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National currency

GENERAL DATA

REPUBLIC OF MOLDOVA

Chisinau

Igor Dodon

Andrian Candu

Pavel Filip

101 deputies:

Democratic Party of the Republic of Moldova - 42,
Socialist Party of the Republic of Moldova - 24,
Liberal Party - 9,

European People’s Parliamentary Group - 9,
Communist Party of the Republic of Moldova - 6,
Liberal Democratic Party of Moldova - 5,
Unaffiliated deputies - 6.

August 27,1991

33.8 thousand km?2

32 districts, 5 municipalities (Chisinau, Balti,
Bender, Comrat, Tiraspol), ATU Gagauzia,
Administrative-Territorial Units from the left of the
Dniester

3550.9 thousand inhabitantS (beginning of 2017)

Orthodox (93.34%), Protestant (1.98%), Old-Rite
Christians (0.15%), Catholic (0.14%), etc.

Moldovan leu
(average exchange rate, quarter IV, 2017 -
1USD=17.4 MDL, 1 EUR =20.5 MDL)
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MAIN POLITICAL, ECONOMIC AND SOCIAL EVENTS
FROM THE REPUBLIC OF MOLDOVA

The end of 2017 was marked by several important events of political, economic and social
nature.

October 6

The Parliament has voted the Law on activity of banks at final reading. The law provides for the
completion of rights and responsabilities of the National Bank of Moldova, improvement of
corporate governance framework in banks, harmonization of national bank legislation with
international standards and principles, as well as development of supervisory tools in the
banking system. The document sets the transition to the latest international principles of bank
regulation - BASEL III. The banks will have a period of three years (by 2020) to comply fully
with the new rules.

October 25

The Executive Board of the National Bank of Moldova has adopted the decrease of the base rate
applied on the main short-term monetary policy operations by 0.5 percentage points, from 7.5%
to 7.0% annually, as well as the interest rates on overnight loans by 0.5 percentage points from
10.5% to 10.0% annually and interest rate on overnight deposits by 0.5 percentage points, from
4.5% to 4.0% annually. At the same time, it was decided to maintain the required reserves ratio
from means attracted in Moldovan lei and non-convertible currency at the actual level of 40.0%
of the computation base and required reserves ratio from means attracted in freely convertible
currency at the actual level of 14.0% of the computation base.

November 1

The Cabinet of Ministers has approved the Agreement between the Government of the Republic
of Moldova and Government of Ukraine on joint control of persons, means of transport,
commodities and objects at all joint border crossings of Moldovan-Ukrainian state border.

November 1

The National Defense Strategy and Action Plan on its implementation for 2017-2021 have been
approved by the government. The Strategy sets the goals, stages and mechanisms for
strenghtening the capabilities of the national defense system. The Strategy provides for several
actions, including: equiping the armed force with modern technology and equipments, reviewing
the responsabilities of force structures, harmonizing the legal provisions which control the
national defense system with the European norms.

November 23

The Republic of Moldova and European Union have signed the Agreement on macrofinancial
assistance in the amount of 100 mln. EUR to our country at Brussels, of which 40 mIn. EUR as a
grant and 60 mln. EUR as a loan. The disbursements will be made in 2018, in three equal
tranches according to the progresses registered in implementation of 28 conditions set with the
European Union. These include fight against corruption, reforms in energy and financial sector
and improvement of business environment.
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November 29

The Republic of Moldova and Georgia have signed two documents on strenghtening bilateral
relations: Cconvention for avoidance of double taxation and tax evasion prevention on income
taxes in order to support the development of collaboration between business communities and
to encourage investment in national economies; as well as the Cooperation Program between
the Ministry of Education, Culture and Research of Moldova and the Ministry of Culture and
Monument Protection of Georgia during 2018-2021 to tighten the Moldo-Georgian cooperation
in culture.

November 30

The government has approved the National Trade Facilitation Action Plan for 2018-2020. The
document includes about one hundred actions on sector development, such as: simplifying
payment of duty procedures, implementing the one-stop system for trade, improving the
infrastructure, applying the modern information technology in state control procedures and
other measures. 14 public authorities and institutions will be responsible to implement the plan.
The estimated budget for all actions is about 137 mln. EUR, means allocated from the budget of
responsible authorities and financial support of the external partners.

December 5

The Executive Board of the National Bank of Moldova has adopted the decrease of the base rate
applied on the main short-term monetary policy operations by 0.5 percentage points, from 7.0%
to 6.5% annually, as well as the interest rates on overnight loans by 0.5 percentage points from
10.0% to 9.5% annually and interest rate on overnight deposits by 0.5 percentage points, from
4.0% to 3.5% annually. At the same time, it was decided to maintain the required reserves ratio
from means attracted in Moldovan lei and non-convertible currency at the actual level of 40.0%
of the computation base and required reserves ratio from means attracted in freely convertible
currency at the actual level of 14.0% of the computation base.

December 8

The NATO Liaison Office in Moldova has been inaugurated at Chisinau. The Prime Minister Pavel
Filip and Deputy Secretary General of NATO Rose Gottemoeller participated at the event
mentioning that the opening of the NATO Liaison Office in Moldova is an important step in the
relations of the Republic of Moldova with North Atlantic Alliance. The NATO Liaison Office in
Chisinau is a diplomatic mission with experts from states development partners of Moldova,
without military implications and is established in line with the provisions of the Agreement
signed in Brussels in 2016.

December 15

The Parliament of the Republic of Moldova has voted the Law on the Government Budget for
2018 at final reading. The government budget parameters estimate the revenues in the amount
of 36.6 bln. MDL and government budget expenditures - 41.3 bln. MDL, increasing by 8.4% and
9.4%, respectively against the rectified government budget for 2017. The budget deficit for 2018
estimates 4.7 bln. MDL. At the same time, the deputies also voted the tax and customs policy and
Law on state social insurance budget at final reading,

December 20

The Government approved the creation of the first information technology park ,Moldova IT
park”. The park is founded for 10 years and there is planned to attract about 400 IT companies.
The aim of the new structure is to provide for an organizational platform with a set of innovative
mechanisms and facilities to boost the growth of information technology industry, to create new
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jobs and attract investment. The IT park will be virtual with the possibility of creating a physical
infrastructure. The administrator is appointed by the Government for a period of 5 years and the
administration is a legal entity and operates on self-financing,

December 20

The Republic of Moldova has signed agreements with the European Bank for Reconstruction and
Development (EBRD) and European Investment Bank (EIB) on financing the electricity networks
interconnections of Moldova and Romania. EBRD and EIB will provide loans in the amount of 80
mln. EUR for each country. The financial sources will be used to build a back-to-back station in
Vulcanesti, 400 Kv transport line between Vulcanesti and Chisinau and extension of transfor-
mation station from Chisinau. The total cost of the project is estimated to 270 min. EUR. The
Republic of Moldova shall conclude loan agreements with World Bank amounting to 70 mln. EUR
and with EU NIF Grant Agreement to the tune of 40 min. EUR.

December 21

The Board of Directors of the International Monetary Fund approved the second evaluation
report of the Agreement with Moldova. As a result of assesing the progress registered in fulfilling
the assumed commitments, the IMF allocated a new tranche of 22.2 mln. USD to the Republic of
Moldova.

December 21

The Parliament has voted the ,First Home” State Program, thus facilitating the access of young
families to lending at final reading. The Program aims to provide state support to the citizens
aged up to 45 years who want to buy a house but do not have sufficient funds and do not qualify
for a mortgage loan. The program assumes that the individuals can access the mortgage loans
securing them partially by the state. The guarantees on behalf of the state will be issued by the
Organizations for Development of Small and Middle Enterprises Sector (ODSMES). The
implementation of this project is also envisaged as a solution to reduce the migration among
young people.

December 21

The European Union allocated a support for the Republic of Moldova in the amount of 36.3 min.
EUR of the requested 47 mIn. EUR. The goals of this assistance are to create new jobs, to rise the
exports on the European market, to strenghten the public administration, to boost the rural
development and to achieve the police reform.

December 27

The Executive Board of the National Bank of Moldova has adopted the maintenance of the base
rate applied on the main short-term monetary policy operations at the actual level of 6.5%
annually. The interest rates on overnight loans are maintained at the actual level of 9.5%
annually and on overnight deposits at the current level of 3.5% annually. At the same time, it
was decided to maintain the required reserves ratio from means attracted in Moldovan lei and
non-convertible currency at the actual level of 40.0% of the computation base and required
reserves ratio from means attracted in freely convertible currency at the actual level of 14.0% of
the computation base.
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EDITION SUMMARY

Production

In 2017, the gross domestic product of national economy has registered an increase of 4.5% (in
real terms) compared to the last year.

The following activities had the most significant influence on GDP growth: wholesale and retail
trade - 1.3%; agriculture, forestry and fishing - 1.0%; mining industry and manufacturing industry;
production and supply of electricity, heat energy, gas, hot water and conditioned air; water
distribution; sanitation, waste management, decontamination activities - 0.4%; information and
communications - 0.2%; constructions - 0.1%,

The industrial activities which registered the highest increases during that period were:
manufacture of electrical equipments (+39.4%), manufacture of rubber products and plastics
(+16.4%), other industrial activities n.c.a. (15.1%), manufacture of motor vehicles trailers and
semi-trailers (+12%), wood processing, manufacture of wood and cork products, excepting
furniture; manufacture of straw products and other twined vegetable fabrics (+11.4%) and food
industry (+6.4%), etc.

In 2017, agricultural production in all types of households was up by 8.6% (comparable prices)
compared to 2016. This was due to the increase of vegetable production by 13.1%, while
livestock production reduced by 2.1% sply.

During 2017, the road, railway, fluvial and air transport enterprises have marked an increase of
23.8% sply of the volume of transported commodities amounting to 17.3 mln. tonnes in unit
values. The mileage of commodities has also increased totaling 4630.1 mln. tonnes-km (+13.7%
sply). In the respective period, the number of transported passengers by buses and minibuses
decreased by 1.8% against the last year.

The volume of investment in fixed assets in 2017 amounted to 20996.6 mln. MDL (at current
prices), by 1.3% higher compared to 2016. During the analyzed period, in structure of
investment by types of tangible assets, the highest weight (33.1% against the total investment in
fixed assets) belongs to transmission machinery, equipments and installations.

Prices and exchange rates

Average annual inflation rate for 2017 was slightly above the inflation target set in the
medium-term monetary policy strategy and constituted 6.6%, which is a relative acceleration
compared to the level recorded in the same period of the previous year (+0.3 pp). During the
same period, there were recorded the following rises for CPI components: food productse -
7.9%, non-food products - 4.5%, services - 7.1%.

In quarter IV, 2017 the growth rate of CPI was 7.5%, increasing by 5 p.p compared to the similar
period of the last year. At the end of the year, the CPI acceleration rate is mainly recorded by the
food products and services as a result of the unfavourable weather conditions in the first case
and the impact of tariff increase on several regulated services in the second one.

Core inflation since the beginning of 2017 has maintained within a relatively stable range of
variation accounting for 5.1% sply, decreasing by 0.2 p.p compared to the same period of 2016.
The annual rate of core inflation since the beginning of this year was situated on a less volatile
variation range compared to CPI fluctuations, the appreciation of national currency against the
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major reference currencies, as well as the exclusion of some prices on which the influence of
monetary policy is less significant or nil: administered, volatile (vegetables, fruits, eggs, fuels),
tobacco products and alcoholic beverages ones have contributed to these.

In quarter IV, 2017 other price indices have also recorded uneven increases which had the
following developments compared to the same period of the previous year:

v industrial production price index increased by 0.1 p.p. and reached the level of 2.9%
compared to the same period of the previous year;

v’ prices in construction sector decreased by 3.9 p.p., the growth rate being 5% in comparison
with the same period of the last year;

v’ producer prices for agricultural products have reduced by 5.2% against the similar period
of 2016;

v growth rate of fuel prices recorded a value of 8.7% sply, representing an increase of 10.9p.p,
compared to the same period of the previous year.

In quarter 1V, 2017 the average nominal exchange rate against the major reference currencies
was 20.5 MDL/EUR and 17.4 MDL/USD, appreciating by 5.5% against the single European
currency and by 13.3% against US dollar in comparison with the same period of the last year.

Monetary policy

During 2017, the monetary policy promoted by the National Bank of Moldova was influenced by
the amplification of inflationary pressures generated mainly by the amendments in fiscal policy,
adjustment of regulated prices to the new market realities and major liquidity excess in
economy.

In the first half of 2017, the NBM maintained the base rate unchanged at the level of 9%, then it
was reduced in four stages, decreasing by 2.5 p.p., up to 6.5% at the end of the year compared to
the level recorded at the end of the previous year. On the same lines, the interest rate on
overnight loans which reduced up to 9.5% and interest rate on overnight deposits to 3.5% have
also amended.

In 2017, the reserve requirement ratio from means attracted in Moldovan lei and non-
convertible currency rose in two stages, in April 2017 from 35% to 37%, then in May - to 40%,
by 20 p.p. over the historical maximum of MMR rate recorded in 2008. The reserve requirement
ratio from means attracted in convertible currencies remained unchanged at the level of 14%.
Reserve requirement ratio from means attracted in convertible currencies remained unchanged
at the level of 14%. Maintaining this rate at a sufficiently high level reflects negatively on the
volume of lending the economy, which is already very low.

Volume of official reserve assets by the end of 2017 increased by 597.4 mIn. USD since the
beginning of the year and continues to rise. The balance of the official reserve assets at the end
of quarter IV, 2017 amounted to 2.8 bln.USD, increasing by 27.1% sply.

In 2017, the money supply recorded a slowdown compared to the dynamics recorded in 2016. A
more significant contribution to the increase of money supply have had the components of
monetary aggregate M1, especially demand deposits in national currency similar to the one
registered in the previous year.

Public finances

National public budget revenues were up by 16.2% in 2017. The state budget with a
considerable weight of 47.5% followed by the social insurance budget with 24.93%, with a lower
weight of receipts - local budgets with 18.8% have contributed to the formation of the public
budget resources, and the lowest contribution had the MHIF with 8.8%.
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During the analyzed period, the value of revenues from taxes and duties recorded 34476.0
mIn.MDL, up by 17.9% or by 5244.91 mln. MDL compared to the previous year. At the same time
there was registered a decrease of - 363.7 mln. MDL or 26.5% of revenues from grants. The
highest contribution to the formation of the NPB revenues have had the taxes on goods and
services with 46.11%, (or 71.4% of total tax revenues), of which VAT accumulated 31.60% of
total NPB revenues and excise duties -11.15%, the highest part, about 96%, belonging to excise
duties on imported goods. We mention that the low weight of income taxes compared to the
taxes and duties on goods and services let us to say that the economy of the Republic of Moldova
still bases on the model of consumer economy with a view to the import of goods and services.

In 2017, the national public budget expenditures amounted to 54524.1 mIn. MDL, increasing
by 6 061.5 mln. MDL or by 12.5% against the same period of the previous year. As a weight in
GDP, these decreased by 4.86 p.p. from 40.27% of GDP in 2016 to 35.41% of GDP in 2017. The
major weight in total expenditures belong to those made to fund the social field -66.06%,
including social protection -34.97%, health care -13.33%, education -17.76% and the lowest
expenditures, 0.27% are funds of environmental protection activities.

In 2017, the national public budget execution has resulted in a budget deficit of 1144.7 mlin. lei
given that for 2017 there was set a budget deficit target of 3.0% of GDP, it accounted for only
0.76% (estimated GDP data). There is the lowest level of the budget deficit recorded in the last 6
years and is due to a faster growth of public revenues against expenditures.

On December 31, 2017 the public debt balance declined by 851.4 mln. lei or by 1.4 % compared
to the end of 2016 amounting to 58 451.7 mln. lei. According to the data on GDP for 2017, the
weight of public sector debt in GDP on December 31, 2017 accounted for 38.9%, decreasing by
4.9 p.p. compared to the end of 2016. This is due not to the decrement of the absolute value of
public debt but to the fast growth rate of GDP against the growth rate of public debt.

Banking sector

The major problem of the banking sector activity during 2017 is the decrease in the value of gross
loan portfolio granted by the commercial banks which registered a depreciation of 3.71 percent or
1288.0 mIn. MDL. The decline in the pace of lending was not associated with the decrease of the
level of portfolio risk. Thus, during 2017, the value of non-performing loans has increased by
481.6 mln. MDL or 2.0% against December 31, 2016, their weight in total loan portfolio
amounting to 18.38%. At the same time, there is observed the migration of loans from legal
entities to individuals and from foreign in national currency due to the appreciation of Moldovan
leu and to the increase in the demand for consumer loans against the business finance ones.

During 2017 the banking sector assets continued to rise, the banks maintaining the capital,
liquidity and profitability at a high level. The rise in the value of assets was regrettably due
especially to the increase of liquidities. Thus, the weight of liquid assets in total assets ( liquidity
principle II) registers 55.48%, more by 6.3 p.p. compared to December 31, 2016 and by about
2.5 times higher than the minimum requirement set by the NBM. The continuous increase of
liquidities in the banking system is the result of tightening the monetary policy promoted by the
NBM which aims to sterilize the excess of money supply in order to maintain the inflation target
however it affects the ability of banks to lend. Consequently we state an excessive increase of bank
liquidities as well as a migration of a part of loan assets to low-risk liquid assets and acceptable
profitability, such as the state securities.

Problems of the banking system, previously identified are reflected by the financial result of
the banks in 2017. On December 31, 2017, the banks’ profit in the entire banking system
amounted to 1 538.8 mln. MDL, up by 60.5 mln. MDL or 4.09% compared to the same period of
the previous year. The increase in profit is due to the decrease in interest expenditures
(deposits) by 37.1 percent, decline of depreciation on financial assets by 61.39 percent and
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growth of non-interest revenues by 6.8 percent (mostly from duties and commissions by 10.8
percent). However, only 39.51% of total revenues is provided by the financial intermediation
activity strenghtening a low involvement of banks in fund redistribution activity, and implicitly
in the economic growth by providing the necessary resources of the real economy. Thus, there is
seen an increase of the revenues from the main activity of banks by 1.7 p.p., this increase in the
weight of interest net revenues in total revenues was due to the decline of interest deposit
payments and not to the increase in loan receipts.

The priorities of the Moldovan banking sector remain to ensure the transparency in
shareholders’ structure and to improve enforcement of the prudential supervision norm by
domestic banks. The largest commercial banks of the Republic of Moldova remain under
intensive supervision by 3 more months and on July 1, 2017 when the deadline for sale of equity
stake of 41.09% of B.C. ,Moldova-Agroindbank" S.A fell in, the NCFM has extended it for another
6 months because there was not found yet any buyer.

External sector

Balance of payments. In 2017, the current account of the balance of payments was increasing
by 2.2 times against 2016. The current account of the balance of payments registered a deficit of
616.94 mln. USD. The balance of services increased up to 315.29 mln. USD. Compared to 2016,
this growth was due to the rise in exports by 19.7%, and imports of services rose by 13.2%. The
capital account registered a negative balance of 30.41 mIn. USD. The financial account ended in
net capital inflows in the amount of 569.77 mln. USD.

International investment position of the Republic of Moldova continued its trend from the
previous periods recording a net debt balance of 3954.33 mln. USD, which increased by 30.3%
compared to the end of 2016.

Total volume of remittances from abroad in favour of individuals from Moldova in 2017
amounted to 1199.97 million US dollars, up by 11.2%, in comparison with 2016.

External trade in goods, in 2017 accounted for 7256.5 mln. USD, up by 19.6% (1191.5 mln.
USD), compared to the same period of the previous year, the growth of the external trade was
influenced by the positive development of the agricultural sector.

Deficit of balance of trade in 2017 amounted to 2406.3 mln. USD, by 431.3 mln. USD (21.8%)
more compared to 2016.

Degree of imports coverage by exports in 2017 was 50.2%, against 50.9% in 2016.
Business environment

Number of enterprises registered by Public Services Agency increased significantly in Q IV of
2017 compared to the same period of the last year, the index accounting for 115.5%. Globally,
the number of enterprises registered in 2017 marked a 12.9% growth compared to the previous
year. Thus, according to the Public Services Agency in 2017 there were recorded 6406 new
enterprises in the State Register.

The growth trend in the number of deregistered enterprises continues also this year. In Q IV of
2017, the number of deregistered enterprises has marked the highest growth compared to the
similar period of 2012-2016. Thus, in Q IV, 2017 the number of deregistered enterprises in the
State Register increased by 2.3 times sply, amounting to 1936 units. Overall, in 2017 the number
of deregistered enterprises totaled 8540 units or by 2.1 times more as compared to 2016.
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Social sector

Demographic situation. In 2017, the total number of live births in the country amounted to
34059 pers., down by 3335 children or 8.9% compared to the previous year, the birth rate
amounted to 9.6 live births per 1000 inhabitants decreasing by 0.9 p.p. sply. The number of
deaths accounted for 36764 pers., declining by 1725 pers. or 4.5% sply and mortality rate
reached 10.4 deaths per 1000 inhabitants, down by 0.4 p.p. sply. The number of deaths of
children aged under 1 year in 2017 equated to 330 cases and reduced by 23 cases compared to
the similar period of the last year. The natural decrease in 2017 numbered - 2705 persons
(-1095 persons in the previous year) or - 0.8 persons per 1000 inhabitants (-0.3 persons per
1000 inhabitants in the previous year), increasing significantly compared to the last year and
being the most pronounced natural decrease from the last 7 years. The total number of
marriages in the country in 2017 amounted to 20921, declining by 1071 or 4.9% against the last
year and marriage rate equated to 5.9 marriages per 1000 inhabitants, reducing by 0.3 p.p sply.
In the case of divorces in the country, the indicator was 9312, decreasing by 1293 or 12.2%
compared to the last year. The divorce rate equaled 2.6 divorces per 1000 inhabitants, by 0.4 p.p
less sply. In 2017, both the number of divorces and divorce rate and the number of marriages
and marriage rate had the lowest values in the last 11 years.

Labor market. In 2017, the economically active population amounted to 1259.1 thousand pers.,
declining by 1.1% or by 13.7 thousand pers. compared to 2016. At the same time, the activity
rate of population was 42.2%, declining by 0.4 p.p. against the level of 2016. Employed
population was 1207.5 thousand persons, decreasing by 1.0% compared to the previous year.
Employment rate of population aged 15 and over reached 40.5%, declining slightly compared to
2016 (40.8%). Number of unemployed, amounted to 51.6 thousand persons, down by 3.2%
compared to 2016 (53.3 thousand pers.) according to the International Labour Office.
Unemplyment rate in the country in 2017 was 4.1%, being almost at the same level as in the
previous year (4.2%). Inactive population in the country (aged 15 and over) in 2017 amounted
to 1724.7 thousand persons being 57.8% of total population of this age group, decreasing by 0.4
p.p. compared to the last year. In 2017, NEET group held a weight of 29.3% of population aged
15-29 years (excepted the population who went abroad to work or look for a job).

