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REPUBLIC OF MOLDOVA

PROPOSED SECOND POVERTY REDUCTION SUPPORT CREDIT

CREDIT SUMMARY
Borrower: Republic of Moldova
Amount: SDR 6.1 million (US$10 million equivalent)
Terms: Standard IDA Terms, with 40 years maturity, including a 10-year grace period
Objectives: The proposed Second Poverty Reduction Support Credit (PRSC2) for the Republic of

Moldova is intended to bolster and deepen the reform efforts supported by the first PRSC
(PRSC1). The proposed credit aims to support Government’s efforts to accelerate shared
economic growth and improve governance by addressing the efficiency of its expenditure
programs and public administration -- key elements in poverty reduction. To this end, the
proposed PRSC2 will continue to support selective areas of the Government’s reform
agenda, as outlined in the National Development Plan (NDS) — the successor to the
Economic Growth and Poverty Reduction Strategy Paper (EGPRSP) — and the European
Union (EU)-Moldova action plan. The proposed PRSC2 also complements and reinforces
other Bank Group programs in Moldova, the International Monetary Fund (IMF)-
supported Poverty Reduction Growth Facility (PRGF) and other donor activities. The
PRSC2 will support the Government’s objectives of:

Improving the Investment Climate. Sustaining and accelerating future growth and
poverty reduction in Moldova will depend on increases in domestic productivity which,
in turn, will depend on the extent to which firms and farms address current low levels of
investment and innovation. This, in turn, depends on the quality of governance and the
business environment. The Government’s reform agenda focuses on further improving
the investment climate for private sector development. These efforts will also directly
contribute to Government efforts to improve governance and reduce corruption. An
important element of Moldova’s efforts to accelerate economic growth and poverty
reduction will be improving the performance of the agriculture sector. Similarly, reducing
destabilizing economic impacts of external energy price shocks will require
improvements in energy efficiency.

Improving the Efficiency and Management of Public Resources. Better governance
and public institutions are central to growth and poverty reduction. The Government is
conscious of the constraint imposed by the insufficient functional and institutional
adaptation of the public administration to the requirements of a market economy.
Advancing reforms that establish a modern and efficient public administration is
necessary in order to achieve the country’s longer-term development outcomes. Increased
public investment spending, particularly in public infrastructure, will be needed in order
to support Moldova’s private-sector led growth. This will require enhancing the strategic
allocation of public resources by improving the Medium-Term Expenditure Framework
(MTEF) process, public procurement practices and including better public investment
management. Reforms in a number of key sectoral areas can also improve the efficiency
of public resource use, allowing for spending reallocation towards public investment.

Strengthening Pension and Social Assistance Systems. While the recent slowdown in
poverty reduction - as well as the impact of the drought on rural poverty - highlights the
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Benefits:

Risks:

Schedule of
Disbursements:

Poverty Category:

Rate of Return:

need to improve the quality of growth in Moldova, it also points to the need to strengthen
existing social safety nets. The second PRSC would support the Government’s efforts to
strengthen the effectiveness and future fiscal viability of the pay-as-you-go pension
program by supporting efforts to complete the 1999 pension reform, including efforts to
unify the pension system for all types of pensioners. With higher energy and food prices
likely to persist for some time to come, improving targeting efficiency of social
assistance programs and gaining efficiency in program administration will be necessary
elements of Moldova’s poverty reduction efforts.

Benefits are: (i) improved business environment and investment climate, which directly
contributes to changing the quality of growth and poverty reduction in Moldova by
stimulating the development of a stronger privates sector supply response; (ii) a more
professional civil service combined with increased transparency and accountability of
public finances with improved public expenditure management and strategic allocation of
resources enabling an increase in current low levels of public sector investment,
particularly in rapidly deteriorating public infrastructure; (iii) strengthening existing
social safety nets for vulnerable groups by completing the 1999 pension reform and
improving the targeting efficiency of social assistance programs.

Primary risks to the proposed PRSC2 include: (i) looming elections which may rupture
the political consensus that has developed behind the Government’s ambitious reform
program; (ii) low implementation capacity at the central and decentralized level, though
dovetailing the PRSC2 with other Bank Group operations and donor activities that
provide support to capacity building helps mitigate this risk; (iii) destabilizing external
shocks, such as another drought, volatile energy and food prices as well as trade
restrictions imposed on Moldova exports, could affect economic growth, undermine
public finances and delay implementation of poverty reduction measures in the
Government’s reform program. The PRSC2’s support to prudent fiscal policy and
medium-term budget planning, combined with an IMF PRGF program and increased
donor support, help mitigate these risks.

The proposed credit, SDR 6.1 million (US$10 million equivalent) will be disbursed in
total upon effectiveness of the credit.
This is a poverty focused operation.

N/A

Project ID Number; MD-PE-P103941
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REPUBLIC OF MOLDOVA
POVERTY REDUCTION SUPPORT OPERATION

PROGRAM DOCUMENT

I. INTRODUCTION

1. This program document proposes a single-tranche Second Poverty Reduction Support
Credit (PRSC2) to the Republic of Moldova for SDR 6.1 million (US$10 million equivalent) on
standard International Development Association (IDA) terms. The PRSC program is an integral
part of the Bank’s strategy to support the implementation of Moldova’s National Development
Strategy (NDS) — the successor to the Economic Growth and Poverty Reduction Strategy Paper
(EGPRSP) - as well as the EU-Moldova Action Plan. The continued support for poverty
reduction through programmatic lending is consistent with Moldova’s level of institutional,
economic and political development and acknowledges the country’s strong and sustained
economic and policy performance in recent years. The PRSC program is intended to support the
Government’s efforts to improve the quality of governance and promote the efficiency of public
expenditures and public administration. PRSC2 is the second in a series of three single tranche
operations that would continue to support the implementation of cross cutting reforms aimed at
improving the living conditions of the Moldovan population.

2. Recent developments highlighting Moldova’s undiversified economy and its vulnerability
to external shocks — a Russian ban on Moldova wine imports, a doubling of energy prices, and a
crippling drought - have reinforced the Government awareness that the quality of economic
growth and poverty reduction needs to be changed. To accelerate economic growth and poverty
reduction, the three pillars of the PRSC program support the Government’s efforts to: i) improve
the investment climate so as to stimulate a greater private sector supply response; ii) increase the
efficiency and improve the management and allocation of public sector resources to create fiscal
space for increased public investment spending; and, iii) strengthen social protection systems to
better protect the poor and vulnerable groups.

3. Bilateral and multilateral donor assistance will continue to play an important role in
supporting the implementation of the NDS and EU-Action Plan. The PRSC program is also an
important step to further the principles of harmonization, by providing a framework for policy
dialogue and decisions linked to progress in the implementations of the critical areas of the NDS.
In support of the NDS, the PRSC2 has created the momentum for a significant group of donors
to align their budgetary support under a common framework. As with the first PRSC, the second
PRSC will be supported by financing from the United Kingdom Department for International
Development (DFID) and the Dutch Government. There has been a high degree of coordination
with the EU in the context of the European Neighborhood Policy Initiative.



II. COUNTRY CONTEXT
A. RECENT ECONOMIC DEVELOPMENTS

4. External Shocks and Economic Performance. Growth has averaged around 5.5 percent
per annum since the economic recovery began in 2000. Moldova’s economic performance over
the last two years, however, has been dampened by a number of external shocks. In early 2006,
Russia banned the import of wine from Moldova. As wine exports to Russia represent some 25
percent of Moldovan exports (or about 10 percent of GDP), this ban had a negative impact on the
real sector of the economy. Over the same period, the economy, which is completely dependent
on imported energy, has also had to cope with the doubling of natural gas prices by Russia’s
Gazprom. Most recently, in the summer of 2007, the Moldovan agricultural sector — representing
14 percent of GDP - was severely affected by a drought with losses in the sector estimated at
nearly 30 percent of production. As a result of these shocks, real GDP growth slowed to 4
percent in 2006 and it is expected that growth will remain around 5 percent in 2007.

5. Since the recovery began in 2000, GDP growth in Moldova has largely been driven by
domestic household consumption and construction fueled by massive inflows of workers’
remittances — estimated at 37 percent of GDP in 2007. There are encouraging signs, however,
that the earlier model of consumption-driven growth is changing with private investment
growing as a share of GDP — reaching over 22% of GDP in 2007. While public investment has
also increased in recent years, it remains low with the result that public infrastructure,
particularly roads, has continued to deteriorate. Over the medium-term, the NDS recognizes that
Moldova will need to generate a stronger and more robust domestic supply response with future
gains in productivity requiring increased private and public investment.

6. The large inflow of remittances has contributed to appreciation pressure on the real and
nominal exchange rate. The National Bank of Moldova (NBM) has actively intervened in the
foreign exchange market and has been rapidly accumulating foreign exchange reserves. To rein
in the monetary impact of these interventions — and inflationary pressures — the NBM has sharply
increased its sterilization efforts since 2005 to slow reserve money growth. The significant
increase in energy prices since 2005 and the impact of the drought on domestic food prices has
complicated the NBM goal of reducing inflation to single digits. Inflationary pressures in the
economy have persisted over the last two years with average prices increasing by nearly 13
percent in both 2006 and 2007.

7. Prudent Fiscal Policy. Despite the external shocks, the Government has demonstrated a
strong commitment to maintaining its prudent fiscal stance. General Government revenues and
expenditures have increased by close to 2 percentage points of GDP in each of the last two years
reaching around 43 percent of GDP in 2007 (much higher than most countries with similar levels
of income). Robust revenue performance and expenditure constraint resulted in a small budget
surplus (0.2 percent of GDP) in 2006 and a small fiscal deficit (-0.3 of GDP), above the IMF
program targets of a -0.5% deficit.

8. In early 2007, the Government undertook a major reform of its corporate income tax
(CIT) regime with purpose of stimulating investment. Starting in 2008, companies are exempt
from corporate tax on reinvested profits (i.e. a zero rate for the CIT, except for dividends and
non-business expenses). At the same time, the package of measures also granted a fiscal amnesty



for the tax debts of companies up to the start of 2007, a liberalization of capital repatriation rules.
Personal income taxes have also been reduced, with the highest marginal rate declining from 32
percent to 20 percent.

9. On the expenditure side, spending on health, education and social protection comprise
nearly two-thirds of total government expenditures - increasing by nearly 8 percentage points of
GDP since 2000. While fiscal surpluses and debt rescheduling has allowed the public interest
burden to decline considerably (interest payments have fallen to 1.3 percent of GDP in 2007
compared to 6.4 percent in 2000), increases in public sector wages (from 8% of GDP in 2004 to
9.5% in 2007) have put pressure on the budget. After many years of neglect, public expenditures
on capital and operation and maintenance of basic infrastructure are still insufficient to prevent
the continued deterioration.

Table 1. Moldova: Macroeconomic Framework, 2004-2009

Actual Estimated Projected

2004 2005 2006 2007 2008 2009

Real GDP growth (%) 7.3 7.5 4.0 5.0 7.0 8.0
CPI Inflation (average, %) 12.5 11.9 127 12.6 114 79
Exchange rate (average, MDL/$) 12.3 12.6 13.1 . . .
Real effective exchange rate, % 13.1 -1.3 0.0 11.0 16.3 8.5
Revenues and grants, % of GDP 354 38.6 40.5 43.3 41.1 40.5
Expenditures and net lending, % of GDP 34.7 37.0 40.3 43.6 41.6 41.0

(of which): % of GDP

Education 6.8 7.2 8.2 8.3 8.4 7.9
Health 4.2 4.2 4.8 5.1 5.6 5.7
Social Fund 8.7 9.8 9.9 10.2 10.7 10.6
Wages 7.8 8.2 9.4 9.5 9.4 9.2
Interest Payments 1.9 1.2 1.0 1.2 1.2 0.9
Primary balance (cash), % of GDP 2.6 2.6 1.3 0.9 0.7 0.4
Overall balance (cash), % of GDP 0.7 1.3 0.2 -0.3 -0.5 -0.5
Current account balance, % of GDP 2.7 -10.3 -12.0 -9.7 -10.3 -10.8
Gross official reserves (months of imports) 2.1 2.2 2.2 3.0 32 3.6
Total External debt/GDP, % 63.8 56.2 574 58.8 55.0 53.4
External Arrears (millions $US) 50.6 56.0 0.0 0.0 0.0 0.0
Debt service/Exports of GNFS, % 21.0 16.5 18.7 8.8 11.2 13.3
Public Debt service/central govt. revenues, % 54 8.6 8.8 6.2 6.3 5.0

Sources: Moldovan authorities and IMF and Bank Staff estimates and projections. Fiscal accounts are for those of the
general government.

10.  Remittances Dominate External Sector. Moldova is a very open economy with exports
and imports amounting to nearly 50 and 100 percent of GDP respectively. Nearly 60 percent of
Moldova’s exports are in the form of agricultural products (including from the agro-processing
industry) and predominately from the wine and beverage sectors. Though the direction of trade
has been slowly redirected towards the EU (and this trend accelerated with the recent expansion
of the EU), this transformation has been much slower than in other transition countries.



Moldova’s vulnerability to external trade shocks has been amply demonstrated in the last two
years, as has the ability of the economy to adjust to those shocks.

11.  The remittance-fueled increase in consumption as well as higher energy prices have
resulted in a rapid growth of imports (averaging nearly 25 percent since 2005). Export growth
has averaged only 14 percent since 2005, reflecting the impact of Russia’s ban on Moldovan
wine in 2006 (exports grew at 0.5 percent in 2006). While this ban persisted into 2007, exports
rebounded growing at nearly 25 percent. The trade deficit, exceeding 50 percent of GDP in 2007,
has largely been offset by the large inflows of workers’ remittances. As a result, the current
account deficit has been more modest, averaging slightly less than 6 percent of GDP since 2000.
Capital inflows have permitted a rapid growth in international reserves, increasing from 2.1
months of reserves in 2001 to 3.0 months in 2007 (the IMF program target).

B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

12. A satisfactory macroeconomic framework has remained in place. The IMF Executive
Board concluded the third review of the three-year arrangement under the SDR 110.9 million
Poverty Reduction and Growth Facility (PRGF) on March 12, 2008.

13.  Despite consecutive external shocks (wine ban, energy prices increases, drought), the
economy has done remarkable well. While these shocks have contributed to an economic
slowdown compared to the performance experienced over the 2001-2005 period, real GDP
growth has remained positive and the economy is expected to rebound in 2008. Nonetheless, the
economy will be subject to a number of continuing pressures:

o Global uncertainties. Moldova has become increasingly integrated with the global
economy with remittances flows dominating the external sector. The heavy reliance on
remittance flows exposes Moldova to greater risks in the event of an external downturn.
These risks are compounded by the lack of product and market diversification in external
flows.

e Energy and food prices. As per the agreement reached with Gazprom, energy prices will
continue to increase over the next five years until they are at market (i.e. European)
levels. The coming increases in natural gas prices will force further adjustments in an
economy that still is inefficient in its energy use. While Moldova is a net food exporter,
higher international food prices could increase poverty rates among net food consumers
and insofar as Government policy discriminates against net food producers, could
undermine agricultural development.

e (Climate Change. The 2007 drought had a significant impact on agricultural producers.
While the sector has been declining in relative importance (shrinking as a share of GDP),
it has generally underperformed relative to other sectors and, hence, it has been a drag on
overall economic growth. While the drought will have some lingering effects on the
sector in the first part of 2008, the effect of the drought on real GDP growth is expected
to be relatively short-lived. Nevertheless, future weather-related events pose a continuing
risk to the sector and, hence, overall economic growth.

14.  Despite these risks, strong consumption growth and the expansion of investment activity
suggest an improvement in medium-term growth prospects with real GDP growth of 7 percent
expected over the 2008-2009 period. Over the longer term, there is a risk that, with nearly a



quarter of the labor force already working abroad, Moldova’s remittance driven growth will be
difficult to sustain. Further, it will become increasingly difficult to generate past growth in labor
productivity since the opportunities provided by labor shedding and factor reallocation in the
economy are gradually being exhausted. The vulnerability to external shocks highlights the need
to generate a stronger domestic supply response and resource reallocation by increasing
investment, innovation and exports. There are encouraging signs that Moldova’s model of
consumption-driven-growth is already beginning to shift. Domestic private investment has
increased from 14 percent of GDP in 2003 to roughly 22 percent of GDP in 2007. Foreign direct
investment has also accelerated from 3 percent of GDP in 2003-2004 to 6-7 percent of GDP in
2005-2006. The preliminary estimates for 2007 suggest that this figure is now over 10 percent of
GDP.

15.  The macroeconomic framework which underpins the authorities’ program aims at gradual
disinflation in the coming years. The fiscal program has the objective of supporting disinflation
efforts of tighter monetary policy while allowing the Government some room to meet the
country’s extensive developmental needs. The strong inflow of foreign exchange complicates the
conduct of monetary policy, given the reluctance of the authorities to see the exchange rates
appreciate. Further real appreciation, however, appears unavoidable in the face of growing
foreign exchange inflows and, hence, more exchange rate flexibility will be needed to ease
inflationary pressures. Given that the exchange appears to be undervalued, there is some scope
for further appreciation without raising significant concerns about price competitiveness.

16.  On the external front, higher energy prices, the consumption-driven increase in imports
and the impact of the wine ban on exports have resulted in a significant widening of the current
account deficit in since 2005, reaching 12 percent of GDP in 2006. In the first part of 2007,
export growth has been quite resilient (growing by 32 percent) which, along with the significant
increase in workers’ remittances, has resulted in some moderation of the current account deficit.
More moderate economic growth - which will slow import growth — combined with the
development of alternative export markets will help improve the current account deficit in the
next few years. Sizable capital and financial inflows have enabled the NBM to build
international reserves towards the program target of 3 months of imports. The second PRSC
along with financing from the IMF, the European Union (EU) and other multilaterals and
bilateral donors will provide Moldova with sufficient external funding to meet its financing
needs.

17.  Debt Sustainability. Moldova’s debt situation has continued to improve. Prudent fiscal
policy, rapid economic growth, appreciation of the US dollar with respect to other currencies
(SDR, Euro, Yen), net repayment to creditors and favorable rescheduling operations (covering
about 33 percent of the debt stock) have resulted in a rapid decline in the ratio of total external
debt to GDP - falling from 124 percent of GDP in 2000 to around 59 percent in 2006. Public and
Publicly Guaranteed debt (PPG) amounted to around 24 percent of GDP at end-2006 (down from
65 percent of GDP in 2001). External public debt is largely on concessional terms with the
preponderance of debt owed to multilateral lenders. Domestic currency public debt is modest at
less than 9 percent of GDP. Private debt has been growing, with loans associated from FDI
becoming important — disbursements from FDI-linked loans comprise over 67 percent of new



private borrowing. As of end-2006, private sector debt and energy arrears are approximately 33
percent of GDP.!

18. A recent debt sustainability analysis (see Board Document Number IDA/SecM2008-
0141, February 13, 2008) suggests that Moldova’s debt outlook remains favorable, with a low
risk of debt distress. Public debt and debt-service to revenue ratios are well below the appropriate
thresholds in both the baseline and “historical” scenarios. In the face of some severe external
shocks, the Moldovan authorities have maintained policies that have not allowed the debt
situation to deteriorate. Commitments by the Consultative Group and the Millennium Challenge
Corporation show improved the prospects for official donor assistance thereby bolstering debt
sustainability.

Table 2. Public Debt Burden Indicators

Thresholds /1
Weak Medium 2007 2008-27 /2

NPV of external debt in percent of

Exports 100 150 46.8 16

GDP 30 40 21.8 8.4

Revenues 200 250 54.2 26.2
External Debt Service in percent of

Exports 15 25 3.9 1.1

Revenues 25 30 7.5 24

1/ Policy-dependent thresholds as used in the joint IMF-World Bank LIC DSA framework for weak or medium performers. Moldova’s ratings
have recently improved to medium, with classifications based on three-year moving averages

2/ Simple average.

Source: Joint Bank —IMF Debt Sustainability Analysis, February 13, 2008

C. POVERTY PROFILE

19.  Moldova’s economic recovery since 2000 has led to a massive movement out of income
poverty, though poverty reduction has recently stalled. Between 1999 and 2004, over 40 percent
of the population moved out of poverty representing the largest absolute decline in the ECA
region over this period. The fall in absolute poverty was broad-based, as poverty decreased
throughout all locations.

20.  Between 2004-2005, however, overall poverty increased despite sustained economic
growth, underpinned by rising rural poverty. The increase in rural poverty coincided with stalled
farm restructuring characterized by a slight reversal of the amount of land used by individual
farms in 2002 and 2003. The delay in restructuring farms and getting land into the hands of
individual farmers—which have been shown to be more efficient than large, corporate farms—
has had an adverse affect on agricultural output and farmer incomes. By keeping 50% of land
tied up in inefficient corporate farms, the land available to family farmers is reduced, which in
turn reduces their income-generating opportunities and often restricts them to practicing
subsistence agriculture. With few opportunities, many smallholders have no alternative but to
rent their land at low rates to corporate farms, which usually pay in kind, and often do not pay at

! These energy arrears reflect the stock of historical debt from unpaid energy bills that accumulated in the 1990s
between Moldovagaz and suppliers. It totals $320 million at the end-2006.
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all. This further constrains incomes of smallholders. In addition, distortions and imperfections in
agricultural output and input markets reduce the scope for farm restructuring and rural poverty
reduction. Analysis shows that agricultural producers are receiving less for their outputs and
paying more for their inputs relative to international parity prices than they should.

Table 3 — An Overview of Poverty in Moldova

2000 2001 2002 2003 2004 2005

Poverty headcount 67.8 54.6 40.4 29.0 26.5 29.1
Poverty gap 27.0 19.3 124 7.3 6.8 8.0
Poverty severity 13.7 9.1 52 2.7 2.5 32
Large Cities 16.5 12.8 6.9 5.9
Small Towns 46.8 42.4 349 342
Rural Areas 45.1 31.1 31.2 36.0

Source: National authorities.
*These numbers are not strictly comparable with data from previous years as explained in the main text.

21.  Poverty data for 2006 drawn from the Household Budget Survey (HBS) have recently
become available. However, methodological improvements and revisions to the HBS prevent the
analysis of poverty trends through 2006. 2 Nonetheless, the 2006 data indicate that a third of the
population still lives in poverty and poverty remains very much a rural phenomenon In urban
areas, for example, the poverty headcount is 20.6 percent while in rural areas it is 34.1 percent.’
The data also indicate that poverty rates among pensioners, farmers and agricultural workers are
higher than other groups. While 2006 data are not comparable with earlier data, the sustained
rural character of poverty is not surprising given recent economic developments. The ban on
Moldovan wine imports in Russia, for example, clearly affected agricultural livelihoods
adversely (wine production is around 10 percent of GDP). It is also not surprising given the
continued underperformance of the agri-food sector. Government policy has also continued to
discriminate against smaller farmers.

22.  Data on poverty in 2007 are not yet available. This makes it difficult to assess the
combined poverty impact of the recent drought, the wine ban, and the continued rise in energy
prices. Staff calculations suggest that the large reduction in agricultural output—if translated to a
fall in farmers’ incomes—could have significant poverty implications. For example, a 15 percent
fall in real income could lead to a 4-percentage point increase in poverty among agricultural

2 The sampling frame, sampling methodology and the questionnaire of the HBS, the main source of data for
measuring living standards, were all substantially revised in 2006 to make the survey more representative and
1mprove the measurement of consumption.

3 The 2006 urban poverty rate is much higher than those previous years. This may be due mostly to the
methodological break in the series. In part, this may also be due to the poverty impact of the 2006 energy price
increases, which are likely to have affected mostly urban households connected to energy sources. The rural poor, in
contrast, were likely to have greater access to cheaper, and dirtier, sources of fuel.

