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Table 1:
Basic Macroeconomic Indicators at a Glance

Country Long Term Foreign Currency Sovereign Risk Rating: S&P: NA  | Moody’s: B3  | Fitch: B- 
	INDICATOR
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	Population (mid-year; million)
	3.58
	3.57
	3.57
	3.56
	3.56
	3.55
	n.a.
	n.a.

	Average exchange rate (MDL/ USD)
	12.14
	10.39
	11.11
	12.37
	12.40
	12.49
	12.54
	12.60

	Inflation rate (CPI Avg.; %)
	12.3%
	12.7%
	0.0%
	7.4%
	7.5%
	6.3%
	5.0%
	5.0%

	Average monthly earnings (Net; USD)
	170.15
	243.49
	247.23
	240.6
	266.1
	292.2
	319.0
	349.2

	GDP at current prices (MDLm)
	53.43
	62.92
	60.4
	71.85
	82.1
	91.2
	100.5
	109.9

	GDP at current prices (USD bn)
	4.40
	6.06
	5.44
	5.81
	6.62
	7.3
	8.01
	8.72

	GDP / capita (in crt. prices; USD)
	1,230.8
	1,696.3
	1,525.5
	1,631.1
	1,676.90
	1,824.95
	n.a.
	n.a.

	Real GDP growth (%)
	3.0%
	7.8%
	-6.0%
	6.9%
	4.5%
	5.0%
	5.0%.
	4.5%

	Unemployment rate (eop; %)
	5.1%
	4.0%
	6.4%
	7.4%
	n.a.
	n.a.
	n.a.
	n.a.

	Industrial output growth (%)
	-1.3%
	1.5%
	-21.1%
	7.0%
	7.5%
	7.0%
	7.0%
	6.5%

	Agricultural output growth (%)
	-23.1%
	32.1%
	-9.6%
	7.9%
	2.0%
	3.0%
	3.0%
	2.5%

	Remittances inflow (USD m)
	1,380.93
	1,744.88
	1,102.85
	1,234.97
	1,258.00
	1,421.00
	n.a.
	n.a.

	Direct foreign investment net inflow (USD m)
	533.62
	712.77
	127.84
	198,9
	239..00
	331.00
	n.a.
	n.a.

	Consolidated budget balance / GDP (%)
	-0.2%
	-1.0%
	-6,3%
	-2,5%
	 -1.9%
	 -0.7%
	-0.4
	-0.7

	Gross external debt (USD m)
	3,345.42
	4,093.77
	4,364,06
	4,778.7
	4,641.10
	5,032.90
	n.a.
	n.a.

	Gross external debt  / GDP (%)
	70.9%
	67.7%
	80.3%
	82.2%
	77.8%
	77.6%
	n.a.
	n.a.

	Public external debt / GDP (%)
	21.0%
	15.6%
	20.4%
	22.7%
	n.a.
	n.a.
	n.a.
	n.a.

	Private external debt / GDP (%)
	55.0%
	52.0%
	59.8%
	59.5%
	n.a.
	n.a.
	n.a.
	n.a.

	Goods: Exports (f.o.b.; USD m)
	1,373.34
	1,645.97
	1,331.57
	1,631.08
	1,931.00
	2,134.00
	n.a.
	n.a.

	Goods: Imports (f.o.b.; USD m)
	-3,671.41
	-4,869.14
	-3,275.76
	-3,809.96
	 -4,513.00
	 -5,022.00
	n.a.
	n.a.

	Trade balance (exp. f.o.b. - imp.f.o.b.; USD m)
	-2,298.07
	-3,223.17
	-1,944.19
	-2,178.88
	 -2,583.00
	-2,888.00
	n.a.
	n.a.

	Trade balance / GDP (%)
	-52.2%
	-53.2%
	-35.8%
	-37.5%
	 -38.9%
	- 37.7%
	-37.5%
	 -36.4%

	Current account balance (USD m)
	-674.05
	-987.13
	-464.61
	– 482.27
	 – 859.00
	 – 892.00
	n.a.
	n.a.

	Current account / GDP (%)
	-15.3%
	-16.3%
	-8.5%
	-8.3%
	 – 13.0%
	 -12.2%
	n.a.
	n.a.

	Official reserves (excluding gold; eop; USD m)
	 1,333.69
	1,672.41
	 1,480.25
	1,717.69
	1,750.00
	1,900.00
	n.a.
	n.a.


