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About IDIS “Viitorul”

IDIS “Viitorul” is a non-government non-profit research institute of the Re-
public of Moldova, without any political affiliation, member of several in-
ternational networks of public policies. Its mission is to contribute to the
establishment of an independent analytical environment that could foster
the democratic process in the Republic of Moldova and strengthen the ca-
pacities of the civil society to participate in the development of policies and
monitoring of the governing process.

Economic research at IDIS “Viitorul”

The Center for Economic Policies (CEP) of IDIS “Viitorul” conducts eco-
nomic researches and provides economic training to people. The CEP goal
is to analyze economic policies, assure public education through promotion
of economic knowledge, and influence the policy development process, of-
fering anticipatory and integrated solutions on a wide range of economic
issues.

The main areas of economic research

Macroeconomic policies (monetary, fiscal, commercial);
Development and anti-poverty strategies;

Competitiveness and sector analyses;

Rural and agrarian economy;

Public economy (social services, infrastructure);

Socio-economic policies (labor, revenues, poverty, and inequality);
Technological development and innovations;

Globalization and regional integration;

Structural policies and economic institutions;

The economic policy of the European integration.

Type of provided services

Research and design of economic policies;

Promotion of economic knowledge;

Monitor and draw the attention over the current economic trends;
Provide special consultations.

International Board

The CEP National Board consists of:

1. Dumitru Moldovanu, PhD, university professor, dean of the Internation-
al Economic Relations department, Academy of Economic Studies of
Moldova

2. Natalia Burlacu, PhD, university professor, head of Management and
Marketing chair, the International Free University of Moldova

3. Wojchiech Marchlewski, Expert, Association of Experts in Public Ad-
ministration, Warsaw, Poland

CEP tries its best to assure high quality economic researches. If a third
party incurred losses or damages as a result of using the information from
CEP publications, this person can bring to book neither IDIS “Viitorul”, nor
CEP, nor the experts and consultants of IDIS “Viitorul”, nor the members of
the CEP International Board.
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The following acronyms and abbreviations are used in this publication:
“CBDMR’- “The Central Bank of the Dnestrian Moldovan Republic
NBM — National Bank of Moldova;
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CIS — Commonwealth of Independent States;
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DSS - Department of Statistics and Sociology of the Republic of Moldova;
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FDI — Foreign direct investments;

MDL — Moldovan Leu;

EM — “Economic Monitor: Quarterly Analyses and Forecasts”;
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MoF — Ministry of Finance;

MLSP — Ministry of Labor and Social Protection;

ILO — International Labor Organization;

HBS — Household Budget Survey;

EGPRSP - Economic Growth and Poverty Reduction Strategy Paper;
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Q — quarter of a year;

e — estimations;

p — Forecasts;

aaer — average annual exchange rate;

agr — annual growth rate (the ratio of the end of this year to the end of the
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aagr — average annual growth rate;
aa — annual average;

p.p. — percentage points;
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THE MAIN INDICES

(excluding Transnistria)

[1999  [2000  [2001 |00 [2003  [2004  [2005  [2006p
Production
GDP, million MDL, current prices | 12322 16020 19052 22566 27297 31992 36755 40285
GDP — capita, USD, aaer 321 354 408 459 543 765.6 892 890
Real GDP, agr -3,4 2,1 6,1 7,8 6,3 7.3 7.1 6.0
Real industrial output, agr -11,6 8,0 13,7 10,8 16,0 5,0 6.3 5.0
Real agricultural output, agr -8,4 3.3 6,4 3,4 -13,6 20,4 1.0 2.0
Gross investments in fixed capital, | 18,4 15,4 16,7 16,3 17,1 15,6 196 203
% of GDP ' ’
Households
Monthl available ersonal | 133 186 24 322 422 4914
incomef,MDL ' 268.6 60
Real available income, agr -18,7 6,1 17,7 26,5 17,4 3,5 34 5.0
Retail trade, agr -29,6 274 15,1 34,3 21,1 11,0 53 10.0
Prices
Consumer Price Index 143.7 118.4 106.3 104.4 115.7 125 110.0 113.2
Food Price Index 144 123.1 106.1 102.8 120 13.1 108.7 115
Non-Food Price Index 135.6 112.5 107.9 108.2 1115 111.9 114.9 1120
Service Price Index 155.6 111.6 104.5 104.4 112.6 116 106.6 118.0
Labor Market
Population, thousand 3646 3639 3631 3623 3612 3386 3,383 3,379
Employed people, thousand 1,495 1,515 1,499 1,505 1,356 1316 1,312 1,301
Unemployment rate, IL0| 11,1 8,5 73 6,8 7,9 7.8
methodology 73 78
Monthly average salary, MDL 304.6 407.9 544 692 891 1104 1320 1545
Real salaries, agr -12.5 2.2 21.2 21.1 15.0 10.2 6.9 45
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The Main Indices (continued)