7



households. However, the reduction in output is also offset by rising grain prices, underpinned
both by the drought and by higher international grain prices. On the consumption side, there are
similar offsetting developments. Food price inflation in Moldova last year amounted to about
15.5 percent; however, overall inflation was 13.1 percent, thus suggesting that the relative price
of food did not increase substantially. Given food shares of expenditure, staff calculations
suggest a modest fall in purchasing power among the poor of just over 3 percent. Meanwhile,
real wages have been growing by over 20 percent and transfers have grown equally rapidly,
suggesting that the net poverty impact of higher food prices may be muted to date. Finally,
Moldova is estimated to have experienced a 5 percent growth in real GDP in 2007. While
poverty is generally expected to fall in response to economic growth, results of the cross-country
analysis of the elasticity of poverty reduction to growth suggest that at modest levels of
economic growth, the responsiveness of poverty can vary substantially.*

I11. THE GOVERNMENT’S NATIONAL DEVELOPMENT STRATEGY

23.  The National Development Strategy (NDS), the successor to the EGPRSP, was adopted
by the Moldovan Parliament on December 21, 2007 and was endorsed by the Boards of IDA and
IMF, along with the Joint Staff Advisory Note (JSAN) on March 20, 2008. The NDS is the main
medium-term strategic planning paper which defines the developmental objectives over the
period 2008-2011 and will guide the budgetary process over this period. Under the NDS, the
Government will seek to better prioritize Governmental policies and establish a clear mechanism
for their funding from both domestic and external sources. As with the EGPRSP, the NDS was
developed in broad-based consultations with stakeholders and civil society, and benefited from a
participatory process that was organized under the supervision of a Participation Council
comprised of representatives of all stakeholder groups.

24.  The NDS addresses the Government’s objective of reducing poverty in a comprehensive
development perspective. It seeks to improve the overall competitiveness of the economy while
at the same time promoting access to and quality of human resource development. The
Government’s longer-term objective is to assist the structural transformation away from the
agriculture sector into industry and services, facilitate these sectors’ absorption of agricultural
sector workers, and create the basis for sustained, private sector-led growth. Toward this end, its
priorities are to improve the business environment, promote the SME sector, improve the
efficiency of enterprises, promote research and innovation, and rehabilitate/develop physical
infrastructure. With respect to human resource development, the NDS lays out a broad program
for strengthening pre-school, secondary and vocational education, increasing access to health
services, and improving the quality of services provided. Because the poverty rate is highest
among households headed by those without primary education, the NDS the emphasis human
resource development is fully warranted. Improving social safety nets by better targeting also
figures prominently in the Government’s strategy. The NDS also seeks to move closer to
European integration by adjusting national policies so that they are more closely aligned with
European norms.

* World Bank (2005) Growth, Poverty and Inequality: Eastern Europe and the Former Soviet Union.
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25. Consistent with the EGPRSP and the EU-Moldova Action Plan, the NDS is constructed
around five medium-term cross-sectoral priorities (with macroeconomic stability and improved
public administration capacity viewed as prerequisites for the achievement of these priorities):

e Strengthening democracy based on the rule of law and respect for human rights
principles. This pillar focuses on building trust in the decision making bodies of
government. It aims to improve the participatory process in decision-making;
modernizing and increasing the efficiency of the judiciary and the police; taking further
reforms to prevent and combat corruption; and improve state border management

o Settlement of Transnistrian conflict and reintegration of the country. The reintegration of
the country has always been a high priority of the Government. This pillar seeks to
address both the political and economic dimensions of the problem by promoting the
development of stronger civil society linkages, demilitarization, and creating the
conditions for further economic cooperation between the two banks of the Nistru by
eliminating barriers to commerce.

e Enhancing competitiveness of the national economy. Covering a number of cross-cutting
issues, this pillar focuses on policies to improve the business environment so as to
encourage more investment activity, technological innovation and modernization;
promote the expansion of the SME sector; increase labor productivity; improve state asset
management; address Moldova’s deteriorating physical infrastructure; and, reduce its
energy vulnerability.

® Human resource development, enhancing employment and promoting social inclusion.
Policies under this pillar seek to improve the quality and access to education services as
well as the efficiency of public spending on education; enhance the quality of health
services through further infrastructure optimization and expanding the coverage of health
insurance; promote the efficiency of the labor market, including efforts to reduce
discrimination; enhance the efficiency and targeting of social assistance; and strengthen
the financial stability of the pension system.

e Regional development. With most of Moldova’s poor residing in the rural areas, this
pillar seeks to promote the development of small towns as “poles of growth”; enhance the
performance of the agricultural sector; increase investment in rural infrastructure; and,
improve the policy framework in the area of the environment and natural resource use.

26. The NDS builds upon the institutional framework for monitoring and evaluation
developed under the EGPRSP. It develops a comprehensive results framework by including a
number of key targets and indicators. In particular, the NDS lays out country-specific
Millennium Development Goals (MDGs) with targets to be achieved within the NDS
implementation period. As noted in the Joint Staff Advisory Note (JSAN), the large number of
indicators presented in the NDS will likely stretch the capacity of the Government to collect and
analyze the data and highlights the need for further prioritization of these monitoring indicators.

27.  In addition to the monitoring and evaluation framework, the JSAN highlighted the need
to continue strengthening the capacity of the line ministries to develop and implement actions
plans and integrate these plans in the medium-term expenditure framework. Staffs recommended
that greater emphasis be placed on the need to develop robust civil service management capacity;
continue efforts to reduce administrative and regulatory barriers since Moldova is falling behind
on a number of indicators of competitiveness; accelerate efforts to halt the deterioration of



physical infrastructure; and continue education and health reforms since a competitive labor
force is key to future development and the attainment of the MDGs.

28. Table 4 illustrates the broad consistency between the NDS, the EGPRSP, EU-Moldova
Action plan and the PRSC program.

Table 4. Linkage between the NDS, the EGPRSP/EU Action Plan and PRSC programs

NDS Pillars EGPRSP/EU Moldova AP PRSC program
I. Enhancing competitiveness of the | I. Promotion of sustainable and 1. Improving the Investment Climate
national economy inclusive economic growth
II. Building a modern democratic EU-Moldova Action Plan I. Improving the Investment Climate
state based on the rule of law
I1I. Development of human 1. Improved human development II. Improving the Efficiency and
resources, increasing employment Management of Public Resources;
and social inclusion III. Strengthening Social Protection
Systems
IV. Regional development 1. Promotion of sustainable and I.  Improving the Investment
inclusive economic growth and Climate;
II. Improved human development II. Improving the Efficiency and
Management of Public Resources;
V. Settlement of Transnistrian
conflict and reintegration

29.  The PRSC program is supporting the Government’s NDS. The PRSC2 is reinforcing
measures to improve the business environment, promote the development of agricultural
markets, and facilitate greater international trade. In view of the macroeconomic risks and
vulnerabilities faced by Moldova, the PRSC2 is also helping to promote energy efficiency and
strengthen the targeting efficiency of the social assistance system. The next section discussed
the components, and implementation progress, of the PRSC program more fully.

IV. BANK SUPPORT TO THE GOVERNMENT’S PROGRAM
A. OBJECTIVE AND SCOPE OF THE PRSC PROGRAM

30.  The 2004 Country Assistance Strategy (CAS) opened the possibility of the move to a
High Case lending scenario provided that the Government ownership of the reform program was
demonstrated in a good implementation track record. Over the 2004-2006 period, the
Government was able to demonstrate a track record of reform by fully or substantially meeting
most of the reform benchmarks established under the CAS. Achievement of these benchmarks
unlocked the provision of financing under the PRSC instrument.

31.  The PRSC program takes forward the reform agenda previously measured under the
high-case triggers and is aligned with key elements of the reform agenda as articulated in the
Government’s first and second PRSPs (the EGPRSP and NDS). Cooperating closely with other
donors, the program provides the opportunity to explicitly support structural reforms needed to
promote improved governance, deliver sustained inclusive growth and to manage vulnerabilities.
The PRSC program has also increased the certainty of resource flows to the Government.
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Assessment of results to date under the PRSC program (PRSCI and PRSC2)

32.  The first PRSC was approved by the Board on October 19, 2006 and became effective on
March 20, 2007. The credit is fully disbursed. All actions required for Board approval were fully
met. Over the period of reforms supported by the PRSC program, macroeconomic gains have
been largely sustained and prudent fiscal and monetary policies have been maintained. The gains
have created the conditions and the resources for the successful pursuit of structural reforms. In
addition to moving its institutional and legal framework closer to international and European
norms, the reform effort in Moldova has begun to produce concrete results on the ground. The
results achieved under the three PRSC program pillars are summarized below (and in Annex 3).

33, Under the first pillar of the PRSC program, Improving the Investment Climate, the
Government has undertaken a systematic review of country’s normative acts (so-called
Guillotine 1 exercise), with the objective to modify or remove by-laws that create unwarranted
obstacles to business operations. At the same time, the Parliament has adopted a framework law
(Law 235), laying down the principles of regulating entrepreneurial activities by public
authorities. Business registration procedures have been simplified and average firm licensing and
authorization costs have declined from 54 to 38 percent of per capita GDP. Nevertheless,
numerous surveys, including the World Bank’s Doing Business, highlight the need to accelerate
this reform process. The Government efforts directed at improving trade facilitation are also
beginning to bear fruit. The number of physical inspections and average clearance times at
customs have improved with clearance times dropping from an average of 471 minutes to 120
minutes, while the physical inspection rate has dropped in half — to around 50%. It is recognized
that reform efforts started under PRSC1 will take time to bear fruit and that these efforts are
being deepened and continued under PRSC2. There are, however, signs that private sector
confidence in the economy is growing with private investment increasing from 14 percent of
GDP in 2003 to over 22 percent in 2007. Foreign confidence in the economy has also grown with
FDI accelerating from 3 percent of GDP in 2003-2004 to an estimated 10 percent of GDP in
2007. Developments in the financial system also point to growing confidence in the economy
with deposits as a share of GDP doubling since 2003.

34,  The Government has taken steps to liberalize agricultural exports by making use of the
Universal Commodities Exchange voluntary. However, the drought in mid- 2007 moved
Moldova from a net exporter of food to a net importer. The Government’s policy response
favored domestic food consumers and, thus, for some key crops (what maize, sunflowers)
domestic farmers still receive lower prices domestically compared to international parity prices
through the first part of 2007. While the Government reduced the testing times required for seed
imports, these measures have not yet proved adequate to stimulate the formal importation of new
seed varieties. Similarly, the government has started developing a market information system,
but much need price information often doesn’t reach farmers in a timely or frequent fashion.

35.  Under the second pillar of the PRSC program, the Government has also pursued reforms
aimed at Improving the Efficiency and Management of Public Sector Resources. The
Government set out an ambitious reform agenda aimed at modernizing its civil service to
European standards. While only 30 percent of new civil servants were appointed through a
competitive merit basis in 2007, the adoption of civil service law should accelerate this trend.
The Government has also taken steps aimed at addressing the problem of low pay in the civil
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service and increasing the transparency and equity of civil service remuneration system. Civil
servant salaries have increased, while still preserving the prudent fiscal stance, and the base
component of pay has increased from 25 to 50 percent to total remuneration. The development of
a new civil service wage system, though delayed, is underway. The establishment of policy
analysis and coordination units has helped strengthen the linkages between the Government’s
policy priorities and the budgetary process.

36.  The Government has also taken steps to further the restructuring of the farm sector.
While the government reintroduced a 5 hectare requirement for vineyards, for other farm
products the size and ownership restrictions on access to subsidies and support programs have
been largely eliminated. Still, the share agriculture subsidies going to peasant farms has
remained small (12% of total), with much of the aid under the Government’s drought relief
efforts going to larger, corporate farms. Similarly, the drought delayed the Government’s efforts
to shift spending away from recurrent spending toward investments.

37.  Recognition of the importance of the need to halt the deterioration in Moldovan
transportation infrastructure has led to a significant increase road maintenance financing. The
approved land transportation strategy provides for a sizeable increase in road maintenance
spending (funded by the fuel excise tax) starting in 2009. Efforts to optimize the school network
have started to gain momentum. A draft education optimization strategy is currently being
discussed with stakeholders and will be piloted in two rayons in the coming school year.
Spending on primary health care has increased to 30 percent of total health care spending and
with procedure for direct contracting with primary health care centers now in place, it is expect
that 25 percent of rayon level primary health care centers (i.e. 9 out of 35) will be managed by
competitively selected managers. Public procurement has been made more competitive, with a
significant drop in the number and value of public procurement contracts awarded using sole
source (from 45 to 8.9 percent of contracts) and a steady increase in the number and value of
contracts awarded through open tendering (from 19 to 70.4 percent of contracts).

38.  Under the final pillar of the PRSC program, Strengthening Social Protection Systems,
the Government has taken steps towards completing the pension reform program launched in
1999. Individual records for all know pension contributors (outside individual farmers) have
been now been inputted. However, the current database includes data on calculated or expected
contributions and not on actual contributions. This has complicated efforts to pay pensions based
on actual contributions paid as opposed to earning. The Government has moved faster than
expected in reforming the targeting of its social assistance program. Parliament is expected to
adopt the new Law on Social Assistance with the Ministry of Social Protection issuing
regulations that describe the proxy-means targeting method, a more efficient method to ensure
that public resources reach the poor.

B. COLLABORATION WITH THE IMF AND OTHER DONORS

39.  IDA partnership with the IMF in supporting Moldova’s development strategy has been
excellent over the past few years. Bank and IMF staffs have executed joint work and have
continued to carry out joint missions at least twice a year for macroeconomic policy dialogue
with the Government. The IMF policy dialogue with the Government takes place in the context
of the ongoing Poverty Reduction and Growth Facility (PRGF), covering the 2006-2008 period.
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The PRSC2 has been prepared in conjunction with the PRGF to ensure the consistency of the
macroeconomic and structural policy reforms supported by both programs. The IMF is taking the
lead on macroeconomic issues while IDA takes the lead on structural and social issues. In a
number of areas where the mandates of the two institutions overlap, such as public finance, the
work is being closely coordinated to ensure that consistent advice is provided to the authorities.
The existence of an IMF program is an important input for the determination of the adequacy of
the macroeconomic policy framework.

40.  Donor support plays an important role in supporting the implementation of the EGPRSP
and PRSC programs. Coordination between IDA, the United Kingdom (DFID), Sweden (SIDA),
and the Netherlands has been especially strong since all these donors have been collaborating in
the preparation of the policy framework supported by the PRSC program. Both UK and Dutch
Governments have provided cofinancing (in excess of $6 million) to the first PRSC. The PRSC
program was catalytic in starting improved donor harmonization in Moldova. During PRSC1 and
PRSC2 preparation process, DFID, SIDA, and IDA carried out joint missions in consultation
with the European Union. This harmonization process was carried forward through a
Development Partnership Framework signed between the Government, IDA, the Netherlands,
the United Kingdom (DFID), Sweden (SIDA), the UN, IMF, EU and others entitled “Co-
ordination and Harmonization of Government and Donor Practices for Aid Effectiveness in the
Republic of Moldova” signed in Chisinau on May 29, 2006. This Partnership Framework
commits the parties to joint reviews, harmonization of indicators, and prior actions and
synchronization with Government budget cycles with a view to reducing transaction costs of
assistance to the Government.

C. ANALYTICAL UNDERPINNINGS AND RELATIONSHIP TO OTHER BANK OPERATIONS®

41.  Analytical Work. The PRSC programmatic series rests on a wide program of analytic
work carried out by the Government, the Bank, and other donors that have helped inform the
program’s design. The studies underline the need to change the quality of growth in Moldova,
moving away from the current consumption-led, remittance-fueled growth paradigm. They
highlight the need to raise domestic productivity, particularly in the agricultural sector, by
improving the business environment so as to encourage greater investment and innovation as the
most direct means to accelerate growth and reduce poverty in Moldova. This body of analytical
work also examines public expenditures in the social sectors — education, health, social
assistance, and pensions — and highlights the need to improve the strategic allocation of public
resources by increasing efficiency of spending so as to free public resources to increase much
needed public investment and ensure that targeted social safety nets are adequately funded. The
studies also underscore the need to establish a modern and efficient public administration,
necessary in order to achieve the country’s longer-term development outcomes.

42.  Bank Operations. The PRSC program remains the main instrument of the Bank for
providing support to the implementation of the NDS. The complementarity of efforts between
programmatic support under the PRSC program and investment lending is key to making
efficient use of Bank resources. A number of investment projects support institutional reforms

5 See Report No 37358-MD, the program document for the first Moldova Poverty Reduction Support Credit,
September 20, 2006, for more detailed listing of the past analytical work and bank operations underpinning the
PRSC program.
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and capacity building to help the government realize its vision of a private sector led economy.
These investment projects promote reforms in the areas of business environment, trade
facilitation and the agricultural and rural sectors. The Bank also supports a number of projects
aimed at improving the efficiency of public sector resource use including more effective and
transparent management of public finances as well as broader public administration reform
efforts. Bank operations have also focused on improving resource use in specific sectors,
including water, sanitation and road infrastructure. In the social sectors, Bank support is provided
in the context of social development programs in health, education, and social protection as well
as support the government in scaling up efforts to improve the targeting efficiency of social
assistance programs.

D. LESSONS LEARNED

43.  The formulation of the second PRSC draws on lessons learned from the Government’s
implementation of the first PRSC, previous development policy operations and the overall IDA
support to the reform process in Moldova. Recent policy dialogue between IDA and the
Government of Moldova has had a strong public sector reform and governance content. These
issues form the overarching reform areas encompassed by the PRSC-supported reform program.

44,  The following four lessons have been derived and applied to this PRSC2:

e Government ownership is key. The anchoring of the first PRSC in the EGPRSP (the pre-
cursor to the NDS) was essential to the progress that was achieved. PRSC2 takes this
forward by remaining anchored in the Government national development strategy and the
various sectoral strategies. This ensures the consistency of the reform program and
strengthens its irreversibility.

e Program flexibility is important. External shocks and weaknesses in program implementation
mean that the sequence, speed and implementation of reforms may change. The PRSC
program needs to be flexible to that eventuality. This is reflected in the modification to a
number of anticipated triggers and benchmarks that are proposed in this program document.

e Donor coordination strengthens program performance. The PRSC program was prepared in
parallel to the IMF’s PRGF program and many of the actions supported by these programs
are complementary. The Bank has maintained close coordination with the IMF. The PRSCI
was cofinanced by DFID and the Dutch government and has been extensively discussed with
the EU in the context of the EU Moldova Action plan. Staffs from these have participated in
joint discussions with Government around the common PRSC program policy framework.
This coordination has allowed donors to respond more effectively to the needs of
Government (i.e. for technical assistance) and by better harmonizing the various assistance
programs has reduced the transaction costs imposed on Government.

e Results framework is important. Focusing on results makes it easier to take full stock of what
has been achieved during program implementation particularly if policy performance is
uneven. Towards this end, developing a good set of indicators facilitates the assessment of
progress, helps with policy dialogue and allows for appropriate adjustment in program
triggers and benchmarks.
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Box 1. Good Practice Principles on Conditionality

Principle 1: Reinforce Ownership.

The PRSC program is based on the Government’s own reform program as articulated in the Government’s Poverty
Reduction Strategy (the EGPRSP and NDS) and the EU-Moldova Action plan. These PRSPs benefited from a broad
based participation process aimed at developing consensus behind the reform program. Under the PRSC program, a
number of sector strategies have been developed, in concert with stakeholders and other donors, and the PRSC
program relies on measures derived from these strategies which have also been endorsed in the NDS. Analytical
work undertaken with support of the Bank and other donor partner (i.e. the PER, and PEFA), has assisted the
Government in the formulation of policy. With regards the political economy of reform, on sensitive issues, such as
the optimization of the school network, the approach taken by the PRSC series has been to encourage the
Government to undertake consultation with interested stakeholders as it develops it sector strategy so as to ensure
broad ownership of the strategy.

Principle 2: Agree up front with the government and other financial partners on a coordinated accountability
framework.

The Bank’s support is summarized in an agreed policy matrix (and adopted by the Cabinet) which outlines actions
over the medium term with clear and well defined outcome goals. The First Deputy Prime Minister coordinates the
program for the Government and assigns specific responsibility for implementing and monitoring the program to
various Government agencies. This is supplemented by the monitoring and evaluation efforts of the Government
apparatus itself. Sustained discussions and joint staff visits with donors that are providing budget or macroeconomic
support (the European Commission, IMF, DFID, SIDA and the Dutch Governments) are helping improve the
alignment of support to Moldova’s reform program. This harmonization process has been carried forward through a
Development Partnership Framework signed by the Government and key donor partners. A number of these partners
have financing technical assistance to support the design and implementation of the reform program and DFID and
the Dutch Government have provided significant cofinancing for the PRSC program.

Principle 3. Customize the accountability framework and modalities of Bank support to country
circumstances.

The cross-cutting reform program supported by the PRSC program is based on and part of the Government’s own
development strategy (as articulated in the EGPRSP, NDS and EU-Moldova Action Plan). It reflects the key
structural reforms needed to align Moldova’s institutions closer to EU norms, to complete the country’s transition to
a well-functioning market based economy and develop the domestic sources of sustained economic growth and
poverty reduction. The budget support provided under the PRSC series aims to be disbursed early in Moldova’s
fiscal year. The sensitive policy reforms included in the PRSC program (civil service, education, pension and social
assistance reform) reflect the Government’s objectives as states in its poverty reduction strategy and comprise a
subset of reform already under implementation by the Government. As part of its broader reform program aimed at
eventual EU integration, the subset of reforms supported by the PRSC program has broad support across the
political spectrum. A wide range of analytical work including PSIAs, done in collaboration with the Government,
underpins the reform agenda and policy choices.

Principle 4. Choose only actions critical for achieving results as conditions for disbursement,

The PRSC program focuses on actions that are deemed critical in terms of achieving the overarching development
objectives. The prior actions and conditions are drawn from the Government’s own policy framework and the
resulting policy matrix is agreed with the Government. Where the Government’s policy framework is weak or non
existent (i.e. civil service, education and transportation), the PRSC program sequences reform measures, first
supporting the Government’s efforts to develop a sector strategy and then a reform action plan. The first PRSC
consisted of 9 triggers (the CAS High Case benchmarks) and 7 benchmarks. The proposed second PRSC consists of
7 triggers and 17 benchmarks.

Principle 5. Conduct transparent progress reviews conducive to predictable and performance-based financial
support.
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Progress made with implementation of reforms and achievement of outcome goals is monitored on a regular basis,
both under the PRSC program rubric as well as other associated Bank investment operation. The Government,
drawing upon inputs from the various ministries and agencies, prepares a bi-monthly progress matrix which outlines
the status of reforms and outcomes indicators. The proposed PRSC2 lending volume, including Donor cofinancing,
has been taken into account in the latest Medium Term Expenditure Framework which underpins the 2008 budget
under preparation.

V. THE PROPOSED OPERATION AND POLICY ACTIONS
A. OVERALL DESCRIPTION

45.  The objective of the proposed second PRSC is to support the Government’s anti-poverty
strategy (as articulated in the EGPRSP, the NDS and the EU-Moldova action plan). The
Government is pursuing a comprehensive development strategy focusing on accelerating
Moldova’s transition from a command to a market-based, private sector-led, economy; from an
economy largely dependent on agriculture to one based on manufacturing and services (both in
the urban and rural areas). Towards this end, the Government is promoting improvements in the
quality of governance and strengthening the efficiency of public expenditures and public
administration.

46.  The proposed second PRSC - largely unchanged from the first PRSC - selectively
supports those areas of the Government strategy where the sustainability of the key reforms
requires consolidation, prioritization, cross-cutting support, and deepening to make real progress
on the growth and poverty reduction agenda:

1. Improving the Investment Climate, through key policy actions to improve the investment
climate and foster a more competitive enterprise and farming sector.

2. Improving the Efficiency and Management of Public Resources, by helping the
government build a meritocratic civil service, improve the strategic allocation of public
finances, improve the efficiency of public resource use thereby yielding increased fiscal
space for more public investment spending without crowding out the private sector.

3. Strengthening Pension and Social Assistance Systems by supporting further reforms to
pension and social assistance systems, including better targeting of vulnerable groups by
these programs.
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Table 5. PRSC2 Triggers

PRSC2 Trigger : PRSC2 Trigger ‘Comment
(as in PRSC1 Program Document)
Maintain satisfactory Unchanged.

macroeconomic framework.

Implementation of the transitional
provisions of the Law on Basic
Principles and Mechanisms of State
Regulation of Business Activity.

Implementation of the transitional
provisions of the Law on Basic
Principles and Mechanisms of State
Regulation of Business Activity
through the Government adoption
and submission to Parliament of a
draft law covering amendments to
80 laws.

Government has completed the
critical stage of adopting and
submitting to Parliament the
amendments. Parliament has
broadened this reform effort. Asa
result, more time was needed for
final Parliamentary approval and
promulgation.

Begin implementation of an action
plan to cover, inter alia,
liberalization of the import regime
for seeds and seedlings;
improvements in agricultural
product standardization and
certification system; and
development of a Market
Information System, including
scaling up dissemination of cereal
and oilseed prices to cover prices on
domestic markets.

