. The first microfinance
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organization, the Rural Finance Corpor at i on ( CorporaSia de Finan$Sar
1997. In 1999 Pro Credit and in 2003 Microinvest followed suit. In 2008, a total of 13 micro
finance organizations are active, out of which 6 are backed by foreign capital.

Table 21
Micro finance org anizations in Moldova as of 31 December 2007
Name of Company Founding Founder Targeted cliens
year
1. I CS o6Procredito 1999 ProCredit Holding AG, Germany (90%) SMEs
2. 6CorporaSia de F1998 Moldovan state Farming promotion
3. 1 C8rome Capitad 2005 NCH Advisors USA Mortgages
4 | M OMF &6 Micr oi nv2003 Soros Foundation, SIDI France (89.5%) SMEs, funding EBRD
5, 1 CS 6Easy Credi t2005 Capital from Greece Consumer loans
6. OMF OEIl at Prof i t2004 - -
7. 1 CS &6GIsElokd SRL 2006 Foreign participation of Czech banks, -
Israel banks and other financial structures

8. OMF ¢ I-Grveedsitt 6 SR 2005 - SMEs
9. | CE&xcdlent-Fi nan Sar e 2005 Foreign Capital SMEs
100 OM 6Luxigorusd S2003 - -
11. OMF 6 GRreodfiitt 6 SR 2007 Local Capital -
122 1 CS OMF o6 Dogmat 2007 International Investment Group Dogmat -

13. OMF O6Pri mi nvest n2007 - -

Source: http://mww.microinvest.md; www.ebrd.com; www.cnpf.md

Table 22
Micro finance organization in Moldova as of 31 December 2007: assets, share capital and profit
Assets Assets Share capital Share capital Profit Profit
Name of the Company MDLmn  EURmn® MDL mn EUR mn MDK mn EUR mn
1. I CS O6Procredit 575.12 34.67 36.04 2.17 5.79 0.35
6CorporaSia de
2. Rural t6 SA 286.15 17.25 57.72 3.48 14.09 0.85
3. I CS 6Pri me Cayg 161.60 9.74 0.98 0.06 1.12 0.07
4. I'M OMF O6Microi 275.79 16.62 79.46 4.79 1.49 0.09
5. I CS 6Easy Crec 64.12 3.86 8.31 0.50 6.16 0.37
6. OMF OEIl at Prof 11.90 0.72 3.03 0.18 0.81 0.05
7. I CS 6GI FI Vost 528.82 31.88 0.28 0.02 -0.56 -0.03
8. OMF 0 |-Girveedsitt 6 5.92 0.36 0.02 0.00 -0.09 -0.01
9. I CS O0E¥calastal 0.65 0.04 0.01 0.00 0.04 0.00
10. OM 6L wsidbg SRL 0.00 0.00 0.05 0.00 -0.02 0.00
11. OMF 6 @Areodfiitt 6 5.63 0.34 0.44 0.03 0.37 0.02
122 1 CS OMF 06Dogme 1.36 0.08 0.23 0.01 -3.02 -0.18
13. OMF O6Priminvec 2.26 0.14 0.00 0.00 -0.01 0.00
Total 1919.32 115.70 186.96 11.24 26.17 1.58

Source: Annual Report of National Commission of Financial Market.

15

Exchange rate: 16.59 MDL per euro.
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From Table 22 can be seen that the whole sector of MFO, measured by assets, is 6.01%
of the banking sector. Nevertheless the role of MFO in financing real economy is probably
much higher, because this is its main activity.

The micro finance market denotes a very high degree of concentration, so that on 31
December 2007 five operators were holding more than 95% of the assets.

Figure 5
Distribution of assets on the Moldovan micro finance Market 1 end of 2007
Microinvest

Prime Capital 14% Easy & edirit
8% 3%19

CorporaSia de

GIFI Vostok
15% 28%
N Others
| CSoProc 1%
30%
Source: Annual Report of National Commission of Financial Market
Table 23
Value of loans granted by MFOs, by 31 December 2007
Name of the Company Amount of offered loans in MDL mn Amount of offered loans in EUR mn
ICS6Procredi td SA 404.6 24.37
6CorporaSia de Fin 319.7 19.26
I CS 6Prime Capital 138.6 8.35
I'M OMF O6Microinves 122.2 7.36
I CS 6Easy Credité 53.9 3.25
OMF O6El at Profitd 10.4 0.63
I CS 6GIFI Vostokbo 39 0.23
OMF vést-Gr edi t &6 SRL 3.9 0.23
I CS 6Excelaaared S 0.8 0.048
OM 6Luxigorusd SRL 0.008 0.00048
Total 1058.01 63.73

Source: Annual Report of National Commission of Financial Market

In December 2007, MFO ProCredit was turned into Commercial Bank ProCredit Bank S.A.
and received a banking license. It is an international bank with 100% foreign capital, with
two founders, ProCredit Holding AG, Germany (90%) and Stichting DOEN-Postcode
Loterij/Sponsor Loterij/BankGiro Loterij, Netherlands (10%). In October 2008 ProCredit
worked as a bank in Chisinau but continued to operate as MFO in the countryside. But
ProCredit Bank plans to open branches in the countryside too. They will start to work as
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branches of the bank and not as MFO and the micro finance organization will be liquidated

subsequently.
Figure 6
Providers of credits on the Moldovan micro finance market 1 end of 2007
Easy Credit E34 Rtk
Microinvest 5% 1990%
12%
| CSoProc

Prime Capital

13%

CorporaSia de
30%

39%

Source: Annual Report of National Commission of Financial Market

2.7 Leasing companies in Moldova

There are 113 companies which can be involved in leasing activities, out of which only 15
are proper leasing companies doing exclusively leasing. The market of leasing services is
still in its infancy. The first companies providing exclusively leasing services were
established only in September 2002, Euroleasing and MAIB-Leasing.

Table 24
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Leasing Company

EuroLeasing
MAIB-Leasing
BS-Leasing Group
Electrosistem
Excelent-Leasing
Galas Leasing
IMC Leasing
Optima-Leasing
Status-Leasing
Total Leasing

Top Leasing
Geyer&Buchegger
Raiffeisen Leasing
Alfa Fin Group
Mega Prim

Leasing companies in Moldova as of October 2008

Founding year

2002
2002
2003
2003
2004
2004
2004
2006
2006
2006
2006
2006
2007
2007
2007

Founder

Commercial Bank

MOLDOVAi AGROINDBANK S.A.