l1999  J2000  [2001  [a002  [2003  [a004  |2005  |2006p
Foreign Trade and Balance of Payments
Export of goods and services, agr | -23,5 5,5 14,5 18,3 21,1 24.8 22.0 18.0
Import of goods and services, agr | -36,1 223 1,2 18,1 34,6 26.5 30.0 20.0
Volume of foreign trade in goods | 10y |15089 1474 |18132 21930 27605  |3480  |4800
and services, million USD
Current account, % of GDP -4.0 -9,4 -73 -6,2 -7.4 -3.2 -3.0 -3.5
FDI, million USD 38,8 127,5 148,5 110,4 39,4 50,0 75.0 60.0
Egrg'ttan“’s from abroad, million | 5, , 1262 1837 2391|258 450 600 600
Public Finance
Revenues in the consolidated 257 256 77 25 23 735 %2 %7
budget, % of GDP ! ! ! ! ! ! ’ ’
Budget balance, % of GDP -3,2 -1,0 0,0 -0,5 1,6 0,2 1.9 2.2
Internal public debt, % of GDP 15,5 12,6 12,6 12,5 10,7 11,6 1.1 11.0
Foreign public debt, guaranteed
by the Government, % of GDP 65,9 79,3 64,5 59,4 51,5 29,2 24.9 25.0
Arrears on electricity, % of GDP 355 24,6 19,4 18,1 15,9 11,1 9.1 9.1
Financial indices
Monetary base, agr 413 29,8 27,9 31,1 17,0 38 31.8 26.5
Currency reserves, millon USD, | jq gy s loags 2696 (3023|470 5974|6500
end of the year
Official exchange rate, annual
average MDL/USD 10,52 12,43 12,87 13,57 13,92 12.3 12.6 13.0
— p

Lr;tere“ fate on credits in MDL, %, | 3¢ ¢ 33 285 23,1 192 2 189 185
International economy
World GDP, agr 3,7 4,7 24 3,0 3,9 4.8 45 4.0
Weighted average of GDP growth
in the main partner countries (2/3 | 2,5 53 40 2,8 3,8 3,5 3.2 41
of the Moldovan exports)
Source: DSS, NBM, EM Forecasts
Transistria, Selected Indices

1999 2000 2001 2002 2003 2004 2005e
Regional GDP, million USD 332 281 199 250 309 405 486
Regional GDP, agr -30,1 -209 10,0 -2,7 18,1 16.2 18.0
Industrial output, agr -3,8 16,5 9,0 -18,7 21,4 47.0 5.0
Popylatpn, thousand | 658,0 651,8 633,6 630,1 621,8 6165 600
(estimations)
Retail trade and services, agr -18,3 11,9 23,1 18,4 76 73 16
Investments in fixed capital, agr | 34,6 3,8 15,6 -32,7 -14,7 70.0 10
Exports, million USD 258 328 378 243 433 535 560
Imports, million USD 417 489 541 450 530 758 790
Consumer Price Index 240 190 127 m 133 120 116

Source: “CBDMR”, CSIR,

E estimations




Russia increased
the media
influence on
the political
life of Moldova,
with the goal
to create
guided missiles
and block

the economic
relations

Nobody will accept neither
the plebescite planned by
the Smirnov regime for
September 2006 nor the
official inclusion of this
enclave into the Rus-

sian Federation, because
these events only aim at
setting up a cabal in the
relationship with USA and
EU rather than getting a
new headacke in South-
Eastern Europe (the
Kaliningrad model).

The increase in
the agricultural
output will be
very modest, not
exceeding 2%

During the first quarter of
2006 the animal produc-
tion increased by only
0,7% as compared to the
same semester of 2006.

In 2006 the
industrial
increase will not
exceed 2.5%
and there is a
high likelihood to
have a industrial
decrease
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SUMMARY

POLITICS. In the context of the first signs of economic crisis, the Republic of
Moldova faces a shortage of capacities to manage the administrative crisis.
The parallel actions (PAUERM and IPAP) call for an essential change in the
paradigm of executive structures managements, implementation of structural
reforms, management of its foreign debts and a new approach in the relation-
ships with the EU. The preparation for the 2007 local elections will defrost
the political life and, at the same time, will test the paradigm of democratic
consensus, set via negotiations and “cooperation without reciprocity”.

The Transnistria plebiscite planned by Moscow for 17 September will be
held under a high political tension, even accompanied by eventual local
provocations, with a wide coverage in the mass-media of Russian influ-
ence. The pressure exerted on Kiev to suspend the Moldo-Ukrainian cus-
toms control regime will place Ukraine in a very difficult situation. Though
nobody will accept neither the re-plebiscite on Transnistrian “sovereignty”
nor the official inclusion of the break-away enclave into the Russian Feder-
ation (the ultimate role of these actions is to hinder the UE-NATO accession
to the ex-soviet area and for Russia to receive various material or political
“‘compensations”), the Russian diplomacy, saying ditto to President Putin,
has launched a large media campaign to test the international reaction to
an eventual unilateral recognition of the break-away enclave. The West
will not recognize such unilateral actions and seems reluctant to admit the
existing status-quo in this region of Euro-Atlantic limes. Anyway, the Rus-
sian media factor will increase its impact on the political life of the Republic
of Moldova, aimed at creating guided missiles in the political and economic
area in order to complement the shortages of its ideological and political
attractiveness with economic obstructions.