Last updated on April 19, 2011








Sources:
Data for items 1, 3-5, 8-11, 14  from Moldovan Department for Statistics and Sociology

Data for items 2, 12-13, 15, 17-18, 21 from National Bank of Moldova

Data for item 23 from IFS, IMF, January 2011

Projections from EIU Country Data (Latest update - 13 January 2011)
Data revised and updated by the Ministry of Finance and National Bank of Moldova, April 2011
I.
Recent Economic Developments and Outlook

Following a challenging initial transition, structural reform efforts have been stepped up since the outset of 2005 and Moldova’s economy has emerged encouraging in the years preceding the crisis. GDP growth accelerated and unemployment declined, although labor force was on a declining trend. The driving force behind the growth were the very large flows of remitances, of about one third of GDP, and increasing levels of FDI and other unrequitted transfers, which reached 20% of GDP in 2008. The trade deficit exceeded 50% of GDP and external debt – both public and private – increased rapidly since 2006, and stands currently at about 80% of GDP. 
Notwithstanding the sustained and rapid economic growth, Moldova continued to face serious bottlenecks, in particular in basic infrastructure and in legal infrstructure, which acted as a serious drag on investment in productive capacity. Moreover, the "grey" economy is currently estimated at about 50% of the officially reported GDP, in part due to a large size of the subsistence agriculture and of the non-marketable nature of a significant proportion of household services, and in part due to investments carried out with unreported remittances and with re-invested profits from undeclared activities. 

The global economic crisis severely affected the Moldovan economy in 2009. Industrial production declined by 21%, agricultural output declined by 10%, investment halved and private consumption fell by 8%. FDI dried out and remittances also fell somewhat. As a result, GDP contracted by 6% and the country experienced disinflation.
Faced with collapsing of both demand and supply, the policy response of the authorities has mostly been comprised of expansionary fiscal and monetary policy. The National Bank of Moldova eased liquidity constraints in 2009 through a series of measures including reduction of the base rate from 12.5% to 5% and reduction of minimum reserve requirements for commercial banks. NBM also used foreign exchange intervention to avoid a steep depreciation of the Moldovan Leu. However, in late 2009 the Leu depreciated significantly against the US dollar and the Euro. 
From an almost balanced budget in 2007 the budget deficit increased to 6.3% of GDP in 2009. However, the current account deficit halved from the year before to 8.5% of GDP. This improvement was the result of a steep decline in imports triggered by the collapse of domestic demand. 

Notwithstanding the severity of the crisis, the economy recovered in 2010, driven by recovering external demand from Moldova’s main trading partners. The recovery is expected to continue into 2011 and 2012, on the back of funding from official donors in support of further structural reforms. Over the medium-term GDP is expected to grow at around 4.5% pa. The main risks to this outlook stem from external factors, including the high volatility of remittances and uncertainty over export demand.
Moldova’s investment climate has been gradually improving over recent years, and its rating improved in the World Bank’s Doing Business index by 14 notches between 2009 and 2010. In 2007 was established the National Agency for the Protection of Competition (NAPC). 
a.
Real Sector
Economic growth averaged over 6% over the period 2005-2008. Remittances, FDI, and credit boosted domestic demand. However, as a result of massive capital inflows the exchange rate suffered a substantial real effective appreciation. The loss of competiveness aggravated macroeconomic imbalances, and the current account deficit widened to 16% of GDP and inflation accelerated to double-digit levels. The consequences of these vulnerabilities were severe. 
In 2009 remittances fell 37.4%, reflecting declining economic activity and rising unemployment in the countries with large numbers of immigrants from Moldova. From a pre-crisis level of 11.8% FDI fell sharply to 2% of GDP. Exports of goods and services decreased by 19%, although imports decreased by a larger 30%. The combination of these factors brought a decline in GDP performance of 6% in real terms from 2008 to 2009. At the end of the fourth quarter of 2009 there were 73,900 unemployed, almost twice as many as in 2008. 

Following the contraction of 2009, industrial production and economic development more generally picked up in 2010, seemingly benefiting from both the depreciation of the Leu and the liberalization of trade policy. GDP grew at a rate of about 6.9%, with both industrial output and agricultural output growing relative to 2009 by 7% and 7.9% respectively, and with gross investment picking up to about 24% of GDP. In addition, the recovery generated increases in tax revenues which helped the fiscal adjustment process. 
At end 2010 state services (public administration, health, education, etc) provided the largest share of employment (24% of total employment), followed by agriculture (22%), trade and catering (20%), industry (13%), transport and communications (6%), and construction (5%). The public services and trade were the only sectors to increase employment. Agriculture lost most jobs, followed by construction and industry. The unemployment rate increased to 7.4% from 6.4% a year earlier. Sustained economic growth into 2012 is expected to increase demand for private sector jobs and therefore to result in a decline in the rate of unemployment.
b. Public Sector and Fiscal Policy