Banca Sociala S.A.

Commercial Bank

Excelent-Microfinantare- Local Capital

6 GAL L A B Assutarice Company- Local Capital
I M Ki
Foreign capital- 1.C.S. Optima-Leasing / Sixt S.R.L

Compania Consulting Grec
Local capital

Emerging Europe Leasing and Finance B.V., Foreign capital
Foreign capital- Romania

Private Limited Company by shares (Ltd.), Vienna

Raiffeisen Leasing IFN SA from Romania

Source: http://www.euroleasing.md; www.leasing.md; www.raiffeisen-leasing.md; www.topleasing.md; www.total-leasing.md;
www.imcleasing.md;
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The dominant business for Moldovan leasing companies is car leasing. In one leasing
company interviewed car leasing made up 80% of their portfolio and in another one 70%.
Interest rates provided to the clients are 13-15%, fixed in euro and the duration of leasing is
usually 5 years.

Table 25
Leasing products offered by local companies

Name of company Cars Buses Trucks Equipment Office Real estate |Agricultural
supplies technology

EuroLeasing X X X X

MAIB-Leasing X X X X X X X

BS-Leasing Group X X

Electrosistem X X

Excelent-Leasing X

Galas-Leasing X

Optima-Leasing X X X

Status-Leasing X X X

IMC Leasing X X X X

Total Leasing X X X

Top Leasing X X X

Raiffeisen Leasing X X

Geyer & Buchegger X X X

Alfa Fin Group X X X

Mega Prim X

Source: declarations of leasing companies.

Figure 7
Structure of the leasing market

B Acquisition of vehicles
OEqupment Financing

B Financing for real estate

Source: Standard Financiar (economics magazine), No. 1, Chisinau, April 2008, p. 45.
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The real assessment of the market structure in accordance with the leasing finance
directions is difficult because the information is not transparent and accessible to the
public. The best estimate was done by a Moldovan economic magazine:

The bias towards car-leasing can be explained by unfavourable conditions for leasing
higher value investment good. As most of the goods are imported, it would be essential to
get a VAT-refund. But in Moldova VAT on imported products is a major revenue for the
state, more like an import tax than a VAT. Money is collected at the border and then
returned only with big delay and under restrictive conditions. For leasing companies the
rule is that they cannot subtract the VAT on imported machinery, cars and trucks for their
clients. On the other hand, if investors finance the same import of machinery through bank
credit, then VAT is subtracted. In the latter case they pay only a 0.5% fee for this operation
and not the 20% VAT. Therefore leasing is not a widespread way of financing machinery
investments.

Leasing companies are carefully evaluating the ability of their clients to pay leasing fee.
The reason is that in the case of non-payment it takes between 3 and 6 months to collect
the leased item from the client. Cliare allowed to delay payment by 30 days. After this
period the leasing company can send a debt-collection letter and give the client another 30
days for payment. Only after two months the leasing company can go to the court and the
court is supposed to declare execution of the item for the rightful owner (leasing company)
in ten days. So the minimum time to get back a leased item is 70 days. In real life it takes
even more, between 3 and 6 months. The delays are caused by the fact that clients are
using formal appeals to delay the process and to use the item for free. Leasing companies
in the meantime get problems with financing the leased assets.

Lease leaseback has started only recently and operational leasing is non-existent so far.
There is a lot of space for development in this area. However in the nearest future this may
not happen, because the leasing sector may become very vulnerable to the world financial
crises and many companies may get problems with refinancing their operations. This is
connected with the fact that, unlike banking, the leasing sector is practically not regulated
in Moldova.

2.8 Interbank society

In the financial market there is also one interbank society, Garantinvest. 6 Gar ant i nvest 6 w
created in February 2005 by the Rural Financing
and 7 commer ci al-Adramikrsd b athnMdl,d od/rBaanca de Econom
OExi mbankdé, i6GvufeiSecetbt@eamcear al edb, O6Energbankdé and

6Garantinvestd has a soci al capital of MDL 4.
services, portfolio guarantee investments, and portable guarantees in order to attract

48



financial resources for banks. Theinter bank soci ety doesndét offer gu
with alcohol, weapons and hazardous games. The guarantee services are set out for those

who have some problems with financing a business plan. They have some business ideas,

but they canb6thavealai zper otmhesmngr busi ness but don
cover the pledge for the solicited credit. The presence of this inter banking association is a

positive element for the Moldovan economy which may be further developed.

2.9 Conclusions

The banking sector of Moldova is providing basic services to companies and the
population. The sector is quite stable because of very conservative regulation of NBM. The
main norms of the regulation are in line with or even stricter than the Basle prudential
norms. They stipulate financial reporting according to International Accounting Standards,
a capital adequacy ratio of 20.5% as of October 2008, and loan provisioning on a gross
loan basis without taking into consideration loan collaterals. Strictness is necessary
because of the difficulties of valuing and realizing collaterals in a fuzzy business
environment.

The banking sector is performing poorly as regards the financing of manufacturing and

other long term activities. The credits are too short term (in general up to 3 years, rarely to

7 years) and thus a lot of long term projects cannot be developed. Last but not least, the

real interest rate is quite high. There are some rudiments of mortgages, but they are very

expensive and very short term. The banking sector is developing new products like credit

cards for a |imited set of clients and #Ainter
operations.

Leasing companies are booming in the last six years and this could be very promising part
of financial sector in Moldova. However it may face serious problems with refinancing due
to the world financial crises. This problem can be reinforced by weak regulation of leasing
companies.

The future of Mol dovadés financi al S e amore r | i es

banks and in the privatization of Banca de Economii. This should lead to the increase of
competition and the improvement of services delivered to clients.

49



3 Multilateral and bilateral donor activities in Moldova

by Josef Pdschl, wiiw, with contributions by Vitaly Bodnar

This chapter provides an overview of donor activities in Moldova that are of relevance to

the countryds economic development as well as t
Moldova, poverty is widespread in rural areas for a number of reasons including lack of

infrastructure. Donor activities have addressed these issues and applied interesting

approaches. In the following overview, we focus on instruments used by donors to promote

the development of small and medium-sized enterprises.

3.1 Donor activities addressing Moldova

The OECD monitors Official Development Assistance (ODA) data. Funds registered as
assistance to Moldova are presented in Table 26.