AGRICULTURE. During the first half of 2006 there haven’t been registered
any positive changes in the agricultural sector. On the contrary, a number
of flaws have been identified in the state agricultural policy during this pe-
riod. The Court of Accounts reports reveal plenty of disorders in the man-
agement of Agricultural Sector Support Fund during 2005 and in the man-
agement of public assets by “Moldova-Tutun” Agri-Industrial Department
and in some tobacco processing companies during 2003-2004. In 2006 the
agricultural output growth will not exceed 2 percent, i.e. there will be only a
slight increase as compared to 2005. The harvest of cereals of the first
group will be lower that last year, amounting at about 900 thousand tons.
This autumn the areas under these cultures will increase significantly be-
cause of the liquidation of the cereal stocks, increase in prices and cancel-
lation of export restrictions. There will be a similar situation with other agri-
cultural cultures, including the multi-annual cultures. It is very unlikely to
have any positive developments in the zootechnical sector, similar to those
registered in 2005. On January 1, 2006 the livestock of households of all
categories decreased as compared to the same period of 2005, while in the
first quarter of 2006, the animal production increased by only 0,7% as com-
pared to the same semester of 2006.

BUSINESS. The negative predictions formulated in late 2005 came true.
We can talk now about a crisis in the national industry. The lack of serious
economic and social development policies, concentration of exports on cer-
tain market, dubious sale of some assets of the wine-making industry in
2002-2003, the inappropriate or abusive state interference in the economy,
underdeveloped financial market, low investments, including foreign direct
investments - all these started the industrial crisis.
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Our pessimistic predictions turned out to be optimistic, if reported to the lat-
est trends. Based on the latest analyses we can conclude that in 2006 the
industrial output increased by 2.5%, and not by 5% as we have predicted
earlier. At the same time, there aren’t any reasonable premises for im-
provement of these negative trends and it is possible that this year the in-
dustrial output will decrease.

FOREGIN TRADE. The negative trends registered in 2005 got worse in the
first of 2006. Thus, the slight increase in exports was accompanied by an
exponential increase in imports. The trade balance deficit will reach over 1.3
billion MDL by late this year, while the coverage rate of imports by exports will
decrease: from the current 46.8% down to 42% by late this year.

In spite of the attempts to diversify the sales markets, the current trends
reveal a stable increase and intensification in the trade relations with the
Eastern partners: Russia, Romania, Italy and Ukraine. The diminution of
exports to the Russian Federation was not compensated by an increase in
exports to other markets and economic directions. The current trend of
export diminution to all economic partners of the Republic of Moldova is
alarming. As a result, in 2006 the exports might drop by 3.5% as compared
to 2005.

The imports are increasing continuously, mainly from the same geographi-
cal areas. Given the increase in the price for energy resources, mainly
imported from Russia, the volume of imports from this country increased
two-folds, and these commercial flows will reach 32% by late 2006.

MONETARY POLICIES. The negative trends of the economy and foreign
trade increased the people’s mistrust in the national currency and stirred a
“currency fever” since May. This, in turn, diminished the deposits in MDL
by 3% - something that hasn’t occurred over the past few years except for
October 2005.

The diminution in the currency revenues from the wine export to the Rus-
sian market will not impact the exchange rate, as it will be further supported
by the remittances transferred into the Moldovan economy. In August-Sep-
tember the currency market turnover will increase because of the high cur-
rency offer, that will lead to the traditional, but insignificant appreciation of
the MDL. However, we believe that by the end of the year the Moldovan leu
will depreciate by 5% against the US dollar, reaching 13.4 MDL/USD.

PUBLIC FINANCE. Following a 55-percent increase in the budgetary rev-
enues in 2005 we expect a stagnation in 2006, thus proving the depletion of
the base for budgetary revenues increase. The main revenues of the state
budget will amount at about 8.8 billion MDL, i.e. by 5% more that planned.

The cessation of the budgetary revenues growth diminishes widely the
Government possibilities to make public investments and endangers the
implementation of the law on remuneration of budgetary employees, ap-
proved in 2005.

Given the weak capacity of public bodies, the international financial institu-
tions took a reserved and prudential approach towards Moldova. As a re-
sult, the Government will fail to attract into the state budget the 218 million
MDL planned as loans. The first credits will not be granted earlier than at
the beginning of 2007 and will be targeted at strictly determined investment
projects of relatively small volume, much under the real needs of Moldova.

At the end of the
year the trade
balance deficit will
exceed 1.3 billion
MDL

In 2006 the export
volume will be by
3.5% lower than in
2005

The “currency
fever” made people
convert their MDL
deposits into
deposits in foreign
currencies

Late this year the
exchange rate will
reach 13.4 MDL/
UsD

In 2006 there
will be registered
a stagnation

in the increase

in budgetary
revenues, thus
proving the
depletion of the
economic growth
base

This wrong anti-
inflation policy will
not stop the price
growth, which will
reach 13.2% by
the end of the year



Late this year
the number of
people working
abroad will reach
the share of 30%
of the total labor
force.
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PRICES. The prices keep going up in spite of the joint efforts of the Central
Government and the National Bank management to control the monetary
inflation. They fail to do so mainly because they use monetarist methods to
fight an inflation of strict non-monetarist origins: imports and low efficiency
of the national economy. Under these conditions, the current measures and
decisions help stabilize the exchange rate, but they fail to settle the problem
of rapid inflation, that might exceed 13% by the end of the year. The infla-
tionary pressures will be worsened by the inevitable increases in the prices
for gas, oil, electricity and, last but not least, the chronic inefficiency of most
economic branches of this country.