Labor remuneration. In 2017, the gross average monthly nominal salary amounted to 5697.1
MDL, rising by 12.1% as against 2016, and in real terms - by 5.2%. Q IV of 2017 is characterized
by an increase of the average monthly nominal salary (6113.6 MDL) by 12.4% compared to the
same quarter of the last year. The average monthly salary in public sector (5165.7 MDL)
increased by 18.0% sply, in a greater degree than the average monthly salary in the real sector
(6491.8 MDL), which rose by 10.3% sply. The highest-paying economic activities are: Financial
and Insurance activities (13021.6 MDL), Information and communications (12875.5 MDL) and
Production and supply of electricity, heat energy, gas, hot water and conditioned air (11127.5
MDL).

Household disposable revenues per month in 2017 amounted to 2244.9 MDL on average per
capita, up by 9.0% sply. In real terms, the household revenues rose by 2.2% sply. The most
important sources of revenues remain: salaries (43.1%), social benefits (23.4%) and remittances
from abroad (16.5%).

Average monthly consumption expenditures of population in 2017 amounted to 2250.3 MDL
per capita, increasing by 6.3% against 2016. In real terms, adjusted to the consumer price
indices, household expenditures decreased on average by 1.0% sply. The highest part of
expenditures continues to be directed towards: food consumtion (43.4%), housing maintenance
(18.6%) and clothing and footwear (10.4%).

Social protection of population. According to the data of the National Social Insurance House,
the number of pensioners registered with the social protection bodies on January 1, 2018
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amounted to 716.0 thousand persons or by 24.8 thousand persons more compared to January 1,
2017. The average amount of the monthly pension set on January 1, 2018 amounted to 1527.87
MDL, up by 19.8% compared to January 1, 2017.

Subsistence minimum. In 2017, the average monthly subsistence minimum amounted to 1862.4
MDL per capita, rising by 3.5% compared to 2016. In cities, the subsistence minimum amounted
to 2072.6 MDL, more by 2.9% against 2016, in towns - 1861.6 MDL, by 5.5% more compared to
the previous year, in villages - 1770.5 MDL, more by 2.7% compared to 2016. In cities, the
subsistence minimum was by 11.3% higher than in towns and by 17.1% higher than in villages.
By household categories, the greatest value of the subsistence minimum belongs to working age
population - 1984.5 MDL and, especially to men — 2153.7 MDL.
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Chapterl
PRODUCTION?!

Gross domestic product

In 2017, the gross domestic product amounted to 150369 min. MDL, at current prices,
increasing by 4.5% in real terms, compared to the same period of the previous year
according to the preliminary calculations.
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Figure 1.1. GDP dynamics during 2008 - 2017 (%)
Source: Compiled by author according to the data of the NBS.

During 2017, there were registered GDP increases during all 4 quarters.

Table 1.1. Quarterly GDP dynamics in 2017

| QI | Qum | QI | QIV | Annually
GDP, mIn. MDL (quarterly) 29670 | 34251 | 45523 | 40925 150369
o .
In % compared to the same period ofthe | 5, | 1055 | 1054 | 1064 1045
previous year (quarterly dynamics)

Source: Compiled by author according to the data of the NBS.
Main branches which contributed to the GDP formation and increase were:

- Wholesale and retail trade; maintenance and repair of vehicles and motorcycles; transport
and storage; accommodation and food service activities having a weight of 20.5% in GDP
formation have contributed with 1.3% to its increase and with 6.6% to GVA growth;

- Agriculture, forestry and fishing accounted for 12.2% of GDP during the respective period,
thus contributing with 1.0% to its increase and with 7.9% to GVA growth;

- Mining industry and manufacturing industry; production and supply of electricity, heat
energy, gas, hot water and conditioned air; water distribution; sanitation, waste
management, decontamination activities have contributed with 14.6% to the GDP
formation, thus influencing on its increase by 0.4% and to GVA growth by 3.0%;

- Information and communications holding a weight of 5.7% contributed with 0.2% to GDP
increase and 3.0% to GVA growth;

1 The analysis is presented without the data on enterprises and organizations from the left bank of the Dniester River and Bender
municipality based on the official statistics compiled by the National Bureau of Statistics. In some cases, apropriately specified, available
data regarding the Transnistrian region, disseminated by the regional statistical body are presented.

N. 28 (Q. 1V) 2017 19




MOLDOVAN ECONOMIC TRENDS

- Constructions have contributed with 3.3% to GDP formation encouraging its increase by
0.1% and a 4.3% growth to GVA.

The GVA increased by 3.8% in total economy compared to 2016, thus contributing with 84.1% to
GDP formation and with 3.3% to its increase.

During this period, the volume of taxes on products has also increased by 6.9% sply,
contributing with 1.1% to GDP increase and with 16.3% to its formation.
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Figure 1.2. Contribution of resource components to GDP formation in 2017 and to its

increase compared to 2016,%
Source: According to the data of the National Bureau of Statistics.

In terms of uses, the GDP formation and increase were mainly due to the:

- Household final consumption - with a weight of 85.8% in GDP in 2017, which increased by
4.9% sply, thus influencing on the GDP increase by 4.2%.

- Gross fixed capital formation has contributed with 21.9% to GDP formation of its total,
which rose by 5.3% during the respective period, arising the GDP by 1.2%.

Due to a greater influence of imports versus exports, the net export had a negative influence
(-2.7%) to the GDP increase.
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Figure 1.3. Contribution of components of uses to GDP formation in 2017 and to its
increase compared to 2016, %
Source: Author’s calculations according to the data of the National Bureau of Statistics.
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Industry

Although, since the beginning of 2017, in January there was recorded an increase of 6.6%
of industrial production compared to the similar period of the previous year, the growth
rate was down month by month, showing a 0.8% decrease in April. During January-May -
January-July there is attested an insignificant increase of the industrial production index, the end
of the year being marked by a recovery in the growth rate of indicators, which implied an
increase of 3.4% for January-December 2017 sply.

This result is mainly due to manufacturing industry which during 2017 rose by 4.5%. The most
significant growth rates of the types of production which favoured the increase of the
manufacturing industry were: manufacture of electrical equipments (+39.4%), manufacture of
rubber and plastic products (+16.4%), other industrial activities n.c.a. (15.1%), manufacture of
motor vehicles trailers and semi-trailers (+12%), manufacure of wood and products of wood
and cork, except furniture; manufacture of straw products and other twined vegetable fabrics
(+11.4%) and food industry (+6.4%).
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Figure 1.4. Indexes of industrial production in 2008-2017 (%)
Source: Compiled by author according to the data of the NBS.

However, during the same period, there were also recorded decreases of the production indexes
in such activities as: mining industry, which registered a reduction of 3.7% compared to the
same period of the last year, production and supply of electricity, heat energy, gas, hot water and
conditioned air - with a 1.7% decrease sply.

Table 1.2. Indexes of industrial production, previous year=100

2011 2012 | 2013 2014 2015 2016 2017

Industry - total 1134 97.6 108.6 107.3 100.6 1009 1034
Mining industry 1272 78.8 1222 100.2 91 84.2 96.3
Manufacturing industry 1139 99.4 110.7 108.5 102.3 1018 104.5

Production, transport and
distribution of electricity
Source: Compiled by author according to the data of the NBS.

97.4 1009 97 104.5 98.7 98.2 98.3

Analyzing the industrial production indexes during 2011-2017, we have to state that since 2015
their increase has taken place especially due to the manufacturing industry, however mining
industry and production, transport and distribution of electricity influences negatively the
volume of total industrial production.

Agriculture

During 2017, the Moldovan agricultural sector increased by 8.6% (comparable prices) against
2016. This is mainly due to the increase of the vegetable production by 13.1% sply. At the same
time, livestock production has reduced by 2.1% sply.
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Figure 1.5. Dynamics of agricultural production in 2009-2017, compared to 2008, %
Source: Compiled by author according to the data of the NBS.

During this period, the increase of vegetable production is due to the good harvest on all types of
vegetable products which contributed to the aforesaid growth at different paces, except potato
and wheat production which marked reductions of 7.9% and 3.4%, respectively sply.

cereals and leguminous crops 1141
of which:
-wheat 96.6
-maize 127
sunflower 118.1
sugar beet 1249
tobacco 114.5
soy 107.4
rapeseed 165.4
potatoes 92.1
fruits, nuts and berries 1141
grapes 10.9'9
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Figure 1.6. Index of agricultural production on the main crops in 2017 compared to the

similar period of the previous year, %
Source: Author’s calculations according to the data of the National Bureau of Statistics.

Table 1.3. Main types of livestock production, 2017

Weight in % unto
total
|1 3

‘ Total In % unto 2016

Cattle and poultry breeding in live weight - total 1879 96.9 100
(thousand tonnes)
Of which:
Agricultural enterprises 74.6 97.6 39.7
Households| 1133 96.3 60.3
Milk - total (thousand tonnes) 4849 96.2 100
Of which:
Agricultural enterprises 24.3 97.1 5.0
Households| 460.6 96.1 95.0
Eggs - total mln. pieces 708.1 105.1 100
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Table 1.3. - continue

A | 1 | 2 3
Of which:
Agricultural enterprices| 317.1 108.4 44.8
Households| 391.0 102.7 55.2

Source: Author’s calculations according to the data of the National Bureau of Statistics.

Reduction of livestock production, in 2017 was due to the reduction of cattle and poultry
breeding in live weight by 3.1% (agricultural enterprises - 2.4%, households - 3.7%) and
reduction of milk production by 3.8% (agricultural enterprises — 2.9%, households - 3.9%). Only
egg production during this period increased by 5.1% compared to 2016, as a result of
production increase in agricultural enterprises by 8.4%, and in households by 2.7%.

Trade and other market services

In 2017, there is seen a turnover decrease in retail trade (excepting trade in vehicles and
motorcycles) of 4.6%, while turnover in wholesale trade (excepting trade in vehicles and
motorcycles) increased by 19.9% sply. At the same time, in 2017, the trade in vehicles and
motorcycles enjoys a 12.9% increase of turnover compared to 2016. The turnover for market
services provided to population during this period decreased by 0.4% against 2016, while the
turnover for market services provided mainly to enterprises enjoyed an increase of 8.8% in
comparison with the same period of the previous year.

Investment in long-term tangible assets

During 2017, the investment in fixed assets totaled 20996.6 mln. MDL (at current prices). This
allowed a 1.3% growth of their value (in comparable prices) compared to 2016.

The aforesaid increase is partly due to the investment in tangible assets, accounting for 98.3% of
total investment in fixed assets which during the respective period had an increase of 1%
compared 2016. At the same time, compared to 2016, the investment in intangible assets show a
growth of 20.1% sply.

Table 1.4. Structure of investment in fixed assets during 2017

Achievements, in % unto January- | in % unto

min. MDL September 2016 total
Investment in fixed assets - total 20996.2 101.3 100.0
Intangible assets 3503 120.0 1.7
Tangible assets, of which: 20646.3 101.0 98.3
- residential buildings 3039.5 88.2 14.5
- non-residential buildings 3954.7 88.7 18.8
- engineering constructions 3698.0 1248 17.6
- machm_ery, equipment, transmission 6940.9 1088 331
installations
- means of transport 1893.2 99.9 9.0
- other tangible assets 1120.0 113.1 5.3

Source: Author’s calculations according to the data of the National Bureau of Statistics

The most significant increases in tangible assets were registered by the investment in
engineering constructions (+24.8%), investment in other tangible assets (+13.1%) and
investment in machinery, equipment, transmission installations (8.8%). The most significant
reductions in investment in tangible assets during this period compared to 2016 were recorded
by investment in residential buildings (-11.8%), followed by investment in non-residential
buildings (-11.3%) and investment in means of transport (-0.1%).
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The sources of finances allocated for fixed investment were partly from own means of investors
(65.6% of total fixed investment), which have been reduced by 3.2% sply, followed by the
category of other sources with a weight of 16.7% and an increase of 10.2%, investment from the
government budget with a contribution of 6.5% to total investment and an increase of 27.4%,
administrative-territorial units budget with a weight of 6% and an increase of 33.2% and foreign
sources with a weight of 5.2% of total and a reduction of 16.5% sply.

Table 1.5. Structure of investment in fixed assets by sources of funding during 2017

in % unto

Achievements, January - in % unto
min. MDL December 2016 Licizzl

Investment in fixed assets - total 20996.6 101.3 100.0
Funded from:

- government budget 1372.9 1274 6.5

- administrative-territorial units budget 1251.5 1332 6.0

- own resources 13768.7 96.8 65.6

- foreign sources 1095.5 83.5 5.2

- other sources 3508.0 110.2 16.7

Source: Author’s calculations according to the data of the National Bureau of Statistics.

Transports

During 2017, road, railway, fluvial and air transport enterprises increased by 23.8% sply in the
volume of transported commodities accounting for 17.3 mln. tonnes in unit value. At the same
period, the mileage of commodities has also increased, totaling 4630.1 mln. tonnes-km (+13.7%
sply). This is due to the rise of commodities transported by road, which holding a weight of
about 71.4% of total commodities transported in 2017 marked an increase of 19.3% sply,
followed by commodities transported by railway with a growth of 37.9% and air one rose by 2.2
times. The transport of commodities by river registered insignificant reductions (-0.6%).

Table 1.6. Volume of transported commodities during 2017

Weight in total

in % unto 2016 transported
commodities

Transported commodities - total, 17290.6 1238 100.00
thousand, tonnes
Of which, by mode of transport:
- railway 4816.3 1379 27.86
- road 12338.4 119.3 71.36
- fluvial 1348 99.4 0.78
- air 1.1 2.2 ori 0.01

Source: Author’s calculations according to the data of the National Bureau of Statistics.

In 2017, the most requested mode of transport (about 96.7% of total passengers) chose by
passensgers was by buses and microbuses, which during this year decreased by 1.8% compared
to 2016. At the same time, the air transport chosen by passengers rose considerably by +45.4%
sply.

Tourism

During 2017, the travel agencies and tour operators enjoyed an increase of 21.7% of services
provided to tourists and excursionists compared to 2016, the number of tourists and
excursionists amounting to 285 thousand. This increase is partly due to the growth in the
number of participants in outbound and inbound tourism - by 29.4% and 11.7%, respectively
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sply. During the same period there is seen a decrease in the number of participants in domestic
tourism - by 7.7 %.

The share of people who visited the Republic of Moldova by travel agencies and tour operators
for rest, recreation and leisure accounted for 78.3% of total number of tourists, for business and
professional activities - 17.2% and for treatment - 4.5%.

In 2017, the number of tourists and excursionists reached 229.3 thousand pers., increasing by
29.4% compared to the respective period of the last year. Most residents (98.9%) who left
abroad intended to rest, recreate and relax, therefore the main destinations were Turkey
(35.7%), Bulgaria (23.4%), Romania (13.6%) and Greece (10.3%).

Table 1.7. Tourists and excursionists participating in tourism through tourism
agencies and tour operators

‘ ‘ Tourists and excursionists % unto January-

during January-June 2017 June 2017
TOTAL 284 953 121.7
Inbound tourism (foreign citizens visiting our 17 497 1117
country)
Outbm_md tourism (Moldovan residents 229 349 1294
travelling abroad)
Domestic tourism (Moldovan residents
travelling within the country, for tourism 38107 92.3
purpose)

Source: According to the data of the National Bureau of Statistics.

The number of tourists and excursionists being provided with domestic tourism services in
2017 reduced by 7.7%, amounting to 38.1 thousand persons. The main agencies which benefited
by providing domestic tourism services were from Chisinau (45.8%), development regions
Center (27.2%) and South (24.1%).

Situation in the region of the Republic of Moldova to the left of the Dniester River
and Bender municipality?

In 2017, the economy in the region of the Republic of Moldova to the left of the Dniester reduced
the negative trends recorded in the last years, succeeding to direct the economic vector towards
a positive growth direction.

According to the information disseminated by the statistical body of the Transnistrian region, in
2017, the industrial production index in the region to the left of the Dniester River and Bender
municipality accounted for 114.9% compared to 2016. This is partly due to the increase in the
indices of metallurgical industry which practically doubled during the respective period,
electrotechnical industry which increased by 33.8%, machinery construction and metal
processing industry with a 26.2% growth etc. during the same period, there were also recorded
reductions in industrial production, especially in electroenergetic sector (-7.3%), chemical
industry (-1.7%) and printing industry (-28.4%).

During 2017, the volume of investment in machinery, equipments and means of transport
(holding a weight of 59.6% of total investment) reduced by 35.2%, the same trend being
followed by the investment in construction and assembly works (holding a weight of 38.7% of
total investment) which declined by 16.2%. Thus, the investment in tangible assets in this period

2 According to the data of the statistical body of the Transnistrian region: http://www.mepmr.or rstvennaya-
statistika/informacziya. Due to the partial implementation of international standards in the development of official statistics by the
Transnistrian statistical body, as well as the reduced access to metadata, the comparability of data with those compiled by the NBS is
limited and difficult to assess.
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diminished by 30.6%. The dwellings which during this period were put into commision reached
50.6 thousand square meters, with 27.3% more sply.
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Figure 1.7. Annual dynamics of industrial production index 2009-2017 (%)

Source: Compiled by author according to the data of the statistical body of the region to the left of the
Dniester River.

For agriculture, 2017 was not the most successful year in the left side of the Dniester River and
Bender municipality, thus being registered an average of 40.4 quintals of cereals and legumes
per hectare, by 9.8% less compared to 2016.

There were also recorded reductions in transport, therefore there were transported by 32.1%
fewer commodities sply, the mileage of commodities has also reduced by 14.8% compared to the

last year. In the respective period, only the transport of passengers registered increases (+9.6%)
against 2016.

In 2017, retail trade enjoyed a 6.9% growth sply. This was due to the increase in turnover of
non-food products sales (+10%) and turnover of food products (+4.6%). Only services provided
to population declined by 0.4% sply.
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Chapter Il
PRICES, EXCHANGE RATES AND MONETARY POLICY

2.1. Prices and exchange rates

Prices

In 2017, the average annual inflation rate has slightly exceeded the upper limit of the
inflation target range set in the medium-term monetary policy strategy and amounted to
6.6%, which is a relative acceleration against the level recorded in the similar period of
the last year (+0.3 p.p.). In the same period, there were recorded the following increases for
CPI components: food products - 7.9%, non-food products - 4.5%, services - 7.1%.

In quarter IV, 2017 the growth rate of CPI was 7.5%, increasing by 5 p.p. compared to the same
period of the previous year. In October-December, 2017 there were recorded the following
increases for CPI components: food products - 10%, non-food products - 4.1%, services - 8.2%.
There is noticed that the acceleration trend of CPI during this period, similar to the previous
period, is especially given by the foods and services segments given the unfavourable weather
conditions in the first case and the impact of tariff rises for several regulated services, ultimately.
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Figure 2.1.1. Annual growth rate of CPI and its components, %
Source: According to the data of the National Bureau of Statistics.

In quarter IV 2017, the prices of food products increased by 10% which is an acceleration of the
growth rate by 6.8 percentage points above the level recorded in quarter IV of the previous year
(in monthly expression, compared to the similar period of the last year, there were produced the
following increases: in October - 10.6%, in November - 9.6%, in December - 9.7%). The upward
trend in prices of food products in quarter IV of 2017 was especially due to the rise of vegetables
by 43%, including cabbage by 56.1%, potatoes - 29.9% etc., fresh fruits marked up by 22.5%,
meat and meat products by 7.7%, etc. Relative price reductions were recorded only for butter,
vegetable oil and garlic.

During 2017, the rise in prices of food products produced under the influence of several factors
including unfavourable agrometeorological conditions from 2017, some sectoral shocks which
affected especially meat prices and pricing dynamics in international markets.

The prices of non-food products in quarter IV of 2017 rose by 4.1% sply, the value of the indicator
increasing by 0.6p.p. compared to the same period of 2016 (in monthly expression compared to
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the similar period of the last year, the growths were: 4% in October, 4.2% in November and
4.1% in December). Similarly to the previous quarter, most non-food products, excepting
vehicles, TVs and drugs recorded increases in prices. The highest increases in prices were
recorded for: cigarettes — by 24.7%, clothing - 5.9%, fuels — 6.2% etc. The increase in prices of
non-food products was mainly due to the rises in price of regulated products as well as the
amendments made in fiscal policy which led to higher excise duties on several products.

In quarter IV of 2017, the price services have registered a downward adjustment advancing by
8.2% sply, or by 8 p.p. above the level of this indicator in 2016 and by 0.5 p.p. below the level
recorded in quarter I, 2017. In monthly expression, compared to the similar period of the
previous year there were registered the following increases: in October - 8.7%, in November -
7.9% and in December - 7.9%). In the reference period compared to quarter IV of the last year,
the highest rises in price were recorded for health services - by 74.8%, public utility services -
by 5.9%, including: water and sewage by 22.2%, hot water by 5.1% and central heating by 6.5%,
the tourism services have also risen - by 15.3%. The increase in health services tariffs adopted
by the Government in the previous quarter and rise in other regulated prices have vastly
contributed to the rise in service prices.
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Figure 2.1.2. Annual growth rate of CPI and core inflation, %
Source: According to the data of the National Bureau of Statistics.

Since the beginning of 2017, core inflation has maintained within a relatively stable
variation range, recording lower values compared to CPI. During October-December, 2017
the core inflation index amounted to 5.1% sply, decreasing by 0.2 p.p. compared to the same
period of 2016.

In monthly expression, compared to the same period of the last year, the growth rate of core
inflation recorded the following increases: in October - 4.9%, in November - 5% and in
December - 5.5%. The annual rate of core inflation since the beginning of this year was situated
on a less volatile variation range compared to CPI fluctuations, the appreciation of national
currency against the major reference currencies, as well as the exclusion of some prices on
which the influence of monetary policy is less significant or nil: administered, volatile
(vegetables, fruits, eggs, fuels), tobacco products and alcoholic beverages ones have contributed
to this.

In quarter IV of 2017, dynamics of industrial production prices has registered a slight
acceleration. In October-December 2017, the growth rate of annual index of industrial
production prices increased by 0.1 p.p. compared to the same period of the previous year
reaching 2.9%. In industry, the following rises sply have been recorded: mining industry - 3.0%,
manufacturing industry - 2.6%, energy sector - 6.1%. The slight rise of growth rate of industrial
production prices has produced against the rises in tariffs of production, supply and distribution
of electricity and heat energy.
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Industry Mining and quarrying Manufacturing Electricity, gas and and water

Figure 2.1.3. Annual growth rate of industrial production prices and its components, %
Source: According to the data of the National Bureau of Statistics.

In 2017, the growth rate of construction prices has decreased. If in the last 5 years, the
growth rate of construction prices was relatively stable and was situating within 8%, then its
value for 2017 decreased to 4.6% sply. The growth rate of construction prices, in quarter 1V,
2017 dropped by 3.9 p.p. and amounted to 5% against the level recorded in the similar period of
the last year.