Fiscal Balances

The 2009 deficit (6.3% of GDP) was better than anticipated, due to an upsurge in VAT revenues and some expenditure savings relative to budget commitments. The fiscal adjustment continued in the first quarter of 2010, supported by robust revenues and by expenditure restraint. At the same time, guaranteed minimum income increased by 23 percent in 2010, as part of a targeted social assistance program aimed at increasing protection for vulnerable households.
After a fiscal consolidation in 2010, in March the government approved the draft 2011 budget, which targets a narrowing of the budget deficit to 1.9% of GDP. Under the draft 2011 budget, around 29,000 public-sector workers will be made redundant. Due to strict expenditure control, the budget deficit is projected to shrink further to below1% of GDP in 2012.
The budget is built on the assumption of a 4.5% real growth rate of GDP. Industrial output is forecast to increase in real terms by 7.5%, agricultural output by 2%, fixed capital formation by 11%, exports by 14%, and imports by 13.5%. Annual average inflation and the average exchange rate are forecast to remain unchanged from 2010, at 7.5% and Lei12.37 per USD1, respectively.
In 2011 the consolidated budget revenues and grants are planned to rise by 12.6% year on year in nominal terms, including a 15.7% increase in tax revenue. VAT, the largest revenue source, is projected to increase by 16.6%, largely due to rising imports. Personal income tax revenue will increase by 17.3%, as a result of an anticipated increase of average monthly wages by 11% in nominal terms (3% in real terms). From June 1st minimum guaranteed income will increase by 8.4%. Excise duties are targeted to rise by 19.2% (the Ministry of Finance plans to increase by 50% duties on tobacco and beverages with a high alcohol content).
Expenditure and net lending is targeted to grow by a slightly lower rate than revenue, of 11.2%. Social expenditure will account for 71% of spending. Expenditure on education, including rises in teachers' salaries, will increase by 6.1%. Expenditure on health will increase by 6.6%, and social security expenditures will increase by 8.7%.
Public Policy

The Government approved Economic Stabilization and Recovery Plan (ESRP) aims to re‐launch economic growth. Already being implemented, the ESRP intends to achieve the following objectives:

· Stabilize public finances and optimize allocation of scarce resources according to policy priorities;

· Stimulate economic recovery through market reforms, access to credit and public investment in infrastructure;

· Alleviate the impact of the economic downturn on the most vulnerable.
Economic policy will be guided by the IMF agreement. The "Rethink Moldova" medium-term reform program for 2010-13 is backed by a total of €1.9bn from international multilateral and bilateral donors, including the IMF. Reforms envisaged under the program include a major overhaul of the civil service, and measures aimed at improving the legal system and combating corruption, making marked improvements in the ease of doing business area, supporting SMEs, and improving education and health. 
The IMF supported reform agenda focuses on policies to:

· maintain progress in fiscal adjustment, while opening space for priority investment and well-targeted social assistance;

· support the recovery, while containing inflation pressures in the face of large cost-push shocks;

· ensure stability in the financial system and foster a resumption of bank lending; and

· raise the economy’s potential growth rate by implementing structural reforms to stimulate private investment, strengthen competitiveness, and facilitate export led growth.

The government has already announced progress in reforming the business environment, including the removal of a number of export and import restrictions, simplified customs controls, licensing requirements, and procedures for business registration and liquidation. 
The energy regulator ANRE raised energy tariffs to cost-recovery levels. Planned energy sector reforms include gas and electricity connections with neighboring countries, energy efficiency, and eventual membership of the European Network of Transmission System Operators for Electricity. 
Talks on a new agreement with the EU were launched in January 2010. Moldova hopes to negotiate an Association Agreement, offering expanded trade preferences and a visa-free regime, to go beyond the current Action Plan, which was extended following its expiry in February 2008.
c. Monetary and Financial Sector

Monetary Policy & Inflation
As reported by Moody’s “The new inflation targeting of the National Bank of Moldova is set to keep core inflation at sustainable levels of around 5% even though monetary policy remains accommodative to support credit growth in a fragile economic recovery.”

According to the monetary policy strategy of the National Bank of Moldova for 2010-2012 the NBM establishes an inflation objective – measured by the consumer price index published monthly by the National Bureau of Statistics – of 5,0 percent in 2010 with a possible deviation of ±  1,5 percentage points. 
The NBM’s monetary strategy upholds price stability as the primary objective of monetary policy, and the main policy instrument is the NBM’s base interest rate. 
In response to the credit crunch induced by the crisis the NBM policy was geared to allowing a gradual easing of monetary conditions and supporting a fall in interest rates, while also controlling inflation. The policy rate in 2009 was reduced to 5% level. The NBM decided also to maintain unchanged throughout the year 2010 the levels of minimum reserve requirement ratios on both national and foreign currency applied to liabilities of banks of 8%. Inflation rose in early 2010, pushed up by necessary energy tariff adjustments, higher excise taxes, and exchange rate depreciation. Core inflation remained contained bellow 5 percent in 2010. 
Starting in 2010, the NBM has pursued a more explicit policy of inflation-targeting. Owing largely to non-monetary factors, inflation rose sharply in the first quarter of 2010. This prompted the NBM to raise the base rate twice in the first quarter to 7%. Although inflation subsequently stabilized, due to rising energy prices and a spike in domestic demand the NBM raised the base rate to 8% in January 2011. Most recently, in February 2011, in order to prevent high levels of liquidity in the banking system and inflationary pressures, the National Bank of Moldova raised the ratios of minimum reserve requirement to the level of 11%.
Banking & Financial Sector