SOCIAL AREA. The existing imbalances on the labor market caused an
aberrant situation, when employment is not necessarily a guarantee against
poverty. This situation exerts high emigrational pressures on able-bodies
people, and reduces the motivation of those who are just entering the labor
market. At the same time, the number of people who are planning a social
emigration is growing, amounting at 30% of the able-bodied people by the
end of the year.

The number of employed people diminishes in the context of a critical short-
age of qualified labor force. This paradox is caused by the low competitive-
ness of the salaries paid in the national economy, employment instability
and low efficiency of local enterprises. In spite of the economic growth,
registered during the past 6 years, it is for the first time since 1999 when
the poverty rate increased repeatedly, a risk which we warned about in the
previous issues of the Economic Monitor.

TRANSNISTRIA. The Eastern region continues its role of seasonal “ten-
sion factor”, according to its political mission. After the attempt to initially
block and then dramatize the Moldo-Ukrainian agreement on securing the
Eastern border, the break-away administration closed unilaterally several
key enterprises, prejudicing thus a number of other enterprises of this re-
gion; as a consequence, the regional GDP increased by 1.1% only during
the first half of 2006. Most of the economic units that form the basis of
the regional economy got registered in the Republic of Moldova and have
resumed their activity. During the first half of this year the regional budget
was executed in proportion of 85%, which led to increased tax pressure,
especially in industry.

® INTHISISSUE

from the “wine war"?

Can the European integration be separated from the Euro-Atlantic integration? What lessons must Moldova learn

Has the big privatization started?
The impact of the wine industry over the exchange rate
External funding in terms of governing quality.
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POLITICS

This April — May we have observed some revival on the political arena of
Chisinau. This trend will become more intense towards autumn, as a result of the
preparatory works for the 2007 local elections. The political parties will be also
affected by the election fever, thinned down by seasonal intermittent discords in
the context of political cooperation lacking reciprocity. Meanwhile, the national
economy will experience the first signs of a cyclic crisis, apparently provoked by
the trade embargo imposed by Russia, the real reason being the stagnation of
structural internal reforms and the low quality of the decision making process.
The slow down of economic growth coincides with the effects of the export
restrictions, but is not determined exclusively by this factor. The Government
decisions are vegetative; they just react to the crises produced on a regular
basis and all this due to the fact that state administration modernization process
is carried out only on papers. Even though no big changes are loomed within
the regulation process of Transnistrian conflict, today it is already evident that
the first EU monitoring mission at the Moldovan - Ukrainian border has created
on the regional level a new paradigm of Western involvement in the regulation
of frozen conflicts. Except for Russia, no other stakeholder involved in the
territory tolerates the current status quo of the secessionist regime through
which Smirnov’s administration became the official recipient of Russian financial
transfers, - a fact that confirms once again the annexionist character of Putin’s
policy towards Moldova. Neither EU nor USA can admit the maintenance of
the break-away regime even for the sake of diplomatic reverences towards
Russia. The G8 summit from Sankt Petersburg revealed a new stage within
the relationship between Russia and the West: from the stage of platonic love
towards pragmatic realism of the integration of the Russian energy system into
the world economy.

The Internal Political Context

The past 3 months were marked by the searches for security options in common
with the Western partners. The Chisinau authorities have actively participated
in the meetings in Vilnius (3 May), Kiev (22-23 May), and Bucharest (4-6 June),
striving a lot to place the RM problems on the agenda of the Western partners,
as well as within the bilateral relations with the neighboring countries. The export
bans imposed on wine and agricultural products by Russians, increase in gas
price and separatists’ open support explain, in this very moment, the reasons
of the crisis between RM and Russia and do not leave any other options then
energy resources diversification, economy modernization and an assumed
partnership with the Western institutions (EU and NATO).

Just as Georgia, RM would like to compensate the loss of the Eastern markets
with new opportunities on the European markets, but does not make sufficient
efforts in this direction. A key problem refers to the current ownership structure
within the viticulture sector, owned by Russian capitals, mainly oriented to massive
imports of doubtful quality wines towards the Russian market, bustled by diverse
political interests in disadvantageous conditions for Moldovan producers. The
exports’ crisis has induced significant losses among wines distributors that should
be encouraged by the state to sell their properties to some western investors,
obtaining thus access to new sales markets, new marketing and processing
technologies. But, RM will not be able to achieve this goal without an efficient
strategy of artificial barriers elimination and creation of an attractive image in 2-3
sectors, which have already been penetrated by foreign Western investments.
Hence, the internal political stability is determined by the quick augmentation
of Western investments, enhancement of the business environment quality and
modernization of the distribution industry.