In 2017, the growth rate of agricultural prices had a downward trend trend similarly to
the previous year, reducing by 1.1% compared to the same period of 2016. In quarter IV of
2017, the agricultural producer prices have diminished by 5.2% against the similar period of
2016. During the reference period, the vegetable products, whose prices decreased by 4.1% sply
and prices of livestock products registering a 13.8% decrease in comparison with the similar
period of the last year have contributed to the decline of annual growth rate of this category of
prices.

The rise of fuel prices in international markets have also affected their growth rate on the
national market, which for 2017 recorded a value of 8.7% sply, attesting an increase of this
indicator by 10.9 p.p. sply. In quarter IV of 2017, the growth rate of fuel prices amounted to
5.1% sply (in monthly expression, the fuel price indices have recorded the following values: in
October - 6.2%, in November - 7.4% and in December - 5.1% compared to the same period of
the last year).

Exchange rates

During 2017, the exchange rate of national currency against the major reference
currencies posted a general decreasing trend. Overall, in 2017, the leu has appreciated by
5.8 percent in relation to Euro in nominal terms and by 10 percent in real terms. The
national currency has appreciated by 6.6 percent against US Dollar in nominal terms and
by 11.2 percent in real terms.

In quarter 1V, 2017 the average nominal exchange rate against the major reference currencies
was 20.5 MDL/EUR and 17.4 MDL/USD, appreciating compared to the same period of the
previous year by 5.5% against the single European currency and by 13.3% against US dollar.

In monthly expression, the average exchange rate of the national currency against the single
European currency has recorded the following values: in October and November - 20.5 MDL/EUR,

N. 28 (Q. 1V) 2017 29



MOLDOVAN ECONOMIC TRENDS

and in December - 20.3 MDL/EUR. During quarter IV, 2017 the average exchange rate of leu in
relation to US dollar was 17.4 MDL/USD in October, 17.5 MDL/USD in November and 17.2
MDL/USD in December.
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Figure 2.1.4. Development of average monthly nominal exchange rate of MDL
in relation to USD and EURO
Source: According to the data of the National Bank of Moldova.

The appreciation of the nominal exchange rate in Q IV, 2017 consolidated also the
position of the real exchange rate of the national currency. In real terms, Moldovan leu has
appreciated during this period by 17.8% in relation to USD (in comparison with the same period
of the last year) and by 10.6% against euro sply.

Region of the Republic of Moldova to the left of the Dniester River

Since the beginning of 2017, the annual inflation rate in the region to the left of the Dniester
River is situated on a relatively upward trend. The CPI in 2017 accounted for 7.9% sply,
exceeding by 7.1 p.p. the value of this indicator recorded in the previous year.

In quarter IV of 2017 the annual growth rate of CPI amounted to 11.4% growing by 8.2 p.p.
compared to the similar period of 2016. The highest inflationary pressures on CPI during this
period came from prices of food products.
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of the Dniester River, %
Source: According to the data of Central Bank in the region to the left of the Dniester River.

A major impact on the economic situation in the region to the left of the Dniester River had the
situation on the domestic foreign exchange market, where the exchage rate set by the Central
Bank and foreign exchange intermediaries in the market reached a maximum deference.
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Under these conditions, the Central Bank has intervened rising during 2017 the nominal
exchange rate of ruble against US dollar, the first time in June, 2017, the fixed exchange rate of
US dollar rose from 11.30 to 15.00 rubles, and then in November up to 15.50 rubles. As a result
of these amendments, the real effective exchange rate index which is the main index in decision
making on foreign exchange policy, has decreased.

After the interventions of the Central Bank, at the end of quarter 1V, 2017 the Transnistrian ruble
has slightly depreciated. The average nominal exchange rate, during the reference period was 18.0
rubles per one Euro, depreciating by 47.3% against the value of the similar period of the last year.

2.2. Monetary policy

During 2017, the monetary policy promoted by the National Bank of Moldova was influenced by
the amplification of the inflationary pressures generated vastly by the amendments in fiscal
policy, adjustment of prices regulated to the new market realities and major excess of liquidities
in economy. However, taking into account the main goal of the central bank and macroeconomic
conditions characterized by a stringent need to boost the lending, in 2017 the NBM operated
new decreases of the monetary policy rates excepting the reserve ratios which has been
increased to a new record level of 40%.

Monetary policy instruments

In the first half of 2017, the National Bank of Moldova maintained the base rate at the
level of 9%, thereupon it was reduced in four stages, falling by 2.5 p.p. by the end of the
year compared to the level recorded at the end of the last year.

In quarter 1V, 2017, the NBM operated two amendments in the base rate, from 7.5% in August
2017 to 7% by the end of October and to 6.5% in December 2017. On the same lines, there have
been amended the interest rate on overnight loans which declined to 9.5%, and interest rate on
overnight deposits to 3.5%. This level of the monetary policy rates was also maintained in the
first two months of 2018.
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Figure 2.2.1. Development of interest rates on monetary policy instruments
of the National Bank of Moldova during 2015-2018
Source: According to the data of the National Bank of Moldova.

Required reserves

The major excess liquidity in the market and the persistence of inflationary pressures
determined the NBM to intervene with new amendments at the level of required reserves
from means attracted in Moldovan lei and foreign currency during 2017
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Figure 2.2.2. Ratio of Required Reserves at the NBM, %
Source: According to the data of the National Bank of Moldova.

In 2017, the ratio of required reserves from means attracted in Moldovan lei and non-
convertible currency increased in two stages, in April 2017 from 35% to 37%, then in May - to
40%. The ratio of required reserves from means attracted in convertible currencies remained
unchanged at the level of 14%.

Regarding the growth rate of inflation, the effect of the increase in the reserve ratio is still long in
coming, mostly given a slight compression of money supply in 2014-2015, in 2016-2017 this
returns to arise. By maintaining the ratio of required reserves in this way there is obtained only the
immobilization of a major part of resources of the commercial banks which could be directed to
lend and fund the national economy. We consider that the NBM should find other opportunities to
sterilize the excess liquidities of the economy, especially given that the interest rate channel of
monetary policy had failed.

Open market operations and standing facilities

In quarter IV, 2017 in order to sterilize the excess liquidities on the market, the volume of
the NBM sterilization operations maintained its upward trend. During quarter IV of 2017
the average monthly balance of sterilization operations was higher compared to the same period
of the previous year (up by 1.57 bln. MDL) amounting to 6.4 bln. MDL. The highest balance was
recorded in December 2017 when the average daily balance of the NBC sales was - 7.7 bln. MDL.

In quarter IV of 2017, the demands for "overnight" deposits remained relatively constant, the
average daily balance amounting to - 1071 mln. MDL, 1075 mln. MDL and 693 mln. MDL, respec-
tively for October, November and December compared to the similar period of the previous year.
The demand for "overnight" loans facility from the NBM on behalf of the commercial banks came
only in December and amounted to 3.6 min. MDL.

Foreign exchange market intervention

In quarter IV of 2017, the NBM has intervened on the foreign exchange market especially
as a buyer of foreign currency to absorb the excess of freely convertible currency and
mitigate the volatility of the NBM exchange rate. The volume of foreign currency purchases
in quarter IV of 2017 amounted to about 110 mln. USD. These interventions were in accordance
with the monetary policy promoted by the NBM and aimed to supply the official reserve assets.

During 2017, the activity of the NBM on the foreign exchange market determined the
strenghtening of the international reserves. By the end of 2017, the volume of the official
reserve assets rose by 597.4 min. USD since the beginning of the year and continues to

32 N. 28 (Q. 1V) 2017



MOLDOVAN ECONOMIC TRENDS

rise. By the end of quarter IV, 2017 the balance of the official reserve assets accounted for 2.8
bln. USD, increasing by 27.1% sply. The growth in the stock of the official reserve assets was
determined by the NBM intervention on the domestic foreign exchange market as foreign
currency purchases, registration of loans and grants in favour of the Ministry of Finance of
Moldova, revenues from managing foreign exchange reserves etc.

Table 2.2.1. NBM activity on interbank foreign exchange market during
January 2016-February 2018

Volume of sales,

Volume of purchases, (equivalent min. US

(equivalent min. US dollars)

dollars)
January 2016 0.38 :
February 2016 0 -
March 2016 11 -
April 2016 108.8 -
May 2016 47.5 -
June 2016 20.6 -
July 2016 74.4 -
August 2016 94.3 -
September 2016 62.9 -
October 2016 5.98 10.7
November 2016 0 17.5
December 2016 0.59 -
January 2017 0.48 :
February 2017 0.46 -
March 2017 28 -
April 2017 9.5 -
May 2017 374 -
Juny 2017 52.81 -
July 2017 70 -
August 2017 58.9 -
September 2017 67 -
October 2017 80 -
November 2017 20 -
December 2017 10 -
January 2018 101 44.4
February 2018 41.6 -

Source: According to the data of the National Bank of Moldova.
Monetary indicators

In 2017, the money supply registered a slowdown compared to the dynamics recorded in
2016. A more significant contribution to the money supply increase have had the
components of the monetary aggregate M1, especially demand deposits in national
currency.

In this context, the stock of monetary aggregates on December 31, 2017 compared to the data
registered on December 31, 2016 has developed as follows:

- monetary aggregate MO increased by 10.3%, and amounted to about 19 bln. MDL;

- monetary aggregate M1 grew up by 23% reaching 34.6 bln. MDL;

- growth rate of monetary aggregate M2 rose by 14.1%, accounting for about 53 bln. MDL

- monetary aggregate M3 posted a growth 0f 9.3% and equated to 77 bln. MDL.

At the end of quarter IV of 2017, the volume of monetary base recorded an essential growth of
11% sply, amounting to 36.9 bln. MDL.
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The money supply in national currency strengthens slightly its positions in total money
supply, however from the increase in the volume of monetary aggregate M1. In quarter 1V,
2017 major structural changes regarding the weight distribution of different components in
money supply did not losely occur.

On December 31, 2017 the money supply components were distributed as follow: monetary
aggregate MO (currency in circulation) - 24.7%; demand deposits - 20.2%; term deposits -
23.9% and deposits in foreign currency - 31.2%. Compared to the data at the end of quarter IV
of 2016 it is mentioned a 2.9 p.p. reduction in the weight of deposits in foreign currency and a
2.1 p.p. decrease in the weight of term deposits in national currency sply. At the same time, the
weight of monetary aggregate MO and demand deposits have increased by 0.2 p.p. and 4.8 p.p.,
respectively.
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Figure 2.2.3. Structure of money supply M3
Source: Calculations according to the data of the National Bank of Moldova.

Monetary policy in the region from the left of the Dniester River

The monetary policy strategy of the central bank of the Republic of Moldova’s region to the left
of the Dniester River is based on the principle of overcoming the economic crisis in the region
and maintaining the stability of the financial system. In this respect, in 2017 there was decided
to maintain the model of promoting the monetary policy based on the exchange rate targeting.

During the fourth quarter of 2017, the refinancing rate of central bank was maintained at the
level of 7% under several moderate inflationary processes in the region. The ratio of required
reserves was maintained at the level of 12% set in February, 2017 for sources attracted in
foreign currency and 15% for those attracted in rubles.

At the end of quarter IV, 2017, the money supply in the region from the left of the Dniester was
7433.9 min. rubles (equivalent of about 6706.9 mil. MDL3), recording an increase of about 39%,
compared to the volume of money supply recorded by the end of the previous year. This growth
is due to the depreciation of ruble during this period by the central bank in the region of the
Republic of Moldova from the left of the Dniester River (since June 2017, the fixed exchange rate
of US dollar increased in several steps from 11.30 to 15.00 rubles).

3 Calculated according to the official exchange rate of the CBPMR on December 31, 2017, http://www.cbpmr.net/?kv=1&lang=ru
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The amendments in monetary policy left their mark on the money supply structure too. On
January 1, 2018 the money supply components were distributed as follow: monetary aggregate
MO (currency in circulation) - 13.2%; quasi money - 18.8%; money supply in foreign currency -
68.6%. Compared to the similar period of the previous year, by the end of the fourth quarter of
2017, the weight of money supply in foreign currency increased essentially by 14% and the
weight of currency in circulation and quasi money decreased by 6 p.p and 7 p.p., respectively.

N. 28 (Q. 1V) 2017 35



MOLDOVAN ECONOMIC TRENDS

Chapter III
FINANCES

3.1. Public finances

2017 exceled in a favourable economic situation for the national public budget execution,
both in collecting revenues and in allocating expenditures with a pronounced social
character. The national public budget revenues were collected in the amount of 53 379.4
miIn. MDL or by 16.2% (6 061.5 mIn. MDL) more compared to the similar period of the
previous year, despite the pessimistic expectations.

In 2017, the total national public budget revenues were provided by the government budget in the
amount of 33 947.6 min. MDL, mandatory health insurance budget - 17 820.3 mln. MDL, public
social insurance budget 6 256.6 mln. MDL and local budgets - 13 461.5 mln. lei. These revenues
include intergovernmental transfers and do not reflect correcly the funds collection of different
components of the NBP. Thus, if we look at the structure of revenues by components as presented
by the reports of the Ministry of Finance, we can see that the government budget contributed
47.49% to total revenues formation, PSIB 24.93%, local budgets 18.83% and MHIF 8.75%. The
distribution of revenues in this way is not the major problem which persists in the mechanism for
collecting and distributing funds between the components of the National Public Budget.

Local Budget
18,83%

Mandatory Health National
Insurance Funds Budget
8,75% 47,49%

Social
Insurance
Budget
24,93%

Figure 3.1.1. Structure of revenues in NPB in 2017, mln. MDL
Source: According to the data of the Ministry of Finance.

The analysis of the net revenues structure of NPB (without transfers between budgetary compo-
nents) reflects a significant weight of the national budget receipts, with 63.56% contributions in
total revenues, followed by social insurance budget, with 22.25%, a lower weight of the local
budget receipts with 7.32%, and the lowest contribution has had the MHIF with 6.86%.

At the same time, the local budgets were provided with the most considerable transfers, accounting
for 52.78% of total transfers, their value being about 71% of total revenues of the local budgets.
Thus, the ability to collect local budgets totaled 29% of its total revenues, the other ones being taken
from the government budget account. The government budget has also ensured 41.44% of the MHIF
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Figure 3.1.2. Structure of net revenues transfers in NPB in 2017, min. MDL
Source: According to the data of the Ministry of Finance.

revenues and 33.34% of the PSIB revenues. The amount of transfers between the components of
the national public budget indicates a major discrepancy between their ability to collect funds
and necessity to fund their expenditures. Therefore, from the government budget have been
made transfers in the amount of 18 086.5 mIln. MDL, however only 12.8 mln. MDL were
collected, the highest ones being made in favour of local budgets and Public Social Insurance
budget. Hence, the government budget provided 9 552.5 min. MDL as transfers to local budgets,
2 593.0 - MHIF and 5 941.0 - social insurance budget. The funding trend of local budgets and
other NPB components from the government budget is maintained during the last years putting
the issue of amending the funding formation and administration mechanism at the level of each
budget apart, either social or MHIF fund or local ones on the government agenda.

The value of tax and duties revenues during the analyzed period amounted to 34476.0 mln. MDL,
increasing by 17.9% or by 5244.91 mln. MDL compared to the previous year. Almost the same
increases in relative indices have had the revenues from insurance contributions - 16.9% or
2237.3 mln. MDL and non-tax revenues — 14.8% or 307.0 mln. MDL. At the same time, there was
recorded a decrease of - 363.7 mln.MDL or 26.5% from grants incomes. The highest contri-
bution to the NPB’s revenue formation have had the taxes on goods and services with 46.11%,
(or 71.4% of total tax revenues), of which the VAT accumulated 31.60% of total NPB revenues
and excise duties - 11.15%, the largest part, about 96%, belonging to excise duties on imported
goods. The income tax has contributed 14.47% to the NPB'’s revenue formation, taxes and duties
from external trade - 2.98% and taxes on real estate had an insignificant value of 1.02%. We
mention that the low weight of income taxes compared to the taxes and duties on goods and
services let us to say that the economy of the Republic of Moldova still bases on the model of
consumer economy with a view to import of goods and services.

Compared to the previous year, in 2017 the most rapidly have increased the receipts from taxes
on real estate — by 35.4% and excise duties by 30.9%. The similar rate to the increase of total tax
revenues (17.9%) have been registered by the rise of the VAT receipts - 15.8% and income tax,
18.0%, especially of the legal entities one, by about 21.2%, the duties from external trade
increasing the most slowly - by only 9.6%. The rise of revenues from taxes on real estate does
not indicate the growth in the value and volume of the Moldovan household wealth but is due to
the receipts from wealth taxes which doubles several categories of real estate assets which are
subject to double taxation (the same property wealth under certain conditions of value or size is
taxed both on the wealth tax and on the tax on real estate, being the same administrative
mechanism). The increase of the income tax of legal entities is explained by the relative
stabilization of business environment and the growth of profitability of the real sector activity.
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Figure 3.1.3. Structure of revenues by source in NPB in 2016-2017, mln. MDL
Source: According to the data of the Ministry of Finance.

In 2017, The non-tax revenues amounted to 2 380.6 min. MDL, by 14.8% more compared to
2016, however its components have significantly changed: ,State property revenues totaled
425.4 min. MDL, up by 23.2% compared to the similar period of the previous year, ,Revenues
from sale of goods and services” - 1 394.3 mIn. MDL, up by 2.1% while the fines and sanctions
increased by about 95%.

On December 31, 2017 contributions and required insurance premiums equated to 15514.0 mln.
MDL, contributing 29.06% to the NPB formation, up by 16.9% compared to the same period of
the previous year.

In 2017, the Republic of Moldova received grants in the amount of 1008.8 mln. MDL, which is
only 73.5% of the amount received in the previous year. The most important donations were
from international organizations while the governments of other countries transfered only
34.2% of the grants from 2016. The external granters reduced the volume of funding by grants
given that there is no predominantly political stability in regard to the future development of the
country and several projects funded by the international bodies were frozen or postponed until
certain conditions imposed by the granters are accomplished.

The share of national public budget expenditures in 2017, accounted for 54 524.1 mlin. lei,
representing an increase of 6 061.5 min. lei or by 12.5% against the similar period of the
previous year. As a weight in GDP these have registered a 4.86 p.p. decrease, from 40.27% of
GDP in 2016 up to 35.41% of GDP in 2017 and were distributed into the following components
of the NPB:

e government budget - 35479.20 mln. MDL, including transfers amounting to 18086.50 mln.
MDL.

e public social insurance budget - 17 616.10 min. MDL,

e mandatory health insurance funds - 6 260.80 mln. MDL,

e Jlocal budgets - 13 274.60 mln. MDL.

In relative terms, the net expenditures (without transfers) in 2017 were distributed as follow:
Government Budget - 31.9% of total expenditures, PSIB - 32.31%, MHIM - 11.48%, Local
Budgets - 24.35%. During this period, the lowest increase of expenditures was registered in the
government budget — 9.8%, followed by the expenditures from the mandatory health insurance
funds - 10.4%, and the increase of expenditures of public social insurance budget and local
budgets had a considerable rise amounting to 17.7% and 17.3%, respectively.
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Figure 3.1.4. Structure of expenditures in NPB in 2017, %
Source: According to the data of the Ministry of Finance.

The social sector funding has had the highest weight in the total, recording also the highest
rises. Thus, the expenditures for social protection rose by 10.4% up to 19064.9 min. MDL
compared to the similar period of the previous year; education was funded by 13.1% more sply
reaching 9682.1 mln. MDL; and health care expenditures increased by 11.17%, amounting to
7268.7 mln. MDL on December 31.2017. The expenditures for environmental protection
declined by 15% compared to 2016. We mention a decrease in expenditures for environmental
protection for the third consecutive year which cannot be considered a positive thing for the
economic and social future of the Republic of Moldova.
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In 2017, the national public budget has resulted in a budget deficit of 1 144.7 min. lei given that
for 2017 there was set a budget deficit target of 3.0% of GDP, it accounted for only 0.76%
(estimated GDP data). It is the lowest level of the budget deficit recorded in the last 6 years and
is due to a faster growth of public revenues against expenditures. From 3.1.6 figure there is seen
that slowing the growth rate of revenues, respectively government expenditures, the deficit is
growing - an eloquent example being 2015 and 2016 years.
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Figure 3.1.6. NPB deficit, min. MDL
Source: According to the data of the Ministry of Finance.

Two components of the NPB ended 2017 in a deficit, the highest one being in the Government
Budget - 1 531.60 miln. MDL and MHIF - 4.2 mIn. MDL. PSIB and Local Budgets registered an
excess of 204.20 mln. MDL and 186.9 mIn. MDL respectively, combined with intergovernmental
transfers indicate a problem in NPB planning and execution by components.

In 2017, in the foreign currency accounts of the Ministry of Finance opened at the National Bank of
Moldova, there were collected funds from the following sources:

o theloan granted to the Government of the Republic of Moldova by the Government of Romania
amounting to 90.0 mln. Euro (1908.3 mln. lei);

o the loan granted by the International Monetary Fund in the amount of 26.4 mln. US dollars
(475.9 mln. lei).

In addition, there were received funds in the form of loans from the IDA (International
Development Association) for the sectoral development, as follow:

2.5 mln. USD (47.1 mln. lei) to strenghten the effectiveness of the social assistance;
1.8 mIn. USD (32.6 mln. lei) to reform the education;

1.4 mIn. USD (23.7 mln. lei) to modernize the health sector in Moldova;

0.1 mln. USD (2.0 mln. lei) to improve the competitiveness.

Moreover, on December 28, 2017 there have been received grants in total amount of 36.3 mln.
Euro (739.6 mln. Lei) from the European Commission, including:

14.8 mln. Euro (302.3 mln.lei) ENPARD agriculture;
7.0 mln. Euro (142.4 min.lei) for Police reform;
6.4 min. Euro (130.2 mln.lei) for public finance reform;

5.1 mln. Euro (103.6 mln.lei) for Visa Liberalization Dialogue;
3.0 mln. Euro (61.0 miln.lei) DCFTA trade liberalization.
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On December 31, 2017 the balance of the public debt decreased by 851.4 min. lei or by 1.4 %
compared to the end of 2016 and amounted to 58 451.7 mln. lei. According to the data on GDP
for 2017, the weight of public sector debt in GDP on December 31, 2017 accounted for 38.9%,
decreasing by 4.9 p.p. compared to the end of 2016. This is not due to the decrement of the
absolute value of public debt but to the fast growth rate of GDP against the growth rate of public

debt.
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Figure 3.1.7. Structure of public sector debt during 2016-2017
Source: According to the data of the Ministry of Finance.

According to the report of the Ministry of Finance, the decrease of the public sector debt balance
by the end of 2017 is especially due to the decline of the NBM debt balance by 1 320.5 mlin. lej,
public sector enterprises by 386.8 min. lei and direct debt of ATU by 18.6 mlin. Lei compared to
the end of 2016. At the same time, the public debt balance rose by 874.5 mln. lei, continuing to
register the major weight in total public sector debt (88.4%).