Table 26

Moldova -related Official Development Assistance, net disburseme nts,

USD million, current prices

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
ODA total 65.29 39.63 107.18 12257 12236 141.68 117.94 1195 191.36 228.19
Muliilateral 4567 1259  50.98  51.21 37.6 5052  32.83 37.03 7743 131.04
Austria 0.04 0.3 0.03 0.18 0.15 0.80 209 259 6.65 1.96
Czech R. 0 006 0.01 0 0.93 1.36 162  1.09 0.68 1.32
France 0 085 0.82 1.03 1.08 2.29 271 419 25.8 6.63
Germany 274 236 2.67 1.9 1.88 2.4 552  6.25 7.81 9.42
Japan 0.06  0.49 3.52 2.63 8.15 5.91 43  3.33 3.71 6.11
Netherlands 2.19 8.7 174 1347  15.15 3.47 4.91 5.6 8.30 7.00
Norway 0 0 0 0.65 0.98 1.09 227 131 2.76 2.74
Sweden 0.09  0.96 2.19 2.41 2.55 457 455  7.22 852  11.86
Switzerland 0.07 095 0.85 1.77 1.97 2.15 327 322 5.34 6.01
UK 097 158 1.07 1.11 2.53 3.32 531  4.86 2.96 3.42
USA 800 379 3685 3500 4351 5691 4170 3276  30.09  23.89
EC 7.18  6.85 8.74 5.3 464 1127 8.48 10.04  40.44  26.22

Source: http://stats.oecd.org/wbos/Index.aspx?usercontext=sourceoecd

Apart from funds of a multilateral character and technical cooperation, the figures in
Table 26 also include loans and grants.16

16

I n September 2008, the OECD published an eseal uation of Mol dovab
http://www.oecd.org/datacecd/25/31/41395611.doc.
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In each donor country, government bodies at different levels are active as donors; a
multitude of approaches is applied, and a multitude of beneficiaries is addressed. Donors
make large amounts available to multinational organizations, but at the same time they
wish to perform some of their assistance on the basis of bilateral agreements i either in
the form of projects managed by organizations of their choice or as budgetary support. For
this reason it is extremely difficult to assess the full extent of official development
assistance, let alone overall development assistance. Not surprisingly, estimates of the
size of funds disbursed differ among the individual sources.

The online directory AIDA (Accessible Information about Development Activities)'” lists

1948 projects targeting Moldova in the past several years.18 Slightly more than 20% of the
projects, most of them already completed, deal with economic issues including physical
infrastructure as well as rural and urban development. The USDA (United States
Department of Agriculture) accounts for the largest number of projects, followed by Sida
(Swedish International Development and Cooperation Agency) and USAID (United States
Agency for International Development).l® The largest amount of the project-funding
component of assistance, about USD 58 million, derives from the World Bank with its
subdivisions (International Development Association IDA and International Bank for
Reconstruction and Development IBRD), followed by the UN-managed International Fund

for Agricultural Development IFAD (USD 36 million) and USAID (USD 16 million). J apan 6 s
Mi nistry of Foreign Affairs MOFA, Swedends Sidse
some USD 7 million each.

Multilateral donors active in Moldova:

European Bank for Reconstruction and Development (EBRD)

European Union

International Finance Corporation (IFC), member of the World Bank Group

International Labour Organization (ILO)

International Organization for Migration (IOM)

KW Entwicklungsbank

Organization for Security and Cooperation in Europe (OSCE)

United Nations (UN) i several UN agencies

World Bank (International Development Association IDA and International Bank for
Reconstruction and Development IBRD)

¥ http://aida.developmentgateway.org/.

8 This list may not be complete; in particular the most recent projects may be lacking.

¥ The main source AIDA uses is the Development Cooperation Directorate or Development Assistance Committee (DAC,

www.oecd.org/dac), the principal body through which the OECD deals with issues related to cooperation with
developing countries.
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Major bilateral donor organizations active in Moldova:

Austrian Development Agency ADA

Embassy of the Kingdom of Netherlands in Kiev

German Technical Cooperation Agency (GTZ)

Swedish International Development Cooperation Agency (Sida)
Swiss Agency for Development and Cooperation (SDC)

United States Agency for International Development (USAID)

3.2 EU assistance to Moldova

In the period 1991 to 2007, the EU provided assistance to Moldova worth EUR 400 million.

The European Commission opened its office in the Republic of Moldova in October 2005.20

The EUO6s major achievements in Moldova include
year, the response to the severe drought of 2007, the new Visa Facilitation and

Re-admission Agreements, full-scale trade preferences for Moldovan products on

EU markets, and the EU Border Assistance Mission to Moldova and Ukraine (EUBAM),

among many others.

The National Indicative programme 2007-20102%, a European Partnership Instrument?, is
based on three priorities:

T support for democratic development and good governance,
i support for regulatory reform and administrative capacity building, and
T support for poverty reduction and economic growth.

The programmebs overall budget is EUR 209.7 mil
is earmarked for the first priority, EUR 31.5 to 41.9 million for the second, and EUR 83.9 to
125.8 million for the third priority.

With regard to the third priority, support for poverty reduction, the programme justifies the
need by the fact t hat 6bet ween 1999 and 2005, t
28.5%, marking the largest decline in poverty in Europe and Central Asia over this period.
However, starting in 2004, poverty reduction appears to have stalled despite continuous
economic growth, and even to have increased in rural areas. In terms of poverty profile
rural and less educated groups are particularly vulnera bl e. 6 The programme st
poverty reduction is also a priority of the Moldovan government, as visible from the
EG-PRSP adopted in 2004 as well as from the First National Report on the country-

2 Delegation of the European Commission to Moldova, http://www.delmda.ec.europa.eu/eu_and_moldova/3_en.html.

2L National Indicative programme 2007-2010,

http://mww.delmda.ec.europa.eu/eu_and _moldova/pdf/enpi_nip_moldova_en.pdf.

22 European Neighbourhood Partnership Instrument, http://www.delmda.ec.europa.eu/eu_and_moldova/enpi_en.html.
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specific millennium development goals (to be achieved by 2015), which the government

approved i n 2005. Measur es shoul d have

i mpl ementing programmes at regional and
border and customs regimes to facilitate trade and regional development.?3

With regard to infrastructure development, EC assistance foresees close collaboration with
the EIB, EBRD and other IFIs and will use instruments such as support to investment
preparation, environmental and social impact assessments, grant funding of specific
investment components, and interest rate subsidies in order to leverage investments by
international financing institutions in the fields of environment, energy and transport. During
the preparation of the programme, the EC maintained intensive contacts with the National
Coordinator and the National Coordinating Unit as well as with the Ministry of Foreign
Affairs and with all relevant donors including DFID, EBRD, EIB, the German government,
the IMF, Sida, UNPD, USAID, the World Bank as well as with civil society organizations in
Chisinau.