In spite of the NBMs monetary policy aimed at supporting the economic recovery, bank lending rates did not fall significantly as lending margins were increased. At the end of 2009, the total stock of lending to the real economy decreased by 9.3% compared with the end of the previous year. Lending rates in 2010 followed the downward trend established by the easing of reference rates by the National Bank of Moldova, and have been in the range of 18 to 14%. 
The banks’ efforts to clean up their balance sheets led to a stagnating credit stock, which in turn reduced banks’ interest income and forced them to keep the lending rates high while cutting deposit rates to boost profitability. The weight of non-performing loans (substandard, doubtful, loss) in total loans was reduced to 15.7% in the third quarter of 2010. The weight of non-accrual loans overdue (by 60 days and more) was reduced to 12.7% in the third quarter of 2010. The weight of non-performing loans (substandard, doubtful, loss) in total loans was 10.7% at 31.03.2011, decreasing by 2.6 p.p. compared with the end of 2010. The weight of non-accrual loans overdue (by 60 days and more) in total loans was 9.2%, decreasing by 0.7 p.p. compared with the end of 2010.
There are 15 banks operating in Moldova, with the top five concentrating 70% of banking assets. Contractual savings are underdeveloped. 

Stress tests conducted by the NBM confirm that most banks’ portfolios are robust to various risks. In spite of the fact that one medium-size bank failed, on aggregate financial soundness indicators suggest a stable banking system. Banks have remained liquid and well-capitalized, and exposure to foreign assets and institutions in distress is minimal.
To ensure adequate capital buffers, the NBM has passed a regulation requiring banks to keep their statutory capital above MDL 100 million and to double Tier I capital in stages by end-2012.
A high-level Financial Stability Committee was established with the main objective to ensure appropriate interagency coordination and demarcation of responsibilities in times of financial sector emergencies. In addition to the forthcoming strengthening of the bank resolution legislation, further institutional action should ensure appropriate interagency coordination and demarcation of responsibilities, as well as timely responses to extraordinary financial shocks.
On February 28, 2011 was concluded the Memorandum of Understanding on Maintenance of Financial Stability providing the obligations and responsibilities of the authorities involved in managing the crisis situations.

d. External Sector

External Position

A strong pick-up in foreign trade in late 2009, helped by the removal of many trade restrictions and exchange rate depreciation, continued in early 2010. 
The current account deficit improved from 15.3% of GDP in 2007 to 8.5% of GDP. The gradually recovering external demand reduced the current account deficit to around 8.3% of GDP in 2010, a level around which it is expected to hover over the next 2 to 3 years.  Nevertheless, the recovering of domestic demand and the rise in international energy prices will contribute to the widening of current account deficit to 10% of GDP.
In 2009 the surplus on current transfers fell from the 2008 level, with remittances declining due to the recession and high unemployment in host economies, but it recovered in 2010. Net FDI inflows fell sharply in 2009 relative to 2008, but rose by about 1.5 times in 2010; however, FDI inflows covered only about 41.2% (2010) of the current-account deficit. Therefore, a large external financing gap opened, which was filled by running down the foreign reserves of the NBM and by increasing foreign indebtedness. 
Foreign debt
Public and publicly guaranteed debt at end-2009 was moderate at 21%, in 2010 at 23% of GDP, and it is projected to peak at 36% of GDP in 2011. The identified external debt of state-owned enterprises amounts to only 0.4% of GDP. 
Private sector external debt, of which only 11.7 % in 2010 (14.1% in 2009) is owed by the banks, is being rolled over smoothly. 
Total external debt is projected to reach 77% of GDP in 2011, and debt services would exceed 20% of exports of goods and services a few years later. 

e.
Forecast for 2011-2014
After an initial growth recovery in 2010, a slower growth of 3.5% is expected in 2011. Real GDP growth rate would average 4% over the period 2012-2014. Exports would drive economic activity in the near term, as a result of trade liberalization reforms, a more favorable external environment, and improved competitiveness. In Russia, Romania and Ukraine, important export markets, growth is forecast to pick up modestly in 2011. A further improvement in the economic situation in important external partners in 2012 should allow the Moldovan economy to grow faster at up to 4.5%. Economic development in the medium-term would be underpinned by productivity gains supported by structural reforms and public investment in infrastructure.
Demand-pull inflationary pressures will remain restrained in 2011-12 compared with the pre-crisis period. Cost push inflation risks complicating monetary policy in 2011, as a further increase in the price of gas imports and faster global food price inflation will exercise upward pressure. At end-2011 inflation is forecasted to reach 6.7%, down from an estimated 7.4% at end-2010. Inflation is forecast to slow further in 2012, to 5.9%.
Fiscal tightening and a continuing economic recovery are likely to result in a further narrowing of the budget deficit in 2011-12, from an estimated 2.5% of GDP in 2010 to 1.7% of GDP in 2011 and 0.7% in 2012. Budget constraints, and still-high unemployment and inflation, will limit consumption growth. Fixed investment should be supported by public investment in infrastructure.
The medium-term fiscal strategy of the government is based on the following elements:

· Eliminate the large structural fiscal deficit over several years, at a pace matching the economy’s speed of recovery;

· Achieve fiscal adjustment mainly through restraints on the unaffordable public sector wage bill and low priority current spending;

· Strengthen revenue primarily through improved tax administration to broaden the tax base and reduce fraud and abuse; and

· Use the created fiscal space to increase infrastructure investment
The average exchange rate is forecasted to be broadly stable in 2011-12. The sizeable trade deficits forecast for 2011-12 will continue to be partly offset by inflows of remittances and other transfers. These are forecast to grow slowly over the period 2011-14 as the economies that host Moldovan workers continue to recover. FDI would accelerate as structural reforms are implemented and the macroeconomic picture improves. Although the current-account deficit is forecast to remain large in 2011-12 at an average of around 9-10% of GDP, it will be supported by inflows related to Moldova's IMF program, as well as from other multilateral and bilateral sources. In the medium term, robust export growth and recovering remittances should steer the current account deficit towards its equilibrium of 7.5% of GDP.
IMF lending will provide a policy anchor and will support confidence over the forecast period. Together with substantial financial assistance from other bilateral and multilateral lenders (much of it in the form of grants), it will also support macroeconomic stabilization and economic growth. 

Resumption of credit will be facilitated by enhancing the speed and predictability of collateral execution by banks and by strengthening regulatory incentives for banks to restructure nonperforming loans. 
Under the IMF supported program, the Government undertook to amend:

· the legislation regulating execution of real estate collateral, to allow for a speedy disposition of the collateral, preferably without mandatory recourse to courts in case of a dispute between the creditor and the debtor, but with proper safeguards for the debtor, including swift and transparent auction procedures;

· the legislation on corporate insolvency, to facilitate restructuring of viable companies, inter alia by establishing a maximum period after the initiation of the (preliminary) insolvency procedure during which secured creditors do not have the right to dispose of the collateral and upon the expiration of which the secured creditors will be given the authority to dispose of the collateral in accordance with the other applicable legal provisions. The amendments will also establish an optional procedure allowing the court to swiftly approve a restructuring plan supported by the required majority of creditors, therefore limiting the ability of minority creditors to forestall restructuring.
Challenges

A growth slowdown in the EU could depress remittances and exports, while international energy and food price spikes could accelerate inflation. The recovery might be delayed by restrictive monetary policy, or deteriorating loan quality which could restrain bank lending. Failure to implement structural reforms may lead to delays in accessing donor financing, which in turn could reopen large balance of payments gaps. Debt-related difficulties could be triggered in case either remittances, grants or FDI flows would prove slow to materialize.
Opportunities

Moldova made progress in implementation of reforms in recent years, especially in areas of trade liberalization and tariff reform. 
Remaining transition challenges to be addressed through structural reforms, and which with adequate investment provide development opportunities looking forward, include: 

· Infrastructure and energy continue to suffer from poor financial and operational performance.
· The power sector underwent significant reforms, but inter-company energy sector debts are still to be restructured. 

· The corporate sector remains underdeveloped and inefficient. Only a few enterprises are able to compete on international markets, including in the agricultural sector dominated by wine production.
· The banking system has grown in recent years, but further improvements in transparency and corporate governance are needed. Furthermore, lending capacity is restricted with a limited product range, which does not satisfy quantitatively and qualitatively the financing needs of the real economy. 

II. 
Overview of BSTDB Portfolio 

The Bank has made significant efforts to identify suitable operations for Bank financing. When necessary, BSTDB financing has been made available via the financial sector. 

From the beginning of operations, the Board of Directors of BSTDB has approved 14 operations for USD 68 million, representing 2.34% of total approved operations.
As of end-December 2010 the Bank’s portfolio of operations in Moldova amounts to USD 24 million in 6 BoD approved operations, representing 1.6% of the Bank’s active portfolio of operations. 

Table 2: Current BSTDB Portfolio - BoD Approved Operations

in USD
	o.
	Operation
	Type
	Amount approved
	BoD

Approval
	Signing

Date
	Amount signed
	Outstanding amount

	1
	Mobiasbanca* 
	
	3,975,000
	1-Oct-05
	15-Nov-05
	3,975,000
	0

	2
	Balkan Accession Fund1*
	Equity fund
	331,250
	10-Aug-06
	4-Oct-06
	8,888,100
	5,698,689

	3
	Mobiasbanka SME
	Credit line
	5,000,000
	27-Apr-07
	25-Jan-08
	5,000,000
	2,777,778

	4
	Banca Sociala 
	Multipurpose Loan
	8,000,000
	26-Feb-10
	17-May-10
	8,000,000
	8,000,000

	5
	Emerging Europe Accession Fund*
	Equity fund
	1,555,108
	25-Sep-09
	21-Jun-10
	1,545,833
	18,426

	6
	Dufremol*
	Corporate loan
	5,300,000
	24-Sep-10
	-
	0
	0

	
	Total
	
	24,161,358
	
	
	18,852,083
	11,038,045


*Operations in EURO; exchanged to USD for the rate as of 31 December 2010 - 1.325(Reuters)
III.
Review of Country Strategy 
Introduction