The government debt de-
serves special attention
given that the highest
weight of the public sector
debt belongs to it. On
December 31, 2017 the
government debt balance
amounted to 51 660.3 mln.
lei, rising by 874.5 mln. lei
or by 1.7 percent compared
to the end of 2016 on the
account of the increase of
the internal public debt
balance by 1 058.9 mlin. lei.
At the same time, the
external public debt balance
decreased by 184.4 mln. lei.
The increase in the balance
of public debt was condi-
tional on the positive net
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Figure 3.1.9. Public debt weight by currencies
Source: According to the data of the Ministry of Finance.

The quality of public debt can be analyzed through four aspects : maturity, debt structure by
currencies, interest rate and debt instruments.

1. According to maturity, the public debt can be considered of high quality if its
reimbursement term is higher. In these parameters, the public debt of the Republic of Moldova
can be considered qualitative being that its short-term component is only 20.6% which means
that about a fifth of the public debt will reach to maturity within a year. The long-term debt
amounts to 79.4 percent of the public debt portfolio, the longest periods of maturity being
specific to the external public loans and state securities issued for the execution of the payment
obligations derived from the state guarantees. At the same time, we mention that compared to
2016, the weight of public debt with short-term reimbursement rose by 1.9 p.p., from 18.7%.

2. Pursuant to the public debt structure by currency, the major weight belongs to the internal
public debt in Moldovan lei - 43.74%, followed by the external public loans denominated in the
SDR currency basket - 32.2%, Euro - 16.6%, USD - 5.6%, Japanese yen - 1.9% and sterling -
0.02%. In the public debt structure by currencies, with the decomposition of SDR currency
basket, the main position is occupied by Moldovan leu - 42.8%, followed by Euro - 27.5%, US
dollar - 19.1%, Japanese yen - 4.4%, Chinese Yuan Renminbi - 3.5% and sterling - 2.7%.

3. In terms of types of interest rate, as of December 31, 2017 the public debt increased in
quality since the debt with floating interest rate amounted to 14.5 percent of public debt
portfolio which is a decrease of 0.9 p.p. in comparison with the end of 2016 and by 6.4 p.p.
against the end of 2015. At the same time, on December 31, 2017 the public debt with fixed
interest rate accounted for 85.5 percent of the public debt portfolio. Therefore, it can be
considered that the predictability of the cost managing this debt has increased, given that the
high weight of the debt with fixed rate declines the negative consequences of the interest
volatility for the process of budgetary planning. The debt instruments with fixed interest rate on
December, 31, 2017 are:

a) external public loans contracted from the international financial institutions (EIB, CEDB,
IFAD, IDA, IMF), as well as from bilateral creditors (US Government, German
Government, UniCredit Austria, Romanian Government, KfW German Bank, Turk
Eximbank, JICA);

b) SSissued for the execution of the payment obligations derived from state guarantees;

¢) Short-term SS (trasury bills);

d) Convertible SS;

e) Long-term SS (government bonds with maturities of 1, 2 and 3 years).
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Instruments with floating interest rate are:

a) external public loans with floating interest rate contracted by the international financial
institutions (EIB, IBRD, EBRD), from bilateral creditors (Government of Japan,
Government of Russia);

b) SDR allocation from IMF ;

¢) Long-term SS (government bonds with maturity of 2 years).

4. In the public debt structure, by instruments, in 2017 the external public loans hold the major
weight with 50.8 percent, by 0.7 p.p. less compared to the end of 2016 and by 18.1 p.p. in
comparison with the same period of 2015. The second position is occupied by the SS issued for
the execution of the payment obligations derived from state guarantees with the weight of
25.7%, followed by SS issued on the primary market with 14.0%, SDR allocation with 5.5%, and
convertible SS (in NBM portfolio) with 4.0%.

In 2017, means in the amount of 1 929.0 mln. lei have been used from the government budget
for public debt service, consisting of:

a) External public debt service
to the tune of 357.9 min.lei 3000 8,00%
(18.6%);

b) Internal public debt service 504 6,00%
of 1 571.1 min. lei (81.4%). / .
) 0

On December 31, the amount for 1000
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by 1819 mln. lei or by 10.4 0 0,00%
percent 2017 compared to the 2015 2016 2017

same period of 2016 and rose by === Payment of domestic debt
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being highly influenced by the Payment of external debt

increment of expenditures for
the internal public debt service
compared to the end of 2015.
The rise of the internal public
debt service is especially due to
the initiation of interest payment
for the SS previously issued for the execution of payment obligations derived from the state
guarantees. The weighted average annual nominal interest rate for the SS issued in the primary
market in 2017 amounted to 6.76 percent, declining by 2.3 times compared to 2016.

Payment of domestic debt
Payment of total state debt

Figure 3.1.10. Public debt service
Source: According to the data of the Ministry of Finance.

Moldova’s rating was reviewed by the Moody’s company in January 2017, changing the
perspective of development from negative in stable, thus at the end of 2017, the country’s rating
was stable B3.

Public finances in the region from the left side of the Dniester River

In 2017, the republican budget collected revenues in the amount of 2 284.77 mln. Transnistrian
rubles, including humanitarian aid transferred by the Russian Federation. The net receipts on
the budget amounted to 1 810, 50 mln. Transnistrian rubles, which is 112% of the planned ones
and by 301, 34 mln. Transnistrian rubles or by 20% more than the effective revenues for the
same period of 2016. These revenues were obtained from the following sources:

— Tax revenue in the amount of 1 509.7 min. rubles (69.6% of total government revenues),
which is by 21.3% more than the tax revenues from 2016;

— Non-tax revenues - 268.36 mln. Transnistrian rubles or 11.7% of total revenues,
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— Grants - 29.27 mln. Transnistrian rubles or 1.3%,
— Extra-budgetary funds - 246.86 mln. Transnistrian rubles or 10.8%,
— Revenues from economic activity - 149.54 or 6.6% of total government revenues.

The structure of tax receipts is due to the major weight of companies’ income tax, followed by
customs and excise duties.
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Figure 3.1.11. Structure of budget revenues in the region to the left
of the Dniester River during 2016-2017
Source: According to the data of the Ministry of Finance of Transnistria.

Thus, the tax budget revenues from the left of the Dniester in 2017 have been formed from the
following sources:

o Tax revenues of organisations were collected in the amount of 455.04 miIn. Transnistrian
rubles or 99.1% of the planned ones but by 6.31 mln. Transnistrian rubles or 1.4% more
than the real revenue collected from this taxes in 2016;

e Taxes on goods and services, licences and registration fees collected funds to the tune of
193.24 mln. Transnistrian rubles or 187.3% of the planned ones and by 1.9 times more than
those of 2016;

o Customs duties amounting to 341.0 mln. Transnistrian rubles or 128.7% of the planned
ones, by 17.1% more than these revenues collected in 2016;

e Payments for using the natural resources consisting of 57.7 min. Transnistrian rubles or
100.4% of the plan approved for 2017, and by 2 times more compared to these effective
revenues for 2016;

e Other taxes, duties and commissions of 54.78 mln. Transnistrian rubles or 171.6% of the
plan and by 1.9 times more than the real revenue for 2016.

At the same time, for a number of tax payments have been collected lower amounts compared to
2016, including:

e Duties on gambling activities provided funds worthing 5.69 min. Transnistrian rubles or
83.8% of the plan, by 36.7% less than the real revenues for 2016;

o Tax of organisations’ revenues applying the simplified system of taxation, accounting and
reporting collected funds in the amount of 4.8 mIn. Transnistrian rubles or 110.3% of the
plan, however by 0.7% less compared to 2016;

e Income tax of individuals collected funds worthing 28.4 mln. Transnistrian rubles or
116.3% of the plan, by 1.9% less than the real revenues for 2016.

Regarding the actual geopolitical situation, we would like to note the increase in the volume of
the humanitarian aid from the Russian Federation, which has been transferred to the tune of

44 N. 28 (Q. IV) 2017



MOLDOVAN ECONOMIC TRENDS

6.63 mln. Transnistrian rubles, by 9.4 times more against 2016. This aid aims to fund the
commercial entities, repairs of social objects (,Priority” program), expenditures of social
protection, including the pensions of Russian citizens living in the self-proclaimed Transnistrian
Republic.

The Ministry of Finance of the self-proclaimed Pridnestrovian Moldavian Republic mentions that
there are some problems regarding the tax administration, therefore 19 big companies did not pay
taxes in the budget in the amount of 157.4 mln. Transnistrian rubles or 27.6% of tax revenues,
especially "Energocapital” - 67.9 mln. Transnistrian rubles or 63% of the debt, Tiraspolitransgaz -
15.1 miIn. Transnistrian rubles or 24.5% of the debt and GRES Moldoveneasca - 15.1 min.
Transnistrian rubles or 10.2%. These companies are the large taxpayers and the decrease of their
payments has a great impact on the budget revenues of the self-proclaimed Republic. At the same
time, 28 big companies decreased their production activity, which is 33.3% of their total number
and 3 big companies or 3.7% of total number did not start their activity in 2017.

In 2017, the national budget expenditures were funded to the tune of 3134.48 mln.
Transnistrian rubles, by 356 mln. Transnistrian rubles more than in 2016, however only 80.1%
of the planned ones. From the declarations of the separatist Republic authorities, the republican
budget had a social nature, the weight of expenditures for social protection funding equated to
69.8% of total budget expenditures in this period or 2 188.22 mln. Transnistrian rubles. The
structure of the budget expenditures shows a considerable gap between financing necessity and
de facto funded components. Thus, the expenditures for national defense are the most consistent
(17.41%), higher than those for health care (14.65%), culture and sport (8.43%) and even social
protection (11.72%). In the context of a considerable deficit and low ability to fund the stringent
needs of population, the considerable value of expenditures, which are increasing year by year,
to maintain the army is irrational.
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Figure 3.1.12. Structure of budget expenditures in the region to the left of the Dniester
River during 2016-2017
Source: According to the data of the Ministry of Finance of Transnistria.

The budget execution ended in a deficit balance of 849.71 Transnistrian rubles increasing by
45.5% compared to the budget expenditures, down by 592.39 or 41.08% compared to the
similar period of the previous year.
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Box 3.1. Assesing quality of budget expenditures under RFCP methodology

The quality of the economic growth depends on the efficciency of allocating and using the financial
resources in the budget which are limited and adverse. The budgetary discipline is achieved only by
balancing the budgetary revenues and expenditures during the economic cycles. In the last period,
marked by the problems of the banking system, which have been left in budget expenditures’ charge,
the pursuance of quality of planning and executing the budget expenditures is a matter of great
importance. The Ministry of Finance is assessed on the quality of public financial management through
RFCP methodology compiled by the World Bank. RFCP is a methodolog of assessing the performance
of the public financial management, identifying 94 features (dimensions) and over 31 key components
of the public financial management (indicators) in 7 big areas of activity (pillars). Such an analysis
includes information for at least 3 years being presented for the Republic of Moldova during 2008-
2011 and 2011-2014. In the absence of an (at least officially published) assessment of quality of the
public financial management for a recent period of time, we decided to make its assessment using
measurable indicators of the First Pillar of this methodology.. The analysis has been made according to
the data published on the website of the Ministry of Finance and templates recommended by the RFPC

methodology (https://pefa.org/pefa-assessment-templates).

Assessing the performance of the public financial management under RFCP methodology demands a
rating scale depending on the discrepancies between the levels planned by the budgetary and executed
expenditures and revenues. The mode of assigning the final rating is presented in the table below:

Indicators | J\ B | C D
PI- 1. Between 95% and | Between 90% and | Between 85% and Worse than letter C
105% 110% 115%
PI-2.1PI 5% 10% 15% Worse than letter C
-2.2
PI-2.3 3% Between 3% and | Between 6% and Worse than letter C
6% 10%
PI- 3.1 | Between 97% and | Between 94% and | Between 92% and Worse than letter C
106% 112% 116%
PI- 3.2 5% 10% 15% Worse than letter C

According to the assessments achieved within the data presented in the official reports on budget
execution for 2015-2017, the summative rating is rising from B in 2015 to A in 2017. The
improvement of the RFPC indicators on budget credibility does not indicate by all means the
amelioration of the public financial management framework. Of course, the foreign technical and
financial assistance contributed to increasing the performance of the institutional framework of public
financial management. At the same time, as long as the government budget will be drafted only under a
single macroeconomic scenario, there will be the risk of worsening the CPRF performance indicators.
This sensibility is observed assessing 2016 year, when there was recorded the worst level for PI-2.2
indicator, the discrepancy between the planned and executed expenditures by economic types and
classifications being noted with D.

Name of indicator | 2015 | 2016 2017
PI - 1. Deviation rate of expenditures compared to start-up 87,8% C 98,7% A 104,8% A
approved budget
PI - 2.1 Difference between start-up budget, approved budget | 15,2% C 7,9% B 5,5% B
and result by the end of the year regarding the structure of
expenditures based on functional classification
PI - 2.2 Difference between start-up budget, approved budget | 159% D 26,6% D 5,5% B
and result by the end of the year regarding the structure of
expenditures based on economic classification
PI - 2.3 Unforeseen expenses executed from reserves 1,9% A 0,1%A 0,2%A
PI - 3.1. Amending revenues between start-up approved 974% A 98,2% A 100,9% A
budget and final result of the year
PI - 3.1. Amending revenues between start-up 4,3% A 4% A 1,9% A
approved budget and final result of the year
SUMMATIVE RATING B B A
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3.2. Banking sector

During 2017, the banking sector of the Republic of Moldova steer the path of the financial
stability consolidation during 2017 eroded by the bankruptcy of 3 banks in 2015. The
improvement was achieved in the banking activity regulation, including by adopting a new
Law on banking activity (based on Basel Il principles), which came into force on January 1,
2018, and not in the contribution of the banking sector on the economic growth of the
country, the loan portfolio of the banks continuing to decrease.

On December 31, 2017 in the Republic of Moldova there were operated 11 banks licensed by the
NBM, including 4 branches of the banks and foreign financial groups. During 2017, the banking
sector assets continued to record an increase, the banks maintaining the capital, liquidity and
profitability at a high level. At the same time the non-performing loans have slightly increased.
There is also maintained a decreasing trend of lending. For the first 3 banks in the system, BC
»,Moldova -Agroindbank" S.A., and B.C. ,Victoriabank" S.A., the intensive supervision regime has
been kept with which the special supervision set on June 11, 2015 was replaced, following the
amendments in legislation as of October 4, 2016 and for BC ,Moldindconbank" S.A., the early
intervention regime was introduced. This leads to some uncertainty in the future developments
of the banking system because the above-mentioned banks currently hold 65.2% of the banking
sector assets, 57.10% of capital and 72.03% of loans portfolio.

The National Bank of Moldova continues the process of improving the situation of the aforesaid
banks by monitoring daily the financial situations and establishing a transparent shareholder’s
structure in order to atract new solid investors, assessing adequately the bank’s management and
identifying transactions put through with people affiliated to the banks. Therefore, in June 2017
the National Bank of Moldova has initiated the identification of the transactions concluded with
people affiliated to the BC ,Moldova -Agroindbank” S.A., and B.C. ,Victoriabank" S.A., and BC
,Moldindconbank” S.A. by a foreign audit company following to form an action plan in order to
attract investors. It is worth mentioning that on January 16, 2018 the tender to which a
considerable equity stake of B.C. ,Victoriabank" S.A has been sold, took place in the regulated
market of the Moldova Stock Exchange. Following this transaction, the VB Investment Holding B.V.
dutch company became the investor, which in partnership with Banca Transilvania from Romania
and European Bank for Reconstruction and Development will hold 66.77% of the bank’s share
capital. Unfortunately, despite of the efforts of the MSE and favourable financial situations, the
considerable equity stakes of the ,Moldova -Agroindbank” S.A. and BC ,Moldindconbank” S.A., in
positions opened to sale at the NBM did not found yet the desirable buyers to ensure a continuous
stability development of these two banks.

During 2017, the bank assets recorded increasing trends, in both volume and quality. The
growth rate of bank assets was situated on an upward trend, increasing by 6 594.6 mln. MDL or
9.04%, being 79 541 mIn. MDL by the end of September 2017, especially from the increase of
liquid assets account.

The risk-weighted assets have also arisen from 32 553 mIn. MDL by the end of 2016 to 33 867.1
mln. MDL by the end of September 2017 or by 1314.1 mln. MDL more. The growth in the
volume of risk-weighted assets was lower than the growth rate of total assets so that the weight
of risk assets in total assets registers a continuous decline since the beginning of 2017 reaching
42.6%, less by 2.05 p.p compared to the end of September, 2016.

At the same time, there is seen that only 2 banks B.C. ,Victoriabank" S.A., and B.C.
»,Moldindconbank" S.A. improved their asset quality against the similar period of the previous
year, by — 517.18 mln. MDL and 1120.72 mln. MDL, respectively. The other banks arose the
value of risk-weighted assets. BC ,MOBIASBANCA - Groupe Societe Generale” S.A. may be named
the head in this respect with 124852 mln. MDL and B.C.,Moldova-Agroindbank"S.A. with
928.02 min. MDL. Thus, two of the banks under intensive supervision improved their positions
regarding this respect and ,Moldova-Agroindbank" S.A. - worsened it.
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Figure 3.2.1. Development of structure of bank assets
Source: Authors’ calculations according to the data of the National Bank of Moldova.
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Figure 3.2.2. Development of quality of bank assets
Source: Authors’ calculations according to the data of the National Bank of Moldova.

The quality of bank assets was also supported by the volume of equity capital, so that, the
capital adequacy makes rings round the minimum imposed by the prudential requirements of
16% reaching on average 31.03% in the system. The slope of the chart representing the level of
capital adeqacy for 2017 attests the highest value in the entire history of the banking system
development. With variations within the limit of 1.5% during the analyzed period, these can be
considered unsignificant at such a higher rate of capital adequacy. The sharp decrease of this
indicator recorded in February, 2017 was the result of the increase in risk-weighted assets at a
faster rate than the growth of Total Regulatory Capital. The high level of risk-weighted capital
adequacy indicator allowed the banks to absorb the losses related to loan quality aggravation.
The degree of capital adequacy for all banks ranges between 24.65 percent and 98.08 percent.

The rise of the asset value was regrettably due more to the liquidity increase than loans. On
December 31, 2017 the gross loan portfolio amounted to 42.1% of total assets or 33 473.3 mln.
lei decreasing by 3.71 percent (1 288.0 mln. Lei) during 2017. Taking into account that the real
sector lending is the main pillar which ensures a tenable growth of the country, this trend can be
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Figure 3.2.3. Development of quality of bank capital
Source: Authors’ calculations according to the data of the National Bank of Moldova.

considered a negative one. The investment in securities (National Bank certificates and state
securities) have recorded a weight of 7.32 % of total assets being by 0.92 p.p higher compared to
the end of 2016, despite the drop of the base rate from 9 percent to 7.5 percent. The liquid assets
amounting to 48.39 percent, up by 3.46% compared to the beginning of 2017 are maintained by
banks in the accounts opened at the National Bank, in other banks, cash etc. forming with the
state securities, the component of liquid assets which are taken into account in the calculation of
liquidity principle II. This explains the continuing increase of current liquidities in the banking
system and decrease of the level of liquidity in the long term.

During 2017, the liquidity indicators of the banking sector fall within the prudential limits set by
the NBM, the weight of liquid assets in total assets (liquidity principle II) registers 55.48%, more
by 6.3 p.p. against December 31, 2016 being by about 2.5 times more than the minimum limit set
by the NBM. The value of the long-term liquidity indicator (liquidity principle I (<1)) of the
entire banking system amounted to 0.61, as of December 31, 2017 less by 0.02 compared to
December 31, 2016. Consequently, we state an excessive increase of bank liquidities as well as a
migration of a part of loan assets to low-risk liquid assets and adequate return such as the state
securities.
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Figure 3.2.4. Level of liquidity in the banking sector on December 31,2017

Source: According to the data of the National Bank of Moldova.
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Most banks register an excess liquidity, the actual liquidity indicator being increasing
permanently. B.C. ,Comertbank" S.A. with 61.26%, B.C. ,Victoriabank" S.A. with 68.09% and B.C.
»Energbank” S.A. with 60.50% are leaders in this respect. B.C. ,BCR Chisinau" S.A. decreased
considerably the weight of liquid assets from 66.64% at the end of last year to 54.48% as of
December 31, 2017. Except for B.C. ,Victoriabank" S.A., which increased its liquidity as a result of
amending its credit risk assessment strategy given the intensive supervision, a liquidity excess
report the banks with low capital which under intensive supervision choose to reorient their
activity from lending to placements of means in low-risk assets but with an acceptable level of
profit. Unfortunately, this situation is encouraged by the NBM which maintains the interest rate
on securities issued by it, and deposits attracted by banks at a fairly high level.

The slowdown in the volume of new loans which began at the end of 2014 transformed in a
moderate reduction of lending during 2015 and 2016, continuing also in 2017. The gross
loan portfolio granted by the commercial banks had a negative development in 2017. Though, in
January there was recorded a sharp increase in loans provided to legal entities by 6 425 mln.
MDL, which can be considered as an abnormality. Moreover, this abnormal value of loans
appeared in January, was not found either in February or June, by the end of the year, the value
of loans being even lower than at the beginning of the year.

At the same time, there is observed the migration of loans from legal entities to individuals and
from foreign to national currency (41.7%). This is due to the stability of national currency which
during 2017 registered an increase in relation to reference currencies. If the foreign exchange risk
is expeled from the nominal interest rate, the loans in national currency will become cheaper
than those in foreign currency. Thus, the loans provided to individuals increased by 1181.0
mIn.MDL and those provided to legal entities decreased by 8922.0 mIn.MDL during the last 12
months, against the reduction in the total volume of loans. The increasing trend in loans provided
to individuals from 15.61% of total loans in January 2016 to 22.77% in December 2017 confirms
the Moldovan consumer economy (individuals are mainly credited with consumer loans) as well as
a high level of uncertainty to real economy development which makes the business unable or
unwilling to be lent.
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Figure 3.2.5. Loans dynamics by currency and debt category
Source: According to the data of the National Bank of Moldova.
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In 2017, the weight of (substandard, doubtful and compromised) non-performing loans in total
loans increased by 2.0 p.p. compared to the end of 2016 amounting to 18.38 percent on
December 31, 2017 as a result of loan reclassification in non-performing risk categories
following a more prudential approach on loan portfolio classification by banks. The mentioned
indicator ranges from bank to bank, the highest value accounting for 34.05% at B.C. ,EXIMBANK
- Gruppo Veneto Banca” S.A. followed by B.C. ,Victoriabank" S.A. with 33.03% and BC
,Moldindconbank” S.A. with 29.42%.
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Figure 3.2.6. Dynamics of non-performing loans in banking sector
Source: According to the data of the National Bank of Moldova.