6a
ocal

Currently, Mol dovads water management system

of negligence in large parts of the country. In many villages and smaller towns the threat of
adverse health consequences is growing. Investment requirements are huge and beyond

Mol dovads <capacity. I nternational donor s,

dedicate more resources to water management. Allocating funds in an amount of about
EUR 40 million is envisaged; they will mobilize joint efforts between all levels of
government, private financial and non-financial enterprises and international donors.

EU assistance to Moldova relies on a number of instruments. Examples are TAIEX
(Technical Assistance and Information Exchange)?4 Twinning?, Regional Cooperation
Programmes?, Cross-Border Cooperation?’, Tempus?® Tacis??, Food Security

2 http://www.delmda.ec.europa.eu/eu_and_moldova/pdf/enpi_nip_moldova_en.pdf.

% TAIEX, an instrument of the Directorate-General Enlargement of the European Commission, helps countries with

regard to the approximation, application and enforcement of EU legislation, see http://taiex.ec.europa.eu/ .

®  Launched in May 1998, the Twinning programme is one of the principal tools of Institution Building accession

assistance; http://www.delmda.ec.europa.eu/eu_and_moldova/Twinning_en.html.

*® The European Union wishes to reinforce existing forms of regional and sub-regional cooperation with countries that lie

to the east of its borders. The goal is to build on regional activities that have been financed under the EU's TACIS
programme during the past decade; http://www.delmda.ec.europa.eu/eu_and_moldova/Regional_en.html.

2T A specific and innovative feature of the European Neighbourhood and Partnership Instrument is its cross-border

cooperation component. It aims at reinforcing cooperation with territories bordering on the European Union;
http://mww.delmda.ec.europa.eu/eu_and_moldova/crossborder _en.html.

% The Tempus programme (Trans-European Mobility Scheme for University Studies) was launched by the European

Commission in 1990 to support the modernization of higher education and encourage university mobility in EU and
partner states (countries in the Western Balkans, Eastern Europe, Central Asia, North Africa and the Middle East);
http://mww.delmda.ec.europa.eu/eu_and moldova/tempus_en.html.

#  Since 1991 Tacis has been one of the leading technical assistance programmes supporting the transition process in

Moldova. Tacis allocated around EUR 120 million for the period 1991-2004 in the form of National Action Programmes,
Regional and Cross-Border Cooperation (CBC) Programmes. Current assistance is based on the 2003 Tacis National
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Programme3®, Macro Financial Assistance3!, AENEASS®2 European Instrument for
Democracy and Human Rights, Erasmus Mundus, Jean Monnet, Seventh Research
Framework Programme, and Youth in Action.

On 13 October 2008, the General Affairs Council meeting in Luxembourg concluded that
the EU is ready for closer relations with Moldova in the framework of the European
Neighbourhood Policy and to negotiate a new and ambitious agreement with Moldova
soon. This agreement will go beyond the current Partnership and Cooperation Agreement
with the aim of establishing closer links between the EU and Moldova. As stressed by the

EU-Moldova Action Plan (2005)33 the 6 | e v e | of ambition of the rela

the degree of Mol dovads commitment t o
implement jointly agreed priorities. The pace of progress of the relationship will

common

acknowl edge fully Moohctkete vaehieveemerdsf ih aneeting these d

commi t ments. 0

3.3 EBRD activities in Moldova

The European Bank for Reconstruction and Development (EBRD) assists Moldova in
implementing its National Development Plan (NDP)34 of 2007 in the context of its Early
Transition Countries (ETC) initiative. The ETC initiative was launched in 2004 and started
with facilitating the financing of small companies. The initiative coordinates donor and
EBRD assistance in the poorest countries of EBRD operations* with the aim of alleviating

Action Programme for Moldova (EUR 25 million), and includes technical assistance in the following areas: institutional,
legal and administrative support; promotion of private sector development; assisting Moldova in addressing the social
consequences of transition. Moldova also participates in Tacis regional programmes, dedicated to cross-border
cooperation, justice and home affairs, customs and border infrastructure, and energy and environment;
http://www.delmda.ec.europa.eu/eu_and_moldova/tacis_en.html.

% The Food Security Programme has provided support to the Republic of Moldova since 2000 in the form of budgetary

assistance to finance government programmes and promote reforms aiming to improve food security. The budgetary
support is accompanied by a technical assistance component. The first Food Security Programme (FSP) was
successfully completed in 2002 and provided EUR 5 million in budgetary support (with EUR 500,000 in technical
assistance). The FSP 2002 is currently being implemented, allocating EUR 9.5 million for budget support and
EUR 900,000 for technical assistance; http://www.delmda.ec.europa.eu/eu_and moldova/fsp_en.html.

. Moldova has received macro-financial assistance (MFA) in the form of loans in a total amount of EUR 87 millions since

1991. Current MFA in the form of a grant of EUR 15 million has been allocated to Moldova on the basis of a
Memorandum of Understanding between the Moldovan authorities and the European Commission, with the two parties
agreeing on the conditions Moldova should fulfil prior to any disbursement: strengthening the fiscal position, evolving
towards a sustainable fiscal policy compatible with a reduction of the debt-to-GDP ratio; improving the business climate
and reducing obstacles to private sector development; enhancing effectiveness, transparency and accountability in the
management of public funds; http://www.delmda.ec.europa.eu/eu_and moldova/mfa_en.html.

* On 12 November 2004 the European Commission adopted a decision concerning the AENEAS Programme, aimed at

providing specific and complementary financial and technical assistance to third countries in the areas of migration and
asylum; http://www.delmda.ec.europa.eu/eu_and moldova/AENEAS_en.html.

¥ http://mww.delmda.ec.europa.eu/eu_and moldova/pdf/moldova_enp_ap_en.pdf.

¥ The governmentos Economic Growth and Poverty Reduction Strate

covering the period up to 2015, was the first step in launching a national plan to reduce poverty.