Unchanged.

Adopt new Civil Service Law that
defines the scope of the civil
service, contains guiding principles
for competitive merit based
appointments and promotions, posts
classification and grading and
institutional responsibilities civil
service management

Government approves and submits
to Parliament draft Civil Service
Law that defines the scope of the
civil service, contains guiding
principles for competitive merit
based appointments and promotions,
posts classification and grading and
institutional responsibilities civil
service management.

Government has completed the
critical step of adopting and
submitting to Parliament the draft
Civil Service Law. The law has
gone through the first reading.
Government has indicated that
Parliamentary approval and
promulgation is expected by mid-
year.

Prepare strategy for transport
infrastructure management and
financing, with emphasis on road
maintenance, reconstruction and
capital repairs that includes (i)
mechanisms for reform of road
financing; (ii) introduction of
competition in the execution of road
maintenance contracts; and (iii)
participation of road users in the
oversight of road maintenance
financing.

Government adopts strategy for
transport infrastructure management
and financing, with emphasis on
road maintenance, reconstruction
and capital repairs that includes (i)
mechanisms for reform of road
financing; (ii) introduction of
competition in the execution of road
maintenance contracts; and (iii)
participation of road users in the
oversight of road maintenance
financing,.

Government approved the strategy
ahead of schedule and budget for
road maintenance has been
substantially increased.

Strategy to optimize school
networks, based on completed
school mapping, identifies schools
for optimization, defines efficiency
target indicators and pilots new
funding formula.

Draft strategy to optimize school
networks, initiate consultations with
stakeholders, prepare to pilot the
strategy in 2 rayons.

Trigger modified to allow time for
broad consultations necessary for
developing consensus behind this
reform effort

Pension law amended to enable
pension payments to be made based
on individual pension contributions.

Government adopts and submits to

Parliament the draft amendments to
the pension laws to enable pension

payments to be made based on

Government has taken critical step
of adopting and submitting to
Parliament the draft amendments to
pension laws. Government has
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individual pension contributions. indicated that final Parliamentary
approval and promulgation is
expected by mid-year.

Table 6. Proposed PRSC3 Triggers

1. Maintain satisfactory macroeconomic framework

2. Adopt and submit to Parliament amendments to the Law on Protection of Competition to: (i) provide clearer
definitions of various types of unfair competition by market participants, and (ii) clarify the powers of NAPC in
enforcing fair competition

3. Adopt and submit to Parliament new energy law and start implementing new market rules that would provide
solutions to: (i) cross-border electricity trade and congestion management; (ii) balancing market and settlement
rules; and (iii) gradual power market opening.

4. Adopt regulations and secondary legislation required for implementation of new Civil Service Law, including:
(i) regulation on Classification and Grading of civil service posts, (ii) regulation on the Automated CS Register;
and, (iii) procedures for competitive recruitment.

5. The amount allocated in the National Budget for Road Maintenance and transferred to the Road Maintenance
Fund will represent at least MDL450 million in 2009 (with an upward trend in the years to come). This will be
ensured at the initial stage (2009) through the allocation of equivalent of 80% of revenues from the fuel excise tax
to the Road Maintenance Fund

6. Approve Strategy to Optimize School Networks and begin implementing in 2 pilot rayons including simulation
of the use of a revised funding formula.

Pillar I: Improving the Investment Climate

47.  This pillar of the PRSC program seeks to help Moldova confront business environment
challenges to economic growth identified in the NDS by focusing on the critical areas of
regulatory and administrative barriers, trade facilitation, the development of agricultural markets
and reducing energy vulnerability.

A. Reducing Regulatory and Administrative Costs of Business Regulations

48, During the last few years the Government has launched a comprehensive effort to
improve the business environment by establishing the framework and priorities for implementing
regulatory reform, including curbing business inspections, simplifying business licenses and tax
administration, and limiting mandatory reporting for statistical purposes. With support under
PRSCI1, the Government has undertaken a comprehensive review of executive regulations (by-
laws) and eliminated those regulations that were no longer needed or did not have legal basis.
Despite these efforts, further deregulation is needed to make Moldova’s economy more
competitive and more attractive for local and foreign investors, as reflected in the country’s
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standing in Bank’s DB report.® The NDS recognizes the importance of: (i) further streamlining
of business registration, and post-registration procedures of issuing permits, licenses and similar
documents; (ii) continuing of the process of reducing the number of state controls and
inspections; and (iii) increasing the efficiency of paid regulatory services offered by public
authorities, by setting fees for these services at cost recovering levels or providing services for
free whenever there are no additional costs.

49.  The Government implemented the transitional provisions of the Law on Basic Principles
and Mechanisms of State Regulation of Business Activity (Law 235) through the adoption of
Government decision No. 690, dated June 18, 2007 and submission to Parliament of a draft law
covering amendments to 80 laws. This second phase of the regulatory “Guillotine” entailed a
comprehensive review of legislative acts affecting business entry, exit and operations.
Underscoring the importance placed on this effort, Parliament established a special commission,
assisted by independent experts and the Business Advisory Board to review and extend this
reform effort. Two legislative packages - Law 280, covering amendments to some 80 laws
proposed by the Government; and Law 281, covering additional amendments to a number of
laws proposed by Parliament (at Speaker's initiative), including crucial amendments to Law on
Licensing — have been approved by Parliament in December 2007 and sent for promulgation to
Presidential Administration.. Starting with January 2008, Regulatory Impact Assessment (RIA)
has become mandatory for all new regulations affecting business.

50.  PRSC3 would further support the Government’s efforts to improve the business enabling
environment by strengthening the legal and institutional framework for protection of
competition. The National Agency for Protection of Competition (NAPC) was established in
February 2007 and has now become fully operational. The very first actions by NAPC, however,
have revealed that the framework law on protection of competition, passed in 2001, requires
substantial amendments in order to bring it closer to Moldova’s changed economic realities and
EU good practices. With TA provided by the Bank, the authorities are now working on a set of
amendments to the law aimed at: (i) providing clearer definitions of various types of unfair
competition by market participants; and (ii) clarifying the powers of NAPC in enforcing fair
competition. Following extensive public consultation process, currently underway, these
amendments are expected to be enacted by Parliament by mid-2008.

B. Improving Trade Facilitation

51.  Inefficient and costly border procedures exacted a significant cost on businesses,
undermine export competitiveness, making the country less attractive to foreign investment, and
reduced the ability of domestic firms to participate in global production networks. The Moldova
Customs Service (MCS) has significantly improved its performance over the past several years,
aligning legislation and regulations to EU standards, as well as automating the Customs
declaration processing in the course of implementing ASYCUDA-World as well as establishing

®In Doing Business 2008, Moldova’s overall global standing on the ease of doing business has declined compared
to the past year, slipping from 90th to 92nd. Although the decline is relative, reflecting the fast pace of reforms in
other economies and the expanded coverage of the report, the deterioration is also due to remaining inefficiencies in
Moldova’s business environment, particularly in the field of construction licenses and permits. The report also
makes note of Moldova’s recent progress with implementation of regulatory reform, which due to the timing of the
report has not been fully reflected in the Doing Business rankings.
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a dedicated risk analysis and post release audit units. This has contributed to the simplification
and rationalization of procedures while increasing compliance by the business community. The
MCS has established a system for collecting Customs border and clearance performance
indicators and reporting, previously maintained under the TTFSE project.

52.  Under PRSC3 the number of control agencies at the border will be reduced in line with
EU practice. There are currently up to nine agencies present at border crossing points. It is
estimated that one-third of the border entry processing time is rightly attributed to the Customs
Service, another one-third is taken by the other agencies that are present at the border (often just
to collect fees). A significant portion of the remaining time reflects the poor organization of
traffic flows resulting from the high number of agencies present at the border. Consolidation of
these efforts would contribute to greater efficiency and improved trade facilitation.

C. Developing Agricultural Markets

53.  Moldovan farmers generally receive less for their outputs and pay more for their inputs
relative to international parity prices than they should. This has squeezed farmer incomes,
limited investment in the sector, reduced the scope for farm restructuring, and decreased returns
to factors such as land and labor. The causes for this are various policy distortions and market
imperfections that vary by sub-sector. Under PRSCI, the Government eliminated the
requirement that commodities (particularly, cereals and oilseeds) pass through the Universal
Commodities Exchange. This requirement restricted exports and contributed to a wedge between
international and farmgate prices. To better inform agricultural producers on international market
opportunities and trends in commodity prices, the Government has begun disseminating, with the
help of agricultural NGOs, information on regional prices for cereals and oilseeds in the local
media, as a precursor to the development of its own market information system. However,
Government has continued to demonstrate a worrying tendency to interfere in the normal
functioning of agricultural markets, including by supporting restrictions on grain exports,
restricting exports of bulk wine and creating a state-sanctioned monopoly for sales to Belarus,
and restricting imports of livestock products through a cumbersome and opaque permitting
system.

54,  Under PRSC2, the Government approved an action plan - as part of its overall agriculture
strategy - that starts the process of liberalizing the import regime for seeds and seedlings,
improving the agricultural product standardization and certification system, and developing a
market information system to include the collection and dissemination of information on
domestic cereal and oilseed prices. The Government also conducted a review of the impact of its
export market liberalization efforts, with an emphasis on cereals and oilseeds. The 2007 drought,
which destroyed a large part of Moldova’s cereal crops, complicated the analysis since Moldova
moved from being a net food exporter to a net importer. Confronted with rising cereal prices the
Government temporarily suspended the VAT on imported wheat. This policy action contributed
to the continued price discrimination against domestic farmers. One of the challenges
confronting the Government in undertaking this technical price analysis on a regular basis is the
lack of capacity and absence of good price data. In addition, the Government undertook a study
entitled “Food Security and Grain Price Stabilization”. The study highlighted the inefficiencies
and distortions stemming from Government’s “cheap bread” policy. Given the way this policy
has been implemented, it has contributed to lower farmgate prices, financial pressures on private
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bakeries, inefficient and non-transparent use of public resources in the operation of the state
grain reserve, and poor targeting of beneficiaries. Influenced largely by the study, the
Government prepared an “Action Plan” for reforming part of the current system of social bread
prices and the material reserve. The “Action Plan” is positive and largely consistent with the
study, but is more a statement of principles rather than an actual action plan. The Action Plan
touches issues such as revising current operational rules for the Strategic Grain Reserve, equal
access to the grain provided for public and private enterprises, and the maintaining of a favorable
trade climate for cereals.  Finally, the Government adopted a law on Savings and Credit
Associations that provided for multi-level licensing and reporting and supervisory requirements.

55.  ltis clear that the agricultural sector would benefit from an acceleration and deepening of
reforms in a number of these areas. Improving farmer’s access to new seed varieties, and
adjusting Government seed regulations and regulatory practices toward EU practices would be
desirable. Similarly, while price information is being provided to farmers with the help of two
local NGOs, this information is still being offered on a piecemeal basis, through a variety of
channels that are not widely accessible to farmers (i.e. internet), are not provided with sufficient
frequency, and often only reach farmers after a long delay. Finally, concrete actions need to be
developed, agreed, and implemented to improve cereal and bread market policies.

56.  For PRSC3, the Government will continue implementation of the Action Plan, including:
scaling up of the market information system to cover all basic commodities accounting for at
least 5 percent of value of agriculture production. Dissemination will be expanded to include
radio and local newspaper, and price data will be disseminated more frequently; improving the
transparency and effectiveness of the Government grain policy, by establishing transparent rules
defining how and when the Strategic Grain Reserve should intervene (i.e. define “food
emergency”) and begin implementing those rules, and making public the finances of the State
Grain Reserve.

D. Reducing Energy Vulnerability

57. Due to the near total dependence on imports in meeting its primary energy needs,
Moldova will continue to be vulnerable to energy price shocks. Natural gas prices have increased
from $80 per thousand cubic meters (mcm) in 2005 to $190 as of January 2008 and further
phased increases will take place over the next five years to reach levels comparable to those
charged to Europe. In addition, the cost of electricity imports, previously maintained at a
relatively low level by Ukraine, have also started to increase as the price of natural gas
confronting Ukraine approaches the European parity price. Moldova has dealt with the energy
price shocks by passing the full cost of higher imported energy onto the final consumers.
Recognizing that these higher costs have poverty implications, the Government has significantly
increased transfers to households (by over 1 percentage point of GDP). Since existing transfer
mechanisms suffered from significant targeting leakages, the Government is reforming its social
assistance program by introducing a means testing mechanism thereby allowing scarce fiscal
resource to be more efficiently targeted at vulnerable households.

58.  Under PRSC2, a new comprehensive energy efficiency strategy was adopted that

includes measures to (i) adjust and maintain energy tariffs at full cost recovery level; (ii)
maintain the high cash collections rates for natural gas and electricity; (iii) return Termocom and
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Combined Heat and Power plants to financial viability; (iv) develop incentives and other
measures to promote and facilitate investments in energy efficiency, energy savings, and
alternative (renewable) energy resources; and (v) improve institutional capacity in the
government and ANRE for contingency planning and rapid response to an uncertain evolution of
energy prices in the medium-term.

59.  Under PRSC3, the Government will enact a new energy law and start implementing new
market rules that would provide solutions to: (i) cross-border electricity trade and congestion
management; (ii) power system balancing and settlement; and (iii) gradual power market
opening.

Pillar II: Improving the Efficiency and Management of Public Resources
A. Building a Meritocratic Civil Service

60. Moldova aspires to improve the quality of the public administration as a measure to
deepen the impact of the government policies and raise quality of services to the citizens. While
Moldova has been introducing elements of a modern civil service, there remains a significant
shortage of highly skilled civil servants capable of performing analytical work, developing
modern legislation, and providing high quality policy advice to the policy-making officials.
Raising civil service professionalism in Moldova will require improved civil service training,
performance management, and adequate incentives. It is also important to establish sound legal
protection for unbiased performance of the civil service duty as required by law, without
interference and undue influence. Under PRSCI, The Government of Moldova has adopted a
Strategy of Central Public Administration Reform which set out an ambitious agenda aimed at
modernizing its civil service to European standards. Competitive merit based recruitment and a
sound system of remuneration lie at the core of the civil service reform.

61.  The draft civil service law that was adopted by Government and submitted to Parliament
establishes merit principles in recruitment, defines responsibilities to act in accordance with the
law, obligations to raise professionalism, and rights for legal and social protections of civil
servants. During drafting, the Government sought inputs from various internal and external
stakeholders. The draft civil service law was been examined by SIGMA/OECD to ensure the
compatibility with EU standards on professional civil service. Final approval of the draft law is
expected to take place by mid-year.

62.  Under PRSC3, following the approval of the law, the government will adopt regulations
and secondary legislation required for implementation of the new law. This includes: adopting
regulation on classification and grading of civil service posts; approving a regulation on the
Automated CS Register; and revising and approving procedures for competitive recruitment. A
new civil service register is currently being designed and will be used as a tool for monitoring of
competitive hiring and promotions. The responsibility for the central civil service management
function will be assigned to the Government Office.
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B. Implementing a Transparent and Uniform Remuneration System

63.  Low public sector wages makes it difficult to attract and retain skilled civil servants,
particularly for those positions that require new public management skills. Under PRSC! the
Government began increasing basic salaries for civil servants. The public sector system of
remuneration still suffers from a number of unresolved problems: high pay compression; high
share of additional payments (base pay is less than 50 percent of take home pay); weak guidance
for managers on how to implement performance related benefits; and a lack of a central payroll
database across the various ministries/agencies. As increments between the salary grades are
very small, remuneration does not play a role in career motivation. The difficulty of introducing
a modern motivating pay system in the civil service stems from an ineffective system of job
classifications and absence of an analytical basis to establish equitable pay. The factors
determining the size of remuneration for civil service jobs are not defined. This prevents the
decision on salary levels from using sound analytical basis, giving rise to perceptions of
imbalance between the pay and job demands and obligations.

64.  The Government has started to develop a modern and efficient system of classification of
the civil service posts, including criteria for assessment of posts against a system of criteria
characterizing the job (e.g., required level of knowledge and skills, managerial and decision-
making responsibility, the value of job outputs, etc.). Further, the Civil Service Law that was
submitted to Parliament defines the scope of the civil service to cover permanent administrative
positions in the public administration.

65.  Under PRSC3, the Ministry of Economy and Commerce in cooperation with the civil
service management body, will complete drafting civil service classification and grading system
based on revised job descriptions; develop (amend existing) legislation which introduces new
affordable, transparent, and uniform pay system for civil servants. Responsible line ministries
and institutions will develop and adopt a public employment action plans which aim at
improving pay conditions in the public service while gradually optimizing the structure of the
public employment to better match government programs. Concurrently, the Government Office
initiated a process of strategic planning in line ministries which envisages that medium-term
strategies, aligned with the National Development Strategy, will inform institutional
restructuring and better allocation of staff. Indirectly, the work of NDS will support more
strategic sector policy planning, which will lay the basis for employment rightsizing.

C. Improving the Strategic Allocation of Public Resources

66.  Allocating public resources to policy priorities to achieve decisive impacts with
government programs is the hallmark of efficient governments. Towards this end, Moldova has
been strengthening its resource allocation processes by expanding the coverage of sectors
included in the MTEF. A project identification form database to enable better prioritization,
preparation and appraisal of public investment projects has been introduced. These efforts have
contributed to better public expenditure planning, thereby facilitating the more effective
allocation of resources to meet stated policy objectives.

67.  The Government has strengthened the central policy coordination capacity to facilitate
agreement on the policy priority framework early in the MTEF process by establishing a central
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policy unit in the Government Apparatus reporting directly to the Cabinet of Ministers. In
addition, policy units have been established in eleven key line ministries and will soon be
established in all the remaining ministries. While policy coordination capacity in the
Government Apparatus will take time to develop (with the support provided under the Multi-
Donor Trust Fund), the Ministry of Economy and Trade in coordination with the central policy
unit and the Ministry of Finance has been leading the work with line ministries to improve result
focus of government programs and improve realism of planning by imposing budget constraints.

68. By PRSC3, the central policy unit, in coordination with the Ministry of Economy and
Trade, is expected to prepare a proposal on policy framework - based on the NDS - to be
approved by the Cabinet of Ministers as a guiding document for MTEF. As the capacity of the
Central Policy Coordination unit in the Government Office reaches adequate level, this unit will
provide strategic and day to day support to the Government policy decision-making, as well as
will contribute to the national development planning process. The Government will continue
implementing the project identification database for sector investment priorities.

C. Restructuring Public Expenditures

69. Since 2000, the Government has placed a heavy emphasis on increasing social spending —
pensions, social assistance, education, and health spending comprise over 65 percent of total
general government expenditures. With fiscal resources scarce, improving the efficiency and
targeting of social spending, particularly in the education and health sector, will be required if
the Government is to achieve the growth and poverty reduction objectives of the NDS. Sustained
economic growth will also require more pro-growth public investment spending, particularly on
the transportation infrastructure, and an improved allocation of agriculture spending to enhance
long run capacity in that sector.

C.1 Agricultural Spending

70.  Approximately 50 percent of agricultural land being used by large, corporate farms that
are largely unreformed since the Soviet collective farm period. While these corporate farms are
less efficient than individual (peasant) farms, the Government has channeled the majority of
Agricultural public expenditures and subsidies to these large farms. To facilitate continued farm
restructuring, the PRSC program has supported the Government’s efforts to create a level
playing field for individual farms. At the same time, the PRSC program has supported the
Government’s efforts to redirect inefficient spending on recurrent subsidies towards growth
enhancing public services and investments - such as development of standards, research,
extension, agricultural education and training, and investment in market infrastructure - required
to increase the competitiveness of the new class of independent family farmers.

71.  While, under PRSC! the Government refrained from providing any debt relief targeted at
agricultural enterprises/producers, as part of its wider corporate tax reform effort, the
Government wrote off all tax debts for all economic agents as of January 1, 2007. The
Government also removed all restrictions on access to subsidies and supports based on farm
ownership structure or size — an important step towards reducing the spending bias towards large
farms, increasing opportunities for individual farms, and further promoting farm restructuring. In
recent months, however, the Government reintroduced a minimum 5 hectares farm size
requirement for vineyards subsidies.
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72.  The Government was to begin restructuring agriculture expenditures by significantly
increasing expenditure on growth-enhancing services (as a percentage of total agriculture
expenditures) and reducing the corresponding share of subsidies. Further, within the diminishing
expenditure share for subsidies, priority was to be given to measures that demonstrably enhance
the long-run productive capacity of the sector by supporting the creation of long-lived assets, for
example, new vineyards, orchards, new genetic livestock strains, etc. The share of purely
recurrent subsidies, such as product or input subsidies, was to be correspondingly reduced.

73.  However, the Government’s urgent response to the 2007 drought led the Government to
deviate from its intended objective of reallocating these expenditures. Responding to political
pressure, the government passed a mid-year budget amendment allocating an additional 200
million lei to support the agriculture sector (i.e. to finance the purchase of destroyed seeding
materials, pay for electrical power for irrigation, fuel, fertilizer etc.). For the most part, these
additional expenditures were directed to existing beneficiaries and as a result, most individual
(peasant) farms did not receive needed public assistance (though a sizable amount of direct
foreign assistance — both in cash and in kind - was made available to these farmers). As a result,
in 2007, Agricultural subsidies in general and recurrent subsidies in particular, increased in
share. The 2008 budget, which was approved at the end of last year, substantially increases the
share of spending going to services and investment subsidies, putting the Government back on
track towards meeting the PRSC program outcome indicators.

74.  The Government also undertook an evaluation of the existing anti-hail rocket system.
While the evaluation did not result in a change in expenditure policy, the recently developed
Agricultural Sector strategy revealed the Government’s intention to explore other risk mitigation
measures. Further, the Government has completed a study on streamlining and modernizing the
agricultural research, training, and education system. The adoption of an action plan, will follow
extensive consultations with other stakeholders, including the Public Academy of Sciences.

75.  For PRSC3, the government will continue reallocating agricultural expenditures (in any
FY08 mid-year budget amendments and in the preparation of the FY09 budget) to growth
enhancing measures. It will also finalize and begin implementing the Action Plan to streamline
and modernize the agricultural research, training and education system. The Government will
increase the share of subsidies going to individual (peasant and household) farms, with the
objective of increasing by at least 5 percentage points each year (assuming sufficient
applications). It will also collect data on beneficiaries of subsidies (including VAT output, MTS,
and vineyard) by farm type and farm size.

C.2 Transportation Infrastructure

76.  The rapid deterioration of Moldova’s transportation infrastructure over the transition
period has significantly increased the cost and reduced the quality of transportation services with
a particularly strong impact on the country’s poor. Recent annual budgets for road maintenance
represent only a small fraction of the expenditures needed to prevent further deterioration.

77.  The Government has prepared and adopted ahead of schedule a Land Infrastructure
Transportation Strategy that includes reform of road financing, introduction of participation of
road users in the oversight of road maintenance financing, and increased competition in the
execution of road maintenance, repair, and rehabilitation contracts. With financial support of the
Bank, EBRD and EIB, the Government’s road program has been launched and a significant
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increase in resources is being directed towards road maintenance. Starting in 2009, some 80
percent of the fuel excise tax will be channeled into road maintenance. This percentage is
scheduled to increase to 100 percent in subsequent years. In the 2008 budget, spending on road
maintenance, reconstruction and capital repairs will amount to $58 million.

78.  Under PRSC3 the amount allocated in the National Budget for Road Maintenance and
transferred to the Road Maintenance Fund will represent at least MDL450 million in 2009 (with
an upward trend in the years to come). This will be ensured at the initial stage (2009) through the
allocation of equivalent of 80% of revenues from the fuel excise tax to the Road Maintenance
Fund.

C.3 Spending on Education

79.  While Moldova’s public spending on education is comparable to OECD and upper-
middle income countries, there are a number of inefficiencies and inequities confronting this
sector. In terms of access, Moldova is lagging behind many of its neighbors. Inequities between
income groups are pronounced, with the problem even more pronounced if one makes the
distinction between urban and rural students. Inefficiencies, mainly resulting from the slow
adaptation of education expenditures and norms to changing demographics, are reflected in the
fall in average pupil/teacher ratios over recent years. A continuing anomaly in Moldova's
education system is the large number of non-teaching relative to teaching staff.

80.  The Government prepared a draft strategy to optimize school networks that identifies
schools for optimization, defines efficiency target indicators, and has plans for developing a new
funding formula. Given the challenging political dimension of this task, the Government has
undertaken consultations with stakeholders. Preparations for piloting the strategy in the
upcoming school year have already started.