Looking at the absolute indicators, we see that the volume of non-performing loans as of
December 31, 2017 has significantly increased by 481.6 mln. MDL or 8.49% compared to
December 31, 2016 with the highest level at the end of 2017. The aforesaid indicator ranges
from one bank to another, the highest value accounting for 1875.75 mln. MDL for B.C.
,Moldindconbank" S.A, 1681.8 for B.C. ,Victoriabank" S.A, and 1308.7 min. MDL for B.C.
»,Moldova-Agroindbank” S.A. Thus, all banks under intensive supervision registered a
considerable growth in this indicator, attesting the loan increase during 2017 in both absolute
and in relative indicators.

The weight of non-performing loans in total TRC reached 58.53%, up by 0.6% against the end of
2016. The banks which reached the level of this indicator above average are B.C.
,Moldindconbank" S.A. - 111.28%, B.C. ,Victoriabank" S.A, - 94.17%., and also B.C. ,EXIMBANK -
Gruppo Veneto Banca” - 65.53%. It should be mentioned that during the year B.C. ,Victoriabank"
S.A, reduced this indicator by 26.10 p.p. from 120.27%.

In 2017, the risk distribution by loan purpose was uneven, the highest level being registered in
loans for constructions field with a value of 63.74% of non-performing loans in total loans,
followed by loans for provision of services field with 53.51%, non-performing loans in total,
loans for energy industry, where 36.39% are low-quality loans, trade sector with 21.13% non-
performing loans. It is worth mentioning that constructions sector worsened considerably the
portfolio during 2017, with a 28.42% growth of non-performing loans and the energy sector one
-14.62%.

The least risky are loan portfolio granted to non-commercial organizations, non-banking
financial environment and surprisingly - consumer loans, which are classed in financial theory
as high-risk loans but which registered only 4.07% of non-performing portfolio in the domestic
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Table 3.2.1. Structure of loan portfolio by branches in 2016-2017

Weight of non-
Total balance, MDL performing

Loan branch loans,%

31.12.2016, 31.12.2017 2016 2017

1|Loans for agriculture 2552191831 2 486 949 927 16.27 18.75 +2.49
2|Loans for food industry 3514796 253 3514423304 19.67 17.31 -2.36
3|Loans for constructions field 933 715 404 611311 637 35.31 63.74 | +2842
4|Consumer loans 3353818405 4134 620 883 473 4.07 -0.66
5|Loans for energy industry 828 022 029 759931 742 21.78 36.39 | +14.62
6|Loans for productive industry 2538482578 2297 054 328 11.57 21.13 +9.56
7|Trade loans 10 283 464 314 9737102 178 17.51 20.57 +3.06
8|Loans for non-banking

1457 404 175 1298 282 405 1.79 8.38 +6.58

financial environment
9|Loans for real estate
purchase/construction
10/Loans for non-commercial
organizations

11|Loans for employed
individuals

12|Loans for transport,
telecommunication and 1999 092 296 1569799 876 15.95 10.32 -5.63
network development field
13|Loans for provision of services

2303660276 2 635856901 5.80 6.43 +0.64

125046 823 2993052 0.05 0.00 -0.05

869 130 645 745517 566 9.45 10.76 +1.31

2274369387 1958223120 48.28 53.51 +5.23

field
14/|0Other loans 1585 346 541 1721222966 8.20 9.99 +1.78
Total 34 618 540 958 33473 289 885 16.38 18.38 +2.00

Source: Authors’ calculations according to the data of the National Bank of Moldova.

banking system, being one of the few categories with a reduction in loan risk during 2017. The
general risk level of loan portfolio is 18.38%, which can place it on medium to high risk position.
At the same time, concentration of loans in several sectors reflects the Moldovan economy
model, where 29.09% are trade loans (decreasing by 0.63p.p. of market position) 12.35% -
consumer loans and 10.50% - agri-food industry. The other sectors are below 10%, demonstra-
ting an acceptable degree of loan portfolio diversification by activity fields.

In 2017, the average interest rates carried out by the commercial banks on loans and deposits
decreased by 1.6 p.p. and 2.16 p.p., respectively, being situated at the level of 9.58% on new
loans and 5.19% on new deposits. The much faster decline in interest rate on deposits against
loans points a downward trend of interest rates still carried out by banks, which will discourage
the population to put aside money. Although in February, there was attested an increasing
interest rate on deposits up to 6.68%, it was in the short term returning on a decreasing trend in
the coming month.

The faster decrease of interest rates on bank liabilities compared to the investment ones
maintains a net margin of sufficient interests at the level of 4.61%, though it decreased by 0.89%
during 2017. However, the value of this indicator, lower than the inflation rate leads to the real
value erosion of bank investment, discouraging the long-term lending.

During 2017, the growth trend of the balance of deposits continued in the banking sector.
According to the NBM reports, these increased by 9.2 percent during the reference period
amounting to 59 896.88 mln. MDL. The deposits of individuals accounted for 66.2 percent of
total deposits, deposits of legal entities — 33.6 percent and banks’ deposits — 0.2 percent. The
highest impact on the deposits’ increase has had the growth of deposits of legal entities with
3104.32 MDL or 18.3 %, as the balance of deposits of individuals increased by only 1954.01 mln.
MDL or 5.2%.
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Figure 3.2.7. Development of net banking margin, average interest rates
on new deposits and loans in MDL, %
Source: Author’s calculations according to the data of the National Bank of Moldova.

At the same time, the balance of deposits in lei continued to rise and during 2017 increased by
4909.90 mIln. MDL or 16.7 percent up to 34 264.61 mln. MDL, the growth being also recorded for
the balance of deposits in foreign currency - by 148.47 mln. MDL or 0.4 percent up to 25632.27
mln. MDL. This increase is due to the increment of remittance flow and lack of other savings
instruments in the Moldovan financial market. At the same time, the growth of deposits of legal
entities leads to the conclusion that the business is waiting for a change of the economic
situation and is not investing, choosing to hold the free funds in bank accounts to the detriment
of funding some investment activities.
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Figure 3.2.8. Development in the balance of deposits in banks, mln. MDL
Source : Authors’ calculations according to the data of the National Bank of Moldova.

Bank deposits getting cheaper for two reasons:

1. Supersaturating the banking system with resources in the absence of a profitable and
reasonably risky investment offer and
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2. Deposits became the most expensive resource attracted by the banking system, given the
high ratio of required reserves, wherefore is very complicated to find investment which
would cover the attracting and managing costs.

At the same time, it is remarkable that the volume of deposits had an upward trend, even against
the reduction of interest rates, indicating the desire of population to use the banking deposit as a
mean of collecting and not saving the money. Additionally, the population has no choice as long
as the market of other savings instruments is poorly developed, some segments being even
missing.

The problems in the banking system, previously identified are reflected by the financial
result of the banks in 2017. On December 31, 2017, the bank’s profit in the entire banking
system amounted to 1 538.8 mIn. MDL, up by - 60.5 mIn. MDL or 4.09% in comparison with the
same period of the previous year. The increase in the profit is determined by the rise in non-
interest revenues by 6.8% and decrease of non-interest expenditures by 7.6%. A significant
weight in non-interest revenues are revenues from duties and commisions - 61.7%, which
increased by 10.8% compared to December 31, 2016 pursuant to the increment in the number
and volume of transactions made through SAPI, SWIFT payment systems, as well as the number
and volume of card transactions issued in Moldova. The net revenue from duties and
commissions on December 31, 2017 amounted to 1086.77 mln. MDL, increasing by 8.5% during
the period 31.12.2016-31.12.2017.

At the same time, the interest expenditures from the interest rate reduction on deposits account
have declined by 37.1% or 1097.02 mIn. MDL. The interest revenues totaled 4746.16 mln. MDL,
down by 1469.49 mln. MDL against the similar period of the last year. These were also
generated especially by the loans and claims of 3813.22 mIn. MDL. There is seen a positive
impact on the profit by reducing the managing expenditures of the credit risk. Thus, the
depreciation of financial assets which are not fairly assessed through profit or loss , have
decreased by 746.58 min. MDL, from 1216.14 mln. MDL to 469.56 miln. MDL.

Under the growth of revenues in absolute form there was also recorded a decrease in relative
indicators of return - ROE and ROA by 0.9 p.p and 0.1 p.p, respectively reaching the weight of
11.07% for return on equity and 1.85% for return on assets. The decrease of relative indicators
was due to a faster growth in the volume of capital and assets compared to the growth rate of
profits. However, only 39.51% of total revenues are provided by the financial intermediation
activity confirming a low involvement of banks in funds redistribution activity and implicitly in
the economic growth by providing the real economy with necessary resources. Although, there
is attested a 1.7 p.p. increase of revenues from the main activity of banks, this increment of the
net interest revenue weight in total revenues was due to the decline in interest payments on
deposits and not to the increase in loan receipts.

The analysis of each bank’s contribution to the net profit formation of the banking system
reveals that only 4 banks of 11 have registered an increase in the value of profits, the other
banks recording a negative trend. Thus, compared to December 31, 2017 BC ,MOLDOVA-
AGROINDBANK” S.A. increased its profit by 54.6 mln. MDL or 11.93%, B.C .,Moldindconbank"
S.A. by 83.3 mIn. MDL or 22.91%, B.C. ,VICTORIABANK” S.A. by 61.1 mln. MDL or 21.66% and
B.C. ,ProCredit Bank” by 3.6 min. MDL or 9.67%. The highest decrease was registered by B.C.
,COMERTBANK” S.A. by 17.9 mln. MDL or 100.18%, B.C. ,BCR Chisinau” S.A by 14.4 mln. MDL or
81.94%, B.C. ,EuroCreditBank” S.A by 4.0 mln. MDL or 40.43% and B.C. ,EXIMBANK - Gruppo
Veneto Banca” by 75.7 mln. MDL or 113.31%. It has to be noted that the last bank is the only one
in the system, which registered losses, registering profit only in 2016 in the last 4 years, while
the rest of the banks in the list of those registering considerable profit decreases, being quite
small are subject to the risk of diminishing the increase of equity capital from internal resources.
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Figure 3.2.9. Development of banking return and profitability in 2016-2017
Source: Authors’ calculations according to the data of the National Bank of Moldova.

The large banks have also recorded moderate declines, which had an increasing trend in the
profit during 2017. Thus, BC ,MOBIASBANCA - Groupe Societe Generale” S.A. declined its profit
by 54.5 mln. MDL or 20.15%, BC. ,FinComBank” S.A., by 19.7 mln. MDL or 54.27% compared to
2016.

Banking sector in the region to the left of the Dniester River

In 2017, the banking sector in the region to the left of the Dniester River has recorded
revival trends in the main activity indicators. At the same time, the banking system of the self-
proclaimed Republic lost 2 banks by restructuring and adhering to the state-owned bank
,Eximbanc” and one by liquidation. Therefore, on December 31, 2016, 3 banks with 15
subsidiaries were operating in this territory, by 6 subsidiaries less compared to December 31,
2016. Even in this situation, the banking sector has a considerable concentration of 0.6 (banks
per 100 thousand persons), higher than in the Republic of Moldova by 0.3, Ukraine by 0.2 and
Russia by 0.4. The number of territorial banking units reduced by 69 units during 2017 reaching
207.

During the analyzed period of 2017, the average annual growth rate of bank assets in
Transnistrian region was situated on an upward trend increasing by 28.41% sply or 1813.30
mln. rubles, forming the value of 8196.1 mln. Transnistrian rubles* on December 31, 2017.

The balance of loans provided to the economic sector reached the amount of 4178.70 min.
Transnistrian rubles on December 31, 2017, by 143.9 miIn. Transnistrian rubles more or by
3.57% against December 31, 2016. The excessive increase of assets takes place against the
decrease of bank capital by - 349.30 mln. Transnistrian rubles or 19.75% due to the liquidation
and reorganization of problematic banks. There is seen that the banking system in Transnistrian
region faces the same problems as the banking system of the Republic of Moldova - the increase
of assets from liquidities and not from loans account. During this period, the loans of individuals
accounted for 784.20 mln. Transnistrian rubles, by 4.18% more against December 31, 2017 and

+ www.cbpmr.net
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Figure 3.2.10. Annual growth rate of bank assets, deposits and loans
in Transnistrian region, %
Source: Author’s calculations according to the data of the Transnistrian Bank.

loans provided to real sector totaled 3394.5 mln. Transnistrian rubles, by 112.4 mln.
Transnistrian rubles more or by 3.42%. At the same time, it is attested a much higher growth
rate of reductions for the losses on loans proving the increase in credit risk. Hence, the amount
of reductions went up by 24.24% reaching 507.80 mln. Transnistrian rubles.

On December 31, 2017 the balance of bank deposits from population accounted for 1986.9 min.
rubles, increasing by 51.29% or 673.60 mln. Transnistrian rubles compared to December 31,
2016. Due to the major discrepancies between the attracted deposits and volume of loans
demanded by economy, the banks are forced to make greater efforts to attract funds on the
interbank market. Thereby, the volume of attracted resources except those from population’s
deposits amounts to 4798.7 mln. rubles increasing by 1489.00 min. rubles or 44.98%. In the case
of the banking sector to the left of the Dniester River there is also an important problem
regarding the transparency of the Transnistrian banks’ shareholders and a major credit risk. The
local banking sector is getting harder to face the foreign currency risk due to the depreciation of
Transnistrian ruble.

Box 3.2. Situation with regard to debt repayment of banks under liquidation

The bankruptcy of the 3 banks in 2016 had a repercussion on the banking system stability and on its
reputation at the international level. Therefore, the situation concerning the recovery of assests of
these banks and loans repayment from the NBM and state guarantees, which became state securities,
is permanently public for citizens and decision-makers. However, the recovery of assets is
unfortunately slowly and the the payment of debts in the account of issued State Securities is dificult.
Since the withdrawal of licences (16.10.2015) of the Banca de Economii S.A.,, BC,,BANCA SOCIALA” S.A.
and B.C. ,UNIBANK” S.A. and until 31.12.2017, these banks collected funds in the total amount of
1002596,6 MDL. These returns were in the ratio of about 78,43% of the loan recovery and sale of
pledge, 16,52% of the sale of bank assets and 5,05% of other returns.
BC ,BANCA

Banca de B.C. ,UNIBANK”

Economii S.A.

SOCIALA” S.A. S.A.

Total loans repayment and sale 304395,4 367178 114792,8 786366,2

of pledge

Returns from sale of fixed assets 111252,7 40659,8 10197,6 162110,1

Returns from sale of other assets 1821,7 656,3 10544 3532,4

Total sale of assets 113074,4 41316,2 11252,1 165642,7

Other returns 34456 8279,1 7852,6 50587,7
TOTAL returns 451925,8 416773,3 133897,5 1002596,6
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The recovery of assets is made in normal circumstances, as in the case of any bank in liquidation,
namely, the loans which can be taken over from the debtors or the pledge on which can be instituted
proceedings are reimbursed, except those transferred on the foreign accounts. At the same time, not
all the recovered amount has been transfered for the payment of debts converted through SS issuance.
Only 290,6 thousand lei have been transferred in the account of these securities, the remaining
balance accounting for 13 050 600 thousand lei.

Amount of Cumulative
unpaid repayments to

Amount of R Pyt loans to Ministry of Total_ Balan.ce. o
)% . cumulative | remaining
loans 03.10.2016 NBM and | Finance from repayments loans
e converted 04.10.2016 to | P2
in SS 31.12.2017
EEnEGL 9,273,217 | 190217 | 9,083,000 138 328217 | 8,945,000
Economii S.A.
BC ,BANCA
SOCIALA” SA. 2,700,000 308 2,392,000 134 447 2,258,000
]SBI(\: e 2,148,541 282,341 1,866,200 18,6 300,941 1,847,600
TOTAL 14,121,758| 780,558 |13,341,200 290,6 1,071,158 | 13,050,600

The situation regarding the recovery of these debts is doubtful since the balance of assets of each of
these 3 banks is lower than its debts. Thus, Banca de Economii S.A. holds assets in the amount of
481229 thousand lei, of which loans to recovery 287787 thousand lei, and debts to the tune of
11789750 thousand lei, of which 1526505 thousand lei deposits, including 96036 thousand lei -
deposits in favour of individuals and legal entities, the rest - in favour of banks. BC ,BANCA SOCIALA”
S.A holds assets to the tune of 15172446 thousand lei, of which 14990184 thousand lei loans for
recovery and total debts 14845366 thousand lei, of which 12435742 thousand lei - deposits, including
40906 - in favour of individuals and legal entities, the rest - in favour of banks. B.C. ,UNIBANK” S.A.
holds assets of 637950 thousand lei, including debts as loans 605609 thousand lei. The debt of this
bank amounts to 2568700 thousand lei, including deposits - 680678 thousand lei, of which in favour
of individuals and legal entities -365789 thousand lei.
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Chapter 1V
EXTERNAL SECTOR

Balance of payments

The degree of dependence of the national economy to outside still remains high. The current
account of the balance of payments of the Republic of Moldova during 2017 was up by 2.2
times compared to the last year. The current account of the balance of payments registered a
deficit of 616.94 mln. USD (of which 93.03 mIn.USD - in quarter IV, 2017). The worsening of the
current account was entirely caused by the increase in the deficit of external trade in goods by
23%, the other components recording rising surplus balances.

Table 4.1. Balance of payments of the Republic of Moldova, mln. USD (preliminary data)

2017/
2013 2014 2015 2016 2017 2016 (%)

Current account -490.31 -567.69 -467.72 -285.58 -616.94 216
Goods -3138.41 -3040.71 -2123.47 -2087.98 -2569 123
Services 15450 121.25 125.02 21820 315.29 144.5
Primary revenues 894.13 822.33 450.11 460.65 510.8 110.9
Secondary revenues 1599.47 1529.44 1080.62 1123.55 1125.97 100.2
Capital account 107.10 147.18 54.87 -20.79 -30.41 146.3
Financial account -29840 -500.81 -458.05 -214.56 -569.77 265.6
Direct investment -211.12 -301.02 -209.12 -74.68 -205.77 275.5
Portfolio investment -2.98 -7.23 -4.04 -0.36 -1 277.8
Other investment -366.24 346.5 62.3 -671.15 -893.77 133.2
Reserve assets 282.05 -53845 -306.49 531.14 531.20 100
Remittances from
abroad made in favour| /g 1612.9 1129.4 1079.0 | 1199.97 11.2
of individuals through
licensed banks, net

Source: According to the data of the National Bank of Moldova.

The balance of services grew up to 315.29 mln. USD. The increase was due to the growth of
exports by 19.7% and imports of services by 13.2% compared to 2016. There were registered
growths for both exports of travel services by 28.2%, especially personal trips by 27.5% and
transport services by 16.9%, especially air transport by 27.9%. The exports of raw material
processing services have also considerably increased by 27.8%, as well as IT services by 55.9%.
The increase in imports of services was also mainly due to the growth of imports in travel
services by 20% and transport by 15.9%.

Capital account recorded a negative balance of 30.41 mln. USD (of which 7.41 mln. USD in
quarter 1V, 2017), determined by the net capital outflows recorded in the private sector (44.46
mln. USD) and the inflows of external assistence received by public administration to fund the
investment projects (14.05 min. USD). The balances of the current account and capital account
show that the national economy faced the necessity of external funding in the amount of 647.35
mlIn.USD, as a result of current and capital transactions of Moldovan residents living abroad.

Financial account resulted in net capital inflows amounting to 569.77 mln. USD (of which
123.07 mln. USD in quarter IV of 2017) as a result of net increase of the national economy
liabilities compared to foreign ones by 622.38 mln. USD as a result of the effective transactions
while the external financial assets of the residents increased by 52.61 mln. USD.
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International investment position

The international investment position of the Republic of Moldova continued its trend from
the previous periods, recording a net debit balance amounting to 3954.33 mlin. US dollars,
which advanced by 30.3% against the end of 2016.

During 2017, the net flow of direct investment in national economy amounted to 204.9 mln. US
dollars, recording an increase of 43% compared to 2016 (143 mln. USD). The gross inflows
amounted to 324.09 mln. US dollars, of which: share capital - 41.5 mln. USD (other sectors - 41.4
mln. USD and banks - 0.09 mln. USD), reinvested income - 86.81 mln. USD (of which banking
sector — 23.50 mln. USD and other sectors — 63.31 mln. USD) and other capital - 195.77 mln. USD
(other sectors). The FDI net flow in relation to GDP accounted for 2.5%.

mmm Net flow of FDI (mil. USD) Net flow of FDI related to GDP, %

6.4
300 - - 6
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Figure 4.1. Dynamics of FDI net flow during 2005-2017, mln USD
Source: According to the data of the National Bank of Moldova.

During 2017, the main economic activity which benefited by FDI is financial and insurance
activities 26.1%, followed by manufacturing industry 25.3%. Other activities which attracted
foreign investors were trade, energy industry, information and communications, transport and
storage, real estate transactions.

other 4.10%
real estate transactions 1.30%
transportation and storage 5.40%
information and communications 9.70%
electric and thermal energy 12.80%
wholesale and retail trade 1530%
manufacturing industry 25.30%

financial and insurance activities 26.0%

0 0,1 0,2 0,3

Figure 4.2. Direct investment, liabilities, equity capital accumulated on December 31,
2017, by economic activities, %
Source: According to the data of the National Bank of Moldova.

In the geographical distribution of direct investment as shares to accumulated capital, the
investors in the EU countries held the major weight of 80.7%. The investors from CIS countries
had a weight of 6.3% of total accumulated capital, those from other countries hold investment in
the ratio of 13%.
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Remittances from abroad

In 2017 the total volume of remittances from abroad in favour of Moldovan individuals
amounted to 1199.97 million USD. Compared to 2016, the volume of remittances from abroad

increased by 11.2%, including by 0.6 p.p. as a result of the appreciation of euro and ruble against
dollar.

Though, this is the highest level of remittances from the last three years, it is by about a third
lower compared to 2013-2014, before the bank fraud and crisis from 2015. The remittances
remain one of the main sources of revenue for Moldovan citizens and a key factor in the
development of economy representing about 15% of GDP.

The most money coming in Moldova were dollars — 570.54 million, then euro 522.37 million,
rubles 94.4 million, other currencies holding 12.66 million dollars.

B personal transfers milions of dollars GDP milions of dollars
The share of remittances in GDP, %
10000 - - 25,00
- 20,00
5000 - - 15,00

12441 1443.5 1494.2 1609 1612.9 1129.4 1079.4 1199.7 F 10,00
/1 1 B N O EH = = =
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Figure 4.3. Remittances from abroad made in favour of individuals through Moldovan

banks in 2007-2017, mln. USD
Source: According to the data of the National Bank of Moldova.