¥ Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, Mongolia, Tajikistan, Uzbekistan.
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poverty by financing mostly smaller projects in the private sector. The EBRD uses
instruments such assizetl ICefinaBcag kabilgy, thdeTdrhAnoond
Management (TAM) and Business Advisory Services (BAS) programmes, and supports
the development of municipal infrastructure and the legal environment. As of September
2008, pledges to the ETC Fund reached EUR 55.4 million, and EUR 48.2 million was
made available as of May 2008. The ETC Fund operates alongside the support that is
provided through bilateral funding channels. Major bilateral donors include Japan,
Switzerland and the USA. One of the newest donors cooperating with the EBRD is the
Czech Republic. The country supports sustainable energy assessment in Moldova.

EBRD activities in Moldova aim to support private enterprises, financial institutions and
infrastructure:

i Private enterprise . The EBRD pursues investment opportunities in all enterprise
sectors including the food processing, manufacturing, information and communication
technology (ICT), retail and property sectors. Well performing companies are provided
with direct financing including through ETC instruments. The Bank facilitates foreign
investment either by investing alongside foreign strategic investors or by assisting the
development of local companies which in due course may attract foreign investment.
Working capital may be provided to agribusinesses under the warehouse receipt
system. The EBRD also provides non-financial support to private enterprises through
its TurnAround Management (TAM) and Business Advisory Services (BAS)
programmes.

I Financial institutions . The EBRD provides its local partner banks with access to its
SME and MSE credit lines, its Trade Facilitation Programme (TFP) as well as its
Medium-sized Co-financing Facility (MCFF). The TFP aims to promote foreign trade to,
from and within Central and Eastern Europe and the Commonwealth of Independent
States. Through the programme, the EBRD provides guarantees to international
commercial banks. In so doing, it takes the political and commercial payment risk of
transactions undertaken by participating banks. The aim of the MCFF is to meet the
growing demand from t he EBRDDO ssized doans and
guarantees. The EBRD seeks to extend its cooperation to new partner banks and
assists in the development and promotion of new financial instruments such as
mortgage financing, leasing and energy efficiency credit lines. On the equity side, the
Bank considers further investment in banks, leasing companies and mortgage
providers. The EBRD enhances its support for the development of microfinance,
particularly (but not exclusively) in
the non-banking financial sector.

T Infrastructure . Given Moldova's sovereign debt capacity constraints and the IMF's
concessionality requirements, the EBRD co-finances public infrastructure projects with
other IFIs and donors to ensure maximum leverage of grant and concessional
financing. To enable Moldova to take full advantage of its new EU neighbourhood
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status, EBRD gives priority to infrastructure projects that promote regional integration
and interconnection with neighbouring countries. The EBRD resumes its municipal
infrastructure lending and supports private infrastructure investments.

The EBRD TurnAround Management (TAM) programme has a broad approach
focusing on substantial managerial and structural changes within companies. The
Business Advisory Services (BAS) programme supports narrowly defined projects with
a rapid pay-back. TAM and BAS have a strong regional focus with approximately
50 per cent of the projects undertaken outside Chisinau and work directly with
individual enterprises, providing industry-specific advice. Areas of assistance include
restructuring of the business, improving its products, reducing operating costs,
advising on local and export markets and helping to develop business planning skills
at management level. The EBRD has invested EUR 72 million in 163 companies that
have received funding from the TAM or BAS programme.

Table 27
EBRD: project pipeline as of June 2007
Sector EBRD funding % of total funding No. of projects % of total
(EUR million) no. of projects
Financial Institutions 37,2 40% 13 50%
SME Credit Lines 6 % 3 12%
MSE Credit Lines 7 8% 1 4%
MSE Guarantees 4 4% 3 12%
Mortgage Lines 75 8% 3 12%
MCFF 9 10% 1 4%
TFP 1 1% 1 4%
Equity 2.7 3% 1 4%
Private Enterprise 14.8 16% 9 35%
MCFF Sub-Projects 4.8 5% 8 31%
Loans 10 11% 1 4%
Infrastructure 40 43% 4 15%
Transport 15 16% 2 8%
Power & Energy 20 22% 1 1%
Municipal 5 5% 1 4%
Total 92.0 100% 26 100%
Private 52 57% 22 85%
Public 40 43% 4 15%

Source: EBRD Strategy for Moldova, September 2007.

The EBRD provided two credit lines for small and medium-sized enterprises (SMES),
one of which was syndicated to The Netherlands Development Finance Company
(FMO), two credit lines for medium-sized enterprises (MSES) to two banks supported
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by technical assistance from the ETC Multi-donor Fund, and a loan financing to three
non-bank microfinance institutions.

In the financial sector, concerns regarding corporate governance, transparent bank
ownership and the lack of uniform application of fit and proper standards to significant
shareholders led the EBRD to stop its cooperation with three of its five partner banks.
Nevertheless, the EBRD has remained the main provider of long-term financing to the
Moldovan financial sector. Nine new projects have been signed for a total amount of
EUR 18.2 million.

Private funds targeting primarily real estate

Up until March 2008, the EBRD funded 58 projects in Moldova, summing up to a
business volume of EUR 225 million.3¢ Seven projects totalling EUR 36 million are
attributable to the year 2007 and three projects with EUR 24 million to the first quarter
of 2008. So far, the EBRD has put emphasis on infrastructure (transport,
telecommunications) and financial institutions, whereas in the future the weight of the
non-financial sector should increase.

Table 28
EBRD: commitment and net portfolio as of June 20 07

Sector COMMI TMENTS (U mil || NET PORTFOLI O

No. Of Total EBRD |EBRD % ¢ Disburseq No. of | Portfolio| % of

Projects |Project Cq. Funding| Total Projects Portfolio
Financial Institutions 29 78.7 78.7 35% 54.3 18 28.5 32%
Infrastructure 13 243.9 94.5 42% 70.5 10 47.1 52%
Energy 3 60.9 28.0 12% 28.0 3 16.9 19%
Water and Sewage 1 29.0 15.6 7% 15.6 1 8.8 10%
Transport 5 146.3 44.2 20% 23.1 3 154 17%
Telecommunications 4 7.7 6.8 3% 3.8 3 6.0 7%
Enterprise support 16 85.4 51.5 23% 44.0 10 14.4 16%
Agribusiness 11 78.5 42.1 20% 41.8 5 8.2 9%
General Industry 1 0.7 0.4 0% 0.4 1 0.2 0%
Financial Institutions Regional 4 6.2 6.1 3% 1.8 4 6.0 7%
Country Total 58 407.9 224.8 100% 168.8 38 89.9 100%

Source: EBRD Strategy for Moldova, September 2007.