81.  For PRSC3, the Government will approve the Strategy. Optimization results will require
alignment of the planned Decentralization Law with the revised Law of Local Public Finance
and the Education Law. The Government will pilot implementation of the optimization strategy
in two rayons, including the simulation of the allocation of school budgets under the revised
funding formula.

C.4. Spending on Health

82.  Efforts at reforming the Moldovan health sector include closing unnecessary health
infrastructure and emphasizing more cost-efficient service delivery at primary care settings. The
reform agenda however is still incomplete and has not yet achieved the original aims of equitable
coverage of the country with good quality primary care. With the launch of mandatory public
health insurance in 2004, public health expenditures, particular those focused on primary health
case have increased sharply.

83.  The Government has increased allocation to primary care from the Health Insurance
(HIC) budget to over 30 percent. Further, procedures for the direct contracting with autonomous
primary care providers are now in place which will allow for further increases efficiency and
transparency in the health sector. Indeed, since direct contracting has been extended to all
regions in the country as of January 1, 2008 and since 17 primary care centers are already under
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such direct contracts, the Government has already achieved the 5% target that were expected to
be achieved under PRSC3.

84.  In light of the advancing reform agenda in this sector, the MOH has indicated that
twenty-five percent (25%) of rayon level primary care centers (i.e., 9 out of 35) will be managed
by competitively-selected managers. Pilot projects indicate increased patient satisfaction and an
increase in motivation and accountability as a result of decentralized management. In addition,
there is evidence that autonomous primary health care centers have employed the flexibility
offered by such contracting arrangements to use the funds provided by the NHIC to better meet
the needs of their catchment population. The MOH, therefore, passed a resolution to separate the
management of primary care centers from rayonal hospitals (effective January 1, 2008). Rayons
can choose among several options: have one manager for all primary care facilities, have few
facilities grouped together with several managers in one rayon, or direct contracting for a facility.
Under this new scheme, primary health care managers will be selected on a competitive basis.

D, Public Procurement

85.  The Bank has been actively involved in supporting public procurement reform in
Moldova since 1997. Throughout this time a steady improvement in aspects of public
procurement has been observed while, at the same time, a distinct deterioration in the
institutional framework has occurred. Under PRSCI, competition for public procurement
contracts was increased with a significant drop in the number and value of public procurement
contracts awarded using sole source and a steady increase in the number and value of contracts
awarded through open tendering.

86. A new Public Procurement Law was enacted that brings Public Procurement in line with
international standards and practices and addresses many of the weaknesses identified in the
previous 1997 law. The more positive aspects concern the decentralization of procurement
function to the spending entities, a greater degree of separation in responsibilities within public
procurement and increased transparency. The law is clearly oriented towards approximation of
EU Directives and Regulations. However, despite the positive progress there are still a number of
shortcomings. The new law has not satisfactorily addressed the institutional framework, namely
the independence of Procurement Agency. It places public procurement in the Agency for
Material Reserves, Public Procurement and Humanitarian Aid. While this agency is itself
independent, but does not guarantee full independence of public procurement as the Agency still
carried out other conflicting functions. Whereas the Director (responsible for material reserves
and humanitarian aid) and Deputy Director (responsible for public procurement) are both
nominated by the Prime Minister the Deputy Director still remains answerable to the Director
which does not provide nor guarantee the full independence of the procurement function.

87.  Under PRSC3, the Government will address institutional reporting arrangements to avoid
conflict of interest in the public procurement supervisory function. Further, the Government has
indicated it would like to undertake a benchmarking exercise of public procurement along the
lines of the OECD/DAC indicators. The Government will also begin undertaking its Action Plan
for implementation of Public Procurement Law as well as the develop a medium-term Action
Plan for the development of the public procurement function that ensures adequate staffing and
funding for the Procurement Agency.
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Pillar III: Strengthening Pension and Social Assistance Systems
A. Completing Pension System Reform

88.  Although the administration of the social insurance system has improved in recent years,
pension reform, however, remains incomplete and the general pension law (1999) is not being
fully implemented. To fully implement the reform program, the Government aim to: (i)
implement the contribution-based pension payment benefits; and (ii) unify the pension system
for all types of pensioners (non-farmers, farmers and privileged). Toward these ends, under
PRSCI1, the Government has reduced data entry back log of individual contribution in the
computerized contribution database and developed an agricultural pension reform strategy.

89.  Amendments to Law on the State Social Security Pension (Law 156) and Law on Public
Social Insurance System (Law 489) were adopted by Government and submitted to Parliament
clarifying that individual pension contributions are the basis for pension calculations. In addition,
the Government has prepared a strategy to unify the pension system for all types of pensioners
(non-farmers, farmers and privileged).

90.  Despite progress on these fronts, other measures need to be in place—such as
clarifications to Article 29 of Law 489 - to ensure the proper functioning of a Moldova’s
contribution-based pension benefits system. In addition, the transition to such a system may
entail some short-term social costs as some employees, for example, may find that their
employers have not been paying their contributions fully. A mechanism is required to facilitate
the verification of the accuracy of the contributions record. Furthermore, the current database
includes data on calculated contributions only; instead data on the actual contributions should be
entered into the new system to enable calculations of pensions based on actual contributions. The
Amnesty Law that became effective at the beginning of this year also served to weaken the
incentives to participate and contribute to the system.

91.  Under PRSC3, the Government aims to begin paying pensions based on actual
contributions registered in the individual accounts. For this to take place, the Government will:
complete the draft strategy to unify the pension system. The strategy should address the need to
equalize benefit calculation/entitlement rules for all categories of contributors following a period
of transition, eliminate privileges and strengthen the link between contributions and benefits
including changing the second part of the benefit formula to include revaluation of wages; amend
the Law on Public System of Social Insurance (Law 489, Article 29) to specify that pension
benefits are based on actual contributions paid; Adopt and submit to Parliament an amendment to
make mandatory the issuing annual statement providing summary information on individual
pension contributions to date to all individual insured contributors to ensure that accurate
information is kept in the contribution database and that social fund contributions are properly
collected.

B. Enhancing the Distribution Efficiency of Social Assistance Benefit

92.  Moldova’s social assistance system today consists of some 13 types of cash benefits. In
light of recent and projected increases in energy and food prices, these programs need to play a
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critical role in reducing the adverse shock on the poor and the vulnerable. However, Moldova’s
social assistance system suffers from poor targeting efficiency with a large part (45 percent) of
the benefits of these programs accruing to the non-poor. In addition, social assistance programs
are administered by several government agencies each of which has independent beneficiary
registries and payment databases. The existing arrangements make it very difficult to assess the
overall impact and effectiveness of social assistance programs to the government. They also
make it more difficult for the poor and the vulnerable to access social assistance programs.

93.  Given the extent of in-kind and informal income in Moldova, any type of income
targeting is likely to lead to substantial errors of inclusion; thus some type of categorical
targeting may be a necessity. Nonetheless, it is still necessary to improve the targeting of social
assistance programs to ensure that they are focused on the poor and the vulnerable. To improve
targeting of social assistance programs and gain efficiency in program administration, the
Government’s reform agenda focuses on: (a) developing and adopting a strategy for improved
targeting for social assistance programs; (b) undertaking a financial and impact assessment of
social assistance programs; (c¢) developing and implementing an information system for
improved record keeping and information sharing; and (d) consolidating/rationalizing the
administration of social assistance programs.

94,  The Government has approved a draft Law on Targeted Social Assistance, which
establishes the legal basis for targeting poor Moldovans. The Government has also completed the
system concept design for a unified database of the beneficiaries of cash-equivalent social
assistance program.

95.  Under PRSC3, the Government will develop regulations for implementation of the Law
on Targeted Social Assistance in order to begin implementing the law upon promulgation. It will
also develop a computer system for the administration of targeted poverty benefits and for the
provision of the consolidated social assistance database (development and approval of technical
specifications).

V1. OPERATION IMPLEMENTATION
A. POVERTY AND SOCIAL IMPACT ANALYSIS

96.  The first PRSC endeavored to assess the likely distributional consequences of key policy
reforms, including the Government’s efforts to maintain cost recovery energy tariffs by
continuing to allow full-pass through of energy price increases and the implementation of the
strategy for optimizing school networks. The likely poverty and social consequences of
macroeconomic shocks—such as the recent drought and rising international food prices—have
been a cause for concern.

97. In light of the potential social consequences of reform, analytical work on the social
impact of rising energy prices, options for reform in the education sector, and mitigation
measures for easing the reform process informed the PRSC program preparation process. As the
second PRSC moves forward, the introduction of a better targeted social assistance system for
the most vulnerable groups in the economy is a major step toward mitigating the likely social
consequences of any policy reform, as well as the poverty consequences of macroeconomic
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shocks more broadly. With respect to the network optimization program in the education sector,
the PRSC2 team has encouraged a more cautious approach and has supported the Government’s
effort to undertake consultation on the strategy.

B. IMPLEMENTATION, MONITORING AND EVALUATION

98.  The administration of this credit will be the responsibility of the Ministry of Finance. To
facilitate program implementation and the coordination of activities, the Government has
appointed an Inter-ministerial Steering Committee chaired by the First Deputy Prime Minister.
This Committee is composed of representatives of key Ministers. The Steering Committee will
be assisted by a Technical Committee comprising high level staff from various line ministries,
including the Ministries of Agriculture and Food Industries, Economy and Trade, Education,
Finance, Industry and Infrastructure, Health and Social Protection, Transportation and
Telecommunications, and the Moldova Customs Service.

99. A multi-donor supervision effort will be aligned with the existing government-led
monitoring and evaluation system for the EGPRSP, the Moldova-EU Action Plan and the MTEF.
The Government’s PRSC program Steering Committee will be responsible for monitoring the
PRSC program and all benchmark and outcome indicators. These benchmarks and indicators can
be found in the PRSC Policy Matrix in Annex 2. The specific benchmarks and outcomes to be
monitored have been drawn from the Government’s overall development program, thus
providing significant benefits in reducing transaction costs for the Government. The overall
reform effort will be reviewed by the Government in close coordination with regular multi-donor
missions to ensure continued implementation of the program within an adequate macroeconomic
policy framework. Given satisfactory progress, Moldova’s reform program will be supported by
subsequent PRSCs under the programmatic lending framework, subject to the approval of the
Board of Executive Directors.

C. FIDUCIARY ASPECTS

100.  Public Financial Management (PFM). Strengthening public financial management is a
Government’s priority under National Development Plan 2008-2011. The priority areas of
activity include: (i) improving public resource allocation by introducing modern budget
preparation practices; (ii) strengthening financial discipline by modernizing the treasury system
and budget execution procedures; (iii) improving public debt management to minimize debt
service costs; (iv) improving fiscal administration and increasing the effectiveness of financial
controls; (v) increasing the efficiency of budget management through introduction of an
integrated financial management information system; and (vi) harmonizing the budget and fiscal
legal framework with European Union standards. The weaknesses in the current PFM system in
Moldova are mainly due to institutional capacity issues typical for a country in transition. The
fiduciary risk assessment annex of the most recent PEFA report (2006) notes that Moldova
remains a high risk country but has good chances to improve its rating to “medium” risk
provided ongoing reforms are implemented effectively and efficiently. The progress achieved in
the main areas of PFM reforms and the remaining weaknesses are summarized below.
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101.  Budgeting. The Government has been undertaking noticeable efforts to consolidate the
budget formulation process. The remaining weaknesses in the budgeting area include the need to
maintain adherence to the existing budget calendar and improve expenditure planning at the line
ministry level linking it to sectoral policy priorities. Under the NDS, efforts to better link policy
priorities through the use of annual NDS action plans are underway. Further strengthening of
budget formulation methodologies is a component of the PFM project currently under
implementation.

102, Internal controls over budget execution. Moldova has made important progress in
developing the national treasury system. Controls over budget execution have been significantly
strengthened through gradual expansion of the treasury coverage that started in 1997.
Weaknesses in treasury operations are largely being addressed under the PFM project through
creation of a comprehensive FMIS. Significant improvements were made in 2007 in functioning
of the treasury single account, cash management and forecasting.

103.  Procurement. A new public procurement law, which entered into force in October 2007,
has largely brought Moldova legislation in line with international good practices. The new law
contains some weaknesses: (i) the issue of independence of the Procurement Agency still
remains (i.e. the procurement agency function will remain part of Agency for Material Reserves,
Public Procurement and Humanitarian aid responsible for procurements for State reserves); and,
(ii) the complaints procedures and mechanisms are not adequate, particularly institutional
arrangements (i.e. the same Agency is responsible for complaints resolutions). Overall
procurement outcomes are favorable - the practice of single source tendering has been
significantly reduced while the percentage of contracts awarded using open tender procedure has
increased.

104.  Accounting and reporting. Under the PFM project, the Government is preparing for
important changes in public sector accounting and reporting. The new integrated budget
classification and chart of accounts system is being developed on the basis of the GFS2001
standards to be launched with the new FMIS. It is expected that in the medium-term the
Government will maintain cash-based accounting for the treasury and modified cash based
accounting for the budget institutions. The new FMIS will enable the Government to produce
consolidated financial statements showing financial position of the Government, and not only the
budget execution reports, as is the practice at the moment.

105. Internal auditing. The internal auditing function of the Government is still at an early
stage of its development. Small internal audit units have been established in the Ministry of
Finance (MOF), State Tax Service, Customs and National Social Insurance House. In addition,
there is a Control and Revision Service (CRS) under the Ministry of Finance. In most cases, the
CRS is performing ex-post verification of budget execution. Development of a modern internal
audit function within the Government is a component of the PFM project.

106. External auditing. Audit methodologies require further improvements despite
introduction of a number of internal manuals and guidelines. Modern audit concepts were
introduced into the Court of Accounts Law through 2005 amendments but there is still a need for
the Parliament to pay sufficient attention to the audit reports. The current system of nominating
members to the top management body of the Court of Account (COA) does not guarantee
independence and there is an element of political influence in the working of the COA. The COA
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has indicated its willingness to develop into a modern external audit institution. Technical
assistance is being provided by the Swedish and British national audit offices to support the
implementation of the COA’s Strategic Development Plan.

107.  Reforms to strengthen the public financial management framework. Weaknesses in the
Moldovan public financial management system are well understood and a broad PFM reform
program is under way. As a result of these efforts, the credibility of the Moldova PFM
framework has been enhanced. Major assistance is already being provided by the Bank under the
the PFM Project, co-financed by SIDA and the Dutch Government. The PFM project is
supporting improvements in: (i) budget preparation and execution; (ii) accounting and reporting;
(iii) development of FMIS and cash management; (iv) internal auditing; and, (v) PFM related
training. In coordination with the PFM project, DFID is providing support to the strengthening of
the MTEF process, and TA for the Court of Accounts has been launched. Several high priority
reform measures are included in the IMF’s PRGF and the proposed second PRSC (as indicated
in the sections above). The existing instruments already mobilized through a concerted multi-
donor effort appear to be sufficient to support the critical PFM agenda. No additional fiduciary
risk mitigation measures are considered necessary for the present PRCS2.

108. Central Bank and Foreign Exchange Management. The IMF updated its safeguards
assessment of the NBM in 2006 and found that while the NBM has made progress in
strengthening its safeguards framework, certain weaknesses remain. To further improve the
NBM'’s safeguards, the updated assessment recommended: (i) the IMF program data compilation
procedures be formalized delineating responsibilities of the involved departments, and the
Internal Audit Department should include regular audits of the process in its audit plans; and (ii)
the NBM Law be amended to better align profit distribution rules with recapitalization
requirements, and formalize the financial relationship between the NBM and the Ministry of
Finance. NBM financial statements have received unqualified (clean) audit opinions from
international auditors for the past three years (2004, 2005 and 2006). In view of this, there are no
additional fiduciary safeguards considered necessary as far as management of the foreign
exchange is concerned.

D. DISBURSEMENT AND AUDITING

109.  Disbursement and Funds flow. The proposed Credit, SDR 6.1 million (US$10 million
equivalent), will follow the Bank’s disbursement procedures for development policy lending.
The Credit will be disbursed in one tranche immediately upon effectiveness and is not tied to any
specific purchases and no procurement requirements will be needed. The funds will be deposited
at the existing treasury USD account used for receiving support from donors and for making
external payments opened by Ministry of Finance/State Treasury with the NBM, which forms
part of the official foreign exchange reserves. If, after depositing the Credit proceeds, the
proceeds are used for ineligible purposes as defined in the Credit Agreement, the Bank will
require the recipient to refund the amount directly to the Bank, cancelling an equivalent un-
disbursed amount of the credit.

110.  Accounts and Auditing. The administration and accounting of the Credit proceeds will be

the responsibility of the State Treasury of the Ministry of Finance. The standard country rules
will be followed by treasury for administration and accounting. The Government will maintain
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accounts and records, or ensure that such items are maintained, showing that credit
disbursements were in accordance with provision of the Financing Agreement. Such accounts
and records will be maintained in a form acceptable to the Bank. The MOF will be responsible
for the PRSC2’s administration and for preparing the withdrawal application. The PRSC2 will be
subject to ratification by Parliament before it becomes effective. The MOF, with the assistance of
the NBM, will maintain records of all transactions under the PRSC2 in accordance with sound
accounting practices. Within 30 days of the NBM being credited, the MOF will provide to the
Bank a confirmation that the amount of the PRSC2 has been credited to an account that is
available to finance budgeted expenditures.

E. ENVIRONMENTAL ASPECTS

111.  The PRSC program has made an effort to assess and address the likelihood of significant
effects of policies supported by the program on the environment, natural resources, or forests
including assessment of the government’s systems for reducing adverse effects and enhancing
positive effects. Among the areas requiring further attention with respect to its environmental
aspects are the following policy interventions: (i) reduction of the regulatory burden; (ii) removal
of agricultural export restrictions; and (iii) passing the full cost of energy price increase to
customers. The PRSC program identified measures to mitigate some of the potential adverse
consequences of these interventions. Moreover, as the PRSC program moves forward, a number
of ongoing projects financed by the World Bank are serving to mitigate the likely effects of
increased agricultural activity. For example, among the components of the Bank's “Persistent
Organic Pollutants (POPS) Stockpiles Management and Destruction Project” are those aimed at
institutional strengthening, the modernization of current legislation (i.e., those related to the
Stockholm Convention), and the introduction of broader chemical safety approach in the country
consistent with European Union legislation. The project also has a special activity under
Component 2 (Prevention of new Stockpiles of Obsolete Pesticides) that aims to provide support
in promoting best practices in Pest Management in crop production, including Integrated Pest
Management. Furthermore, the GEF “Agricultural Pollution Control Project” is expanding the
use of environmentally-friendly agricultural practices by farmers and agricultural enterprises to
reduce nutrient discharge from agricultural sources to the Danube River and Black Sea.

112. A specific policy area supported by PRSC2 that may have environmental effects is the
promotion of road maintenance, repair, and reconstruction. Such a program conceivably could
have implications for land acquisition or encroachment of forested lands. A complementary,
World Bank-assisted investment project (“Road Sector Program Support Project”), however, is
helping ensure that there are no significant environmental effects from this road rehabilitation
program. In fact, the investment project’s environmental assessment concludes that the project
involves the rehabilitation of existing road networks, and will not require any new road
construction or widening. The common, localized effects of road reconstruction (e.g., dust and
noise, disposal of materials) can also be managed by existing capacity. The investment project
also confirms that materials used in the rehabilitation program will meet international standards
for environmental safety.
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F. RISKS

113.  The risks for this PRSC2 include (i) fiduciary risks; (ii) implementation capacity at the
central and decentralized level; (iii) external shocks; and (iv) political economy risks.

114.  Fiduciary risks. The Government’s continued efforts to strengthen public financial
management and procurement systems are reducing fiduciary risks with regard to the use of
public funds. The PRSC program, as well as the Bank’s and donor’s work in these areas, is
providing assistance to the Government in this endeavor.

115.  Implementation capacity. The Government has limited institutional capacity which could
delay the implementation of its ambitious reform agenda. Most line ministries still have limited
capacity for the systematic selection and appraisal of projects, implementation, and evaluation
and this may lead to the sub-optimal allocation of budgetary resources. To mitigate these risks,
all the reform areas benefit from Bank and donor-supported TA and capacity building programs
or investment operations. In areas where donor engagement is limited, implementation risk will
likely remain high.

116.  Destabilizing external shocks. Greater integration into the global economy, both respect
to trade and labor flows (i.e. remittances), makes Moldova more vulnerable to external market
developments. The price of natural gas imported in Moldova will rise to European levels over the
next five years. Higher electricity prices from Ukraine are also forthcoming. Higher energy
prices may have significant poverty implications with the burden of the price increase falling
disproportionately on the poor and on households with limited alternative sources of fuel. Rising
food prices, stemming from either domestic or international sources, if they outstrip income
growth, could have a disproportional impact on poor households. Under this PRSC2, the Bank is
promoting reforms to improve the efficiency of the energy and agricultural sectors as well as the
Government’s social assistance system. As demonstrated at the Consultative Group meeting,
Moldova will be the recipient of considerable donor financing in the coming years. The Bank,
the IMF and other donors, have shown flexibility in the amount of available financing to
respond, if needed, to external shocks.

117.  Political economy. Under the EGPRSP and the NDS, Moldova has articulated an
ambitious reform program. Over the last few years, the Government has established a steady
track record of reform, albeit with some efforts proceeding faster than others. The extensive
consultations surround the development of the NDS indicate that a high degree of political
consensus has been established behind this reform program. Along with the reaffirmation of
Moldova’s EU aspiration, this give comfort that the agenda laid out in the NDS will be pursued.
However, a number of reforms — civil service, education and agricultural reform - will be
politically challenging particularly as next year’s elections draw closer. These looming elections
may rupture the political consensus that has developed behind the Government’s reform
program. The close linkage between the PRSC-supported reform agenda and substantial donor
assistance (DFID, SIDA, the Netherlands and EU) planned for Moldova continues to be a
mitigating factor.
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Annex 1 - Letter of Development Policy

GUVERNUL \ GOVERNMENT OF THE
REPUBLICH MOLDOVA REPUBLIC OF MOLDOVA
Nr 260 103 Chisinau od e £ sy

Letter of Development Policy

Attention:

Mr. Robert B, Zoellick
President

World Bank

1818 H St., N.W.
Washington D.C., 20433

Poverty Reduction and Economic Growth Reform Program in Moldova

Dear Mr. Zoellick;

The actions undertaken by the Moldovan authorities in line with the Letter of
Development Policy of 2006 have contributed to the improvement of the economic situation:
foreign and structural vulnerabilities were reduced considerably as a result of monetary and
austere fiscal policies and implementation of structural reforms. The present letter reviews
the policies highlighted in the previous letter, updated in light of semi-annual evaluation of
Moldova’s performances in the framework of the poverty reduction program supported
through a tri-annual PRSC Credit.

The Government’s key priorities for 2007 were highlighted in the Economic Growth
and Poverty Reduction Strategy Paper (EGPRSP) and the EU-Moldova Action Plan, the
implementation timeframes of which are expiring at the end of 2007 and early 2008
respectively. The implementation of objectives contained in these two strategic documents
has only been partially accomplished, due to external factors such as the 2006 shocks (double
increase of natural gas prices and wine ban imposed by the Russian Federation), as well as
internal factors such as the 2007 drought, the limited capacity of public administration to
fulfill policy obligations and its dependence on Legislative prerogatives in approving the
proposed reforms, in addition to the limited resources available for carrying out expensive
reforms. In order to extend the resource framework and thus speed up the pace of
successfully accomplishing the proposed objectives, the Government had successfully
secured financial assistance in the amount of 1.2 bin. US dollars in the framework of the
Consultative Group, which took place in Brussels, in December 2006.

Casa Guvernulut, Governmen! House,
MD-2033, Chigindu, Telefot: Fax: MD>-2033, Chisinau,
Republica Moldova ~373.22.250101 +373-22-242696 Moldova {Rep.)
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In order to ensure policy continuity after the expiration of EGPRSP and the EU-
Moldova Action plan, but equally to create an improved framework for prioritizing public
policies, the Government has launched a process for the development of a new medium-term
strategic planning document in early 2007 — the National Development Strategy (NDS) 2008-
2011, NDP moves away from sectorial approach to a model of limited intersectorial
priorities - ,horizontal” approach. As such, the draft NDS strategy contains five key
priorities:

¢ Consolidating a democratic system based on the rule of law and respect for human
rights;

o Transnistrian conflict settlement and the reunification of the country;
Increasing the competitiveness of the national economy;

s Developing human resources, increasing employment and promoting social inclusion;
and

e Regional development.