Another essential factor for the Moldovan internal stability is the security
regional cooperation. After the failure to obtain unilateral security guarantees

Meanwhile,
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economy will
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trade embargo
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Russia.

Except for
Russia, no other
stakeholder
involved in

the territory
tolerates the
current status
quo of the
secessionist
regime through
which Smirnov’s
administration
became the
official recipient
of Russian
financial
transfers.

Hence, the in-
ternal political
stability is de-
termined by the
quick augmenta-
tion of Western
investments,
enhancement

of the business
environment
quality and mod-
ernization of the
distribution in-
dustry.



There is a need not
only for a simple
change of its ap-
proach but also for
efficient reinforce-
ment and re-gen-
eration of security
structures at na-
tional level.

On the external
arena it is neces-
sary to wholly
assume the Euro-
Atlantic project in
the RM.
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(2003), Chisinau should give up on the utopian projects and contribute by itself
to the success of regional initiatives set up with Western assistance. Joining
GUAM, COD and Black Sea Extended Region projects, the Chisinau officials
start to realize that there is a need not only for a simple change of its approach
but also for efficient reinforcement and re-generation of security structures at
national level, search for non-patterned solutions and last but not least for new
people for the Moldovan missions, needed in order to strengthen its presence
within these initiatives. These missions are totally different from the ones with
the help of which a party can win electors, but nevertheless the political stability
and approximation of the Republic of Moldova to the Euro-Atlantic trajectory
depend essentially on its security approach seriousness. The plenty of advisors
who urge us to follow pro-EU trend as a “NEP”" are more harmful presently than
the declared enemies of the Moldovan sovereignty.

For this very reason, the CPRM “staff reserve” is not enough for the modernization
of the Moldovan state and external policy. The impossibility to join now the EU
forces the Moldovan political elite and diplomacy to search for a new approach.
Thus, it is recommended that RM challenges itself to join voluntarily certain
EU thematic blocks, as the benefits of this kind of approach overpass a lot the
eventual costs. In this context, several desirable options should be noted: the
approximation of the Moldovan external policy to the EU external policy line,
enforcement of the EU aquis on Home Affairs and Justice, i.e. regarding public
order organization and Europeanization, monitoring of illegal migration and
state border regime, acceleration of the reform initiated in the security sector
and development of compatibilities at the level of local governments.

On the external arena it is necessary to wholly assume the Euro-Atlantic project
in the RM, i.e. through the efforts of Moldovan militaries in Iraq, enhancement of
cooperation forms within the bilateral relations with Poland, Romania, Ukraine,
Georgia and the Baltic Countries. This approach should give rise to serious
debates in the public opinion regarding the goals and the outputs of Moldovan
integration process: either with NATO or CIS, either towards decorative neutrality
maintenance or assumption of an efficient commitment that will provide the
needed security guarantees on the external arena. Finally, RM should give up
on the “neutralist” ideological tone, while the civil community should operate with
measurable figures and arguments regarding the costs of a neutrality that does
not present any advantages to its sovereignty. The authorities should concern
themselves with the establishment of a favorable opinion rather than with the
management of some residual opinions within the nostalgic electorate.

On May 19, the North Atlantic Council approved the Actions Plan on the
Partnership with RM, after its internal approval in March by the Supreme
Security Council and in April by NATO political-military committee in “26+1”
format2. RM hopes to strengthen its relationship with the Alliance under IPAP
and to use its support in order to reinforce the internal reforms in the security
sector. Except for Belarus, we note that RM is among the last post-soviet
countries that approved individual plans (IPAP) with the North Atlantic Alliance
(much later than Georgia, Azerbaijan, Armenia and Kazakhstan, as long as
NATO relations with Ukraine and Russia are framed within a special format of
dialogue and cooperation (NATO-Ukraine and NATO-Russia Councils). Since
June 2005, Vladimir Voronin has requested a special plan to intensify RM-NATO
dialogue, pointing out that this very step does not mean “giving up on neutrality”
or accession to NATO, unlike Ukraine and Georgia that want to officially join
this structure. Apparently, Moldovan officials treat IPAP in a tandem with RM-
EU Actions Plan, expressing the opinion that country’s integration into the EU
can be accelerated through the support of NATO, but in the same time “joining
NATO is not a compulsory condition for the pan-European integration”.

1 NEP — “new economic policy”, adopted in 1920 by the Communist Party (b) of Russia as a result of
internal economic difficulties when bolshevists have admitted the “co-existence” of diverse ownership
forms in parallel with the proletariat dictatorship and police stations.

2 Chisinau, May 22 (INFOTAG)
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There are just a few officials who risk supporting openly an accelerated NATO
integration, this is because the current head of the state, President Voronin, is
still allergic to an eventual project of institutionalized integration of RM into NATO
Alliance. Though few officials question the need to search for some external security
guarantees, in reality they have delayed or even ambiguous reactions. They just
do not see the logic and inseparable chain between the accession to NATO and
integration into the EU, and when they even admit that there are some links, they
appear to be overwhelmed by the span of risks this step could provoke. The only
exception seems to be the civil leadership of the National Defense Ministry that
pronounced itself publicly in favor of a future step to the benefit of PAP-DIB3. Article
11 of the Constitution is an anti-NATO reason, but the same article is also invoked
by the ones who regard the current RM neutrality as “background-free form”, which
holds back the external guarantees without protecting the state’s sovereignty from
the Transnistria separatism incited and financed by the Russian Federation. Unlike
Ukraine and Georgia, which have established their Euro-Atlantic courses through
laws adopted by Parliament, which led in the first case to the establishment of the
Ukraine — NATO Council, and in the second case — to an intensified post-IPAP
dialogue framework (seen as an advanced cooperation stage with Georgia), RM
encounters opposition even with respect to the proposed project.