® EBRD Strategy for Mol dova: 6As of June 2007 the Bank has signe

EUR224.8 million ...0.
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Private funds from abroad mainly financing real estate activities

A large share of private investment from foreigners and of incoming remittances is
targeting real estate, such as the creation of new office space. A significant part of the
inflow of remittances finances construction activities. Most of the money enters the country
via Romani a, e. g. a recent i nvest ment of UsSbD
accession to the EU has had an accelerating impact on such activities. Apart from the fact
that this type of investment bears the risk of being less profitable than expected, the
economy could profit more from investment into start-ups, SMEs and MSEs i something
very much supported by the EBRD. The manufacturing sector is nearly non-existent. Some
manufacturers are producing textiles, such as seat covers for cars (BMW). There is no
production of electronic equipment. The food industry is dominated by wineries; large
establishments account for about 50% of total exports. They sell their products in former
Soviet Union countries, whereas they are unable to access the EU market.

Lack of trustworthy partner banks and SMEs with low capacity of loan absorption

The EBRD is offering credits to SMEs; a smaller Italian bank is doing the same. The
EBRD is doing business with three partner banks, possible four in the future
(Moldinco). Banka Economica may also qualify in the nearer future. In most cases, the
size of the banks is too small to fit to EBRD standards. The EBRD faces a major
problem with the shareholder structure of commercial banks, which often proves to be
non-transparent. This is also true for Victoriabank, in which the EBRD is a share holder.
The EBRD also holds equity in the Mobiles Bank. Currently the EBRD is looking for a
partner company in the insurance sector.

The EBRD is confronted with unfavourable conditions prevailing in the financial sector,
such as high reserve requirements (24% of deposits since recently) and high interest
rates (13-14% for EUR deposits and 23+% for MDL deposits). For the EBRD, it is the
lack of Moldovan good-quality clients that poses a problem, not the lack of resources
for lending. This is why the EBRD does not see any need for cooperation with a
development bank 7 or at least not in the sphere of micro enterprises and SMEs.

34The World Bank Groupdés activities in Moldova
World Bank: transition from policy-based lending to investment lending

The World Bank?’ started operations in Moldova in 1993. During the subsequent 15 years,
three quarters of its lending addressed two main areas: policy-based lending (46%) and

¥ The term World Bank comprises the International Development Association IDA and the International Bank for
Reconstruction and Recovery IBRD. The so-called World Bank Group includes, in addition to these two organizations,
also the International Financial Corporation IFP, the Multinational Investment Guarantee Agency MIGA and the
International Centre for Settlement of Investment Disputes ICSID.

58



industry and infrastructure (20%). The remaining lending served in financing rural
development (14%), human development (11%), and the financial and private sector
(8%).38 In recent years, however, a change in proportions has occurred: currently, the
industry and infrastructure sector receives over 40% of investment funds, closely followed
by human development (33%), and agriculture and the environment (15%). The financial
and private sector and the public finance management sectors currently receive
comparable shares of Bank funds, 6% and 5% respectively. Slow implementation of
structural reforms has been the reason for this shift from policy-based lending to
investment lending.

WB Country Assistance Strategy for 2005-2008

in 2004, the World Bank prepared its Country Assistance Strategy (CAS)*® for 2005-2008,
in a partnership with the Moldovan government and in consultation with the business
community, civil society and non-governmental organizations (NGOs), as well as donors;
that strategy was endorsed by the World
three strategic priorities, al i gneddetsiledimh
its Economic Growth and Poverty Reduction Strategy Paper, which was adopted by the
government in May 2004 and endorsed by the World Bank and IMF in November 2004.
The three priorities are:

I Reducing poverty by promoting economic stability, growt h, and employment. To
reduce poverty in Moldova, the World Bank helped the country generate income and
empl oyment through improvements in th
environment. This involved simplifying bureaucratic controls and time-consuming
approval procedures. It also meant improving corporate governance and upgrading the
maintenance of basic infrastructure. The programme placed special emphasis on
removing the internal barriers | imiti
supported the devel opment of the rural

I Improving access to social services and minimizing environmental risks. Human
and social capital is critical for economic growth and the reduction of poverty. World
Bank assistance therefore was focused on a better targeting of social assistance to
reach the poor. It also focused on facilitating their access to quality health, education,
and social protection services, and on upgrading services such as housing, utilities and
transportation. Priority areas have included secondary cities and rural areas where
poverty rates are the highest. The Bank programme also sought to mitigate the
significant health risks arising from groundwater pollution.*°

% http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/O, contentMDK:206
30606~menuPK:302258~pagePK:141137~piPK:141127~theSitePK:302251,00.html.

% hitp:/Aww.worldbank.org. nd/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOL DOVAEXTN/O,, menuPK:302263
%7EpagePK:141132%7EpiPK:141105%7EtheSitePK:302251,00.html.

An USD 14 million project covering the period from mid-2003 to mid-2008 (Pilot Water Supply and Sanitation Project)
put effort on enhancing the country's welfare by improving the quality, efficiency and sustainability of water supply and
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http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/0,,menuPK:302263~pagePK:141132~piPK:141105~theSitePK:302251,00.html
http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/0,,contentMDK:20630606~menuPK:302258~pagePK:141137~piPK:141127~theSitePK:302251,00.html
http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/0,,contentMDK:20630606~menuPK:302258~pagePK:141137~piPK:141127~theSitePK:302251,00.html
http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/0,,menuPK:302263~pagePK:141132~piPK:141105~theSitePK:302251,00.html
http://www.worldbank.org.md/WBSITE/EXTERNAL/COUNTRIES/ECAEXT/MOLDOVAEXTN/0,,menuPK:302263~pagePK:141132~piPK:141105~theSitePK:302251,00.html

T Improving governance and fight ing corruption. Within this broad agenda, the World
Bank aimed at improving transparency and accountability in the management of public
funds, introducing public expenditure programming, and promoting better evaluation
practices. The programme focused on pr omot i ng communitiesao
development, as well as stronger ownership and leadership from local government
officials.