One of the main goals of NDS is the aggregation of Moldova’s key foreign
commitments into a comprehensive strategy (without substituting bilateral policy documents)
and the creation of a unified system to monitor the successful implementation of these
commitments.

Another important activity pertaining to strategic planning, which was completed in
2007, was the development of a sectorial and economic growth constraints analyses. These
documents were developed in order to identify the intervention areas targeted for the compact
program of the Millennium Challenge Corporation. Similarly to the NDS drafl, the draft
sectorial and cconomic growth constraints reports were supported by a broad participatory
process. The reports identified a range of issues related to investment climate and lack of
adequate infrastructure, which represent the current key constraints hindering economic
growth.

Overall, the key Government priorities for 2008 remain unchanged: poverty reduction
through ensuring macroeconomic stability and sustainable economic growth. We hope to
fulfill these objectives through a modernization of the public service and preventing state
interference in economy, in addition to developing a sound financial system, creating a
favorable investment climate, small and medium business development, infrastructure
rehabilitation, export promotion, job creation in Moldova and provision of social protection
to socially vulnerable groups. These objectives, which include the accomplishment of the
Millennium Development Goals, are reflected in the NDS and other policy documents.

A. Context

L. Poverty profile and evolution

Starting in 2006 the National Bureau of Statistics has made substantial changes to the
Househeld Budget Survey (HBS) ., which measures poverty. These modifications involve
changes 10 the benchmark framework, improving the data collection tools and creation of a
unified network of data collection for social research purposes.
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It is worth mentioning that changes applied to HBS in 2006 have improved data
quality and contributed to the harmonization of applied poverty measurement methodology
to international standards. At the same time, these changes are contributing to the fact that
indicators for measuring poverty levels in 2006 are not comparable with these in previous
years, As such, data for 2006 is a reference point for analyzing poverty levels in the following
years.

According to statistical data for 2006, 30.2% of the population was below poverty level,
with 4.5% below extreme poverty levels, The incidence of extreme poverty is low, a factor
which demonstrates that food-driven poverty will soon be of little relevance for the Republic
of Moldova, Therefore, we are highlighting the need to introduce evaluation indicators,
which meet higher standards and towards which Moldova should strive, such as a more
generous level of poverty analysis, the quality and culture of nutrition.

In 2006, similar trends of poverty profile as in previous years can be noticed. In
Moldova, the large households, with many children, employed in the agricultural sector and
older people are most heavy influenced by poverty. Also, there are huge differences between
rural and urban areas, those living in ruraf areas being exposed to a higher degree of poverty.
Poverty among children is also an unfortunate reality.

IL Economic growth

During 2000-2007, real GDP grew at an average annual rate of 5.7%, with cumulative
growth totaling 55.1% compared to 1999. At the same time, in 2007, Gross Domestic Product
(GDP) reached a nominal value of 53.4 bin. Lei and a real growth rate of 3% compared to the
similar period of last year.

Inflation was maintained at a reasonable level, falling down from 18.4% in 2000 t0 1
13.1% in 2007.which is one percentage point less than the level registered in 2006.

The national currency rate of exchange was gradually appreciating, with National
Bank reserves increasing significantly to reach 1.3 billion US dollars.

Real GDP growth in 2008 is expected 1o stand at 6%, as a result of industrial and
agricultural output increase, as well as a result of significant growth of investments in the
national economy. Also, efforts will be undertaken in order to maintain the rhythm of
inflation growth below 10%.

Growth rates and economic development indicators will be contingent largely upon the
investment and entrepreneurship activities, both at the national and local levels. In the medium
term, the Government will undertake measures to substantially improve the investment and
business climate through promoting stable, transparent and efficient regulatory policies,
through competitiveness enhancement and small and medium enterprise development. This will
mobilize the economy’s investment potential, made up of remittances coming from Moldovan
workers from overseas, the banking sector resources and the underground economy,
concessional international assistance and direct foreign investment.

I1l.  Establishment of fiscal space

A moderate increase of public expenditures is planned for the forthcoming years as a
consequence of the relatively high level of public sector consumption as share of the gross
domestic product, The estimations of the medium term resource framework reveal that
medium term financing opportunities of new expenditures is limited. Therefore, the medium
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term budgetary policy highlights the need to focus on efficiency and effectiveness of existing
public expenditure programs and underscores the importance of redirecting existing
allocations from less priority programs to high-impact economic-oriented programs aimed at
reducing poverty.

The need to improve the manner of using existing resources, thus making available
resources for new policy initiatives becomes ever more siringent in the context of
concentrating existing resources in support of key priorities highlighted in the 2008-2011
National Development Strategy.

V. A viable macroeconomic framework
Fiscal policies

The fiscal policy for 2008 will remain austere given the high rate of inflation and the
need to ensure macrocconomic stability and consolidate the overall people’s trust in the
program. In this context, the Government will maintain a budgetary deficit at 0.5% of the
GDP.

In order to promote foreign and domestic investments, we have announced a major
overhaul of the tax system for legal entities, as well as a fiscal amnesty for all outstanding
debt and a liberalization of regulations pertaining to capital legalization. The corporate tax
rate was sct to zero, with the exception of dividend payments or such instances when other
expenses, except business ones, are registered. The reform also foresees a write-off of all
fiscal debt accumulated prior to 2007 (including fines and associated penalties not paid prior
to the law’s entry into force). We understand that such reforms imply certain risks, especially
with regard to budget revenues, therefore, we have adopted a series of compensation
measures in order to respect the fiscal and macroeconomic indicators included in the
program.

Given that fiscal amnesty is a one-time thing, which will not be repeated, we intend to
accelerate the implementation of the fiscal administration consolidation strategy. Hence,
following the implementation of the plan approved in September 2007, we will improve the
system of fiscal debt management in order to ensure debt repayment after its accumulation,
We will be introducing a set of prompt and unconditional measures to forcefully collect debt,
we will be amending the current legislation in order to shorten and simplify the procedures
for annulment of fiscal debt which can’t be collected and we will consolidate all domestic
fiscal activities for evaluating and collecting debt under the umbrella of one consolidated

agency.

Budgetary policy has in fact been focused on rationalizing and making more efficient
public expenditures, as well as reallocating existing resources from less important to priority
programs, which have a substantial impact on economic growth and poverty reduction.
Medium term forecasts will continue to serve the key tool of matching Government policy
priorities with available resources. Through MTEF, proposed sectorial policies will be
evaluated by means of their financial implications, also taking into account potential reserves
available in the process of resource management.

Treasury system development was continued as a means to consolidate financial
discipline, including improvement of budget execution procedures.

As a result of undertaken measures, the revenues of the national public budget in 2007
have increased by 25% compared to the previous year.

The expenditures of the national public budget have increased by 24.7% compared to
2006. The policies related to public expenditures remained socially-oriented, as such 62.6%
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of the national public budget was directed towards the social sphere and 16.7% of the total
public budget was directed towards economic-related expenditures.

Monetary and exchange rate policies

In 2008 the National Bank of Moldova will continue to promote an austere and
prudent monetary and currency policy in order to achieve the planned 10% annual inflation
rate. The program foresees a monetary base increase of 25% by the end of 2008, with interest
rates on a positive trend in real terms. This goal will be reached through the application of
indirect instruments of monetary policy and will be facilitated by the improved situation of
the National Bank of Moldova, as well as the transfer of remaining deposits from the
National Social Insurance House and the National Medical House into the National Bank of
Moldova’s consolidated account by end of 2007. Also, by the end of 2007, the remaining
resources of territorial administrative units will be transferred into the National Bank of
Moldova's account.

1. The fundamental objective of the monetary and currency policy is ensuring and
maintaining price stability. Thus, the National Bank of Moldova will continue to maintain a
floating regime of national currency exchange rate and will intervene on the currency market
in order to prevent excessive national currency fluctuations, which according to our
expectations will allow an increase of international reserves to a level equivalent with three
months of forecasted imports.

B. Main Program Pillars
1. General provisions

Taking into account the motivation to adopt profound and radical reforms, the
Government has assumed the leading role in the implementation of & Program, with financial
support from the poverty reduction support credit, which contains the following three major
pillars:

{a) improving the investment climate;

(b) increasing the efficiency and management of public sector resources; and

(¢) strengthening social protection systerns.

From among the twenty established objectives and policy benchmarks undertaken under
PRSC |, the Government has managed to achieve different results, In such sectors as health,
energy and social assistance, the reform program has overcome the expectations included in
PRSC II. All the prior actions under PRSC Il have been fully met. Of these actions, the
legislative acts related to regulatory reform, civil service, and amendments to the pension law
have been submitted to Parliament. The Government is committed to ensuring their full
promulgation by May 2008,

The description of results and plans for the next implementation year is described
below.
I.  Improving the Investment Climate

With regard to Improving the investment climate, it shall be noted that the
Parliament of Moldova is in the process of adopting a Law on the amendment and completion
of certain legislative acts nr. 111 of 24.04.2007, which lays down the basis for a broad and
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ambitious reform promoted by central public authorities, aimed at contributing to liberalizing
the economy through promoting three different activities;

- capital legalization

- fiscal amnesty

- reform of the corporate tax system

Also, it shall be noted that in 2007 a number of activities were continued with regard
to the implementation of legislative provisions on the principles and basic mechanisms for
regulating entrepreneurial activities.

In the context of regulatory framework efficiency the Government will continue

the implementation of the following activities in 2008:

- Finalizing the full analysis of laws which regulate business activity on the basis of
the Law on the principles and mechanisms of regulating entrepreneurial activity.

- Adopting the Law on credit history bureaus

- Adopting the Law on private-public parinerships

- Implementing the provisions of the Law regarding industrial parks 164-XV of
13.07.2007

- Implementation of the 2008 provisions of the Strategy on investment attraction and
export promotion, particularly: the signature of the asymmetric trade agreement with the EU,
developing country branding and promoting domestic product brands, organizing and hosting
investment forums, including dissemination of analytical and informational materials about
the investment climate in Moldova.

i. Regulatory framework reform

The Law on the basic principles of state regulation of entrepreneurial activity —
adopted last vear — contained a series of provisions, which came into force on the date of
publication. The other ones - transitory provisions — were scheduled to enter into force within
12 months following the adoption of the Law.

Out of the transitory provisions, those which relate to the introduction of Regulatory
Impact Assessment have already been implemented: RIA methodology was developed and
approved by the Government, Ministries/Agencies have established RIA units and currently
work is being carried out to build the capacity of these institutions.

A general revision of legislation has been undertaken, which resulted in a number of
recommendations to amend over 80 laws. The legislative package to be amended included
planned amendments in the area of licensing, due to the fact that cutting red tape in obtaining
licenses constitutes a key element of regulatory reform and aims to improve a major area of
concern for Moldova’s private sector, one which has been on the agenda for many years.

Over the course of 2008, the ongoing reform of the business regulatory framework
will be implemented and aimed to simplify and optimize registration, operation and
liquidation of businesses, thus reducing, by far, the human / administrative factors in these
processes. We will continue the implementation of procedures for Regulatory Impact
Analysis and examination of normative acts in the framework of the Working Group of the
State Commission for Regulation of Entreptencurial Activity. Starting with 2008, informative
notes, which accompany newly developed official acts, will contain a regulatory impact
assessment.

At the same time, the Government will undertake activities to improve the
institutional structure and functions of state control bodies, directing their work mainly
towards oversight of enterprise activity without the need for on-site visits, with verifications
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taking place only in such cases when there are clear indications that enterprises are violating
legislative provisions.

The need to harmonize the national legislation related to protection of competition to
EU standards is imperative. It is essential to better define the various aspects of unfair
competition by market partners and clearly spell out the prerogatives of the National Agency
for Protection of Competition in enforcing an environment of fair competition,

ii. Trade facilitation

Over the course of the first year of PRSC implementation the Government of
Moldova has managed to complete, with support from a World Bank credit, a project related
to facilitation of trade and transport in south-east Europe.

All foreign economic transactions are examined under ASYCUDA WORLD in order
to evaluate risk factors and the possible impact on the economy. This includes a reduction of
the number of document checks and physical inspections, a factor which could lead to export
competitiveness enhancement, attraction of foreign investments and a better integration in the
global economy.

The Customs Service has taken over the responsibility of collecting, processing and
monitoring performance indicators related to customs work and goods processing.

The Customs Department has initiated and coordinates the implementation process of
the “one-stop-shop™ concept at the border crossings, which represents a component of an
integrated state border management system. This factor highlights the ongoing reform of
services and agencies responsible for state border controls, their efficient coilaboration, the
simplification of procedures and a reduction of the amount of time necessary for customs
procedures, through an application of the “one-stop-shop” principle, in accordance with the
recommendations of international organizations. At the same time, a series of changes and
legislative amendments, which aim to harmonize Moldovan laws with European Union
standards have been initiated. At 4 customs offices in Moldova an element of the “one-stop-
shop” concept has been put into practice, which pertains to transmission of all customs
procedures to one inspector. The first results of this change are highlighting an increased
efficiency through a substantial reduction of the time necessary for completion of customs
procedures.

In accordance with an action plan approved by the Government, the Customs Service
has started the implementation of WCO Framework Standards reparding the Security and
Facilitation of World Trade. The accomplishment of the above actions, the strengthening of
the capacities and integrity of customs bodies, the simplification of customs procedures and
harmonization of the legislative framework with EU legislation will remain, for the future,
key priority areas for the Customs Service.

C. Development of agricultural markets

Despite the importance of the agricultural sector for the country’s economy, it
continues to display modest performances in comparison with the rest of the economy. Whilst
cumulative economic growth for 2000-2006 totaled approximately 40%, the growth rate in
agriculture din not exceed 10% for the same period of time. Year 2007 was particularly
difficult for the Moldovan agriculture due to severe drought in the summer months, which
consequently had a devastating impact on crops and livestock,

The critical situation registered in 2007 demonstrated the vulnerability of the
agricultural sector of Moldova to weather factors and determined the Government to develop
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a new sector strategy — The National Strategy for sustainable development of the agr0~
industrial sector for 2008-2015, as well as the Action Plan regarding its implementation'. The
document was approved by the Government in December 2007,

Strategy s main objectives are:

Increasing the competitiveness of the agro-industrial sector
- Increasing productivity through investment attraction and sector innovations
- Creating favorable conditions for value chain development
~  Developing agricultural markets
- Adapting domestic standards to EU standards and ensuring food safety
- Increasing the quality of life of people in rural areas
- Ensuring the country's food security
- Soil quality conservation

The Government is reiterating its commitment to promoting a sustainable development of the
agricultural sector through enhancing the competitiveness and productivity of the sector,
development of agricultural markets, e¢liminating market distortions including export
restrictions as well as attraction of private investments in the private sector. The export of all
agricuitural products through the Universal Commodities Market is completely voluntary.
The Ministry of Agriculture and Food Industry is monitoring the impact of eliminating the
above restriction through a continuous analysis of prices for grains and oil seeds on domestic
and international markets, particularly in neighboring countries such as Romania, Ukraine,
Russia. The recently completed study on food security and grain price stabilization will serve
as analytical base for taking informed decisions in shaping future state policies of supporting
the grain sector in the context of food security and poverty reduction.

The Action Plan regarding the implementation of the Strategy for the development of
the agro-food sector incorporates, among others, those actions planned under the matrix
policy for PRSC L.

As such, the Government has carried out over the course of 2007 the following
actions, which are relevant to policy matrix commitments in terms of the plant variety
registration system: (i) the testing period was reduced to 2 years for seeds and 5 years for
planting material; (ii) the membership of the National Council was reviewed and interested
parties excluded; (iii) the right to appeal the refusal to register a variety was introduced. The
number of new varieties registered in 2007 will approximaie 80-90, which will represent a 5-
6% increase compared to 2006. In 2008 the Government plans to broaden the spectrum of
activities in this area.

With regard to the certification and slandardxzatlon of produets, the activities carried
out in 2007 included, but were not limited to’: (i) increasing the degree of convergence of
national legislation pertaining to food products with EU principles on food safety and the
general requirements on food product marking; (ii) reorganization of veterinary labs in a
consolidated network of regional labs and initiating their renovation and re-equipping with
modern equipment; (iif) establishment and equipping of a unique and modern centre for
alcohol product testing; (iv) creation of an animal register and initiation of implementation of
animal identification and traceability systems.

Development of an agricultural markets information system requires a broad approach
and a linking to existing informational systems in the IT network, in line with the National
Strategy on Building an Informational Society. As an intermediary measure for better
informing the domestic agricultural producers, the Government is collaborating with two

! With the entry into force of the new strategy for 20082020, the previous strategy for 2006-2015 ( including the
Action Plan) will be abrogated.
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agencies -~ ACSA and Agroinform - in order to collect and disseminate prices for grains and
oils seeds, and starting in 2008 the range of monitored products will diversify to include all
basic agricultural products,

The Action Plan regarding the implementation of the new strategy and actions thereof
inctude: (i) creation of an efficient and sustainable market information system; (ii)
improvement of the certification and standardization system for agricultural products and (iii)
liberalization of seeds and planting material imports,

One of the biggest concerns of Government and the public over the past two years has been
the potential impacts of rising prices for food staples—particularly grains. During this time,
Government has periodically used the Strategic Grain Reserve to keep the price of bread
constant by providing wheat and wheat flower to hakeries. Government recognizes that to
minimize market distortions, it is important for the Strategic Grain Reserve to operate in a
transparent and objective manner, while at the same time using it to avoid food emergencies.
To this end, the Government completed Government hired experts within PHRD for PRSC,
which recently completed a Food Security and Grain Price Stabilization Study. In 2008,
Government will begin implementation of an Action Plan based on the recommendations of
the study. including to (i) approve regulations defining how and when the Strategic Grain
Reserve should intervene (i.e., define “food emergency™)..

The Government is convinced that all measures undertaken in the framework of PRSC
aiming to develop agricultural markets are substantially contributing to enhancing the
competitiveness and efficiency of the agricultural sector and equally to poverty reduction,
and would like to express its commitment to further continue and enhance efforts in this area
in order to reach sustainable growth in the agricultural sector, which is of vital importance for
the country’s economy and a large part of the population.

D. Reducing energy vulnerability

Minimizing Moldova's energy vulnerability to external shock prices remains a major
challenge for the Government. The increase in energy prices, especially natural gas, has once
again highlighted the importance of increasing energy efficiency and diversifying the types of
encrgy sources and suppliers. Without progress in diversifying energy sources and suppliers,
the increase in energy prices could have a negative impact on the competitiveness, already
quite poor, of Jocal products, as well as the general living conditions in the country.

Recently, (August 2007) a new energy strategy was adopted through 2020, which
foresees a series of goals and measures to move towards a more efficient, competitive and
safe energy sector, modernization of the existing energy infrastructure, increasing energy
efficiency, making use of renewable energy resources and integration into the European
energy market,

Over the course of 2007 a series of measures were undertaken to adjust tariffs to
energy resources in order to cover the increase in energy resource prices. The rates of cash
collection are maintained at over 90% for natural gas, whilst power plants are paying in a
proportion of 83% for natural gas and 95% for electricity.

For the forthcoming period of poverty reduction program implementation the
Government will review the existing legal and regulatory framework in order to adopt and
implement an Action Plan for ensuring the legal correlation of the domestic natural gas and
energy markets with the norms established by the South-East Europe Energy Community. As
such, the focus will be placed on the development and initiation of new legislation and new
market rules.
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[n order to promote state policy in the area of energy efficiency and renewable sources
of energy. the creation of an Agency for Energy Efficiency is planned. At the same time, in
order to implement programs and measures to increase the energy efficiency and promote
new technologies with higher productivity and lower consumption levels the legislative-
normative basis will be put in place in order to stimulate these activities and work will be
carried out to further raise awareness of this issue among companies in the sector.

The success of these measures will facilitate the attraction of investments in energy
efficiency projects in the public and private sectors, contributing to the reduction of the
energy intensity of the economy. Tariff policies will serve as a cornerstone for the energy
sources efficiency program, which the Government will develop and implement in order to
improve the financial viability of enterprises in the energy sector, including Termocom
company.

II. Increasing the Efficiency and Management of Public Sector
Resources

The general objectives of the fiscal policy for 2008-2010 will be: (i) ensuring fiscal
equality, stability and transparency; (ii) optimizing fiscal pressure and extending the fiscal
basis; (iit) systematization and simplification of fiscal legislation; (iv) harmonization of
principles underlying the national fiscal legislation with EU legislation.

The analysis of public expenditures reveals the balanced relationship between real
expenditures and budgetary planning. In general, the control and monitoring of budget
execution are good and have clearly established procedures. In order to create and implement
an efficient and modern internal public control and audit, and in order to ensure compatibility
with EU requirements, a strategy for the development of internal public financial control has
been developed. At the same time, work is being carried out in order to approve a reform
concept of record-keeping in the public system,

The Government agenda in 2008 will include a set of structural measures aimed at
strengthening the economy’s resistance to external shocks and create a solid base for a robust
and inclusive economic growth. In this context, the reform of central public administration
and the business regulatory framework will be ongoing. At the same time, a set of measures
will be undertaken to improve the performance of the agricultural sector, through the
revitalization of irrigation systems. In order to enhance the competitiveness of domestic
products on the internal and external markets a special attention will be given to improving
the quality infrastructure.

Increasing the population’s access, especially the vulnerable groups, to basic medical
services through developing the primary medical sector, ensuring access to quality education,
consolidating the financial stability of the social insurance system, as well as the
improvement of the social services system by making them pro-poor oriented are some of the
essential chalfenges faced by the Government in the medium term framework. The policies
proposed in the framework of poverty reduction support credit are aimed at improving the
efficiency and management of public resources,

A. Meritocratic public service

The objective of the reform started in the second half of 2005 is the creation of a
modern and efficient system of central public administration in line with the European Union
principles of good governance. The reform implies the modernization of public administration
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in the Republic of Moldova through the reorganization of central public administration,
optimization of the decision-making process and improving the management of human
resources in the public service.

The implementation of the central public administration reform for 2007 was oriented
towards the reorganization of the central executive branch, elaboration of development plans,
increasing the efficiency of the policy document analysis and coordination system.

In September 2007, the Directorate for analysis of policy coordination was set up
within the Government Apparatus, which aims to support the Cabinet of Ministers in defining
the policy priorities and intersectorial coordination in the medium term.

The draft of the Law on public service and the status of the civil servant was approved
by the Government and submitted to the Parliament for review.

Over the course of this year the adoption of secondary legislation is planned, which is
necessary for the implementation of the new law, the completion of the classification and
grading system in accordance with reviewed job descriptions, as well as the adoption of
legisiation regarding the new system of remuneration for civil servants, which should be
accessible, transparent and uniform.

B. Remuneration

Here, it should be noted that work has been undertaken in order to develop the
concept of financial motivation and determination of individual salaries for certain categories
of civil servants. Work has been carried out also in job performance evaluation methodology
for civil servants.

The process of improving the motivation system of civil servants will be continued
over the course of this year. In 2008, particularly, a new system of remuneration for civil
servants will be developed, which will consolidate salary bonuses and premiums into the base
salary, in accordance with the new system of classification and grading of civil service
functions. The variable part of the monthly salary will include the payment awards for
qualifications and awards for individual and group performance of civil servants.

C. Medium-Term Expenditure Framework (MTEF)

The development of MTEF in the Republic of Moldova, as an instrument for medium
term strategic planning, over the course of the past five years was the cornerstone, which
guided the reforms of the methods and procedures that regulate budgetary planning.
Amendments were made to budgetary legislation in order to ensure that MTEF is an
indispensable part ot the budgetary cycle. MTEF serves as the strategic framework for the
nationa) budget and facilitates the process of preparation and examination of the annual
budget. The implementation of MTEF has increased the transparency and the understanding
of the budgetary process within the Government and civil society.

Over the course of 2007 the Government has launched a process of identifying major
investment projects. The lack of necessary information has made it difficult to finalize this
exercise. Draft strategies have been recently developed in two pilot sectors and identified
over the course of project scanning — water and sewage and roads.

Starting in 2008, the National Development Strategy (NDS) will represent the main
document which sets the objectives and priorities of Government policy in the medium term

(2008-2011). It will require a concentration and targeting of existing resources. In order to
ensure a strong correlation between the NDS and MTEF, the annual update of the NDS action
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plan will be aligned with the MTEF drafting schedule and the annual budget. Also, these
processes will be correlated in terms of the decision making mechanism with regard to

priority resource allocation.