Yet, by canceling from the very beginning any possibility to join NATO, Chisinau
narrows voluntarily its tactical exercise field. Chisinau needs a new wave to impel
the internal reform and effective security guarantees. No public official of RM could
deny this. Nevertheless, a lot of CPRM-related politicians sincerely believe that
these security guarantees could be granted to the RM for free, unconditioned and
without efficiently assumed costs, just as the grants offered by foreign donors.
From this point of view, there is a bigger and bigger differentiation between the
“successful” integration paradigm followed by the Baltic countries and the inherent
limitations of the integration model followed by the Chisinau authorities: accession to
EU — yes, accession to NATO — never!* These awkward “pirouettes” on the tactical
level are watched with a lot of skepticism by Western partners of Moldova; they
are treated as “superficial approaches lacking real commitment”, being compared
frequently in Brussels not to the Baltic option but to Magrebian countries volatility —
countries which wish to obtain EU economic and politic support without sharing an
European identity-cultural project and without demanding any integration into the
security structures. This is actually the big trial rock for the Chisinau political elite for
the future period. The top officials of Chisinau delude themselves when affirming
that issue of EU accession does not correlate to NATO accession issue, although
it is expected that the individual Actions Plan with NATO (IPAP) will contribute to
RM armed forces modernization according NATO standards. These ambiguities
have created a visible dissonance between the appeals of the civil society and the
political class affiliated to the state power.

While the Kiev political elites have committed themselves to join NATO institutionally,
the Chisinau officials remain undecided regarding the opportunity of this effort. About
46% of respondents told in late 2005 that “RM should follow the example of those 10
states which joined EU by joining firstly NATO”, and 37% did not have a clear opinion
(Gallup, November 2005). Even when analyzing superficially the attitudes expressed
by Moldovan and Ukrainian citizens, there can be observed a strong recoil of “against
accession” in Kiev® and a “pro-accession” trend in RM among ordinary people. A
more recent survey® reveals the existence of a number of respondents (about 30-
35%) with clear “pro- NATO integration” options, ready to support un-conditionally

3 PAP-DIB (Partnership Action Plan for Defense Institutions Building) — a form of institutional con-
ditionalities, similar to the EU Neighborhood Policy, launched by NATO.

4 Infotag, July 11, 2006, President Voronin has rebuffed the possibility of Moldova to join NATO,
pointing out that Moldovan authorities pronounce themselves for minimizing and liquidating any
military presence in Moldova to ensure the neutral status of the country as security strategic pillar,
reasoning that the ,,neutral status” of Moldova is established by the Constitution and it can be changed
only through a referendum.

5 The recent surveys show that only 15-20% of Ukrainians support categorically accession to NATO,
as compared to 55-60% which are categorically against this trend.

6 Opinion Poll , IPP, April 2006
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this trend, as against another conservative segment of the population (estimated
at approximately 20-25%, who do not see any use in this accession) and a third
segment of the “non-decided” (15-25% - who do not hide the fact that they lack the
necessary information or just are confused regarding the optimal trend which would
ensure national security to RM).

It can be assumed that if Ukraine is included on NATO agenda for integration-related
issued at the Summit of October 2006 in Riga, Chisinau will also change its political
behavior. It seems that the only factor that could hinder this process is the failure to
settle the “clientele-related dispute” between the elites from Kiev and Donetk, that
could lead to the early elections in autumn and/or overtake of the power by the pro-
Russian political group lead by lanucovici’/Ahmetov oligarchy. The eruption of anti-
NATO protests in Feodosia (Crimea) could block Ukraine’s plans to receive already
in 2006 the official invitation to join NATO, delaying thus the objective process of the
Euro-Atlantic extension. In this situation, it is expected that NATO integration process
will branch out to the Pontic line of the South Caucasus and the Black Sea, thus
outlining some very attractive tactical options for the Republic of Moldova, as well.