(@)
=)
<

The Country Assistance Strategy for 2005-2008 envisaged a lending programme of
USD 90 million or more over the three-year period ending in the fiscal year 2008,
depending on implementation of high case triggers and other factors included in the new
Performance-Based Allocation System introduced in fourteen IDA countries, including
Moldova.

In the fiscal year 2007, the World Bank committed USD 43 million in lending to Moldova.
Additionally, three projects with an estimated IDA funding of around USD 24 million were
under preparation and expected to be committed in the fiscal year 2008. As of December
2007, t he Ban kobmas camprisédvofell [DA-furtddd inVestment operations
and 13 Bank-administered grants including GEF, CF, IDF and MDTF. Total net IDA
commitments reached USD 258.4 million, of which about 75% was undisbursed. Since the
inception of t he mWy 42lpmjecB fonaktdtat ampuntaofhUSB 689.4
million have been approved by the World Bankds |

From 2005 to 2008, 8 out of 15 Moldovan banks were cooperating with the Word Bank.
Repeatedly, the Bank has recommended to establish a credit reporting scheme, as this is
still lacking in Moldova. Registration and monitoring, at least partially, will start through
INFORCREDIT (Slovakia) by the end of 2008.

The World Bankés forthcoming New Country Partne

With the CAS approaching its completion, the Bank has already initiated the process of
developing the new Country Partnership Strategy for Moldova, to cover the period of the
fiscal years 2008-2011. The government and development partners have expressed
interest in a joint approach to assist Moldova over the upcoming period, utilizing the
National Development Plan (NDP) as the overarching framework in this process. Priorities
as set out in the NDP will guide the work of the development community over the next few
years. These priorities are: a modern democratic state based on the rule of law;
reintegration of the country; increased national competitiveness; increased employment
opportunities and social inclusiveness; and regional development.

sanitation services, particularly in the poorest rural areas as well as in medium-sized towns and cities;
http://www.worldbank.org.md/external/projects/main?pagePK=64283627&piPK=73230&theSitePK=302251&menuPK=
302282&Projectid=P074469.
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International Financial Corporation (IFC)

Moldova became a member of the International Financial Corporation (IFC) in 1995. In
subsequent years, the IFC committed USD 87 million of its own funds and arranged
USD 25 million in syndications for supporting infrastructure, telecommunications,
agribusiness, and the financial sectors.*! Since 1997, the IFC has implemented projects in
the banking, textiles, food processing and agriculture sectors and provided advisory
services to growing businesses. Most of the IFC investment projects in Moldova
established cooperation with commercial banks (Mobiasbanca, Victoriabank,
Moldinconbank, Fincombank, Micro Enterprise Creditbank, the micro finance enterprise
corporation ProCredit Moldova S.A.), others were related to industries such as food,
electricity distribution and telecommunications.*2

Bostovan Wineries Limited (BWL) is one of the non-financial cooperation partners of the

IFC. The company is a leading Moldovan wine producer headquartered in Chisinau, with

production sites located both in Moldova and Romania. Victor Bostan, who established the
companyds operation in 2002, owns 81.25% shar
Investments, an existing IFC client, holds an 18.75% stake. The total project cost is

estimated at USD 22 million. A contract signed in March 2008 foresees an IFC investment

of USD 5 million in equity or quasi equity in BWL and a USD 5 million loan to SRL Vinaria

Bostavan, a 100% subsidiary of BWL.

Regarding the banking sector, a six-year USD 5 million senior loan from the IFC is
supposed to enable Mobiasbanca to provide medium-term loans to private Moldovan small
and medium-sized enterprises (SMES) and to the retail sector. A contract was signed in
March 2006. Other IFC channels of support to Moldovan SMEs are projects with
Moldinconbank (long-term loan of up to USD 4 million; contract signed in 2004),
Fincombank and Victoriabank (IFC loan of USD 5 million). In the case of Moldinconbank,
this was already the second IFC credit line. Financing extended under the first IFC credit
line to MIB had underwritten, for example, the purchase of refrigeration equipment;
precision tools for furniture manufacturing; installation of water/soft drink bottling lines;
carpet cutting equipment; construction of a petrol filling station/car wash; vegetable
canning; dairy equipment; tile manufacture; and agricultural equipment. Recent
improvements in MIB portfolio quality and profitability are underpinned by its strengthened
lending methodology and risk management and controls capabilities, which will serve as
Obest practiced examples for other Mol dovan ban|

With funding support provided by the government of the Netherlands, the IFC engaged in
capacity building through a twinning arrangement with an international consultant for one

L http:/iwww.ifc.orglifcext/eca.nsf/Content/Moldova_Home.
42

http://www.ifc.org/ifcext/eca.nsf/Content/Moldova_InvestmentProjects.
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calendar year: In 2001, the IFC offered training to Moldinconbank and Fincombank, two
small private banks, in order to transform them into effective intermediaries for channelling
credit to the SME sector.

Finally, the IFC also commissioned studies:

T On the basis of funding from the Italian government, in 2001 IFC task managers

commi ssioned a study on Mol dovabds texti

sector and identify enterprises with growth potential and sufficient commercial viability
to attract private investment. The results of the study were used by the Moldovan
privatization authorities to develop more effective policies.

T In 2000, the owner of three small wineries in South Moldova asked the IFC for advice
on how to successfully invest in the restructuring and renovation of key supply
vineyards. Thanks to funding by the Italian government, the IFC responded with a
technical, market, financial and strategic assessment of the most sustainable
expansion options, and also produced a business plan for the sponsor to use when
seeking private financing.

i With support of the Italian government, in 2000 the IFC commissioned a study to
determine the commercial viability of a hotel project in the city of Chisinau. Its findings
were well received by the municipal authorities. While this project did not result in an
investment by IFC, it helped to confirm for international hotel chains the potential
commercial viability of a small hotel investment in the city of Chisinau.

T In 1998, Incon, a joint-stock company specialized in the production and marketing of
food and juices which wanted to modernize and expand operations, turned to the IFC
for help. Funding from the governments of the Netherlands and the UK enabled the IFC
to oversee a programme to improve corporate management and ownership structure,
introduce western management information systems, enhance marketing and
accounting capacity and modernize purchasing operations. The successful technical
assistance programme helped to prepare the company for future IFC investment in
1998, the first substantial private sector FDI in Moldova.