In order 1o improve the method of correlating the strategic policy formuiation,
especially the National Development Strategy (2008-2011) and the Action Plan for the
implementation of the Strategy with the budgetary process, the Prime-Minister issued an
instruction {February 2008) regarding the Concept of policy priorities in the context of MTEF
development 2009-2011, The provisions setforth in this Concept will serve as the basis for
the development of the MTEF 2009-2011 draft and the draft on fiscal policy for 2009,

D. Agricultural spending

The Government is reiterating its commitment to continue its efforts to optimize and
enhance the agricultural support system, aiming to increase the competitiveness and growth
in the sector, as well as reduce poverty in rural areas. In this context, the Government has
eliminated, in 2007, existing restrictions to access subsidies conditional upon the size of
agricultural enterprises, Currently, only subsidies for vineyard plantations remain
conditional® and the Government will make efforts to eliminate these remaining restrictions.

Elimination of restriction criterias 10 access subsidies based on farm size has led to the
increase of share of subsidies received by individual farms (comprised of peasant farms and
rural households) up to 17% in 2007, Currently individual sector is using 40% of agricuitural
land, produce 70% of agricultural production and represent 99% from the total number of
agricultural farms. Therefore the Government recognizes the necessity to do more in order to
increase the access of this sector to programs of public support. The efforts will be made to
increase the share of subsidies obtained by individual sector starting from 2008,

In order make more efficient use of limited budgetary resources the Government has
developed a new Coneept on subsidizing agricultural producers for 2008-2015, which spells
out the objectives, principles, key directions, eligibility criteria as well as the institutional
functionality of this new system of agricultural support. These principles will represent the
basis of legislative amendments which relate to state support for the agricultural sector.

The severe drought of 2007 has caused considerable losses in the agricultural sector
leading to a 23,1% decrease in agricultural production compared to 2006. In order to
minimize the negative consequences of drought the Government has undertaken a series of
measures, including an increase of the subsidies amount (mainly current subsidies) by 200
million lei. This factor prevented the accomplishment of PRSC commitments pertaining to
the reallocation of agricultural expenses towards services and investment subsidies.

In this context, the Government aims to cover these gaps in 2008 in the framework of
the Regulation regarding the manner of resource utilization from the subsidy fund for
agricultural producers for 2008. In accordance with the existing legislation, in 2008, provided
the budget for 2008 remains unchanged, the share of services as part of the total agricultural
budget will reach 37%, which will represent an increase of 11% compared to 2006 figures
(14% compared to 2007 figures). Investment subsidies will constitute 73% as share of total
subsidies, 27% is respectively the share of current subsidies. As such, the share of investment
subsidies will increase by 21% compared to the levels registered in 2006 (42% compared to
2007 figures). The Government has reconfirmed its commitment to direct the agricultural
allocations towards activities which generate sustainable growth, such as services (which

? Subsidies for vineyards plantations available to agricuitural producers are conditional upon the size of the
plantation, which is § ha for technical grape varieties and | ha for desert varieties.
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represent public goods) and investment subsidies (aimed to encouraging private sector
investments), It is obvious that in order to reach these objectives it will be necessary to
strictly follow the budgetary allocations.

The Government recognizes the need to reform the system of research and education
in agriculture, which unfortunately loses touch with the real sector of the economy. In this
respect, the . Evaluation of the research and education system in agriculture” was developed,
which focused on the identification of problems in this area and formulation of practical
solutions 1o overcome the above issue. On the basis of this study’s recommendations, the
Ministry of Agriculture and Food Industry, in collaboration with the Academy of Sciences of
Moldova and agricultural research institutions, are currently developing an Action Plan
regarding the reform of the research-innovation sphere and improvement of the financing of
scientific research in the agricultural sector. Also, over the course of next years the
Government will develop a concept of modernization of scientific research and education in
the agricultural sector.

Also, in 2007 an evaluation of the efficiency of the special service for active influence
on hydro-meteorological processes was carried out. We would like to mention that the
Government is open to a long-term collaboration with the World Bank in the framework of
the Regional Program on Reducing the Risk of Natural Calamities for south-east European
countries, which was recently launched.

E, Transport infrastructure

In accordance with the Government’s goals, the reform of road transportation includes
the implementation of a commitment program aimed to stop the degradation of the road fund
and commence their gradual renovation, create a sustainable system for sector financing,
modernize the technical evaluation of roads and negotiate with international financial
institutions in order to obtain loans for projects targeted for rehabilitation of national roads of
European importance.

In order to accomplish these reforms, the Government has engaged in a series of road
network rehabilitation projects with support from foreign creditors (World Bank, European
Bank for Reconstruction and Development, European [nvestment Bank). The Land Transport
Infrastructure Strategy was developed and approved. It covers all essential aspects of
management and financing of roads and railways and in particular: (i) road maintenance
financing reform; (ii) gradual introduction of competition in road maintenance contracts
commissioning and (iii) participation of road users in the oversight of road maintenance
financing. The Strategy also contains a prioritized investment Plan for roads and railways
infrastructure,

As a measure of accomplishment of the approved Strategy, an overhaul of the legal
framework related 1o road maintenance financing will be carried out,

The creation of a sustainable and transparent system of road financing is a priority on
the agenda of local and central public administration. In this context, the Government plans to
invest more in this sector, also by means of increasing annual budgetary allocations, equally
focusing on maintenance and repairs of roads in order to reduce the volume of national roads
in a precarious state. In 2007, the total volume of financing from various sources reached 50
min. USD. For the next year we forccast a gradual increase of the allocation for road
maintenance. At the same time, the Government will respond to issues of inefficient
expenditure in the sector through a graduval improvement of the capacity of State Roads
Administration body, in addition to improving the quality of competition in contract
commissioning for road maintenance and rehabilitation.
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F.  Educational system

Recognizing the decisive role of education, and taking into account the constitutional
provisions and other commitments, the Government has included in the National
Development Strategy the objective drafted in EGPRSP: ensuring access to quality education
services and an efficient and sustainable functioning of the educational system, increasing its
role in economic and human resource development. At the same time, one of the main
objectives of the Millennium Development Goals (MDG) for Moldova is provision of
universal access to basic education.

The project ,,Quality education in rural areas™ has already started with support from the
World Bank. The Ministry of Education, Youth and Sports has developed the Strategy for
optimization of secondary education school networks in the Republic of Moldova on the basis of
an analytical report, which contains information about the current situation and trends with regard
to institutional networks, capacity, numbers of students, professors. administrative staff etc.

The draft strategy is elaborated based on school mapping exercise, proposals of local
public administrations and its goal is to make more efficient use of financial resources, capacity
of education institutions , of capital investments and functional structures of education system
and not in the last instance to ensure access to quality education for all children from our
Republic

This year, the piloting of strategy is planned to be launched in two pilot rayons among
schools identified for optimization.

At the same time, we will be reviewing the current financing formula for secondary
education institutions - piloted in the framework of the ,,Quality education in rural areas”
project. The new financing formula, combined with school autonomy and network
optimization, will contribute to the improvement of quality through a better efficiency, thus
freeing resources for teaching staff salary increases and other items pertaining to quality in
education, such as teaching materials, equipment and refresher trainings.

G. Health sector reform

In the past few years Moldova has achieved a significant progress in health sector
reform.

First stage of reforms was oriented towards stopping the decline of the health system,
caused by the financial crises of the 1990s.

Second stage, was largely characterized by the introduction of mandatory medical
assistance insurance, which made medical care more affordable financially, yet the financial
protection offered by health insurance made the sanitary system become more receptive to
population’s needs. The level of people’s satisfaction with the quality of health services has
also increased prior to the introduction of this substantial reform. Currently, 77.8% of the
population is covered under the mandatory medical insurance scheme, with 56% of the
resources in the medical assistance insurance fund coming from budgetary sources allocated
for categories of beneficiaries covered by the state. The mandatory medical assistance has
not managed to include among its beneficiaries self-employed people of working age.

Next stage of reforms foresees the mobilization of all resources towards structural
changes, which would result in an improved efficiency and quality of the health system and a
broader coverage of the population by mandatory medical assistance.

The Government is in the process of developing the new elements of health insurance,
in order to extend the coverage of population, especially in rural areas, with mandatory
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medical assistance insurance policies. Additionally, in order to increase the medical
insurance coverage, the Government aims to introduce a benefits scheme, which involves
the reduction of the insurance premiums by 50% for those beneficiaries who pay for the
insurance within 3 months following the introduction of the Law on mandatory medical
assistance insurance funds for 2008.

In order to develop the financial autonomy of the primary medical assistance service a
direct contracting procedure of primary medical institutions has been piloted. As such, in
2007, 19 direct primary medical service providers were contracted, which represents 5.1% of
the total number of Health Centers, thus reaching the indicator planned for 2009 (according
to the Policy Matrix for PRSC). Starting in January 2008, primary medical service providers
(100%) shall be directly contracted by the National Medical Insurance House.

This year it is planned that at least 25% of family doctors centers with autonomous
legal status from the public sector will be managed by people selected on an open-
competition basis.

For the next years the Government will maintain the financing at 2 minimum level of
30% of allocations for primary medical assistance from the budget for mandatory medical
assistance insurance.

At the same time, the Governrnent has committed itself to improving the management
of the health system. Current reforms in the health sector have given a greater autonomy to
public medical institutions. In order to make the new model of health functional it is
necessary to train the managers and there is a need for programmatic training of
administrators who have modemn views and outlooks.

H. Public procurement

The creation and maintenance of an efficient public procurement system could assist
in securing savings of public expenditures. In this respect, starting January st 2005, the
decentralization of public procurement system was initiated, which clearly established the
mandates and responsibilities in the process of procurement of public goods, works and
services. This measure has contributed to increasing the transparency in the process of public
procurement through placement of ads, publication of relevant information, results, reports,
template files, projects, etc., both in the informative note for public procurement, as well as
on the corporate website,

Public procurement statistics (single source and public tenders) have maintained a
positive trend even in 2005. For the first 6 months of 2007, 8.98% of single source and
70.74% of public tenders were registered by the Agency. The Government intends to carry
out an exercise of evaluating public procurement using OECD/DAC indicators.

In order to adjust the legal framework, which regulates public procurement, the
Government of Moldova, with support from foreign experts, has developed a new law on
public procurement that provides for creation of independent procurement agencies with
staffing and budgetary resources in accordance with the provision of central public
administration reform. The Law came into effect in October 2007.

The Government will be responsible for monitoring the implementation of the Law on
public procurement and shall examine the need and possibilities to ensure de jure
independence of the public procurement oversight function.

In order to facilitate the implementation of the law, the Government has approved an
action plan which includes, among others, the drafling of legislative acts, consolidation of
capacities and training of persons involved in the process of public procurement, jncreasing
the transparency and responsibility in public procurement.
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Ill.  Strengthening Social Protection Systems
A Finalizing the pension system reform

The 1999 pension system reform has reached its objectives in the medium term: on
time payment of pensions, in the context of limited budgetary transfers. However, despite this
fact, the pension system reform remains unfinished business, whilst the Law on pensions has
not been fully implemented.

The measures undertaken by the Government have included the development of
individual reports which would allow the calculation of pensions based on current individual
contributions. The National House has individual reports from 1999 for all current taxpayers,
with the exception of individual farmers. We are currently finalizing the implementation
process of individual record-keeping of taxpayers and social insurance contributions.

Attempts were made to improve the medium and long term forecast practices of
revenues and expenditures in the social insurance budget. In order to estimate the economic
and social costs of pension system reforms, 8 set of actuarial models was applied. The use of
such an instrument will allow for an analysis of the evolution of social expenditures in
different economic situations and different reform scenarios, increasing the efficiency of
decisions, identification of social needs and priority planning in MTEF and NDS.

The improvement of social protection policies, particularly the pension system is on
the Government agenda and includes programs and measures to create unique conditions of
retirement for all categories of pensioners through the implementation of the principle
regarding the correlation between the size of the pension and the individual contribution for
each insured person.

The Government has approved and sent to Parliament the amendments to legislative
acts which confirm the principle of pension imbursement on the basis of individual
contributions.

The unification strategy for all categories of taxpayers/pensioners is currently being
finalized. Due to the complexity of this reform there is a need for a broad consultation of this
document and the incorporation of best practices to secure the successful accomplishment of
the strategy. In order to improve the social insurance system the laws on state social
insurance pensions and public system of social insurance will be further amended.

B. Increasing the distribution efficiency in the social assistance benefits
system

In 2007, the Government has undertaken a series of actions in order to consolidate
the multiple social assistance programs. As such, during the Government seating on 3rd
October 2007, the draft Law on social assistance was approved, which aims to provide a
minimum monthly income for socially vulnerable families through provision of social
assistance, in accordance with the average global monthly income of the family and the real
need for social assistance. The drafi law will be submitted to Parliament for approval,

Ministry of Social Protection plans to approve in 2008 the regulations regarding the
implementation of the law and target criteria, in order to start the implementation of the law
by September 2008. The Ministry has to recruit and adequately train the additional personnel
necessary for the management of the targeted social assistance program.

‘The design concept of the database system was completed. The regulations regarding
the implementation of the Law on social assistance will require the collection of additional
information, a factor which will require an adjustment of technical and functional specifications
of the consolidated social assistance database.
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Finally, I would like to use this opportunity to assure you that the Government is fully
determined and dedicated to its continuous reform commitments, which are necessary for
economic growth and poverty reduction, improving the overall standards of living through
increasing performance in priority areas, such as good governance, infrastructure, health,
education and social services. It is equally committed to provide an impetus to private sector
development through provision of quality services for the country’s citizens and ensuring the
country’s sustainable growth. I am convinced that the country can count on your personal and
the World Bank's continuous support.

ZINAIDA GRECIANIiI

PRIME MINISTER

51



Zs

pue [29199 10 saoud Krred
[euonjeUIdjUL pUR SISULE) AqQ
PaAradaI saord usamiaq ded oy,

eduLie} Suioyuow £q SPaas(io
PUE S[E219D JO UONRZI[eIaqI]
1odxa maiAal 0] anunuoy)

saoLid spaas[Io pue s[eaiod
uo uonezijeseqi Yodxa Jo
1eduir JO MIIAI PaJONPUO))

JUIWUIIA0S) & Furystiqnd
pue 3uinssi Aq syrodxd
[eImy[noLIde pazIjeIaqIy

S1oMIeW [RInjnoLSe
Swdopara D

*SOINUIW (€ 0) dW)
Anjua SuissoId 19proq A[qiuour
a3eioAe pue neursIy)) Jo [BuIuLd)
PUE[UI Y} JE SUIL} IDUBIEI[D
podun Ajyjuowr a3rIoAe 30npay

‘siseq AJYJUOUI B UO SUOTJRIE[OSP
1101 JO 9,0 € PIIX3 0}
jo0u SO Aq uonsadsur [eo1sAyd

*$319ua3e 19710

JO JIeyaq uo J9pIoq oY) 1. S
$199[[03 SWIOISNO pue (2INIONLDS
pue uoneziuesio 19p1oq

uo sonoerd N oY) Yyim auy
ur) syurod 3uissoud 1apIoq a4}
1 SaUge JO QN d0PAY

“WAISAS

Surodai pue s10jed1pUT
soueuLIo}1ad IoueIR3[d pUR
I9pIoq Swojsny) J[qeureisns
uo paaoidde uoisia(g

‘TRUInLId)
SuI0jSn) NBUISIY))

3y} je I npowi APANIIAS
BPNOASY Zuisn A)AIII[IS
P3seq-YSU panpojuj

uoneyoey
apen Sutaoiduy g

‘a3eroAe
[euoiFa1 10 Je suondadsur

Jo Aouanbarg (%0€ 01 $00T

ur d@o [endes 1od jo 9,7g woxy
Padnpal iSO SUOHEZLIOYINe
pue JuISudl| ULy 95eIoAY

“700T U %L1 WoLy pasnpal
syuawannbax Arorengax Sunsswr

uo juads s Jusurogeuewr
Jo ua13d smoys Koams
4ao) - 1509 douerduiod

‘uonnadwod arej surdI0jud

ur DAVN Jo s1amod 313 KjLiep
(1) pue ‘syueddnied Jyiew
Aq uonnaduiod arejun Jo sadKy
SNOLIEA JO SUOINULJIP JIIBI[D
apraoad (1) :0) uonnadwo))

JO WONIINO0IJ U0 Mer]

2Y) 0} SJUIWPUIWE JUIWBI[IBJ

‘SME[ (8 0] SHUIWPUIWE
BuldA0d me[Puap €

Jo JuowreljIeJ 0} UoISSImQns
pue uonydope JUIWLIIA0L)
oy y3noayy Apanoy
ssaursng Jo uonen3ay
3)¥)S JO SWSIUBYIIA]

pue so[dourig ssegq

uo MerJ ) jo suorsiaoad
[euonisue) pajuswdur

“Apandy

ssauisug jJo uoyen3y
3)e)S JO SWISIUBYIIAI
pue sopduiag

Jiseq uo mery paydopy

*MI1Aa L10)e[n3aa

uo paseq ANANOY
ssouisng sunen3ay s)PvV
1812430 Jo AS139Y ® Jo
JUQUIYSI[qB)SH U0 UOISIIIP
JUWUIIA0D) € paydopy

suonemgax
ssaursng Jo

S]S09 SANEISIUTWPE
pue L10je[n3a1
Suronpay v

K101e[n3a1 Jo paonpay

0} juqns pue jdopy

_ ewi)) judumsaAu] 3y) sutaoxduy °p reg

1e S[9A9 1Q3p Ddd [B10}
SHOMOWRI JTWOUOIF0IORW
M JUD)SISUOD IDUBIS

[essiy ‘Ieyea1ay) syu3ip o[3uls

ul pue L00T W %S0 e 3doy
uoye|ul JIAYesIsY) %S pue L00T
Ul 9% 15e9] 18 Jo Mol Jao

“S|oAD] O[qQEUIEISTS |

HIOMIUBLJ JIWOUOIIOIIBW
K10)de)snes wieyure

HIOMIWE.ILJ JUOUOII0IIEW
A10)dEJSnes € paurejurejy

HAomawelj
JIWOU0II0IIeW
AI0)08JSTIES € PauIR)uIRIAl

Anqers
JIWOUO0II0IIRIN

urejure

 sioeoipur

(piog w1 s108314Y, pasodoug)

| (uoyey suomoy) |

(uoye[, suonay)

:ousmbair-o1g

s[qrioNuOpmONNQ (r-dsdd - IIDsud 1-0Sdd SonsspPANNIqO

XIILVIA ADI'TOd DSUd "T XANNV




€S

10d (201) asn AZ12ua Krewnid ‘0) suonynjos apiaoad pjnom K31oud oy Jo douerduiod [emgeu pajiodun jo soud
[2103 53 AQ poinseatu AJISUUL |  JRY) SINI JNALW MIU SAqLBd [eotuyos) pue A1ojeinSal | Jo asearour oty 0)-asuodsal
K31oua o401 Aq Suronpal ey} mef AS19ud mau e sydope ‘[eSof e pounre A3jeng ul sjjue) sed opsauwop Aniqersuna
Kq Koudrorgge AZmud asearou] pue sdojaAsp JUIWUIIA0D) K310uqg mou e pajdopy paseaout Jojen3oy K310us Furonpay ‘g
*$]00} JUSWAIIOJUD

‘me] YOS Jo uonejuswojdu]

‘s3u]pa9s I0J
sIeok § pue ‘reak [ 0) paonpai
SP93s 153) PUB 2]BN[BAD O] Suil)
WINWIXB "%,G7 Aq posealour
dARY PaIISISal SO1ALIBA MON

‘KPeam

jse9] Je eIpour [es0] Ul papiodal
S19¥IBW [BUONBWLIAIUI pUE
31)S3WOP Yoq 10j uononpoid
aImnoLI3e JO an[BA JO 9, IS8
1e Sunuasaidal sapipowwiod
J1SRq [[€ U0 HONRULIOJUI 9911]

“Junodpeay
Kyoaod [eant ur yuswoaoidur]

“S00T 03 2AnE[aI

9,57 Aq paonpal uaaq sey 313
(10ssa001d) 10308 911 18 (SDAN)
S1U3ILJ209 uo1ddj0.d [eUIOU
Kq pamsesw se sdoxo passio

-3unsay

PpajeIa[a39e Jo Jordull JO MITASL
1npuo)) "A1aAnoadsal ‘sieak |
pue 1ok | 01 onFojeIed UOWWOd
N4 sy w sdoxd feruuarad

pue [enuue 10} sporrad Sur)so)
Furonpai (11) pue ‘uononpoid
a1noLIde Jo aNfeA JO 9/4,G ISed|
1 10} JUNOJIE 1By} SANIPOWIIOD
J1seq [[& 19A09 0} WISAS
uoneuLIOUT Ja3rewr Jo dn Surjess
(1) :Surpnout ‘sue[d uonoy

Jo uonejuaws(dun snuruo)

"QUOAINUI P[NOYS IAIISFY
ureln) 5139Je0S YY) USYM

pue moy Suiujap suonensal
sopnjout jerp Apmys pajojdwrod uo
paseq uejd uonoy Junuowo[dun
urdoq pue aaoiddy

‘sooud Ayed
[2UONEWLIAUI 0} SATE[21 s9oud

1odoid pue ‘syjusuwranmbai
Kiosiazadns pue Funiodas
Surpuodsaiios ym Sursuadi|
[2Asr-upnu 103 Surptaoid
(SYDS) Suone1d0ssy NpaI)
pue s3uiaeg uo me[ paydopy

*§)9y.Ieul JHISIWOP U0
s3o11d 13409 0} sad1ad paIds[io
PUE 813D JO UOK)BRUIMISSIP
dn 3uijeds surpnpul

‘urd)sAg uojeuULIOjU]
1B € Jo yudwdojaaap
pue ‘UId)SAS UOIIBIIJIIID
pue UonBZIpIBpUER)S
yonpouid jean)noLide

ul syudwdAoxrdun s3uipaas
pue spaas 10j awdau yodun
ay) Jo uonezijeIaql| ‘exe
JA9JUI “IJA0D 0} ue[q UoIRY
ue Jo uoneyuduwddunt uedag

Apms
uonezijiqels adlld urein
pue ALnoag poo,] pajejduio)

“BIPOWI [BDO] Ul SPIIS[IO

pue s[ea1a0 10y -saouid
[EUOTIBUISIUT WO UOT)RULIOJUI
Jo uoneurmassip ueSag

‘satorjod

apel) [PUISIX PUE ‘SOAISAI
ureIs 2)e)s Jo JususIeueul
‘proiq uo SFUI[I90 UIrew
jgyoid Jo asn o) SuLdOA0D
‘gor1d. ureas uo joedun

9y} uo Apm3s € JOJ 90UIJ01
Jo suuo)-padoforsq

*S3IPOUIOD
11® 10} A1ejunjoA
Ajoand a3ueyoxy
SIIPOWWO)) [ESIIAIU()
9y} Supjew uoIsIAP




143

Ked awog-ae) (2101 913 JO 24,08
-G/ 15B9[ Je Savyew AIe[es aseq

quaredsuen ‘siqepio)ye mou e
sonpoxnut 03 uone|side) dofaasqg

UOTIRIJISSB[O 9JIAIDS [IAID MDU
e Suido[aaap uo yrom ueag

ULIOJ31 UOILIUNWIIL
) yo aseyd ysaiyg

pue juaredsuen
e Supuowsdwy g

“me|
3DIAISS [IAID M3U Ul pafIdads

se ssaoo1d uorjoafas paseq -jLowW
‘aannadwod ‘uado ue y3noxyy
payurodde sarouoge [enuas pue
sornsturu ur sysod sAnensIuIwIpe
01 SJUBAIIS [IAID MON

“JUIWHNIIAL dA1MPIdwod

10} saanpadoad pasiaax ()
‘pue ‘1338189 S pIjemoIny
3y} uo uonen3aa ()

¢s3sod 014138 [IADD

Jo Swipein) pue UonEIYISSE]D)
uo uonemsaa (1)

:3uIpnaur ‘meT INAIIS [IAL)
Mau jo uonejudwadui 1o}
paainbaa uonejsida) L1epuodras
pue suonpe[ngaa ydopy