The regional trend describes the completion of a regional economic growth
cycle. Unfortunately, RM did not succeed to obtain a lot from this relative growth,
and the additional resources accumulated to the state budget have been
wasted during the past years, frequently for irresponsible and populist goals.
Though the privatization and industrial production have decreased, the Gross
Domestic Product (GDP) increased by 7.3% in 2004, by 6.5% in 2005 and it is
expected that the GDP growth rate will reach 5.5% in 2006, simultaneously with
consumption rate growth and national currency appreciation. Only in early 2006
IMF has announced that it would resume the external financing for RM, thus
helping Moldova in its efforts to restructure or annul the debts owed to the Paris
Club. The fiscal debt score of the Moldovan government is by 0.1 points better
this year, but comparatively lower than the regional average. In this context “the
vertical power” established by the CPRM is a hindrance to the market reforms
and individual initiatives development. Corruption is traditionally, a powerful
accusation against the most inspired pro-EU measures of the RM authorities.
The EU and USA officials have, either insistently or discreetly, attracted many
times, especially during the past months, the attention of the Chisinau officials
to the low efficiency of anti-corruption national programs, i.e. the state bodies
authorized to fight against economic crimes and abuses. Even the speech of the
former US Ambassador, Heather Hodges at the end of her mandate in RM points
out the disappointments she had in RM regarding the activity of the institutions
intended to control and fight against corruption. Unfortunately, the RM access to
one of the most generous non-reimbursable US programs for external assistance
(Millennium Challenge Account) is presently blocked by the lack of efficiency and
bureaucracy of the state administrative structures.

The Index of Economic Freedom, published by the Heritage Foundation, is
rather low in 2006 as well. This index reaches the rate of 3.10, and represents
a 0.01 percentage deviation as compared to 2005, which decreases sensibly
the “self-pride” of Moldovan authorities regarding the economic attractiveness
of the country. This situation is explained both through the inertia of international
ratings and drowsiness of local changes. As for corruption, the formulas give up
diplomatic reserves, warning on the generalized character of the “chain effects”,
“decrease in the efficiency and legitimacy of institutions and delay in economic
development”. If the European integration can be seen as substitute for politics,
it can be assessed only depending on the effective political actions, in other
words — on the capacity to implement policies in the place where group interest
and improvisation were promoted instead of strategies and goals. Resistance
to changes, bureaucracy and corruption in RM is well-known — a fact that
actually discourages foreign investors and decreases the ranking of Moldova in
international ratings.
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Many of these obstacles derive from individual indecisions and administrative
gaucheries. Only on the June 8, 2006 the Parliament passed a law on visas
suspension for EU, US, Canadian, Swiss, and Japanese citizens, but this
regime will be enter into force on 1.01.07. It should be mentioned that Ukraine
suspended the visa regime for EU citizens over 16 months ago, which allowed
it to initiate discussions regarding a simpler visa regime for its citizens. As
for Chisinau, the decision to suspend visas for EU citizens raised awkward
dissatisfactions within the Government, because visas were bringing annually
about 50 million USD into the state budget. But no one has calculated the losses
for RM image as a result of feeble-mindedness actions carried out by certain
“consular staff’ of the Ministry of Foreign Affairs and European Integration. At
the same time, no one has yet calculated the prejudices for maintaining the visa-
free regime with the Russian Federation and its effects on the “sustainability” of
Smirnov’s regime in Tiraspol.

The EU-RM Actions Plan is implemented with big difficulties as well, thus
Chisinau losses precious credibility points. The relations with EU are
characterized by a general wave of “tiredness” in the majority of EU member
states, and by its effects at the EU political level. The Chisinau authorities
fail to enhance their trustworthiness within the bilateral relation with the
most important EU countries, and this is not because of the slow course of
internal reforms, Chisinau just cannot build an “irresistible” integration offer by
spreading the PEV differentiation principle, as most of planned actions have
remained just good intentions. The Central Government is criticized by the
head of the state, but this criticism only raises regrets, without inciting them to
real corrective actions. The quick alignment to the President’s “single course”
plays, in these conditions, the role of a “Papal Bull” against any serious crime
committed during the daily service. Obviously, the Moldovan authorities make
efforts to popularize the EU-RM actions, but the management of several branch
strategies is sabotaged by the lack of some staff “dedicated” to the objectives
of this process and by the ambiguities of morose nomenclature reluctant to
the idea of country’s “Europeanization”. The lack of qualified public servants
explains and diminishes the coherence of administrative and economic reforms,
exuberantly dependent on the “omnipotence and omniscience myth”, which is
enjoyed by a single person in this state.

The reform of central public administration and the decentralization process are
steps in the right direction, butitis very unlikely that the current government will
give up voluntarily the symbols and the tools of its power while the opposition
is inexistent and weak, and the West is apparently satisfied with the internal
political stability. Nevertheless, the relationship between the current power
and the opposition are still tensioned. The law suits filed against some leaders
of “Moldova Noastra” Alliance are still the headlines of the local press, the
opposition having a limited access to mass-media means, which are under
the direct censorship of the CPRM. Opposition weaknesses don’t refer only
to the “unjust treatment” by the political power, as some people pretend, but
also to a surprising lack of socially attractive ideas, as would say others.
Due to lack of political objectives based on an immediate public support, the
issues that could anchor the political elite to a social agenda under extreme
pressure in RM, the European integration, as a project under development
and as the assumed accession to NATO, has become the main goal of the
public policy. Limiting the Parliament’s capacities to the function of “issuing
new laws” without effectively following up on their enforcement, the dubious
quality of some recent Government decisions or the use by some ministers
of their competence to issue autonomous decisions and to administrate their
reserve funds in a discretionary way, leave a lot of room for bureaucratic
anarchy, which is the main reason for low credibility of the Government in the
eyes of the development partners of the Republic of Moldova: UNDP, SIDA,
DFID, and IFM, not mentioning the citizens. The appeal to urgent ordnances or
simple ordnances are viewed as the major cause of legislative instability, and
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the absence of transparency and public consultancy are also generated by
the voluntarily and non-transparent policies in the Government functioning.