Multilateral Investment Guarantee Agency (MIGA)

I.C.S. Raiffeisen Leasing S.R.L. in Moldova (RLM), a subsidiary of Raiffeisen Bank SA in
Romania, has started leasing operations in Moldova. The majority of clients is supposed to
be small and medium-sized enterprises, with the major part of the portfolio expected to be
linked to trucks, trailers and industrial equipment, and the remaining part to passenger
vehicles. For the USD 7.34 million shareholder loan to its Moldovan subsidiary, Raiffeisen
Bank SA in Romania has sought backing through a guarantee by the Multilateral

Investment Guarantee Agency MIGA, a member of the World Bank Group.*® MI GA 6 s

3 http://www.miga.org/news/index_sv.cfm?stid=1506&aid=1966.
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coverage is for a period of up to six years against the risks of transfer restriction and
expropriation of funds. This is MI GA6s first gu
Mol dovan | easing sector, MI GAGs first guar ant e
guarantee in supportof RZBGrou p 6 s operations in Moldova. The p
currently underserved segments of the economy with better access to finance, establishing

best practices and fostering competition among financial institutions.

In 2004, MIGA issued a guarantee of USD 900,000 to Leon Construction International B.V.
of the Netherlands for its USD 1 million equity investment in Leogrant SRL of Moldova, an
SME project financing the upgrading and expansion of the Leogrand hotel in the centre of
Chisinau. The guarantee is for a period of 15 years and provides coverage against the
risks of transfer restriction, expropriation, and war and civil disturbance.

In 2000, Union Fenosa Internacional of Spain bought three electricity distribution
companies from the government. Both the IFC and the European Bank for Reconstruction
and Development lent USD 25 million to the project, and a USD 61.1 million guarantee
from the year 2001 is giving Union Fenosa Internacional protection against the political
risks of transfer restriction, expropriation, war and civil disturbance, and breach of contract.
The objective is supporting the upgrading of electricity distribution in Moldova by investing
into infrastructure, technology improvements, metering and a state-of-the-art customer
management and billing system.

MI GA6s first project in Moldova was a guarantee
Commercial Bank of Greece for its equity investment in a subsidiary, the International

Commercial Bank Moldova S.A. (ICBM). The objective of the project was to introduce a

package of competitively priced financial services in Moldova.

3.5 United Nations organizations in Moldova
The following UN organizations are active in Moldova

United Nations Development Programme UNDP

United Nations Population Fund UNFPA

United Nations Children Fund UNICEF

United Nations High Commissioner for Refugees UNHCR

United Nations Educational, Scientific and Cultural Organization UNESCO
United Nations Fund for Women UNIFEM

Food and Agriculture Organization of the United Nations FAO
International Fund for Agricultural Development IFAD

International Labour Organization ILO

The Joint United Nations Programme on HIV/AIDS UNAIDS
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World Health Organization WHO

With regard to economic development support, the most active organization was IFAD.

The United Nations®6 I nternational Fund for Agr
in Moldova

Since 1999 IFAD has invested a total of USD 35.9 million in three programmes and
projects of an overall cost of USD 57.9 million.#4 Developing and providing rural financial
services is the focus of all three initiatives, in line with the priorities of reducing rural poverty
through agricultural and rural development. The goal is to broaden opportunities for
economic growth and for increased employment for rural poor people.

Rural Finance and Small Enterprise Development Project®

The first IFAD-funded project in Moldova, the Rural Finance and Small Enterprise
Development Project approved in 2000, has been completed. It had the objective of
investing in activities that could generate sustainable increases in the incomes of poor
farmers. The IFAD loan financed:

T support for Savings and Credit Associations (SCASs) to enable them to provide access
to lending and savings for people without access to the services of formal financial
institutions;

i loans through revolving credit funds for small and medium-sized enterprises to allow
them to expand their businesses and modernize their equipment.

The projectds innovative features included:
I developing a synergy among funding sources,

I supporting a deposit insurance scheme,

i performing a brokerage role at local level,

i contracting for specialized technical services for village-based organizations.

Agricultural Revitalization Project (ARP)*

The project, which is ongoing, builds on the experiences of the Rural Finance and Small

Enterprises Development Project. Participants in the targeted villages include agricultural

workersandt heir families, members of farmersd organi
in agro-services, agro-processing and marketing. The goals are to improve the quality of

agricultural production, increase incomes and foster a transparent, replicable governance

process.

44

http://www.ifad.org/english/operations/pn/mda/index.htm.

> http:/Awww.ifad.org/english/operations/pn/mda/i527md/index.htm.

4 http://www.ifad.org/english/operations/pn/mda/i629md/index.htm.

64


http://www.ifad.org/english/operations/pn/mda/i527md/index.htm
http://www.ifad.org/english/operations/pn/mda/index.htm
http://www.ifad.org/english/operations/pn/mda/i527md/index.htm
http://www.ifad.org/english/operations/pn/mda/i629md/index.htm

The aims of the project are to:

I create productive opportunities for poor rural people by helping them to overcome
existing constraints such as lack of infrastructure and lack of access to financial
services;

i expand institutional support beyond financial services to cover farmer organizations,
marketing, agro-services, agro-industry and small-scale enterprises.

The project emphasizes partnerships between farmers and entrepreneurs, the
development of market linkages and the creation of off-farm income-generating activities. It
takes an innovative approach, providing individual borrowers with small enterprise loans on
the basis of community priorities.

Rural Business Development Programme#’

The programme, which is also ongoing, targets small and medium-scale farmers,
entrepreneurs, agro-processors, input suppliers, traders and community groups. It gives
rural households the opportunity to improve their livelihoods through borrowing and to take
advantage of new employment generated by the creation or expansion of rural enterprises.

The programmeds objectives are to produce sust a
small towns, stimulating growth of farming and rural business activities. The focus on

economic development in rural areas, as opposed to specifically agricultural development,

ensures greater opportunities for rural people to move into more productive farm and non-

farm activities.

The development goals of the programme include:

I setting up a network of rural enterprise services such as on-farm and off-farm business
advisory services and training for entrepreneurs;

I introducing appropriate short-term, medium-term and long-term financing and new
financial products for rural communities through commercial banks and microfinance
institutions;

i supporting grant financing for commercial small-scale infrastructure through public
institutions and public-private partnerships.

| FAD6s strategy in Mol dova

The overall goal of | FAD6s strategy in Mol dova
development of a rural market economy that is based on family-owned and family-
managed businesses, both on-farm and off-farm.

4" http://www.ifad.org/english/operations/pn/mda/i686md/index.htm.
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