The current evaluation was performed by the Bank’s Evaluation Office as per the respective Evaluation Policy. It reveals the performance of the Bank’s 2007-2010 Country Strategy, Moldova. Its goal is to provide accountability to the Board of Directors and Board of Governors as well as facilitate the decision-making by the Bank’s Management and Boards on the eventual update of the country strategies. 

The evaluation of the respective country strategy compares the stated targets with actual results as of end of 2010, and provides a country-oriented analytical picture. A mid-term evaluation of the Country Strategy was conducted in early 2009 and reported to the Board of Directors and Board of Governors in June 2009, as part of the Annual Evaluation Overview, issued by the Evaluation Office.

The active portfolio consists of 4 BoD approved and 3 signed operations, as described under 1-4 below, while evaluation analysis also includes the repaid and removed operations:
1) Mobiasbanca SME                                           approved 27/04/07, signed 25/01/08

2) Banca Sociala                                                   approved 26/02/10, signed 17/05/10

3) Emerging Europe Accession Fund                  approved 25/09/09, signed 21/06/10

4) Dufremol                                                         approved 24/09/10, not signed

5) Agroindbank                                                    approved 27/04/07, signed 18/06/07 (repaid)

6) Banca Sociala                                                 approved 27/04/07, signed 18/06/07 (repaid)

7) Glass Container Prim JSC                                  approved 10/04/09, not signed

Thus, the CS Evaluation counts a total of 7 BoD approved and 5 signed operations covering the period 2007-2010. 
Performance of Country Strategy 2007-2010, Moldova

The 2007-2010 Country Strategy was approved by the Board of Directors in early 2007, reflecting an in-depth independent evaluation of the implementation of the BSTDB’s earlier strategies, conducted by the Evaluation Office in late 2006. It was aligned with the objectives of the Bank’s Business Plan 2007-2010 and was therefore evaluated in that context.

Overall, the implementation of the Country Strategy was consistent with the Business Plan implementation. The performance of the strategy is rated as Satisfactory. While the approvals exceeded the targets by 30-50%, actual signings and disbursements were slightly below target, due to a relatively high share of operation removals. The sector coverage is generally in line with the targets, but remained unbalanced as it came short in including manufacturing and transport/infrastructure operations.
Table 3: Performance of Moldova Country Strategy 2007-2010

	Post Evaluation of 2007-2010 Country Strategy Moldova (approved 04.02.2007)

	2007- 2010 TARGETS
	2007- 2010 TARGETS

	General  
	Sectors
	Target:

Number approved/ number signed;

USD approved/

 USD signed (million)
	Actual: 

Number approved/ 

number signed;

 USD approved/

USD signed (million)
	Evaluation Summary

	Support financial institutions and medium sized companies engaged in export generating activities.

Expand financing in infrastructure, including municipal infrastructure


	1. Trade Finance: Exports and regional trade

2. 2. Financial sector

· Increase competition and corporate development of the banking system, support emerging SMEs by: (i) lending and trade finance facilities, (ii) support private banking sector, (iii) equity participation in selected banks (iv) cooperating with IFIs.

· New partner banks; new financial instruments (e.g. mortgage financing, leasing)

3. SME sector

· Identify suitable intermediaries for SMEs. 

· Continue investments in the enterprise sectors without limitation, including food processing, manufacturing, retail and property sectors.
4. Manufacturing 

· Private sector; focus on regional cooperation.
5. Infrastructure

· Rehabilitation of the road network; modernize railroad corridors of international importance; electrification of the railway from the border with Ukraine to Bender, Chisinau, Ungheni (Romania)
· Support energy projects
	4-8/NA

34/30 


	7/4
50/27

	1. Volume:  on target, high share of removals 

· Approved number: 127%

· Approved volume: 147%
· Signed number: n/a

· Signed volume: 90%

2. Sector coverage: unbalanced
· Agroindbank  (SME, repaid)

· Banca Sociala  (multipurpose, repaid)
· Banca Sociala  (mortgage, removed)
· Mobiasbanka SME

· Emerging Europe Accession Fund (Equity/SME)

· Dufremol (unsigned, retail)

· Glass Container Prim (manufacturing, removed)
3. Performance: Satisfactory: While the approvals exceeded the targets by 30-50%, actual signings and disbursements were slightly below target, due to high share of removals. The sector coverage is generally in line with the targets but remained unbalanced as it came short in including manufacturing and transport/infrastructure operations.