JUWIZeuRW

IDIAIIS [IAID sanIpIqIsuodsa.a
[euonmsul pue

Suipea3 pue uonedyIsse[d
s1sod ‘suonjomoad

pue syudunyuiodde

paseq jawm aAnddmod a0y
sadrourxd 3uipng surejuod
“321AI3S [IA1D 3y} Jo adods
Y} SIUYIP e} MET IAS
[1AID) Yelp e yuswellied

0) payjiuiqns pue paydopy

‘sjeadde adiauas

[TAID JO-W3)SAS & pue
sjusunymodde ‘suonisod
juedeA J0j uonndduwod
uddo 10J saanpadoad
dwipnpur sjueasds

[TAID JO JUDUINNIIIL paseq
W 3AnnIduios ainsud
0} £331e.1)S ¥ paroaddy

IIAISS
[TAID J1jRIDOILIaW
e 3uipjing v

~ §301n0s3Yy 10938 ANqn JO udWIFRUBIN pue Lou

A YL Furaoxdury Iy e[y

‘KoAaIng 193png pjoyasnoy
Aq pauodar se somyipuadxa
PIOYasnoy Jo aleys e se ASIouy

*SOANOANP ANILIDID

14 2y} pue Kear], FISOA

a1y} Jo suoistAod JUBAIDI Yim
s[quedurod Jdrew ANSLNII[D
oY1 W spomowery A1oje[ngal oy,

‘94001 soyoeoidde (suonnjnsur
Areja3pnq pue spjoyasnoy
Suwpnpour) s1ownNsSuod Jo
$aL10391e9 [[© I0J SjLIR) Juay pue
K191099]9 ‘sed Jo AI9A0331 150D
"ANd2L03[d 10] %56

3A0qE pue SeS [RINJRU 10J 2406
9A0QE SOIJRI UOTIDI[[02 YSB))

€002
Ul an[eA aseq 3y} 0} uosLiedurod

ut ‘oger 4dd 1 dao jo 0001$

“Buiuado

1o)dewt xamod [enpead ()
pue fHjuourddeuew uonsaduod
[ LAET A WNTRTATRE) ¢
J3p10q-s50.13 (1) :BI[E J)uK

"SOAIIDAIIP

A81aus Ny oy pue (LOH)
Aear], Ajiununuro)) A310ug
9Y1 YuM BAOD[OJA] Ul IO}

"SIOWINSUOD
0}.9se310U1 1509 [N} Suissed
(wouyg 091 01 08 woy) sed

ks |




Jo a1eys SISULIR] JUBSES]

“19YJea1ay) Jeak A1oas dd

¢ pue ‘200z w syurod oFejusored
€ Aq paonpai saIpIsqns uo
sainyipuadxo srmmoLSe Jo areyg

“pa1mo20 daey sidonpoid
/sasudiagud femynoLse
10} S}JO-9ILIM 1qIP MU ON|

*10309s o1qnd

9y} Ul SISATeUR J1JOUSG-1SOD
SIUWIOU0I9 JO SSAUdIBME PUE Isn
pasealou] ‘Furpuny I0J pojIdfds
s1afoid jusunsaaur orjqnd

Jo Anpenb ap ur sjuswasoduy

-sme] 193pnq [enuue pue JILN
a1 usamieq afexur] JeSuons
e 3noxyq; poaoxdun sp3pnq

pUR SUTUWIRONS 0] UR[J
uonoy ue jo uonejuswsjdun
urdaq pue azijeulj

'SaInseowl SuIdUBYUD JIMoI3
03 saxmipuadxo exmmoLSe
Sunedoffea1 snunuo))

‘sanuoud JusunsoAul

[B1039935S 3y} 10} Iseqelep

(A1) uuo,] uonesyNUAP 393f01g
ay Jo uoneyudwadurt anuUNUO))

"1102-600T

10} JA LN 9y Jo uoneredaxd ot
Ioj sourjoping se sanuond Aorjod
J0 1s1] oy} SUTUIJOp JUSWIILIS
Ko1jod e sanssI JUSWIUIDAOD)

o ‘swrer3oid jeuoneu

1) 9ZIWIDPOW PUB JUI[UIBDIIS
0) Ue[q UONOY UE payel

‘s1Bak

9A1J 0] 991} JXIU Y} A0
SaIpISqnS Jo a1eys Suronpai
PUE S30IAISS JO aIRYS 1)
Suisearour :Aq samjrpuadxd
[emynoude Suneosojeal uedag
SOLIBUQDS dANEUId)e JsureSe
sy09foad jo uoneznuond

2y pre 0) aseqerep

(d1d) w0 uoneoyNUSPY
19lo1g paonponuy

“J.L oY} 01Ul JUSUIAIe)S
Aioud Ao1jod una-winipow
® 91RIS9IUT 01 UOISIOAP

e paroidde jusuniisaony
‘sanuoud Aorjod wo)
-wInIpawW SUTUIJop Ul SIAISTUTA]
Jo j9u1qe)) oy poddns 03 3run

Jeammoride e 10§
PIol Suifeld [249] pajear)

-uonezneand:

Suodiopun suLlj 10 Jorjad
Jgo-ou0 Jo ased ar) ur 3dooxd
‘s1aonpoid ssasudimud
[emnotide 10§ Joi[a1 39op
6661-1s0d Jo uorsiroid oN

108pnq LO0T 21

JO 90UBADE Ul UOTJRULIOJUL
J40J JUsWRIIR] 0)

panIuIqns pue JUSURLIPAOD
oy Aq paaoidde st “Surpuads
sunsoAul orjqnd uo xsuue
[e01UY29) &-3UIPN|dUI ‘600T

Surpuadg
[BIOOLSY [

"$901N0S9Y d1qnd Jo
uonesoj[y di3arens

Jenuue jo snooj Aosrjod o13a3eNg S, JUOUILLISAOY) 1} UO paseq Korjod [enuad e paysiiqeisq | -£00¢ 0] Ylomouwrely J LN ay) Suraoxdur] -

‘103995 o1qnd

aanoadsal ur juowkojdwa

*$10109s o1[qnd aA130adsax azijeuonel o} sued uonoe

u1 yJuswkojdwa Juizijeuoryes 1oy Surdojassp yum payjsel

Ajrenper3d wre yorgm Ud9q dARY SILNSIUIW 10)03S

suepd uonoe yjuswAordud os1pqnd JuowAojdurd 10199s o1jqnd

1dope pue dojoasp suonninsur | a3 azrumdo 03 A39)enS I8IA-¢

pue saLgstumw aui| sjqisuodsoy © paroidde juounisaon) oy,

SIsA[eue pue MIIAJIL
10} ajqeiieAe A[enud si Aed wa)sAs uipeid

10199s otjqnd o) uo UOTIEULIOJU] pUe HOLIBDIJISSB[O ADIAILS *SHUBAIIS SIUBAIOS

-19pjoy-uonisod ays jo qol Jo
anjeaA ay) sy09}Ja1 A[o1enbape pue

[IAID M3U UO Paseq SJUBAIIS

[TAID 10§ wasAs Aed uLiojiun pue

‘wasAs uipeid pue

[IAID 10] Axgjes aseq
Suiseaxoum payudwdpdun

[1AID 10J tIdsAS
uoneIRUNUISI UWLIOJIun




‘S[ooyos

[esousd otrqud 103 (S007)
6'¥T pue /'] WO Pasea1dul
SOIR I9Y2Ld)-UONHUdPNIS
pue Iaydes ] Juspmsg

“3uippiq
aannadwod y3nony papreme
S19BIJUOD 2IUBUSIUIRW Peol I0]

pasn sI (JaAd] Surpuny 9007 oY}
Pu0£a(q) OUBUUIRW PROI 10

Surpunj [euonIppe 341 JO %08

"600¢ uI uoryjiu

06$SN pue 00T ul uoliw
0$$SN Jo Junoure 9y sayoeal
siredai [endes pue UoNOINNSUOII
‘9OURUIUIRUI PBOI JOJ

$92IN0S [[e WO SuIpunj [en)oy

"SaIpIsqng [eInoLy

-g[nuLIoj UIpUN} PasiAdl € Jo
asn 3y} jo uone[nUISs SUIpNUI
suoAeu joqid 7 ur Sunoqd uidaq

pue Yaomyau jooyds 3zrudo

0) £39)ea)s Jjeap azijeury

puny dDUBUIUIBIAL
proy 9Y) 0) X¥) ISIIXI [INnJ

31} WO} SINUIAIL JO UOIIBIO[[E
91} Y3noay) painsud aq [Im
Ayiqeure)sng “6OOT ul uor[[Iw
0SHTAN ¥sed] e Judsaltdar [im
pun,j DULUIUIRIA] POy 3Y) 0}
PILIJSURT) PUB DUEUIUIBA]
peoy] Ioj 3o3png [euoneN

a1} Ul pajedo[|k JUROUIE Y L,
9ZIS uLIej

pue odA} uirey Aq (prefaura pue
‘S.LIA ‘mndmo |y A Surpnjour)
S3IPISqNS JO SOLIBIOIJOUaq

uo ejep 129([02 ‘(suonesijdde
21 NS FuTWINSse) 1eak

yoes syurod aFejusorad ¢ ises|
1e Aq Surseaiout Jo 3A1309[qo

3y M ‘suLrej (pjoyasnoy

pue juesead) fenpiatpui 0y Surog
SIIPISqNS JO 3IRYS A1} ISBAIOU]

“WIS)SAS uoIeOnpa

pue Sururen [exmnouge
9y sziwiaspouwr 03 3daouod
9191dwos ‘wivysAs yoreasas
[eIynoLIge oY) dZIuIdspowl

‘SuOA®x

7 ul £331es ay) Sunopd

J0} paredaad ‘s1apjogaxe)s
YHAm pajeniul suone)nsuod
‘SYIOMIOU [00YS

azimndo 0) £331e1)s pajyea(q

-‘Suueul DuUeRUN UL

PeO.1 JO JYSISIIA0 IY) Ul SIIsn
peou Jo uonedonaed ()
PUE $S)OBIIUCD duUeUIUleU
PEOI JO UOIINIIXD IY) Ul
uondduiod Jo uorpdINpoOIIUI
(1) ‘3urdurury proa Jo wLIOJaI
0] swistueyddw (1) papnpur
yey) saredai jendes pue
UOINIISUOIIT “IUBUIUTRUWL
peoJ uo siseydurd yum
‘Bupueuly pue juswIeur
damponayseyul ypodsuerny

10j A39jea)s paydopy

*SOATIBUIR)[E pUB Ssassaoo1d
[29130]010912WOIPAY JO
J2ULN[JUT SATIOR I} JO] IDTAIIS
[ersads jJo Asuaioiygo pajenjeayq

*spasu Surpuny

pue pug| ‘sjuswdainbai
uonezijeuolier {uneUIYOUSq
[RUOBWLISIUT SAPN]IUT

ey} WaIsAS uoneINpa pue

eI Apqidd
jmsedsuer) pue 3Andafqo
duidopaaap pue azis

10 31mydnas diysidumo
uLIgj uo paseq sproddns
PUE SIIPISYNS 0) $SIIIE U0
SUOIJIIISAI [[& SUIAOWIdL

Jurpuadg
uonesnpy “¢°)

2ImongseIyu]
uoneyodsuel] ‘7D




LS

‘s1ouoisuad jo sadAy [je 10]
saxmipuadxa pue sUOHNQLIUOD
U39M]Oq UOIB[OLIOD dSBAIOU]

"sI0INqIIuod puny uoisuad
umowy [[e Jo yuasied o1 10§
PIYSIEISS SJUN0DIE [enpIAIpU]

*S10JNQLIYUOD
poansut JenpIAIpUI [[e

0} 3jep 0} suonnqLyuod uorsuad
[EeNPIAIPUL UO UOTJRULIOJUT
Arewtuns Jurpiaoxd Juswoie)s
[enuue uinssi ay) A1ojepueul
9w 0} JUSUIPUSUIE U
JuswrelIed 0} jituqns pue jdopy
-pred suonNqQLOUO [BTYOR UO
paseq aIe sjjauaq uorsuad yey)
Ajure[o 01 (681 me'T) duensu|
[2190S JO WaISAS d1jqnd U0 me]
31 JO 6¢ 9[ONIY O] SJUdWpuSUIe

‘suolnqLIued
uoisuad [enpiArpuy

U0 paseq apeul 3q 0)
syudwifed uoisuad Juijqeud
sae] uoisuad 0) sjudmpudme
Peap JuomeIpRg

0} pajnmgns pue paydopy

Jo yuawdoaaag

: Iseqejep

HISN Hl gjep uonnqruod
500 3o Apagayuy
Surinsus £q wI)sAs
JUNOJIE [ENpIAIpUI JO
uoneywawddul Inunuo)

weIS01d WLIOJOY
WASAS UOISUdJ
Sunejdwo) 'y

usweljed 03 yuqns pue ydopy

SWI)SAS U0I)IIN0IJ

€08 SuRMSINS 1] 1B

uowrainooid orgnd Jo
S}[nsaI pue 3npuod 9y} uo podar
s1qnd enuuy ue jo uonedgng

“19pu9}
uado Aq papleme S1oe1UOD

JO onjeA [e101 343 JO %(L pue
S19B1U02 JOqUINU JO 40 ISBI]
1v uswamdoid 30mos o[3urs
Aq popIeme S}OB1IUOD JO InjeA
[£101 341 JO 94,0 PU® S}IOBRUOI
IaquUNu JO 94,(] UeY) 210w ON

‘Kouady

JUSWAIND01J Y3 10} Suipuny
pue Surges ajenbope amsud
0] UB[J UONOY ULID)-WNIPOW
e a1edald ‘me| JuUSWAINI0I]
anqnd jo uonejuswajdu
10] ue[d UOTIOY SNEUopU[)

‘uonounj
K1os1a10dns jusuramooid

orqnd oy Ut 3521931

JO 191]JUOD PIOAE 0] SjuswogueLIe
Surpodai Teuonmisul SSaIPpy

“MET JUSWAINO01J
a|qng Mau pajorug

(papiesme

SJORIJUOD JO IN[BA JO o, 0P
0) 9,87 WO.IJ FULIIPUI)
uado Jo osn paseardul
{papaeMme SJIEBNU0D JO
njea Y} JO %Sy 01 % IS
woJj JuduRIndoid 32.1nos
a[3uIs u1 JUI[IIP) SPRIIU0D
judwamdoad Jqnd

10§ uonnRduied paseasduy

JUSWAINDOL]
and "d

"940€ 01 paseanu
a1ed yy[eay Arewnd o1 uoneooje
198pnq 2ourInSUl Y[Ry JO oIRYS

‘pasearoul
surol pajejal Ayjenb a8em

*s108euru pPajosfas AeAnnadwos
Aq paSeuew (g€ Jo N0 6 1)
SI91US0 a1 Yieay Areurid [2A3]
uoAel Jo juasrad sAg-Ajuom |

“SI3JUD
a1eo yieay Arewad Jo 946
1589 1B Yl S19BNU0D AJJ021Ip
DIH "SI91u2d 3Ied Yiesy
Arewnd yum Sunoenuod
30011 10§ saanpasold paydopy

Surpuads a1eo
Ifesy Jo AU
ajowold ¥




8¢

'S00T Ul %L L] WOl paseatout
193pnq werdoid sour)sisse [BIOOS
[e101 2y Wt 128pnq urerdoxd
9OUR)SISSE [BI190S (P)S9) SuBSW
*2'7) pajediel-Au1aaod jo areys

‘(suonjesiyioads [ea1uys9)

Jo [eaordde pue juswdopanrap)
JSeqejep IOULISISSE [BIDOS
palepIjosuod oy jo uoisiaoid oy
JOJ pue s)jauaq Audaod pajadie
Jo uonensiurwipe sy} 10 WalsAs
Iondwod e jo yuowdopaaq

‘3unadie
Kyxoaod pasoxdun Jof suonengas
Sunuowsidun dojarsg

swesdoxd

QOUBJSISSE [B120S JUd[eAINDI
-[Se9 JO SOLIBIdAuaq Ay}

Jo aseqejep payiun e pausIsa(]

‘Funasey

Aoaod 1oy siseq [e39] o1y
BuIysI|qeIss “0oUBISISSY [BI100G
uo meT Yerp Juswerred

0] paprwqns pue paaoaddy

WI)SAS

J1JUdq IJURISISSE
[e190S JO A2USI0}J9
euonnqrusip

oY) Surdueyuy g

‘so8em JO UOIIBN]BASI dpn[oul

0] B[NULIOJ JIJouaq oy Jo 1red
puosss o) Furdueys Jurpnjour
S)JoUaq puR SUOINQIIUOD
u23M19q uIf 2y} udp3usns pue
saganiaud sajeuruns ‘(uonisuern
Jo pourad e Summorjoy)
SIOINQLIIUOD JO SALIOFIL) [[v
JOJ S9N JUSWID[)JUS/UOIR[NI[Bd
NJauaq Jo uonezijenbs

sapnjoul jey) wasAs uoisuad oy
Ajrun o) A3a1ens yeIp aye[duion

‘(pa3apiand

pue sisulIe] ‘sIouLrey

-uou "9°1) siouorsuad jo sadAy
[[e Jo} swaisAs uotsuad oy
Ajrun 03 A3a1ens padofaaa(q

‘A391eng ULI0JoY
"oIsusd 10399§ eI moLSy




6S

“£00Z Ul S)NIJ IO SA[qEIRTIA ‘Iomopjuns
“az1ew yons sdoio juepiodu 10} SINISLIBA PAIASIZal Mau oN “A[PAndadsal
SIRAK { pue 7 0} p2onpal uaaq sey s3ul[pads pue spods 10J pouad Sunsa],

"'SODN Jo ourjsIsse
UMM P3JRUIWIASSIP PUB PAJO9[[02 UoTjeULIOjuT 3oL1d urel3 [euonewIsu]

‘sKaans jsed ynm Jeqruns A[o8ref st aygosd Kyroaog Wnoayip (%1 °vE)
JUNOopEaY 9007 PUB S00T Udomlaq uostediiod syewl SHH 0) SUOISIANY

"LO0T-900T W %LT-/%E1-/%S 03 #00Z-000T Ul 23e1oae
%81~/ %81~ | %87~ WO PIonpal sIomopjuns/ozieuwl/jedym 1oy den

*SUI[Paas I0] SIBAA {7 puB ‘IB2A
1 01 p2onPal SPaas 153) PUB JeN|BAD 0} SWI) WNWIXE
*04GZ AQ PISEaIOUT SARY PAIA)SISAT SINILIBA MON

"Apjoam 1se9] Je eipaul [ed0] Ul papodax

S}o3 U [RUOTJBULISIUI PUE DTISaWOP Yjoq Io0j uononpoid
armynoLSe Jo snjeA Jo 946 15e9] Je Sunuasoidax
SONIPOUIWIO) JISEq [[B UO UOHBULIOJUL 39LE]

‘Junoopeay Kusaod [ens ur yuswaaoiduy

"600T 01 SANR[AI 9%CT

Aq paonpai usaq sey 21e3 (10ssasoid) L10)oe} o3 Je
(sDdN) s1u2191}J205 uoodjoId [eurion Aq paInseaur se
sdo1o paos|io pue (o195 10} saoud Aired [euoneuIajul
pue s1ouLe) Aq paA12221 sao11d usomioq ded oy,

sjoyprew fexgnoude
Swdojarag D

“[EUTULI3} SWOISTD pueul
1B SAINUIW (7] 01 $QOT Ul SAINUIW |/ WOL PIoNPaI SO 3oURIRI[D)

"L00T W $%0S O $00T Ul %6°66 WO1) paonpai ajel uonoadsuy [ed1sAyd

*S9INUIUL ()€ 0} W AU JuISSOId 19pIoq
Apuowr s3eIoAe pue neuIsH[)) JO [BUTULIY) puB[UI
ay 18 2wy soueIespd podun Ajysuotl 93eI2AR INPIY

‘siseq A[[JUOW © UO SUOLJRIB[OID
[2101 JO 940€ P299Xa 0 30U SN Aq uonosadsur [esi1sAyd

uonelioe)
apen Swaoadwy g

L00T
ur endes Jad JOO JO %8€ 18 SIS0 UOHRZLIOYINE puk SUISUadI] IFRIoAY

‘049] 01 padnpal

-o3esoae [euoi3al 1o je suonodadsut Jo Louanbar ]

"%0€ 01 007 Ul JaO endes 13d 30 o476 woly paonpal
S350 suonezLoyne pue SUISUIDI| UL 3FeIOAY

00T Ul %/ ] Wox paonpai sjuswannbal A1o0jem3ax
Sunosur uo juads swny Juowaeuewr Jo Juaoiod smoys
Kaams gqoOD — s1509 souerduios A1o1en3ar paonpay

suonje[n3al ssauIsnq jo
S1S09 SAJRNSIUTUUDPE pUE
A1oye|n3a1 3udnpay 'y

suonen3al jusuraAon YIm Jurkduos Surpuads swr juswaSeury

2JeUil ) JUIUI)SIA

uf oY) suiaoadwy ] Tefig

'LO0T U % 1T pajewnss ue 0} Q¢ ut
ddD JO % LT WO US[EY 9AeY S|9A3] 1G3P Ddd ‘s1081e; wrerdoid JNI
POPIIIXD SBY S0URIS [BISH SSYOOYS [RILISIXD JO JNSI SB £007-900T UI % |

"S[9AS] d[qRUIRISNS I S[IAI] 9P DJJ [€10) SjIomdureny
JTWIOUOII0I0BUI YIIM JUSISISUOD I2UE]S [BISI] “1oYealoy)
SHSIP dj3uls ul pue L00T Ul %S0 Ie 3doy uonegur
“10yealatp) %G PUB LOOT UI %t ISES] 18 JO YIM0IE JaD

AN[IqeIS ITWOUOIIOIRIA
urejurefy :aysmbal-aig

POPa2OXa UOHE[JUL $L00T Ul %S ‘900T Ul %8 ¥ POTRWINSS mo1d JaD

a)ep 0) syNsOY

sanss[RANRIqQ

$103E21pU] 3WONQ weadord HSHJ

XRILVIA SL'INSHA DSAd ‘€ XANNV




"SOLIBUDDS dANIRWI) R Jsurede s1oafoid Jo uoneznuoud ay) pre
0} paystjqelsa aseqejep 193(od ‘s10109s uonENUES pUR I3eM Uodsuen) 10,]

‘ssas0xd

Suruueld 393pnq apng 03 JISIUTIA WL 243 Aq paaoidde uaaq sey suy [,
-KGoreng 1uowdo[aAa(] [RUOTIEN YIIM JU)SISU0D sanuoud Ad1jod uioy
-WINIPaW SUTRIUOY [ [(Z-6007 10§ Juswnoop 1dasuo) JHLIN smeredde
JUSUILIDAOL) 9Y) UI P3JeaId JIU() UOIIRUIPIOO)) pUe SISA[RUY AdI[od

“PaLmM220 ARy s1donpold

/sasudiaqud [emymoLI3e 10J SPJO-21LIM 1qap MIU ON
9y} U1 SISA[RUE J1J9U2Q-1SOD DIUIOUOID JO SSAUIIBME
pueR 3sn paseaiou] “Surpuny J0j pao9fas syoaford
jusunsaAul s1qnd jo Ajenb ayy ur syuswoaoiduy

‘smej 1o3pnq [enuue
pue J LN oY) usomidq a3exur| 193uons e y3noay)
paaoidur s1o8pnq [enuue Jo snooj Aorjod o1391eNg

*S90INOSAY dI[qng
Jo uoneoo[y c13areng
oy Suiaoadwy -H

"JIOJJ3
unoyal Aed Suro3uo 2y Jo asmod 3y} Furmp pauue(d sasearour Iy,
*£00T Ul 2%,(S 0} UONBIaUNUIAI [B)0} JO 94,G7 WIOL Pasealdul AIefes aseq

‘SISA[EUB PUE M3IA3I J0] d[qe[ieAt A[[enudd s Ked
103995 211qnd 3y} uo uoneuLIOJU] “Iap[oy-uonisod ay)
Jo qol Jo anfeA 3y} $)09[ja1 A[93enbape pue Aed suioy

-a3e1 [©103 9} JO 9%,08-G/ ISBI[ 1e sayeur Are[es aseq

SIUBAIAS [IAID
J10J WIAISAS uoneIauUntal
uLIojiun pue juosedsuen

e Sunuows[duy g

‘ssao01d paseq-jow ‘oannadwos e ySnoay pajuiodde s1om sjueArss

“ME[ 9JTAIIS [IAID MIU UI
payIoads se s53001d UOI}99[9s paseq -JLBW ‘dAnnadwod

‘aado ue y3noiy) payurodde saouse jenuas pue
SOLISIUTW Uy S)s0d SARISIUIWIPE 0] SJUBAIDS [IAID MON

JOIAIIS [IAID
J1jeI00jLIoW & SUIp[Ing Y

[TAID MIU JO 04(€ “MB[ IDTAIIS [IATD M3U I} JO IDUISE Y} Ul ‘L00T U]

~ $321N0SY 101998 AN J JO JUSTIGEUR A PUE AOUdIN Y

[ 941 suAoxdui]: Iy Je[iid

(SEH $007) samupuadxa pjoyasnoy jo juasiad g ;7 syuasaxdor £31aug

“UOISIAQI Jopun yiomaurey A1oje[ndoy

*S[9A3] KIDA0DI-1S0 JB 39S S[JLIB .