According to geographical origin, in the last five years, the remittances from CIS had a
decreasing trend and those from EU recorded an increasing trend (figure 4.4). Therefore, in
2017 the remittances from both CIS and EU have registered relatively equal weights, according
to the geographical origin of the remittances in favour of individuals. The remittances from CIS
held a weight of 34.9% amounting to 418.7 mln. USD, up by 4.3% compared to 2016. The
remittances from EU recorded a weight of 34.4% accounting for 412.7 mln. USD, increasing by
20.3% in comparison to 2016. The remittances from other countries, excepting CIS and EU held
a weight of 30.7% constituting 368.3 mlIn. USD. The weight of remittances from Israel, USA and
Turkey of total by other countries were 85.5% and 82.5%, respectively.

mmm remittances from CIS remittances from EU
2000 - other countries total transfers
1612,96

1494,23 160828
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1129,36 1079
1199,8
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Figure 4.4. Trends of remittances from abroad, according to geographical origin during

2012-2017, mln. USD
Source: According to the data of the National Bank of Moldova.
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Russia leads the remittances from CIS holding a weight of over 96%. The remittances from
other CIS countries have the following weights: Ukraine 1.3%, Kazakhstan 1%, Belarus 0.5%,
Azerbaijan 0.3%, Uzbekistan 0.3% and the rest of CIS countries 0.4%.

In remittances from EU, the highest weight is held by Italy 35%, followed by remittances from
Great Britain and Germany each 14%, France 8%, Spain 3.3%, Ireland 3%, Poland 2.8%, Czech
Republic 2.6%, Portugal 2.5%, Romania 2.4%, Belgium 2.1%, Cyprus 1.8% and Greece 1.3%.

By countries distribution, the Russian Federation held a weight of 33.6% of total remittances
(402.63 mln. USD) down by 2.4 percentage points compared to 2016. The second position is
occupied by the remittances from Israel, with a weight of 17.1% (205.02 mln. USD), and the
third position - Italy, with 12% (143.83 mln. USD), USA 7.9% (95.13 mln. USD), the United
Kingdom of Great Britain and Northern Ireland 4.8% (57.88 mIn. USD), Germany 4.8% (57.56
mln. USD), France 2.8% (33.60 mln. USD), Turkey 1.3% (15.30 mln. USD), Spain 1.1% (13.74
mln. USD), Ireland 1% (12.31 mln. USD), Poland 0.9% (11.39 mln. USD), Czech Republic 0.9%
(10.64 mlIn. USD), Portugal 0.9% (10.33 mln. USD), Romania 0.8% (10.10 mIn. USD), Belgium
0.7% (8.53 mlIn. USD), The United Arab Emirates 0.6% (7.77 mln. USD), Cyprus 0.6% (7.43 mln.
USD), Canada 0.6% (6.63 mln. USD), Ukraine 0.4% (5.28 mln. USD), Greece 0.4% (5.20 mln. USD)
and Kazakhstan 0.4% (4.33 mln. USD). The remittances in these twenty one countries (including
Russia) represent 93.7% of total remittances of the Republic of Moldova (1124.62 mln. USD).

Foreign trade in goods

In 2017, the increase of foreign trade in goods was influenced by the positive development
of the agricultural sector. The foreign trade in goods amounted to 7256.5 mln. USD, increasing
by 19.6% (1191.5 mln. USD), compared to the same period of the previous year. The dynamics of
trade has determined the improvement in external demand, development of global energy and
food prices, recovery of production in some industrial sectors, as well as positive dynamics in
transport services, economic situation in the region and appreciation of national currency. Also,
one of the main factors influencing the external trade was the positive development of the
agricultural sector during 2016-2017.

The exports of goods in 2017 amounted to 2425.1 mln. USD, up by 18.6%, the imports were
4831.4 mln. USD, increasing by 20.2%, in comparison with the same period of the last year.

10000 - 7920.7
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Figure 4. 5. Trends of external trade in goods
Source: According to the data of the National Bank of Moldova.

In 2017, the gap in the development between the exports and imports determined the
accumulation of the balance of trade deficit of 2406.3 mln. USD, by 431.3 mln. USD (21.8%)
more compared to 2016.
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Degree of imports coverage by exports in 2017 amounted to 50.2%, against 50.9% registered
in 2016.

The value of exported goods rose by 18.6% compared to 2016 (380.5 million dollars), this
increment was due to the rise of external demand, given that the increase of the global economy
was beyond expectation. The domestic goods amounted to 67.7%, and re-export 32.3% of total
exported goods.

In comparison with 2016, the exports of domestic goods accounted to 1640.7 mln. USD, up by
21.5%, contributed to the increase in total exports by 14.2%. The re-exports of foreign goods
amounted to 784.4 min. USD, up by 13.1%. The re-exports of goods after processing (clothing,
footwear and parts of shoes, chairs, electrical wires and cables) held 21.9% in total exports and
the re-exports of classical goods, which did not experienced essential transformations (drugs,
fibres, knitted or crocheted fabrics, furniture, essential oils, toilet preparations, cosmetics, fuels,
vehicles) 10.4%.

Table 4.2. Dynamics of trade exchanges in January-September 2016-2017, mln. US dollars
Dynamics

2017/2016
min. USD min. USD %

2016 2017

Foreign trade in goods 6065 7256.5 19.6
Export 2044.6 2425.1 18.6
Including:
EU countries 1331.9 1596.9 19.9
CIS countries 4142 4629 11.8
Other countries 2985 365.3 22.4
Import 4020.4 4831.4 20.2
Including:
EU countries 1973.7 2389.1 21.0
CIS countries 1027.4 1206.1 17.4
Other countries 1019.2 1236.2 21.3
Balance of trade -1975.7 -2406.3 21.8
Degree of imports coverage by exports 50.9% 50.2% -0.7p.p.

Source: According to the data of the National Bureau of Statistics.

The exports of goods to EU countries hold a weight of 65.9% of total exports and those to CIS
19.1%, the rest (15.1%) are exports in other countries, including Turkey 4.3%, Switzerland
1.8%, China 0.8% etc. The exports of goods aimed to EU countries amounted to 1596.9 min.
USD (by 19.9% more compared to 2016), holding a weight of 65.8% in total exports (65.1% in
2016). The main partners are Romania (24.8% of total export), Italy (9.7%), Germany (6.9%),
Great Britain (5.6%), Poland (4.2%) and Bulgaria (3.2%). The exports to Poland increased by
40.2%, totaling 102.9 mln. USD, Germany by 31.2%, numbering 166.1 mln. USD, Italy by 19.3%,
integrating 236 mln. USD, Great Britain by 19.1%, adding up 136.2 mln. USD, Romania by 17.1%,
totaling 600.6 mIn. USD and Bulgaria by 2.8%, with 78.1 mln. USD.

CIS countries hold also an important weight of 19.1% (20.3% in 2016), in total volume of
Moldovan exports. The value of the volume exported to these countries amounted to 462.9 min.
USD. The exports of goods to these countries increased by 11.8%, compared to 2016. The
highest weight belongs to Russian Federation 10.5% in total volume of export, totaling 254.5
mln. USD, Belarus 4.5% (110.1 mln. USD) and Ukraine 2.7% (65.5 mln. USD).

The deliveries to other countries hold the lowest weight (15.1%) in total export and in 2017
numbered 365.3 mIn. USD, by 22.4% more against 2016. Among these, there are observed the
exports to Turkey 104.1 mln. USD, Switzerland 44.1 mIn. USD, China 19 mln. USD, USA 18.8 min.
USD, Georgia 18 mln. USD, Iraq 13.2 mln. USD, San Marino 11.6 mln. USD and Serbia 11 mln. USD.
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Figure 4.6 Structure of exports by groups of countries, %
Source: According to the data of the National Bureau of Statistics.

The export of fruits and vegetables being up by 95.1 mln. USD compared to 2016 has had the
highest influence on the increase of export in 2017. Additionally, there were registered increases
for export of machinery and electrical equipment and its parts by 92.4 mln. USD, oil seeds and
oleaginous fruits by 39.2 mln. USD, clothing and accessories by 34.2 mln. USD, cereals and cereal
preparations by 26.2 mln. USD, beverages by 24.6 mln. USD, other transport equipment by 15
mln. USD, medicinal and pharmaceutical products by 13.7 mln. USD, other articles by 13.7 mln.
USD, furniture and its parts by 12.7 mln. USD, petroleum, fuel and related products by 11.5 min.
USD, organic chemicals by 5.3 mln. USD, yarns, fabrics and textile items by 5.1 mln. USD, raw and
processed tobacco by 5.1 mln. USD, footwear by 4.4 miIn. USD, metallic minerals and metal
wastes by 4.3 mln. lei etc.
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Figure 4.7. Dynamics of exported goods in 2016-2017, min. US dollars

Source: According to the data of the National Bank of Moldova.
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At the same time, there were recorded reductions for: sugar, sugar preparations and honey by
11.6 mln. USD, processed rubber by 10.2 mln. USD, essential oils, fragrances by 7 mln. USD, etc.

In 2017, the value of imported goods increased by 20.2%, this rise was due to the increment
of domestic demand fuelled by the real rise of the salary, increase of remittances from
abroad and appreciation of national currency. The imports of goods amounted to 4831.4 mln.
US dollars, rising by 811 million dollars compared to the similar period of the previous year.

The imports of goods from EU countries hold a weight of 49.4%, and from CIS countries - 25% of
total imports, the rest represents the import from other countries, including China - 10.5%,
Turkey - 6.3%, USA - 1.5% etc. The imports of goods from Eu countries numbered 2389.1 min.
USD, by 21.1 % more than in 2016 (by 0.4 p.p. more in relation to 2016). The highest weight of
imports were from Romania to the tune of 694.5 miIn. USD, by 25.9% more than in 2016,
Germany - 390.6 mln. USD (+23.4%), Italy - 331.2 mln. USD (+18%), Poland - 165.7 mln. USD
(+25.4%), France - 112.7 mln. USD (+25.3%). The imports of goods from CIS countries compared
to 2016, rose by 17.4%. The imports of goods accounted for 1206.1 mln. USD, holding a weight
of about 25% in total import (by 0.6 p.p. more compared to 2016). The import of goods in these
countries was from: the Russian Federation — 5717 miIn. USD, by 6.8% more than in 2016,
Ukraine - 511.1 mln. USD (+33.1%) and Belarus - 114.6 mln. USD (+13.1%).

The import from other countries, in 2017 raised by 21.3% against 2016. The volume of these
imports amounted to 1236.2 mIn. USD and held a weight of 25.6% in total import (by 0.2 p.p.
more compared to 2016). The most significant imports were from China in the amount of 505.4
mln. USD (+28.4%), Turkey 304.3 mIn. USD (+11.9%), USA 70.2 mln. USD (+31.8%).
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Figure 4.8 Structure of imports by groups of countries, %
Source: According to the data of the National Bureau of Statistics.

During 2017, the highest influence on the increase of import has had the import of petroleum,
fuel and related products with a growth of 26.9%, electricity by 224.8 times, machinery and
electrical equipment and its parts 20.4%, road vehicles 24%, medicinal and pharmaceutical
products 18.8%, appliances and equipments 35.6%, non-ferrous metals by 1.6 times, specialized
machinery and appliances for specific industries 25%, clothing and accessories 28.2%, general
industrial machinery and equipment 24.1%, yarns, fabrics and textile items 10.7%, iron and
steel 21.0%, processed metal items 15.2%, non-metallic mineral products 15.8%, footwear by
1.6 times, coal, briquettes by 2.5 times, fruits and vegetables 15.7%, wood products 25.6%,
processed plastics 15.3%, professional, scientific and control apparatus and appliances 32.4%,
mineral or chemical fertilizers 23.5%, meat and meat products 46.1%, dairy products and eggs
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27.8%, sugar, sugar preparations; honey 37.2%, office machines and equipments 25.1%, raw
and processed tobacco 15.2%, paper, cardboard and cellulose items 10.9%, travel items; bags
and similar by 2.8 times, prefabricated buildings 20.8%, cereals and cereal preparations 11.4%,
plastics in primary forms 13.8%, processed leather and fur 15.6%, wood and cork 21.3%, power
generating machines and their equipments 47.4%, alcoholic and non-alcoholic beverages 11.3%,
furniture and its parts 12.4%, animal feed 16.2%, vegetable, refined or fractional fats and oils by
1.6 times, fish, shellfish, molluscs 9.3%, coffee, tea, cacao, spicery 8.1%, tanning and coloring
products 13.4%, thus facilitating the increase in total imports by 19%.

Other commodity groups 2193
Food and live animals 4406
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Chemicals and miscellaneous products not | 718.7
elsewhere specified 629.4
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Figure 4.9 Dynamics of imported goods in 2016-2017, min. US dollars
Source: According to the data of the National Bureau of Statistics.

At the same time, the imports of gas, industrial gas products decreased by 27.1 mln. USD,
processed rubber by 0.7 mln. USD, live animals by 0.3 mlIn. USD, etc.

Region of the Republic of Moldova to the left of the Dniester River

The foreign trade of Transnistrian region in 2017 recorded an increase of 16.4%, compared
to the same period of the last year (1388.9 min. USD). The foreign trade of Transnistrian
Region amounted to 1616.0 mln.USD. Both the exports and the imports increased compared to
the similar period of the previous year. The exports of goods rose by 19.2%, and imports by
14.6%. The balance of trade accounted for 349.5 mIn. USD.
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Figure 4.10. Dynamics of external trade in Transnistrian Region
during the period 2016 - 2017, mln. USD
Source: According to the data: http: //mer.gospmr.org/
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In 2017, Transnistrian Region made external trade transactions with 92 countries (in 2016 with
85 countries) including 10 CIS countries. Taking into account Transnistrian external trade with
EU countries and Eurasian Customs Union countries, we see that the trade with the Eurasian
Customs Union prevails, amounting to 489 miIn. USD or 29% of total trade. The trade with EU
amounted to 438.4 mIn. USD or 26% of the external trade.

Other
countries;
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Eurasian
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| Union;

29%

Figure 4.11. Structure of external trade of Transnistrian Region with Eurasian Customs
Union and EU countries in 2017, %
Source: According to the data: http: //customs.gospmr.or -content/uploads/2018/01 /Pokazateli-
statistiki-vneshney-torgovli-PMR-v-2017-godu1.pdf

The main trade partners of Transnistrian Region in 2017 were the Russian Federation, the
Republic of Moldova and Ukraine.

o The value of trade in goods of Transnistria with the Russian Federation in 2017 amounted to
420 mln. USD (25% of total turnover), less by 10% compared to 2016 (value of trade accounted
for 465.3 mln. USD). At the same time, it should be noted that the imports of goods decreased by
16% (from 419.3 million US dollars in 2016 to 353.8 million US dollars in 2017) and exports
increased by 44% (from 46 million US dollars in 2016 to 66.3 million US dollars in 2017).

e The total trade with the Republic of Moldova in 2017 amounted to 316.6 mIn. US dollars (19%
of total turnover) less by 10% against the last year (353.6 mln US dollars in 2016). At the same
time, the imports rose by 17% (102.4 million USD in 2016, 119.9 million USD in 2017), while the
exports declined by 22% (251.2 million USD in 2016, 196.7 million USD in 2017).

e The turnover with Ukraine, increased by 90% and amounted to 358.8 mln. USD against 188.9
mln. USD in 2016. In this case, the import of goods rose by 93% (in 2017 the value of imports
increased by 235.9 million USD compared to 122.1 million USD in 2016), while the exports
raised by 84% (66.8 million USD in 2016, against 122.9 million USD in 2017).

Additionally, Transnistrian Region made also external trade transactions with Romania (141.3
mln. USD), representing 8% of total trade, Germany (74.2 mln. USD, constituting 4% of total
trade), Italy (61.2 mln. USD) with a weight of 4% of total turnover, Belarus (50.5 mln. USD) with
a weight of 3% of total turnover.

In 2017, the exports of goods amounted to 633.3 mln. USD. Compared to 2016, the exports
increased by 19.2%. The metals and metal products hold the highest weight of about 35% of
total export, increasing by 2.5 times (up to 203 mln. USD) of the exported goods. The highest
part of metals and metal products were exported in Romania, Ukraine, Moldova and Poland.
There are also registered increases on export of food products and raw materials by 13%, up to
85.1 million USD; in light industry: materials and textiles (7.1%), clothing (10.5%) and footwear
(4.6%). The main countries where the products of light industry have been delivered were Italy,
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Figure 4.12. Transnistrian trade with main partners during 2016-2017, mln. USD
Source: According to the data: http: //customs.gospmr.or -content/uploads/2018/01 /Pokazateli-
statistiki-vneshney-torgovli-PMR-v-2017-godu1.pdf

Germany and Russia, where the deliveries increased by 1.7 times. A positive trend has also
maintained for the export of mineral products by 17% and machinery and equipment by 49.9%.
At the same time, there were seen reductions in fuel and energy resources, which previously
dominated the structure of exports by 44.1%.

Imports of goods accounted for 982.7 mIn. USD. Compared to the similar period of the previous
year, the imports of goods rose by 14.6%. In 2017, a significant impact on the dynamics of
Transnistrian import in comparison with 2016 have had the following products: fuel and energy
products declining by 75.2 million USD (or 18%), ferrous metals increasing by 126 million USD,
i.e. by 4 times more, transport services rising by 8.8 million USD or 49%, tobacco products
registering a growth of 8.7 million USD or 55%.
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Chapter V
BUSINESS ENVIRONMENT

Dynamics of registered and deregistered enterprises in 2016-2017.

On March 1, 2018 the State Register had informations about 169.124 legal entities and
individual entrepreneurs, down by 1.5% sply according to the Public Services Agency.

In Q IV, 2017 the number of enterprises registered by the Public Services Agency has
significantly increased compared to the same period of the previous year, the index accounting
for 115.5%. At the same time, these were increasing by 4.1% against Q III, 2017. In Q IV, 2017,
1.639 new enterprises were recorded in the State Register.

Globally, the number of enterprises registered in 2017 marked a 12.9% growth compared to the
previous year. Thus, according to the data of the Public Services Agency, 6.406 new enterprises
were recorded in the State Register in 2017.
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Figure 5.1. Dynamics of registered enterprises in 2016-2017
Source: According to the data of the Public Services Agency.

The growth trend of deregistered enterprises continues also this year. Thus, in 2017, the
number of deregistered enterprises amounted to 8.540 units or by 2.1 times more against 2016.
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Figure 5.2. Dynamics of deregistered enterprises in 2016-2017
Source: According to the data of the Public Services Agency.
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Simultaneously, in Q IV, 2017 the number of deregistered enterprises marked the highest
increase compared to the similar period of 2012-2016. Therefore, in Q IV, 2017, the number of
deregistered enterprises in State Register raised by 2.3 times, sply constituting 1.936 units.

Table 5.1. Growth indices in the number of registered and deregistered enterprises
in QIV 2012-2017 compared to the same period of the previous year, %

Period Registration of enterprises Deregistration of enterprises

Q1IV 2012 100.1 94.3
Q1IV 2013 94.3 1029
Q1IV 2014 93.9 934
Q1V 2015 105.2 149.5
Q1IV 2016 92.9 76.0
Q1IV 2017 115.5 2330

Source: Author’s calculations according to the data of the Public Services Agency.

At the same time, in Q IV of 2012-2017, there is seen a declining trend in the net number of
newly created enterprises (excepting Q IV, 2016 which marked a slight increase in the net
number of newly created enterprises sply, with a growth rate of 35.5%). Furthermore, in Q 1V,
2017, the net number of newly created enterprises indicated a negative value, meaning that the
number of deregistered enterprises during this period exceeded considerably the number of
registered enterprises (Fig. 5.3.).
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Figure 5.3. Dynamics in net number of newly created enterprises
in State Register in Q IV 2012-2017
Source: Author’s calculations according to the data of the Public Services Agency.

It is worth mentioning, that in 2017, the number of liquidated enterprises exceeded that of
registered enterprises for the first time in the last 20 years. Therefore, overall, the net number of
newly created enterprises in 2017 amounted to -2.134 units. This indicator declined due to the
fact that in 2017 sply in spite of the increase in the number of newly created enterprises (by
12.9%), the number of deregistered enterprises in the register was significantly higher (by 2.1
times). One of the main factors determining the increase in the number of liquidated enterprises
aims to simplify the procedure of liquidation of enterprises.

Main business development indicators in 2016

By the end of 2016, the NBS registered 52.3 thousand active enterprises, with a slight increase of
2.1% sply.

In 2016, the increase in the number of enterprises produced firstly due to the large, middle and
micro enterprises, which registered a growth in the number of enterprises of 4.9%, 2.4% and
2.5%, respectively sply.
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During 2015-2016, the total number of employees in all Moldovan enterprises, registered with
the statistical bodies marked a slight increasing trend, of 0.4%, following the positive
development in large enterprises. The SMEs in 2016, reduced by 1.1% in the number of
employees sply. Within SMEs, a more significant decline in the average number of employees
was produced in small enterprises, down by 2.3% sply.

During the analyzed period, the sales revenues of enterprises continue the growth trend from
the previous years (2014-2015), including the SMEs sector registered an increase in turnover
during this period. In 2016, this indicator rose by 6.5% compared to the previous year. In 2016,
the annual growth rate of sales revenues in the SMEs sector accounted for 4.7% sply.

In 2016, the financial result until taxing increased considerably in total enterprises, rising by 4.3
times sply, including the SMEs sector recorded a significant growth of this indicator during the
analyzed period, the index being 202.3%.

Table 5.2. Dynamics of main indicators of business activity in 2015-2016

Indicators flistd] SMES
2015 2016 Indices % 2015 | 2016 Indices %

Number of enterprises, 51.2 52.3 102.1 50.6 51.6 102.0
thousand units

Average number of employees, | o), 5 5125 1004 3169 3135 98.9
thousand pers.

Sales revenues, min. MDL 282,2534 | 300,733.4 106.5 119,398.8 | 1249544 104.7
Financial result until taxing.

Profit (+) Loss (), min. MDL 3,453.47 | 15,026.07 435.1 2,905.0 5,878.5 2024

Source: Authors’ calculations according to the data of the National Bureau of Statistics.

Recently, on December 16, 2016 a new Law on supporting SMEs, law No. 179 of July 21, 2016
came into force. The new law establishes the legal work framework of micro, small and middle
enterprises, as well as the state support measures for their creation and development.

As stated in prenoted law, the small and middle enterprises are defined according to three
criteria: average annual number of employees, annual sales revenues and total assets of the
annual balance sheet.

In terms of these criteria, the enterprises are classified in the following categories:

- micro enterprise - up to 9 employees, achieves an annual turnover up to 9 million lei or holds
total assets up to 9 million lei;

- small enterprise — from 10 to 49 employees, achieves an annual turnover up to 25 million lei
or holds total assets up to 25 million lei;

- medium enterprise — from 50 to 249 employees, achieves an annual turnover up to 50 million
lei or holds total assets up to 50 million lei.

In 2016, most enterprises belonged to SMEs sector (98.7%), acording to the NBS. In structure of
SMEs sector, the micro enterprises prevail (86.3%), small enterprises accounts for 11.2%,
middle enterprises -2.5% of total SMEs (Table 5.3).