IV. 
Priorities for 2011 – 2014  

Government Priorities
In the Priorities for Medium Term Development Report prepared for the Consultative Group Meeting in Brussels dated 24 March 2010, it is stated the following:

“The Republic of Moldova needs growth for development. Achieving policy objectives in education, public health, social protection and other sectors depend upon how well the country is performing in economic terms. In light of the economic downturn, the model through which growth is a function of high consumption rates in turn fuelled by remittances from abroad has proven unsustainable. The vision of our Government is to re-establish a growth path and at the same time, ensure export and investment led growth. Economic growth is the key factor that enables us to fight poverty and promote human development in a sustainable manner.”

This report is consistent with the Government Programme and presents the vision of the Government of the Republic of Moldova for achieving its reform priorities, and draws, without substituting, from several strategic planning frameworks: the Economic Stabilisation and Recovery Programme, the National Development Strategy, the EU-Moldova Action Plan, the Eastern Partnership and the Partnership and Cooperation Agreement between Moldova and the European Union.
Strategic Directions 
The government’s reform program has the following priorities: 

· Infrastructure: rehabilitation and modernization of infrastructure, including municipal services

· Energy:  focus on energy efficiency, rehabilitation of existing assets, and further investments in the sector
· Industry and Agribusiness: focus on creation, expansion, restructuring and modernization of export-oriented enterprises. 
· Financial Sector: priorities include support for financial sector development by providing debt and equity financing to both existing and new clients with a view to improving access to funding and expanding the range of financial products.
· SME Support Program: Access to credit by SMEs has always been difficult. 

The Government responded with a variety of policy instruments aimed at facilitating access to finance by SMEs:

· Interest rate subsidy or partial guarantee for credits provided to SMEs through the state Guarantee Fund managed by the Organization for Development of Small and Medium Enterprises. 
· Concessional loans through the National Programme for the Economic Empowerment of Youth (NPEEY). 

· Matching grants for invested remittances (PARE 1+1). 

· Matching grants for implementation of ISO certification. 
· Set up a network of business incubators and strengthen existing ones to provide SME support infrastructure, to improve SME viability and to encourage more innovation and the introduction of new technologies and know how which should result in growing budget revenues. 
· Step-up procurement of equipment for creation of small industries in rural areas (pursuant to the mechanism used by the Implementation Unit of the grant provided by the Government of Japan).
Areas for BSTDB Financing: 
The Bank will continue to ensure that all BSTDB operations in Moldova meet sound banking principles and comply with the Bank’s Environmental Rules and Procedures and incorporate, where appropriate, Environmental and Social Action Plans. 

The BSTDB will continue to pursue investment opportunities in all enterprise sectors including infrastructure, energy, manufacturing, agriculture and food processing, retail and property sectors of Moldova, and will consider using private-public partnerships as an instrument of activity wherever appropriate. The Bank will aim to identify viable financing opportunities in particular outside the country’s capital, where over three quarters of Moldovan population live and in many cases rely mostly on remittances.  Limited employment opportunities result in emigration and in case of existing jobs push wage levels substantially lower than in Chisinau.
The Bank’s role and priorities are defined (i) in accordance with the priorities and targets laid out in its Medium-term Strategy and Business Plan 2011-2014 and (ii) country needs and objectives, as well as (iii) available resources, strategies and policies of BSTDB. In this respect, BSTDB will seek viable opportunities and will continue closely monitoring the developments in the Moldovan economy in order to stand prepared to support bankable projects. In addition the Bank shall seek co-financing opportunities with IFIs, public sector institutions and private partners.

Based on the 2011- 2014 BSTDB Business Plan, the Bank would expect to approve about three new operations during this period, for approximately € 28-35 million. With the Bank committing to raising the level of commitments (signed operations) to approved operations to over 85%, the Bank expects three signings during 2011-2014 for € 24-31 million. It should be noted that these are indicative targets, and that given appropriate circumstances and sufficient operational opportunities, the Bank would gladly exceed this level.

In line with the Bank’s strategy to increase operational activity in smaller shareholder countries, the Bank will insist that all operations meet criteria of sound banking principles on the one hand, and financial viability/ economic sustainability on the other hand. Within these parameters, the Bank will explore the possibility of taking on additional risk- or risks- in order to facilitate the undertaking of additional operations. The greater ‘reward’ that justifies the acceptance of more risk is that the Bank would participate in a larger number and volume of operations in smaller countries, and thus better fulfill its mandate to promote economic development, especially where needs are greatest.

Priorities regarding Moldova are outlined below:

· Industry and Agribusiness: focus on creation, expansion, restructuring and modernization of export-oriented enterprises. 

· Investment opportunities in all enterprise sectors including infrastructure, energy, manufacturing, agriculture and food processing, retail and property sectors of Moldova, and in particular viable financing opportunities outside the country’s capital.  

· Commercial and residential real estate - projects involving commercial property development (office space, logistics centers, and retail infrastructure).  