'900¢ pue
00T U99m12q 9,0°9 AQ pasea1dap sey /(19]) JO [e21 /pownsuod A31ud
2101 £q painseaws se ‘Ansuajur ASxoud “§00¢ 10J alqe[ieae Auo viep Jdd

*AaAaIng 193png pioyasnoH £q payodal
se sarmypuadxa poyasnoy jo a1eys e se AS1oug[

*SOANPAIP AIBL1I9[9 (1 oY) pue Ajeal],
AASDH 241 Jo suoisiaoid jueas[a1 fuim s[quedurios
193IRW AJIDLNII[S ) Ul JJomawey A1ojensa1 oy

"%%001 sayseoidde (suonmnsur AreaSpng
pue Sp[OYasnoy FuIpN[oUl) SIAWNSUOD JO $91103318D
[I® 10} s}jLIe} 1eay pue AJIoL199[d ‘sed Jo A19A0091 150))

*KJI911199]2 I0J 9466 dA0QR
puE SeS [BINBU 10 9,06 2A0QE SOLRI UOIID3[[0d Yse)

00T Wl Sn[eA aseq Y}
01 uostredwod w ‘a1l Jdd 18 4AD JO 0001$ 1od (201)
asn AS1ous Arewnid 8101 oY1 AQ pamnseawr A)suajul

A310ud 94,01 Aq Suronpar £q Kouaidifye A319U0 asearduf

“Anpiqesoupna
A31ous Sudnpay "




19

*s10INQLIUOS punj uoisuad umony

‘s1ouoisuad Jo sadA [[e 10] samypuadxo
PUR SHONNGLIUOD USIM)I] UOHB[ILIOD ISBIOU]

*sI0INqLIU0D puny uoisuad umouy
[1e Jo 1usd1ad co_ 10} PAYSI[GEISA SJUNOIDE [enpIAIPU]

wesSolg wLojay Woisks
uoisuad Sunejduwo) 'y

[[® 10} SJUNOJOE [ENPIAIPUT U POPI0d3I U] Sey ejep ¢00z-150d [V

T SWIR)SAG U0N)I9)01] 12190S SUtuoqISuans 11 18iitd

"(£00T Ul %S Woy umop) JuIdInos
[NOS BIA papIeMmE SIOBIUOD JO %6°8 {(£00T W %6 ] woy dn) sjoenuod
J0 1901ad (L 10} s)unodde Jurispus) Suruado ¢400z Jo yed 1sny 10,

uowramooid orqnd jo synsax pue
Jonpuos ay uo podai s1jgnd [enuuy ue Jo uonedIqng

“19pUud)
uado Aq papIeme SIORHUOD JO aN[eA [£10] 3Y1 JO %0L
PUR S}ORIUOD JOGUINU JO 9,06 ISe[ 1y “Judmwamoord

20.1nos 9[3uls Aq papIeme S}OeNUOd JO SNfeA [10)
91 JO 94,0 PUB S)IOBIUOD JAQUINU JO o,(] UBY) 210U ON

juowaIndoId dMqnd "

'800C T Arenuer Jo se pamofje
SI191U95 a1 Yeay Arewnid yum Sunsenuod 1021 “Suipusds yieoy
12101 JO 94,6°0€ 01 %, [ Woy paseatour Sutpuads a1ed yieay Arewrpig

Aemiopun
A3arens uoneziwndo uonedsNpP5 UO UOHRINSUOD J1[qNJ 77 Sem SIdYyded)
-uouysjidnd jo oner {£002-900¢ WI £1 sem s1dydeayspidnd Jo oney

-10y31Y [jus sem3y asoy) ysnd [[1m Suroueury

ud1a10,] "1eak 1ad (Uor[Tw Z2$) uorrwr 008 TN Suryoea Ajjenperd
pue {600 Ut (Uol[[IuI Op$) UOLIU OSH TAW INOGE :3dURUSIUTRW

prO1 0Jul pajauueyd 3q 0} ‘Apjuanbasqns 94,001 PUe ‘600 Ul [onJ

UO Xe} 351X 3y} JO 94,08 10 sapiaoid £3ojeng uoneuodsuel] poydopy

"S91R19Y §°() 03 pIonpal
SJuUaWIANINDAI 3ZIS ULR} WNWIUIW ‘SPIRAUIA JO Uondooxs Yy 9007
ut 04 | woxy dn ‘2007 Ul SIIPISANS JO 9,7 PIAIIOAI SISULIR) JUBSEd ]

“(syurod
a8eyuooiad /| Aq pasealoul sapisqns Surpuads juormosr) /0gg W siutod
a8ejuadiad 7 Aq pasearour sarpisqns ‘Surpusds paje[al Jygnolp Aq UdALI(]

*040€ O PasBaIoul 218D YI[eay
Kreurud o} uoryedsoj[e 303pnqg dUBINSUI [BAY JO dIRYS

“pasea1dul W
paeja1 Lrjenb aGem-uou uo saxmrpuadxs jo aeyg

*S[00Y0S
[esous3 otjqnd 10 (SO0T) 6 4T PUE L] WOL PaseaIout
SOIEL JSUOR3}-UON JUIPMS PUE ISYIEd H\E%Em

aAnnadwod y3noIy papreme s}oenuod 8:885«&

PrOI1 10J pasn ST (]oA9] Sutpuny 9007 Y} puoLaq)
9ouBUIIUIBW PEOL JOJ SUIpUNJ [BUOLIPPE 24} JO 24,08

"600¢ Ut uoIfjIw 06$S) pue LOOT ul uolfiw 0¢gSN Jo
junowe ay) seyoess siedas fendeds pue uonONISU0OIAI

‘@ouBUSIUIRUI PEOI 10] SI2INOS [[2 W0y urpuny [enjoy

"SAIpISqNG [BIMMOLISY JO oIeysS SISULIEJ JUeSEd

“J0)JeaIo
Teak Aroas dd ¢ pue 400z w sjutod a8ejuoorad ¢ £q
Paonpai1 saIpisqns uo sarmipuadxa aamymonde Jo areyg

Surpuads areos yYeay jo
Aduaidyys sowold D

Surpuadg uoneonpy "¢D

ammonnseuy
uoneyodsuel] ‘7D




a9

WA)SAS yauaq
*LO0T Ul 26 O3 "SO0T Ut %/ L1 woly paseadur 198pnq wes3oxd J5UR)SISSE [RID0S JO

£00C W D JO %9°0 WO pIseaIdul dAeY SPIOYISNOY 0} SIQSUBL], 007 | 9OUBISISSE [RID0S [10] 2} Ur JaSpnq wesSoid soueysisse Kous121J9 [eUOnNNQLISIP
1qudag w pasnponui 2q [[Im Surpuads 2oUBISISSE [RID0S PIISI)-URIIA [erd0s (palssl-sueau -a°1) pajadrel-Aoaod Jo oreyg oy Sudueyuy g




Annex 4 - Fund Relations Note

IMF Executive Board Concludes 2007 Article IV Consultation with
the Republic of Moldova

Public Information Notice (PIN) No. 08/37
March 18, 2008

Public Information Notices (PINs) form part of the IMF's efforts to promote
transparency of the IMF's views and analysis of economic developments and policies.
With the consent of the country (or countries) concerned, PINs are issued after
Executive Board discussions of Article IV consultations with member countries, of its
surveillance of developments at the regional level, of post-program monitoring, and of
ex post assessments of member countries with longer-term program engagements.
PINs are also issued after Executive Board discussions of general policy matters,
unless otherwise decided by the Executive Board in a particular case.

On March 12, 2008, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with the Republic of Moldova.l

Background

Moldova is doing well, despite a series of consecutive shocks, which included the doubling of
the price of imported natural gas and Russia's ban on imports of Moldovan wine in 2006, and a
severe drought in 2007. Growth is estimated at 5 percent in 2007 and is projected to increase to 7
percent in 2008. Investment is picking up, and is beginning to replace remittances as the main
source of growth—an encouraging sign that the earlier model of consumption-driven growth is
changing.

Moldova increasingly faces the challenges experienced by other transition economies. Improved
growth prospects have come with strong appreciation pressures from foreign exchange inflows,
and a widening trade deficit. Foreign direct investment (FDI) has picked up and is estimated to
have reached 12 percent of GDP in 2007, compared with 7 percent in 2006.

The main macroeconomic concern is inflation, which at 13 percent remains high for the region.

A deterioration in the merchandise trade balance due to strong import growth has been offset by
improvements in net income and transfers, with a small improvement in the current account
deficit to 12 percent of GDP. A resumption of wine exports to Russia in October was a major
positive development, although volumes are likely to recover slowly.

Fiscal policy remained tight, ending 2007 with a modest deficit of 0.3 percent of GDP. Strong
revenue performance was driven by robust VAT on imports, while expenditure was kept in line
with the budget. However, the tax cuts introduced in 2008 may undermine the favorable fiscal
position.

Monetary tightening in 2007 was complicated by the strong inflow of foreign exchange. The
National Bank of Moldova increased reserve requirements from 10 to 15 percent, and raised
policy interest rates by 2.5 percentage points. Nevertheless, the possibility of second-round
effects from the drought, liquidity pressures from growing remittances and FDI, and the
continued strong growth in credit and broad money suggest that upside risks to inflation are not
yet fully contained.
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Executive Board Assessment

Executive Directors welcomed the improved growth prospects and decline in poverty in
Moldova, and commended the authorities for their reform efforts and balanced macroeconomic
policies. Developments in Moldova appear to mirror increasingly those in other transition
economies, with large capital inflows, appreciation pressures on the national currency, and a
widening trade deficit. Directors underscored the importance of maintaining macroeconomic
stability and improving the business environment to support private sector development and to
help reverse the emigration of labor.

Directors considered that inflation remains high relative to that in other countries in the region,
even after accounting for the drought. They cautioned that with strong foreign exchange inflows
and rapid credit and reserve money growth, upside risks to inflation remain. The recent monetary
tightening by the National Bank of Moldova (NBM) was welcomed, as was its commitment to
establish price stability as its sole monetary policy objective. Directors noted that with
considerably lower labor costs and higher productivity growth in Moldova compared to the
region, there is scope for further exchange rate appreciation without undermining
competitiveness. They urged the central bank to allow greater exchange rate flexibility.

Directors commended the authorities for their disciplined fiscal policies. Modest deficits are an
appropriate compromise to balance development and disinflation objectives. Directors welcomed
the authorities' efforts to strengthen tax administration and to increase social and investment
spending, while maintaining the deficit target. At the same time, they stressed that the budget
should remain tight until low single-digit inflation is firmly reestablished, and that any spending
related to potential overperformance on the revenue side should be conditional on achieving the
inflation objective.

Directors welcomed the authorities' plans for reducing the size of the public sector, introducing a
transparent and competitive remuneration system for the public service, and consolidating
education and health care networks. These were seen as important steps toward a leaner
government structure to ensure efficient management of scarce public resources, and to allow
more room for pro-poor and pro-growth spending.

Directors welcomed the authorities' commitment to bolster structural reforms aimed at improving
the investment climate and clarifying the role of the state in the economy. They were particularly
encouraged by the efforts to streamline the business licensing and registration procedures, to
improve the transparency of regulatory agencies and reduce red tape, and to strengthen
bankruptcy procedures and competition legislation. Directors supported the government's
decision to revitalize the privatization process, including the intention to sell remaining large
state enterprises, which would help to reduce the weight of the state in the economy and provide
a catalyst for private sector growth.

Directors considered modernization of the energy sector as a high priority. They welcomed the
strengthened independence of the energy regulator and establishment of heat tariffs at a cost
recovery level, which will be critical for the financial viability of the utilities. At the same time,
they stressed that timely introduction of a new targeted social assistance scheme will be essential
to ease the burden of higher tariffs on the poor.

Directors noted that the financial sector is stable, and urged the authorities to be vigilant in
addressing the remaining vulnerabilities in the sector. Strengthening the supervisory and

regulatory framework and increasing the transparency of bank ownership will be crucial to
ensure the soundness of the banking system. Directors welcomed the authorities' efforts to
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accelerate privatization of Banca de Economii, which will help to enhance competition in the
banking sector and attract additional banking expertise. They urged the authorities to ensure that
the new Anti-Money Laundering/Combating the Financing of Terrorism law is implemented

effectively.

Republic of Moldova: Selected Economic Indicators, 2005-10 Yy

I. Real sector indicators

Real growth rate

Nominal GDP (billions of lei)

Nominal GDP (billions of U.S. dollars)
Consumer Price Index (average)

I1. Fiscal Indicators (general government)
Primary balance (cash)

Overall balance (cash)

Stock of general government debt

IIL. Financial indicators

Broad money (M3)

Velocity (GDP/end-period M3; ratio)
Credit to the economy

IV. External sector indicators

Current account balance (percent of GDP)

Remittances and compensation of employees
(net)

Gross official reserves (months of imports)

External debt/GDP (percent)

2005 2006 2007 2008 2009 2010

Prel. Proj. Proj. Proj. Proj.

(Percent change; unless otherwise indicated)

7.5 4.0 5.0 7.0 8.0
37.7 44.1 51.3 58.8 68.2
3.0 3.4 42 53 6.5
11.9 12.7 12.6 11.4 7.9
(In percent of GDP)
2.6 1.3 0.9 0.7 0.5
1.3 0.2 -0.3 -0.5 -0.4
38.0 34.6 29.2 223 18.8

(Percent change; unless otherwise indicated)

35.0 23.6 39.8 21.5
24 23 1.9 1.8
35.0 37.8 51.7 22.0

(In percent of GDP, unless otherwise indicated)

10.3 -12.0 -9.7 -10.3 -10.6
29.1 333 36.6 37.6 35.9

22 2.2 3.0 3.2 3.6
56.2 57.4 58.8 55.1 53.6

Sources: Moldovan authorities; and IMF staff estimates.

Y data exclude Transnistria.
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L Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities.

IMF EXTERNAL RELATIONS DEPARTMENT

Public Affairs Media Relations
Phone: 202-623-7300 Phone: 202-623-7100
Fax: 202-623-6278 Fax: 202-623-6772
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Annex 5 — Country at a Glance

Moldova at a glance

4/9/08
Europe & Lower
Key Development Indicators Central middle e
Moldova Asia income Age distribution, 2006
(2007) Male Female
Population, mid-year (millions) 3.4 460 2,276 70-74
Surface area {thousand sq. km) 34 24,114 28,549 50-64
Population growth (%) 0.1 0.0 0.9 5054
Urban population (% of total population) 47 64 47 4044
GNI {Atlas method, US$ billions) 43 2,206 4635 o
GNI per capita (Atlas method, US$) 1,140 4,796 2,037 s
GNI per capita (PPP, intemational $) 2,880 9,662 7,020 10-14
04
GDP growth (%) 3.0 6.8 88 18 %
GDP per capita growth (%) 4.1 6.8 79 percent
(most recent estimate, 2000-2007)
Poverty headcount ratio at $1 a day (PPP, %) 5 1 . "
Poverty headcount ratio at $2 a day (PPP, %) 21 10 . Under-§ mortality rate (per 1,000)
Life expectancy at birth (years) 68 69 71
infant mortality (per 1,000 live births) 11 28 31 e
Child malnutrition (% of children under 5) 4 5 13 50
40
Adult literacy, male (% of ages 15 and older) 100 99 a3 o
Adult literacy, female (% of ages 15 and older) 99 96 85 o Pl
Gross primary enroliment, male (% of age group) 93 103 117 20
Gross primary enroliment, female (% of age group) 92 100 114 10 i
Access to an improved water source (% of population) 92 92 81
Access to improved sanitation facilities (% of population) 68 85 55 1880 1998 2000 2005
3 Moldova £3Europe & Central Asia
Net Aid Flows 1980 1990 2000 2007
(US$ millions) -
Net ODA and official aid 10 123 192 Growth of GDP and GDP per capita (%)
Top 3 donors (in 2005):
United States 35 30 20
France 1 26 10 {
Sweden 2 9 o £, oﬂ'°°°%¢
Aid (% of GNI) 0.4 9.4 57 10
Aid per capita (US$) 3 34 56 -20
30
Long-Term Economic Trends 40 o s
0f
Consumer prices (annual % change) 788.5 31.2 123
GDP implicit deflator (annual % change) 13.5 27.3 1.2 e GDP GDP per capita
Exchange rate (annual average, local per US$) 0.0 12.4 121
Terms of trade index (2000 = 100)
1980-90 1990-2000 2000-07
(average annual growth %)
Population, mid-year (mitlions) 4.0 4.4 3.6 34 0.8 -1.8 -1.0
GDP (US$ mitlions) 3,593 1,288 4,396 27 -9.6 6.6
(% of GDP)
Agriculture 36.1 29.0 9.9 ~11.2 1.7
Industry 367 217 14.8 -13.6 1.1
Manufacturing 36.0 16.3 148 -7.1 5.1
Services 27.2 49.2 61.1 07 8.4
Household final consumption expenditure 57.5 91.4 1126 9.9 10.5
General gov't final consumption expenditure 75.1 10.3 211 -12.4 83
Gross capital formation 249 23.9 382 -185 104
Exports of goods and services 48,2 49.8 453 1.0 13.8
Imports of goods and services 50.6 75.4 96.1 59 16.8
Gross savings 58.1 16.3 23.8

Note: Figures in italics are for years other than those specified. 2007 data are preliminary. Group data are through 2006. .. indicates data are not available.

a. Aid data are for 2005,

Development Economics, Development Data Group (DECDG).
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Moldova

Balance of Payments and Trade 2000 2007
Governance indicators, 2000 and 2006
(US$ millions)
Total merchandise exports (fob) 477 1,342 _ - i
Total merchandise imports (cif) 793 3,690 Voice and accountabilty (- |
Net trade in goods and services -331 -2,348 J i
Political stability i ' |
. |
Current account balance -98 -410 _ " S |
as a % of GDP 76 97 Regulatory quality l”‘”’ ¥
- I
Workers' remittances and Rule of faw == ‘
compensation of employees (receipts) 179 1,548 Control of corruption g ‘ ;
Reserves, including gold 218 1,334 9 25 50 7‘5 150
" {2008 Country's percentite rank (0-100)
Central Government Finance {32000 higher values imply better ratings
(% of GDP) ) ,
Current revenue (including grants) 31.9 394 Sowrce: Kaufmann-Kraay-Mastruzzi, World Bank
Tax revenue 25.0 329
Current expenditure 34.7 33.1
Technology and Infrastructure 2000 2005
Overall surplus/deficit -2.6 -1.1
Paved roads (% of total) 86.1 86.2
Highest marginal tax rate (%) Fixed line and mobile phone
Individual 20 subscribers (per 1,000 people) 174 521
Corporate 15 High technology exports
(% of manufactured exports) 4.1 27
External Debt and Resource Flows
Environment
{US$ millions)
Total debt outstanding and disbursed 1,692 2,045 Agricultural land (% of land area) 77 77
Total debt service 138 208 Forest area (% of land area) 9.9 10.0
Debt relief (HIPC, MDRI) - - Nationally protected areas (% of land area) . 1.4
Total debt (% of GDP) 131.3 48.1 Freshwater resources per capita (cu. meters) . 258
Total debt service (% of exports) 16.6 59 Freshwater withdrawal (% of intemal resources) 231.0
Foreign direct investment (net inflows) 127 243 CO2 emissions per capita (mt) 186 1.8
Portfolio equity (net inflows) 117 -5
GDP per unit of energy use
(2000 PPP $ per kg of oil equivalent) 2.0 2.2
Composition of total external debt, 2007
Energy use per capita (kg of oil equivalent) 692 862
260
o
ya World Bani @roup pcxrxfaito & agee | e006
/ IMF, 119 « - ‘ & & \ .
,( fif&&miﬁom) . o > .
Short-term, 905 . -
““““““““ ! BRO . & «
Other multi- & &
teral 47 Total debt msistaml&ts amz & sursed 181 1t
Bitateral, 287 Dlebursoments o .. 8 0
- Prncpal s‘epwnts j . s
lmersst paymem . « o 7
Private, 295 . i i . ‘\ ‘\ L \> L
US$ millions oA o L
ol bt outstanding msﬁ - smmd L m e
| Disbureemens | . o 23
Private Sector Development 2000 2006 Total &eﬁ!ﬁewm ... o 2
Time required to start a business (days) - 23 o mgfy@m . . o .
Cost to start a business (% of GNI per capita) - 11.5 ‘;w disbursed amﬁmmd%ng ;&b{ﬁ&e L 33 23
Time required to register property (days) - 48 o whm i?{} owit ancount . . i
| Disbursements for IFC own account g
Ranked as a major constraint to business P‘Mﬁ&iﬂ solee ma&ymwis ami \
(% of managers surveyed who agreed) * mpaymss for EFS WR aeeoul n
Access to/cost of financing 40.4 .
Tax rates 37.2 Mi{% .
Groes exlmm* e
Stock market capitalization (% of GDP) 30.4 22.1 | Newgusraniese o
Bank capital to asset ratio (%) 308 17.0
Note: Figures in italics are for years other than those specified. 2007 data are preliminary. 4/7/08

.. indicates data are not available, ~ indicates observation is not appiicable.

Development Economics, Development Data Group (DECDG).



Millennium Development Goals

Moldova

With selected targets to achieve between 1990 and 2015

(estimate closest to date shown, +/- 2 years)

Goal 1: haive the rates for $1 a day poverty and malnutrition

Poverty headcount ratio at $1 a day (PPP, % of population)
Poverty headcount ratio at national poverty line (% of population)
Share of income or consumption to the poorest qunitile (%)

Prevalence of malnutrition (% of children under 5)

Goal 2: ensure that children are able to complete primary schooling

Primary school enroliment (net, %)

Primary completion rate (% of relevant age group)

Secondary school enrollment (gross, %)
Youth literacy rate (% of people ages 15-24)

Goal 3: eliminate gender disparity in education and empower women

Ratio of girls to boys in primary and secondary education (%)

Women employed in the nonagricultural sector (% of nonagricultural employment)

Proportion of seats held by women in national pariament (%)

Goal 4: reduce under-5 mortality by two-thirds

Under-5 mortality rate (per 1,000)
Infant mortality rate (per 1,000 live births)

Measles immunization (proportion of one-year olds immunized, %)

Goal 5! reduce maternal mortality by three-fourths

Maternal mortality ratio (modeled estimate, per 100,000 live births)

Births attended by skilled health staff (% of total)

Goal 6: hait and begin to reverse the spread of HIV/AIDS and other major di

Prevalence of HIV (% of population ages 15-49)
Contraceptive prevalence (% of women ages 15-49)
Incidence of tuberculosis (per 100,000 people)
Tuberculosis cases detected under DOTS (%)

Goal 7: halve the proportion of people without sustainable access to basic needs

Access to an improved water source (% of population)

Access to improved sanitation facilities (% of population)

Forest area (% of total land area)

Nationally protected areas (% of total land area)

CO2 emissions (metric tons per capita)

GDP per unit of energy use (constant 2000 PPP § per kg of oil equivalent)

Goal 8: develop a global partnership for development

Fixed line and mobile phone subscribers (per 1,000 people)

Internet users (per 1,000 people)
Personal computers (per 1,000 people)}

Youth unemployment (% of total labor force ages 15-24)

Education indicators (%)

2000 2002 2005

—<¢— Primary net enroliment ratio

e Rati0 of girls to boys in primary &
secondary education

100

1990

DIMoldova

1995 2000 2005

£1Europe & Central Asia

600
500
400
300
200
100

2000 2002 2005

[IFixed + mobile subscribers
@ internet users

Note: Figures in italics are for years other than those specified. .. indicates data are not available.

Development Economics, Development Data Group (DECDG).
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