An important indicator, which allows the assessment of quantitative and qualitative elements of
SMEs contribution in the economic development of the country, is their weight in GDP. This
indicator (since 2007 by 2010, including 2012 and 2016) was characterized by a decreasing
trend: only in 2011, 2013, 2014 and 2015 this indicator marked a slight growth.
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Table 5.3. Main indicators of SME sector in 2016

Indicators | TotalSME | Middle Small Micro
Number of enterprises, unit. 51.626 1, 299 5.780 44,547
% of Total 98.7 2.5 11.2 86.3
Average number of employees of SME sector,
thousand pers. 313.533 101.529 107.156 104.848
% of Total 61.2 32.4 34.2 334
Sales revenues, mln. MDL 124.954.4 41.304,7 50.079.3 33.571.4
% of Total 41.5 33.1 40.1 26.9
Financial result until taxing.
Profit (+) Loss (-), mln. MDL 5.878.5 2.101.3 2.229.8 1.547.4
% of Total 39.1 35.7 37.9 26.3
Source: Authors’ calculations according to the data of the National Bureau of Statistics.
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Figure 5.4. SMEs share in GDP,2008-2016, %
Source: Data of the National Bureau of Statistics.

Business development indicators in the region to the left of the Dniester River

In the first 9 months of 2017, in the region to the left of the Dniester River, 3.800 enterprises
were included in the small business. In January-September, 2017 in the small business sector,
there were 19.440 employees, up by 2.2% sply, including small and micro enterprises (except
for individuals). During this period, the following economic sectors register a decreasing trend
in the number of employees (a decrease of -3.8% in Transport, -10.3% in Communications,
-3.7% in Real estate operations, etc.).

At the same time, during the analyzed period (January-September 2017) the following economic
sectors mark a growing trend in the average number of employees sply: Agriculture, Trade and
food service, Logistics and distribution, General Trade Activity, Publishing, Housing and utility
services household, Health and social insurance, Culture and Art, Sport, Recreation and Tourism
(Table 5.4.)

Table 5.4. Data on average number of employees in small business sector enterprises,
including small and micro enterprises (without individuals) from the left of the Dniester
by types of activity, in January-September 2017

January-September

January-September Indices, %

2017, pers. 2016, pers.
1 | 2 3
Total 19.440 19.020 102.2
Industry 3.034 3.023 100.4
Agriculture 2.316 2.118 109.3
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Table 5.4. - continue

A 1 | 2 3

|
|
Trade and food service 7.118 7.069 100.7
|
Real estate operations

Publishing 104.1

Health and social
insurance 250 234 106.8
108.1

Other branches 404 428 94.4
Source: «Main indicators of small businesses activities, including micro and small enterprises (without
individuals), for January -September 2017».
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Chapter VI
SOCIAL SECTOR

Demographic situation

In 2017, the decreasing trend in the number of stable population continues, the number of
urban population increases and the rural one declines, influencing the reduction in the
number of live births, deaths, marriages, divorces, at the same time declining the birth,
mortality, marriage, divorce rates and the natural decrease and its rate reached the lowest
level in the last 7 years. Both the number of arrivals in rural and urban areas, and the
departures from villages and cities decreased. The number of migrant labor force from
urban area rose.

On January 1, 2018 the number of resident population in the country amounted to 3547.5
thousand inhabitants, down by 3.4 thousand or by 0.1% compared to the same period of the
previous year, according to the data of the NBS. As in the previous years, 51.9% of population
were women, which is 108 women per 100 men. Rural areas cover 57.1% of country’s
population, down by 0.2 p.p. compared to the last year. The weight of urban population rose by
the same rate compared to the previous year amounting to 42.9% on January 1, 2018.
Population density per 1 km2 reduced by 0.2 inhabitants/km?, reaching 116.8 inhabitants/km?
at the beginning of 2018.

In 2017, the total number of live births in the country amounted to 34059 pers., decreasing by
3335 children or by 8.9% compared to the last year, the birth rate was 9.6 live births per 1000
inhabitants, down by 0.9 p.p. compared to s.p.L.y. The number of deaths accounted for 36764
pers., recording a decline of 1725 pers. or by 4.5% compared to s.p.lLy. and mortality rate
reached 10.4 deaths per 1000 inhabitants, reducing by 0.4 p.p. compared to s.p.l.y. The number
of deaths of children aged under 1 year in 2017 amounted to 330 cases reducing by 23 cases
compared to the similar period of the last year. The natural decrease in 2017 numbered -2705
persons (-1095 persons in the previous year) or -0.8 persons per 1000 inhabitants (-0.3 persons
per 1000 inhabitants in the last year), increasing strongly compared to the previous year and
being the most pronounced in the last 7 years (!).

The total number of marriages in the country, in 2017 amounted to 20921, declining by 1071 or
by 4.9% compared to the same period of the last year and marriage rate equated to 5.9
marriages per 1000 inhabitants reducing by 0.3 p.p. compared to s.p.L.y. In the case of divorces in
the country, this indicator reached 9312, declining by 1293 or by 12.2% compared to the
previous year. The divorce rate amounted to 2.6 divorces per 1000 inhabitants, by 0.4 p.p. less
compared to s.p.Ly. In 2017 both the number of divorces and divorce rate and the number of
marriages and marriage rate have the lowest values in the last 11 years (!).

Regarding domestic migration determined by the relocation in 2017, the total number of
arrivals within the country amounted to 30732 persons, by 2592 pers. or by 7.8% less compared
to s.p.ly. 18713 of these were arrivals in urban area, by 1.0% less compared to s.p.l.y. and 12019
arrivals - in rural areas, by 16.7% less compared to s.p.Ly. 13209 of total number of departures
were from urban areas, by 1.3% less compared to s.p.ly. and 17523 pers. - from rural areas, by
12.1% less compared to s.p.l.y. The highest weight of arrivals was in urban areas (60.9%), and
departures - of rural areas (57.0%). The highest part of population leaving the rural areas are
young people aged between 15 and 34 years old (60.1%), followed by population aged between
35 and 59 years (33.3%). The highest weight of population leaving the urban areas is the
population aged between 35 and 59 years old (46.5%), followed by young people between 15

N. 28 (Q. IV) 2017 73




MOLDOVAN ECONOMIC TRENDS

and 34 years (40.2%). The young people aged between 15 and 34 years old hold also the highest
weights of arrivals (51.2% - in urban areas, 52.0% - in rural areas), followed by population
between 35 and 59 years (38.9% - in urban areas, 39.1% - in rural areas).
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Figure 6.1. Natural movement of population in 2010-2017
Source: According to the data of the National Bureau of Statistics.

Concerning labor migration, in Q IV of 2017, 332.7 thousand persons emigrated out of the
country, by 15.3 thousand pers. or by 4.9% more compared to s.p.l.y. Most of these people are
men - 217.9 thousand (by 9.0 thousand pers. or by 4.3% more compared to s.p.l.y.) or 65.5%,
while 112.8 thousand were women (by 6.3 thousand pers. or by 6.0% more compared to s.p.l.y.),
holding a weight of 34.5%. 71.7 thousand men or 32.9% of total men emigrated from urban
areas (by 10.4 thousand pers. or by 17.0% more compared to s.p.l.y.), and 146.1 thousand men
or 67.1% - from rural areas (by 1.5 thousand pers. or by 1.0% less compared to s.p.l.y.). 34.1
thousand women or 30.2% of total women emigrated from urban areas (by 8.8 thousand pers.
or by 34.8% more compared to s.p.l.y.), and 78.7 thousand or 69.8% - from rural areas (by 2.5
thousand pers. or by 3.1% less compared to s.p.Ly.). Among urban population there are no major
discrepancies between men and women regarding the migrant structure by age groups
(migrants from cities aged 25-34 years - 45.6%, aged 35-44 years - 22.9%, aged 45-54 years -
15.3%, those in the other age groups - 16.2%). Among rural population, there are significant
differences between men and women in the migrant structure by age groups. The men who
emigrated from villages aged 25-34 years hold the highest weight - 42.2%, those aged 15-24
years - 21.6%, those aged 35-44 years - 20.4%, men in the other age groups - 15.6%. The
women who emigrated from villages aged 35-44 years hold the highest weight - 28.0%, those
aged 25-34 years - 26.6%, those aged 45-54 years — 21.4%, women in the other age groups -
24.1%.

Labor market. In 2017 the most indicators on economic activity of labor force, such as:
economically active population, employed population, inactive population, activity rate,
employment rate, number of unemployed and unemployment rate have reduced compared
to the last year.

In 2017, the economically active population amounted to 1259.1 thousand pers., declining by
1.1% or by 13.7 thousand pers. in comparison with 2016. At the same time, the activity rate of
population was 42.2% and reduced by 0.4 p.p. compared to the level of 2016. Among
economically active population, this indicator was higher for men (45.3%) than women (39.4%).
There are discrepancies concerning the area of residence, too, the activity rate being higher in
urban area (44.5%) than in rural one (40.4%). In the age group of 15-29 years, the activity rate
of economically active population accounted for 30.1%, and in the group of 15-64 years - 46.9%.
The economic activity rate of working age population (according to national legislation: 16-56
years — women and 16-61 years — men) constituted 49.4%.
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Employed population amounted to 1207.5 thousand pers., down by 1.0% in relation to the last
year. There were no major differences by gender — men - 50.5% and women - 49.5%. The
weight of employed population in urban area was lower than in rural one: in urban areas -
45.6%, in rural areas - 54.4%.
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Figure 6.2. Dynamics of activity, employment and unemployment rates of population aged
15 and over in 2012-2017
Source: According to the data of the National Bureau of Statistics.

Employment rate of population aged 15 and over reached 40.5%, declining slightly compared to
2016 (40.8%). The employment rate of men - 43.1% was higher than that of women (38.1%). By
distribution of residence area, the employment rate in urban area was - 41.9%, exceeding
slightly that in rural area - 39.3%. The employment rate of working age population (16-56/61
years) accounted for 47.2%, of people aged 15-64 years old - 44.9%, and in the age group of 15-
29 years - 27.6%.

The number of unemployed, amounted to 51.6 thousand pers., less by 3.2% compared to 2016
(53.3 thousand) according to the International Labour Office. The unemployment was higher
among men - 59.9% of total unemployed as well as among people in urban areas - 64.7%.

The unemployment rate across the country in 2017 was 4.1%, being almost at the same level as
in the previous year (4.2%). The unemployment rate for men accounted for 4.8%, and for
women - 3.3%. There were discrepancies in the unemplyment rate between urban and rural
areas (5.7% and 2.7%, respectively). Among young people (15-24 years) the unemployment rate
was 11.8%, and in the age group of 15-29 years - 8.1%.

The inactive population in the country (aged 15 and over) in 2017 amounted to 1724.7 thousand
pers., forming 57.8% of total population of this age group decreasing by 0.4 p.p. compared to the
last year. Inactive population includes:

- people who don’t want to work (1382.4 thousand pers.), of them:
a) pensioners (616.6 thousand pers.);
b) people who don’t want to work, as they study or learn (254.1 thousand pers.);
c) people who don’t want to work for an income, because they take care of family (198.9
thousand pers.);
d) people who live in the country, but don’t want to work in Moldova because they have already
a (permanent or seasonal) job abroad or people who plan to work abroad (216.2 thousand
pers.);
- people announced by households as working or looking for a job (318.4 thousand pers.);
- people discouraged to find a job in the country (7.7 thousand pers.).
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In Figure 6.3 there can be seen that the number of people announced by households as working
or looking for a job abroad has strongly increased in the first 3 quarters of 2017 (by 26.6% or by
73.7 thousand persons), so that in Q IV, 2017 to reduce by 20.3 thousand pers. or by 5.8%
compared to the previous quarter. At the same time, in the first three quarters of 2017, the
number of discouraged persons to find a job in the country has strongly reduced (by 9.9
thousand persons or by 74.4%), which can be a consequence of the fact that a large part of these
persons would have left abroad rather than they found a job in the country, however their
number rose by 2.1 times or by 3.8 thousand pers. in Q IV, 2017 compared to Q III, 2017.
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Figure 6.3. Dynamics of several types of persons of inactive population
during Q12017 - Q1IV 2017, thousand persons
Source: According to the data of the National Bureau of Statistics.

Box 6.1. Updating the system of employment records
in the Republic of Moldova

The Parliament has adopted the Law no. 123 of July 7, 2017 on amending and completing several
legislative acts, published on July 19, 2017 in the Official Journal no. 252, which came into force on
January 1, 2018 and abolishes the employment record books since January 1, 2019. According to this
law, the provisions on the employment record books of the Labour Code are abolished.

This law has been legislated in order to simplify the process of financial and statistical reporting by
launching a single online reporting platform, on which the State Tax Inspectorate, National Social
Insurance House, National Health Insurance Company will be connected to exclude the double
information presented to public institutions by the economic agents.

The employment record books issued until January 1, 2019 remain effective against third parties and
are applicable until January 1, 2019.

Source: http://lex.justicemd/md/370937/
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Remuneration of labor

In 2017, the gross average monthly nominal salary amounted to 5697.1 MDL, rising by
12.1% compared to 2016, and in real terms - by 5.2%. Q IV of 2017 is characterized by an
increase in the average monthly nominal salary (6113.6 MDL) by 12.4% compared to the
same quarter of the last year. The average monthly salary in public sector (5165.7 MDL)
increased by 18.0% compared to s.p.ly., in a greater degree than the average monthly
salary in the real sector (6491.8 MDL), which rose by 10.3% compared to s.p.l.y. The
highest-paying economic activities are: Financial and Insurance activities, Information and
communications and Production and supply of electricity, heat energy, gas, hot water and
conditioned air.

In 2017, the gross average monthly nominal salary amounted to 5697.1 MDL, increasing by
12.1%, and in real terms (adjusted to the consumer price index) - by 5.2% compared to 2016. In
Q IV, 2017, the average monthly salary was 6113.6 MDL and rose by 12.4% compared to Q 1V,
2016. The average monthly salary in public sector was 5165.7 MDL (by 18.0% more compared
to Q IV of 2016), in real sector - 6491.8 MDL (by 10.3% more compared to Q IV of 2016).
According to the types of economic activities, the highest average monthly salary in Q 1V, 2017
has been registered in: Financial and Insurance activities — 13021.6 MDL (213.0% of the average
salary), Information and communications - 12875.5 MDL (210.6% of the average salary),
Production and supply of electricity, heat energy, gas, hot water and conditioned air - 11127.5
MDL (182.0% of the average salary). In Q IV of 2017 the lowest salaries were found in the
following economic activities: Art, leisure and recreation activities - 3460.2 MDL (56.6% of the
average salary), Accommodation and food service activities - 4106.0 MDL (67.2% of the average
salary) and Agriculture, forestry and fishing - 4254.2 MDL (69.6% of the average salary).
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Figure 6.4. Dynamics of nominal salary in public sector and real sector in

QI-QIV 2017, MDL
Source: According to the data of the National Bureau of Statistics.

In 2017, the disposable monthly revenues of population amounted to 2244.9 MDL on
average per capita, up by 9.0% compared to s.p.Ly. in real terms, the revenues of population
rose by 2.2% compared to s.p.Ly. The most important sources of revenues remain to be:
salaries (43.1%), social benefits (23.4%) and remittances from abroad (16.5%).

In 2017, the disposable monthly revenues of population amounted to 2244.9 MDL on average
per capita, by 9.0% more than in the previous year, and in real terms (adjusted to the consumer
price index) increased by 2.2%. The contribution of salaries in the revenues structure of
population still remains the most important financial source. The revenues from salaries
represent 43.1% of total disposable revenues, their weight being up by 1.0 p.p. compared to
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2016. The social benefits are the second signifiant source of revenues of Moldavians amounting
to 23.4%, growing by 1.3 p.p. compared to the last year. The self-employment activities with a
weight of 13.3% of the average monthly revenues per capita of which from agricultural
individual activities - 7.8%, and from non-agricultural individual activity - 5.5% have also
contributed to the formation of revenues. Another important source for the household budget
are the remittances from abroad. These represent 16.5% of total revenues or by 0.5 p.p. less
compared to 2016. The household revenues from urban area were on average by 754.0 MDL or
by 1.4 times higher than those from rural area. For the population in urban area, the main
sources of revenues are the salaries which ensured the revenues of population in the ratio of
55.4% (increasing by 0.9 p.p. compared to 2016) and social benefits - 21.6% (increasing by 0.8
p.p- compared to 2016). The revenues of population in rural area are generated on the basis of
salaries in the ratio of 29.9%, and their contribution is by 1.9 times lower than in urban area. At
the same time, the revenues from agricultural individual activity had a weight of 15.2% of total
disposable revenues. The revenues of population in rural area depend to a greater extent on the
social benefits and remittances from abroad in relation to revenues of population in urban area.
Thus, the social benefits in villages are in the ratio of 25.4%, while in urban areas their weight
was 21.6%, and remittances from abroad in villages hold a weight of 22.3%, while in cities this
weight represents 11.0%.
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Figure 6.5. Dynamics of household disposable revenues, nominal value and growth rates
by quarters, 2015 - 2017
Source: According to the data of the National Bureau of Statistics.

Average monthly consumption expenditures of population in 2017 amounted to 2250.3 MDL
per capita, increasing by 6.3% against 2016. In real terms, adjusted to the consumer price
indices, household expenditures decreased on average by 1.0% sply. The highest part of
expenditures continues to be directed towards: food consumtion (43.4%), housing mainte-
nance (18.6 %) and clothing and footwear (10.4%).

In 2017, the average monthly consumption expenditures of population amounted to 2250.3 MDL
per capita increasing by 6.3 % compared to the last year. In real terms (ajusted to the consumer
price index), the household expenditures decreased on average by 1.0% compared to the
previous year. In 2017, the food consumption represents the highest part of expenditures -
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43.4% (42.6 in 2016). The housing maintenance expenditures had a weight of 18.6% of total
consumption expenditures on average per capita (17.8% in 2016). The clothing and footwear
expenditures accounted for 10.4% (10.5% in the previous year), health services - 5.9% (6.4% in
2016), communications - 4.5%, housing facilities — 3.9%, transport - 3.7%, education - 0.5%, etc.

Box 6.2. Changing natural gas tariffs and prices

Since March 17, 2018, the Decision No. 88 of March 16, 2018 on natural gas tariffs and prices has been
published in the Official Journal:

e household consumers with a monthly consumption up to (including) 30 m3 will pay 4 705
MDL/1000 m3, which is by 1187 MDL or by 20,1% less in relation to the previous price;

¢ household consumers with a monthly consumption over 30 m3 will pay 4895 MDL/1000 m3 by
1243 MDL or by 20,3% less in relation to the previous price.

The regulated natural gas prices and tariffs for 2018 have been examined according to the principles
and calculation method set out in the Methodology for calculation and application of regulated tariffs
and prices for natural gas, approved by the Decision of the NERA Managing Board no. 678 of August
22,2014, with subsequent amendments and completions.

The main factors, which led to the natural gas price decrease were:

e average annual purchase price of imported natural gas;
e amending the exchange rate of national currency.

Source: http: //lex.justice.md /md /362878/
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Figure 6.6. Dynamics of consumer expenditures, nominal value and growth rates,
by quarters, 2015 - 2017
Source: According to the data of the National Bureau of Statistics.
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The monthly consumption expenditures of population in urban area equated to 2680.0 MDL on
average per capita, by 760.3 MDL or by 1.4 times more as in rural area. The population in urban
area directed 40.8% of monthly consumption expenditures (40.1% in 2016) towards food
consumption, and in rural area - 46.2% (45.4% in 2016). At the same time, the urban population
spent more for housing maintenance - 19.3% versus 17.8% in rural area, for communications -
4.7% versus 4.3%, for transport - 4.1% versus 3.3%, for hotels, cafes and restaurants - 2.8%
versus 0.7%, leisure services - 2.0% versus 0.6%. The rural population spent more for housing
facilities 4.1% versus 3.8% in urban area, for clothing, footwear - 10.8% versus 9.9%, for health
services — 6.2% versus 5.6%, for alcoholic beverages and tobacco - 1.5% versus 1.4%.

Box 6.3. “First home” program

On January 19, 2018, the Law on several measures for the implementation of the ,First Home” State
Program has been published in the Official Journal. The law has been drafted in order to create the
legal framework for the implementation of the Program and facilitate the access of individuals to buying
a dwelling by contracting partially state guaranteed mortgage loans.

The program is intended for individuals, these mortgage loans in the ,First Home” Program can be
granted by any Moldovan licensed bank. The concept stipulates that the banks which will grant loans in
the ,First Home” Program have to check whether the beneficiary meets the following eligibility criteria:

o The beneficiary is up to 45 years at the time of requesting the mortgage loan;

e Heisa Moldovan citizen, works in the Republic of Moldova and holds official incomes;

e Does not own a dwelling alone or with the husband/wife or with other persons and has not at the
moment a motgage loan for the purchase of dwelling;

e Monthly payment of the beneficiary — interest and basic amount — will not exceed 50% of the
official cumulative net salary revenues of the beneficiary’s family;

e Heisengaged to keep the purchased dwelling in the first 5 years from the date of acquisition, except
in the case of full payment.

The amount of the payment for the authentication of the dwelling sale and purchase agreements in the
,First Home” State Program, as well as for the authentication of the mortgage agreements under this
program will be in the ratio of 0,1% of the transaction value.

The law also stipulates that the receiver fee for the sale of pledged or mortgaged dwellings at the
creditor’s request, which have been purchased through ,First Home” State Program, will be calculated
according to the provisions of Article 38 of the Enforcement Code, but will not exceed 5000 MDL.

Source: https://monitorul.fiscmd/tag/prima%?20casa

Social protection of population. According to the data of the National House of Social Insurance,
the number of pensioners registered to the social protection bodies as of January 1, 2018
amounted to 716.0 thousand pers. or by 24.8 thousand pers. more compared to January 1, 2017.
On January 1, 2018 the monthly average pension amounted to 1527.87 MDL, up by 19.8%
against January 1, 2017.

Subsistence minimum. In 2017, the subsistence minimum amounted to 1862.4 MDL on average
per capita, increasing by 3.5% against 2016. In cities, the subsistence minimum amounted to
2072.6 MDL, by 2.9% more compared to 2016, in towns - 1861.6 MDL, by 5.5% more in
comparison with the last year, in villages - 1770.5 MDL, by 2.7% more compared to 2016. In
cities, the subsistence minimum was by 11.3% higher than in towns and by 17.1% higher than in
villages. By categories of population, the utmost value of the subsistence minimum belongs to
working age population - 1984.5 MDL and, especially to men - 2153.7 MDL.
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Social development of the region to the left bank of the Dniester River®

Demographic situation. In 2017, the natural decrease of population amounted to 2184 pers., up
by 4.9% compared to the previous year. There were recorded 4500 live births, their number
decreased by 176 pers. or by 3.8% compared to the last year. The number of deaths reached
6684 pers., by 1.1% less than in 2016.