· Sectors of particular focus in Transport and Manufacturing: food processing, packaging industry, manufacturing. 

Potential projects include:

(i) further development of wine industry,

(ii) expansion of glass making facility,
(iii) waste disposal facility.
The Bank will also consider providing, as may advance its purpose:

· facilities in the form of well-balanced debt-equity finance and convertible loans;

· a range of products aimed at promoting the access of Moldovan public or private enterprises to the international and domestic capital markets;
· capital markets operations.
Financial Institutions

The Bank will continue working with selected financial institutions to strengthen the lending capacity and increase competition within the banking system, contribute to the corporate development of bank and non-bank financial institutions and, in specific cases, support emerging SMEs. In product terms, the Bank will consider the possibility to: 

· Provide standard lending and trade finance facilities involving several local banks including through establishing new relationships and widening the partner base. 

· Provide lending facilities to selected and creditworthy leasing and mortgage companies to support development of non-bank financial sector. 

· Participate in equity of local and regional equity funds targeting to invest in SMEs.

· Develop and introduce new products such as municipal financing to expand the range of financial instruments.

Financial sector 

The Bank will explore cooperation possibilities since export promotion is a priority for the Government. Consequently, development of non-bank financial institutions, e.g. leasing, would constitute a priority, as further development of leasing, and other non-bank financial activities offer good prospects. 
The Bank will consider the possibility to cooperate with other IFIs and offer credit lines to eligible partner banks for on-lending purpose and provide financing to banks supporting their institutional consolidation. The Bank will also consider the option to take equity participations in selected financial institutions and funds, and will also seek to develop quasi-equity products, such as subordinated loans.

SME sector 

SMEs are in greater need of medium term finance which would promote modernization of equipment and diversification of products and services. The difficulty of having access to medium to long term credits as well as lack of sufficient equity capital are major problems that SMEs face in general. 

Therefore, local financial institutions are used to help channel funds to the SME sector. Without intermediation of financial institutions small enterprises faces difficulties to reach additional medium-term funding of IFIs, due to the fact that financing directly small scale operations is not efficient from an IFI point of view. 
Financing may be offered in conformity with the Bank’s SME Strategy and Program, using a diversity of products and instruments. 

Trade finance 

It is necessary to provide financing for increasing exports and expanding regional trade. Financing to exporting companies may help improve competitiveness and content of value added in exports. Within the framework of its trade finance program the Bank aims to promote import and export activities in the region, support increased production, increase competitiveness of exporters, create employment, help service foreign debt and increase regional trade and co-operation. The Bank will continue to seek new opportunities to provide short and medium term trade financing for companies transactions involving regional trade under its Trade Finance Program.

The Bank intends to use the leasing product not only for financing capital expenditure of SMEs but also for other companies as an effective financing tool for the promotion of regional trade. Medium-term credit lines opened to leasing companies for trade related purpose will enable them to offer their customers finance for capital expenditures on imports from other countries in the region.

The Bank will place emphasis on providing financial support to large and medium sized companies engaged in particular in export generating activities, and to infrastructure projects with high developmental impact. The financial support will be in the form of loan, quasi equity, and/ or equity, depending on circumstances. The Bank will give priority to cross-border projects and projects with high regional cooperation impact.

Agribusiness

Moldovan Agriculture is the largest sector of the economy and accounts for more than 44 % of exports.  The Bank will carefully monitor developments of the local wine and food processing sectors so that to re-engage with the companies it worked previously, as soon as the market situation ensures that long-term investment programs are sustainable.  

Commercial and residential real estate

Transfers from Moldovans working overseas are the source of demand for consumer goods and therefore the driver of retail and commercial real estate development.  In the property sector, the Bank will look for opportunities to projects involving commercial property development (office space, logistics centers, and retail infrastructure).  

Sectors of particular focus in Transport and Manufacturing:

· Food processing, packaging and sorting industry, manufacturing;

· Real estate development, including retail outlets, warehouse facilities and logistic centers.

Transport and Manufacturing strategy in terms of banking instruments:

· Project Finance limited recourse transactions;

· Co-financing with other international financial institutions and foreign commercial banks.

Industry
· Support the development of industrial parks;
· Sustain introduction of new technologies in the agro-industrial enterprises.


Priorities in the Energy sector

Moldova is strongly dependent on imported energy resources. This makes the use of local sources, including renewable sources of energy, a necessity.  The Bank will therefore seek to support such investments; however the possibility to implement renewable energy projects remains weak due to limited regulatory support and insufficient capital resources.


In the energy sector, the BSTDB will focus on the following areas:

· Projects involving construction of new or rehabilitation of existing energy transportation infrastructure. 

· Projects envisaging upgrading, modernization and expansion of energy infrastructure which facilitates generation, production, distribution and sales of electricity;

· Projects, which lead to greater energy efficiency.

The Bank will work in cooperation with other IFIs and commercial banks in joint energy and infrastructure sector projects as an important source of institutional knowledge transfer.
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