In 2017, the number of deaths caused by digesstive diseases increased by 3.9%, neoplasmas - by
3.3%, while the deaths caused by poisons, lesions and murders decreased by 10.7%, vascular
brain lesions - by 3.5%, coronary heart diseases — by 1.0% compared to 2016. In 2017, the infant
mortality rate of children under the age of 1 year amounted to 31 pers., by 24.0% more than in
2016. The structure of the main causes of infant mortality is: conditions from perinatal period
(11 cases); congenital abnormalities (10 cases).

The number of marriages registered in 2017 was 2765, increasing by 0.8% in comparison with
2016. The number of divorces reached 1802, rising by 3.9% compared to the last year.

Migration increase of population in 2017, taking into account internal and external migration
reached 522 pers., compared to the previous year when there was a migration reduction of 1759
pers. During 2017, 8676 pers. (out of the region — 3819 pers.) arrived, representing 143.7% of
total number of arrivals during the same period of the previous year, of them children under 16
years - 1940 pers., or 22.4% of total number of arrivals. 8154 pers (out of the region - 3160
pers.) left or 104.6% of those who left during 2016 including children under 16 years - 1351
pers. or 16.6% of total number of departures. Of total number of arrivals in the region - 49.0%
are men (4249 pers.), the number of men who had left the region is 49.4% (4029 pers.). In 2017,
5874 pers. arrived in urban areas and 5665 pers. left, which is 145.6% and 105.0%, respectively
compared to 2016. 2914 pers. arrived out of the region and 2541 pers. left the region. 2802,
pers. arrived in rural areas and 2489 pers. left, which represents 140.0% and 103.8%,
respectively compared to the same period of the previous year. 905 pers. arrived out of the
region and 619 pers. left the region.

Labor market. On January 1, 2018 the number of employees in the organizations of all economic
sectors (except for small enterprises, religious and non-profit organizations, security structures
and customs authorities) amounted to 95.5 thousand pers., decreasing by 2058 pers. or by 2.1%
compared to the same period of the previous year. Since the beginning of 2017, the number of
citizens registered to the employment agencies who get a job numbered 18206 pers., of them 976
pers. - to newly created and additional jobs. The procent of substitution of redundant employees
with new staff was 92.1%. During 2017, 19766 persons layed off from institutions and
organizations representing 20.4% of the number of employees since the beginning of the year. The
main reason of dismissal is worker’s own motion, this category includes 16286 pers. (82.4%).

According to the Social Insurance Fund of Transnistria, at the end of 2017, the number of
citizens officially registered as unemployed amouned to 5189 pers., by 21.8% more against the
end of 2016. 2645 pers. or 51.0% of total number of registered citizens are women. In 2017,
through territorial bodies of the Transnistrian Agency for Employment, 11775 pers. were
recorded as looking for a job, of them 5641 pers. are women (47.9% of total number of
registered citizens). In 2017, 23700.9 thousand rublesé were spent for payment of unemplyment
benefits. 4207 pers. received unemployment benefits, their average amount totaled 416.1 rubles
or 30.7% of the average subsistence minimum budget per capita.

Remuneration of labor. For 2017, the average monthly nominal salary calculated for an
employee in the region (except for small enterprises, religious and non-profit organizations,

5 The analysis was conducted based on the Statistical Service of Transnistria.
6 The official average exchange rate of the monetary authority of the region to the left of the Dniester River in January-December

2017 - 1 US dollar=13.3797 rubles (https://www.cbpmr.net/data/sv_K n itog 02 01_18.pdf).
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power structures and customs authorities) amounted to 3977 rubles, which is 103.4%
compared to 2016. The average monthly salary at public organizations amounted to 2731
rubles, increasing by 0.8% against the previous year.

In 2017, the average monthly nominal salary of an employee was higher than the average salary
in the region in the following economic branches: ,Electrical- and radio-communication” (10198
rubles or 762 US dollars), ,Insurances” (7136 rubles or 533 US dollars), ,Banks and credits”
(7120 rubles or 532 US dollars), ,Information and computer services” (5324 rubles or 398 US
dollars), ,Industry” (5322 rubles or 398 US dollars), ,Constructions” (4575 rubles or 342 US
dollars), ,Housing and utility services household” (4165 rubles or 311 US dollars), ,Editorial
offices and publishing houses” (4151 rubles or 310 US dollars), ,Transport” (4128 rubles or 309
US dollars), ,Trade and food service” (3990 rubles or 298 US dollars).

In 2017, in almost all industry sub-branches, excepting "Ferrous metallurgy”, "Electro-
energetics" and "Machine Building and Metalworking", the average monthly nominal salary of
employees was lower than the average in industry. The highest average monthly nominal
salaries for 2017, were recorded in the following industry sub-branches: "Ferrous Metallurgy"
(6505 rubles or 486 US dollars), which is higher than the average salary in the region by 63.6%;
"Electroenergetics" (6239 rubles or 466 US dollars) - by 56.9% higher than the average salary;
"Machine Building and Metalworking" (5751 rubles or 430 US dollars), by 44.6% higher than the
average salary in the region; "Food industry" (4841 rubles or 362 US dollars), by 21.7% higher
than the average salary in the region; "Building materials industry” (4453 rubles or 333 US
dollars), by 12.0% higher than the average salary in the region; "Light industry" (4449 rubles or
333 US dollars), by 11.9% higher than the average salary in the region; "Flour, cereals and mixed
fodder industry” (4430 rubles or 331 US dollars), by 11.4% higher than the average salary in the
region; "Chemical industry” (4293 rubles or 321 US dollars), by 7.9% higher than the average
salary in the region.

Social protection of population. At the end of 2017, the number of pensioners amounted to
118981 pers., by 5.6% less compared to the last year. In Q IV, 2017 the number of pensioners
amounted to 119691 pers., of them 115482 pers. benefit by labour pension and 4209 pers. - by
social pension. In Q IV, 2017 the average amount of the pension accounted for 1343.55 rubles
(labour pension - 1369.31 rubles and social pension - 636.93 rubles).

Subsistence minimum. In 2017, the subsistence minimum amounted to 1355 rubles per capita,
which is by 5.4% more than in 2016.

Table 6.1. Subsistence minimum on average per capita in the region from the left bank of
the Dniester River in 2017, rubles per month
Including:

Total Able to work Children

population Men 16-59 Women 16- Pensioners Under 6 From 7 up

years 54 years years to 15 years
January 1317 1447 1369 1111 1219 1464
February 1310 1440 1362 1106 1211 1457
March 1301 1429 1352 1098 1203 1447
April 1315 1446 1366 1110 1216 1464
May 1333 1467 1383 1125 1231 1487
June 1390 1530 1438 1172 1290 1565
July 1379 1519 1428 1160 1283 1553
August 1356 1494 1404 1138 1262 1522
September 1369 1511 1413 1149 1274 1542
October 1383 1528 1426 1161 1292 1558
November 1395 1541 1437 1171 1306 1572
December 1411 1559 1452 1184 1320 1589

Source: According to the data of the Transnistrian Statistical Body.
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Crimes. In 2017, according to the public order protection bodies, 11184 requests and reports on
crimes have been registered which is by 6.7% more than in 2016. During the analyzed period,
4510 crimes have been registered in the region which is by 0.3% more compared to the same
period of the last year. Of total number of recorded crimes - 871 cases (19.3%) were classified
as serious and 315 cases (7.0%) - extremely serious. It should be mentioned that compared to
2016, the number of extremely serious crimes increased by 6.8% and serious ones - by 0.6%.
During 2017, there were registered 1281 thefts, 624 drug related crimes, 379 crimes against
public order, 185 crimes related to illegal trafficking in arms; 167 scams; 116 hooliganisms; 100
robberies; 84 rapes and other crimes against sexual inviolability; 52 serious health injuries; 34
murders; 32 corruption crimes; 30 crimes committed by use of arms, munitions and explosives;
other crimes - 1355 cases. In 2017, 4338 crimes were investigated of which 780 (18.0%) crimes
were committed by persons previously convicted, 493 (11.4%) - women, 539 (12.4%) - group
of persons, 262 (6.0%) - crimes committed by minors. During 2017, 518 (11.9%) crimes were
committed in drunkenness, drugging or in any other nature condition. As a result of these
crimes, 2445 pers. suffered, including 40 pers. (1.6%) died, and 59 pers (2.4%) were subjected
to serious health injuries.
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Chapter VII
FORECAST FOR 2018

(preliminary version)
Results of national economic activity in 2017

In 2017, Moldovan economy in the main branches and fields registered significant impro-
vements, the final results exceeding the forecast ones by more experts during this period
according to the official statistical data. It is worth mentioning that this year was one of the most
favourable for the agricultural sector, thus influencing also other branches of the national
economy, as well as the economic results globally.

Gross Domestic Product (GDP). In 2017, GDP amounted to 150.4 bln. MDL, with a 4.5% growth
in real terms compared to the previous year, according to the preminary calculations of the
National Bureau of Statistics. Wholesale and retail trade, transport and storage, accomodation
and food service (+1.3%), agriculture, forestry and fishing (+1.0%) contributed to the GDP
increase. Manufacturing industry with mining industry; production and supply of electricity,
heat energy, gas, hot water and conditioned air have contributed 0.4%, information and
communications (+0.2%), constructions (+0.1%). The GVA exceeded by 3.8% the level of the
previous year in total economy, contributing by 3.3% and 84.1%, respectively to the GDP
increase and formation. The volume of taxes on products rose by 6.9% compared to the last
year, contributing 1.1% and 16.3%, respectively to the GDP increase and formation.

The policy promoted by the National Bank of Moldova in order to maintain the stability of the
exchange rate of national currency and inflation allowed that the exchange rate to appreciate
by 7.1% against the US dollar and by 5.6% in relation to EUR, during the year. At the same time,
it failed to maintain the average annual inflation index (CPI) at the level of 105+-1.5%, which
increased by 7.3% compared to 2016.

The foreign exchange reserve assets of the state (stock) at the end of 2017 reached 2803.3
mln. USD, rising by 27.1% or by 597 mln. USD compared to the assets recorded at the end of the
last year (in January 2018 the foreign exchange reserves of the state increased by 100.2
mln.USD, reaching a record level for the Republic of Moldova - 2903 miIn. USD). With the
increase of foreign exchange reserves there was also recorded a growth (+1.7%) of the (internal
and external) public debt managed by the Government, reaching 51.7 bln. MDL.

Agriculture. The global agricultural production in all types of households, in 2017 was by 8.6%
higher compared to 2016. The volume of agricultural production from 2017 exceeded the record
volume set in the previous year and amounted to about 34 of that until starting reforms. The
increase of agricultural production was globally due to the growth of vegetable production
(+13.1%), while livestock production was down (-2.1%). The yield for other crops, excepting
potato was higher compared to the last year. Regarding the livestock production, there is seen a
reduction of 2.8% in meat production and 3.6% in milk production.

Industry. Since the beginning of the year, the industrial production ran around zero, and only in
the second half of the year there was recorded a stady increase, allowing for the year to end in a
surplus of 3.4% compared to the previous year. The modest results of this branch have been
influenced by the reduction of 3.7% in mining industry production and 1.7% in electricity, heat
energy, gas, hot water and conditioned air production. At the same time, manufacturing industry
has increased (+4.5%), especially, due to the processing of the agricultural production available
to the enterprises of this branch.
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Transport of commodities. In 2017, the volume of transported commodities by all types of
transport amounted to 17.3 mln. tonnes, by 23.8% above to the level of 2016, the mileage of
commodities has also risen (+13.7%) and reached 4.6 bln. tonnes/km. Railway, road and air
transport enterprises increased both in the volume of transported commodities and in their
mileage and only fluvial transport ones have declined on both indicators compared to the
previous year. 102.4 mln. passengers have been transported by all types of transport or by 1.3%
less than in 2016.

External trade. The export of goods amounted to 2425.1 mln. USD, increasing by 18.1%
compared to the exports from 2016. The imports of goods totaled 4831.4 mln. USD, rising by
20.2% compared to the last year. The balance of trade deficit constituted 2406.3 mln. USD, by
431 miln. USD above the level of 2016. The weight of exports and imports to EU countries
continued to grow (from 65.1% in 2016 to 65.8% in 2017 for exports and from 49.1% to 49.4%
for imports, respectively). Simultaneously, the weight of exports to CIS countries has decreased:
from 20.3% in 2016 to 19.1% in 2017, and for imports - from 25.6% to 25%. In comparison
with 2016, the highest growth in export of goods (+46.1%) has had the export of fruits and
vegetables. The export of machinery and electrical equipment rose by 37.1%, oleaginous
products by 19.5% etc. At the same time, it should be noted the increase of 811 miIn. USD in
import of goods. The experts believe that this increase is based on the increment of internal
consumption as a result of the real rise of salaries, increase in remittances and appreciation of
national currency against USD and EUR.

Investment in fixed assets. The volume of investment in fixed assets amounted to 21.0 bin.
MDL, increasing by 1.3% compared to 2016. 13.8 bln. MDL of total volume of investment are
investors’ own resources, or 65.6% of the total, 2.6 bln. MDL - budget sources (12.5%), 1.1 bln.
MDL - foreign sources (5.2%) and 3.5 bln. MDL - other sources (16.7%). The means from
government and local budgets have contributed to the increase of investment compared to the
previous year, their growth accounting for 29% and other sources (+10.2%), while the
investors’ own means have reduced by 3.2%, and the foreign ones - by 16.5%.

Turnover in trade and services. In 2017, the turnover in retail trade has declined by 4.6%, and
turnover for market services provided to population - by 0.4% as against 2016.

Average monthly nominal salary of an employee in national economy amounted to 5697 MDL,
up by 12.1% compared to the last year, and its real value rose by 5.2%.

Remittances from abroad accounted for 1200 mln. USD, by 120 mIn. USD more compared to
the previous year.

In 2017, the economic growth falls exactly within the average level achieved in 2000-2016. The
results of the year would have been even better, but they were negatively affected by the
increased uncertainty among businessmen regarding the unfavourable socio-political and
economic situation in the country which prevented the normal business lending, extension of
private domestic and most of all foreign investment implementation.

The forecasting calculations for 2018 were based on macroeconomic model compiled by the
NIER, taking also into account the trends in the development of national economy of recent
times and the impact of some unexpected moments which could take place (Table 7.1).

According to the calculations based on this model and adjusted by experts, the development of
agricultural production in 2018 will increase (+4.1%). The importance of the agricultural
sector for the national economy still remains predominant, as long as the activity of industry,
foreign trade and transports, provision of internal market with food products etc. depends on
the results of this sector.
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Table 7.1. Dynamics of main macroeconomic indicators during 2015-2017

and forecast for 2018
‘Measurement 2015 2016 2017 | 2018
Unit Actual | Forecast
Nominal GDP mild MDL 122.6 1349 1504 160.5
Compared to_the previous year in % 99.6 1043 1045 1035
comparable prices
Average annual consumer price index % 109.7 1064 107.3 105.3
Average exchange rate MDL/USD 18.82 19.92 18.5 17.5
Export of goods mil. USD 1967 2045 2425 2640
Compared to the previous year % 84.1 104.0 118.6 1089
Import of goods mil. USD 3987 4020 4831 5244
Compared to the previous year % 75.0 101.0 120.2 108.6
Balance of trade mil. USD -2020 -1975 -2406 -2606
Industrial production at current prices mild. MDL 45.7 47.0 50.1 54.6
Compared to the previous year in % 100.6 1009 1034 | 1058
comparable prices
Agricultural production at current mild. MDL 272 32.7 36.0 385
prices
Compared to_the previous year in % 86.6 1186 1086 1041
comparable prices
Investment in fixed assets mild. MDL 21.1 19.4 21.0 24.9
Compared to_the previous year in % 90.6 86.1 1013 1065
comparable prices
Average monthly nominal salary MDL 4611 5084 5697 6345
Compared to the previous year
Nominal % 1105 110.3 1121 1114
Real % 100.7 103.7 105.2 104.8
Labor remuneration fund mild. MDL 50 59.1 65.7 74.6
Labor fo_rce (economically active it e, 1266 1273 1259 1250
population)
Number of employees in national mii pers, 1171 1227 1250 1240
economy
Unemployment rate % 4.2 3.6 4 3.8
Remittances from abroad mil. USD 1130 1079 1200 1300

Source: Compiled by authors according to the statistical data.

Taking into account that our country is currently unable to cover its needs from its own sources
and has to import a large part of livestock products, the situation in this field has to be
permanently on competent bodies’ radar. The country has the potential to double the meat and
milk production.

For 2018, the industrial production will increase by 5.8% and amount to 54.6 bln. MDL. The
increase will be provided by the processing of a good part of the rich fruit from the last year and
creation of new jobs, especially in the result of extending the existing and new industrial parks,
improving the business environment.

The forecasts show that in 2018, the growth rates of imports of goods will be lower than the
exports ones, but not to the extent to improve the balance of trade. As a result, the balance of
trade deficit will reach this year 2606 mln. USD, or by 200 mln. USD more than in 2017.

The foreseen growth rate of investment in fixed assets of 6.5% is relatively good, but not
adequate to boost a visible growth of the national economy, especially given that in recent years,
the trend of this indicator was negative.
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Maintaining a high growth rate of nominal salary for 2018 (+11.4%) will also determine a rise
in the real salary of 4.8%. It is foreseen that the unemployment rate to be around 3.8%.

Economic growth premises

One of the main factors which will positively influence the dynamics of the economic develop-
ment of the Republic of Moldova is the Agreement on economic reform program supported by
a 3 year financing arrangement through Extended Fund Facility (EFF) and Extended Credit
Facility (ECF) concluded between the International Monetary Fund (IMF) and our country. Thus,
according to this agreement with the IMF, there is forecast the allocation of a financial aid
amounting to 179 mln. USD during 3 years.

The conclusion of the agreement with the IMF, institution of a relatevely stable political situation
in the country, improvement of the investment climate, other measures in promoting the
reforms stipulated in the Association Agreement concluded between the RM and EU,
contributed to the opening of more international financial institutions by providing with
financial aids to support the budget, as well as the implementation of several programs and
projects to Moldova. The European Union will allow in the coming years (if a set of reforms will
be fulfilled) a financial aid in the amount of 100 mIn. EUR into three tranches as a macrofinancial
support, of which 40 mIn. EUR as a grant and 60 mIn. EUR - medium-term loans at advantageous
conditions.

A decisive premise for the economic development is the ability of government to create
favourable conditions to boost the business and attract investment. In recent years, there
were carried on several actions to improve the situation. According to the World Bank’s Doing
Business Annual Report - 2017, Moldova ranks 44th of 190 countries included in the ranking
by the level of business facilitation. In this respect, Moldova had a good development moving
gradually from 82nd position in 2013 to 63rd in a year, then in 2015 to advance up to 52nd and
in the end 44th place already mentioned.

Weaknesses in the development of national economy

A heavy burden for the country’s economy is the excessive increment of public debt which by
the end of 2016 reached almost 51 bln. MDL. 29 bln. MDL of the total amount belong to the
external public debt, and the rest of 22 bln. MDL - to the internal public debt. This record
increase is partially due to the Government’s decision to assume the responsability on
converting the emergency loans granted by the NBM in 2014 and 2015 to the three banks
involved in the billion dollar fraud in public debt. In 2017, the growth trend of the external and
internal public debt continued by lower paces amounting to 29.1 bln. MDL and 22.6 bln. MDL,
respectively by the end of the year.

A significant impediment in boosting and expanding the foreign trade is caused by the
continuation of restrictions on domestic production export brought about by the embargo
imposed to the Republic of Moldova by the Russian Federation. Though, after several meetings
of the high-level policy makers between our countries recently there have been opportunities, to
improve the trade relations with this country, so far tangible results have not been observed.

Macroeconomic situation and actual challenging policy do not contribute to the economic
growth. According to the IMF experts, the budget and fiscal policy of the Republic of Moldova has
limited capacities to support the internal economic activity, especially until the new authorities
will develop a fiscal policy and government expenditures policy that will lead to the
strengthening of the national public budget capacity to achieve the goals on the development
agenda. The poor governance in the banking sector produces high costs for the economy.
Removing the deficiencies in banking supervision is a long-awaited challenge and its
achievement will play a key role in the revival of macroeconomic stability. Socially and
politically, the dissensions between the state exponents, following the elections of the country’s
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President question the maintenance of a political stability, which in turn is against the successful
development of the country. The parliamentary elections forecast to take place by the end of
2018 will also influence negatively the normal development of the national economy, taking into
account that the course of the election campaign is expensive and will be an additional burden
for the country. Amending the electoral system, from proportional to mixed one under which the
parliamentary elections will take place is not the best option for a country claiming for a true
democracy.

Worsening country image in international ranking. In the global ranking on annual
democracy index published by The Economist, Moldova continued to degrade during the last
ten years. Therefore, in 2016 the Republic of Moldova ranked 76th of 167th countries, giving up
six positions compared to 2015, being classified as a defective state, with a democracy index of
6.01, against 6.35 in the previous year. In 2017, Moldova was in 78th place (of 113 assessed
countries), with a democracy index of only 5.94, for the first time internationally it is recognised
as a hybrid regime country.

In another ranking, compiled by the Transparency International organization, in 2017 our
country lost 20 positions in the world ranking on corruption perception index, being in 122th
place of 180 countries, where it is also said that the situation in our country is from worse to
worst and it is not about the ordinary corruption as for corruption at the highest level, including
in politics and this led to a captive nation. Contrary to the Republic of Moldova, Georgia and
Romania are placed higher, being in 46th and 59th positions, respectively. At the same time,
Ukraine and Russia are inferior - 130th and 135th positions. In the report quoting our country it
is said that the public confidence in the government decreased dramatically, following the bank
fraud from 2014. Moldova continues to be the last in Europe, according to the Gross National
Product index per capita after PPC with 5.2 thousand USD, this being a proof of the government
failure in the administration of the country.

The actual forecast version of the main macroeconomic indicators for 2018 after the GDP growth
rates of 3.5% can be considered as a moderate one. This GDP growth rate corresponds to the
economic potential of the country and average level of 3.4% registered during 2012-2016. At the
same time, if we compare with the rate from the period of economic growth (2000-2016), which
accounted for 4.5%, this seems too pessimistic. However, taking into account the actual socio-
economic situation of the country and that parliamentary elections take place this year, the
foreseen growth rate can be considered a real one.

To achieve the expected goals during the forecasting period, it is strictly necessary to ensure a
macroeconomic stability, firstly in the financial-banking and monetary-accreditation sectors, as
well as a political stability in the country.
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MOLDOVAN ECONOMIC TRENDS
|

BUSINESS ENVIRONMENT
Period Enterprises registration Enterprises deregistration

783
Quarter IV 2015 1527

— janz0te | a0 354
637 489
" May2016 401 290
292

167 374
_anﬁ 4 ' '
T Feb2017 o
Dec2017 462 ' 1247
Source: According to the data of Public Services Agency.
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