Many conditions formulated by the opposition in April 2005 have remained
at the level of “frozen project ideas”, and the adopted or planned laws did
not produce the expected changes. Thus, neither the Courts of Accounts,
nor the Central Electoral Commission and nor the Public Television became
more militant or more reasonable in relation to the public interest after a year
of political and legislative efforts, external encouragements and diplomatic
counseling. Both the Security and Intelligence Service (SIS) and the
Ministry of Home Affairs have an extremely politicized agenda. Apparently,
both institutions are basically over-financed and, at the same time, their
contribution to the settlement of RM security problems is extremely modest,
if any at all. An independent study’, launched in February 2006 submits in
an eloquent way and with a lot of details the existent contrasts between the
financing of these “force” institutions as compared to the main democracy

institutions: independent justice administration, free
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The opposition feels humiliated, firstly, because of
effective lack of capacity to oppose to this regime,
reinstalled after 2005, either “as a result of a
collusion™, or “as a result of some implacable circumstances” without having
sufficient force to offer its own alternative, at least, before settling its complicated
internal struggles. The partial local elections of 2005 in Chisinau have not helped
the opposition to free itself from the “defeated” complex and even if as a result
of some new election tours the CPRM candidates have not won either, the

7 Justice Financing in RM, September 2005 — January 2006, IDIS/CSPJ
8 April 4, www.azi.md, PSL: ,,Democracy in Moldova is in danger”
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final result of those 4 successive elections have only extended both the public
confusion and CPRM trend to co-opt the municipal administration authorities to
serve its own electoral interests. Itis very difficult to explain the legal reasons for
which the Central Electoral Commission did not rush to repeat the local partial
elections during the first half of 2006, though the Electoral Code stipulates
expressively the obligation to organize new elections if the general mayor
position is vacant. It is true, during December — January there was carried out
a public survey, but its results cannot compensate or substitute the obligations
of the electoral legislation to have “an elected mayor”. The failures of the “little
elections” of July - November 2005 have set the leaders of political parties of
RM wondering. Many have understood correctly that the local election picture
undermines the position of political parties, and implicitly of the Government
power. Recently, the idea to modify the Electoral Code, so as for mayors to be
elected from counselors has become a popular refrain among certain political
forces, even if such a step would be criticized under all aspects. Russia also
intents to abolish mayors’ direct election, just as it has proceeded in 2005 with
the governors’ direct elections®. It would be very difficult to believe that such
a model would be benefic for RM - a country with European ambitions. The
failure to adjust the national law to the European Charter stipulations on local
autonomy requires not only a legislative effort but also a competent policy to
accelerate the state decentralization.

® FORECASTS FOR 2006

The partial lo-
cal elections of
2005 in Chisinau
have not helped
the opposition to
free itself from
the “defeated”
complex.

tis expected that the monotone political life of the
past 1,5 years will be challenged this autumn by a
multitude of relatively new political groups, recently
set up parties and diverse adrift fractions, decided to
re-launch themselves into the big politics using the
future local elections as a lifebelt (2007). Nevertheless,
the competition for obtaining the political control
over Chisinau municipality will mean more than just
a new series of administrative elections. The recent
amendments to the administrative structure of Chisinau
municipality (5 mayors instead of 5 praetors), and
the decrease of elections validity threshold actually
proves a concern for the electoral absenteeism. On
the background of a“kulturkampf’, which was not
completed yet, serious divergences will loom between
the governing party (CPRM) and the leaders of the
“constructive opposition”. The first autumn months will
be critical for establishment of a new liberal pole, derived
from withered trunk of “Moldova Noastra” Alliance, as
well for the enhancement of the democratic trend, based
on a centrist orientation. These political re-grouping
movements lack the vitality of some charismatic
leaders capable to unite the opposition at national

level. Moreover, the media resources of these forces are
insignificant as compared to their direct competitors.
Their only advantage is that unlike the authorities, these
groups are less affected by government abrading and
are less hesitant.

he big deficiencies of RM economy will loom only

in autumn 2006. Unlike the previous years when
the remittances ensured an high increase rate on the
account of excises collection, the ceiling of the indirect
extensive increase was hit in 2006. The attraction of
foreign Western capitals is still at the stage of good
intentions, and unlike Ukraine, RM is not regarded as
a functional market economy - a fact that represents
a serious default of image and attractiveness. Far from
being a simple courtesy phrase, the “functional market
economy”term has to be a means for achieving other
political goals: citizens’ prosperity and freedom, national
or individual security. The effects of export ban to Russia
should be used with ability to diversify the range of
products to be exported to EU and to restructure the
ownership structure of the economy.

9 “The Moscow Times” reported on June 1 (see “RFE/RL News line,” April 6 and May 31, 2006).
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External Politics

During the last months, the Russian pressures have intensified a lot in a
galloping rate in the ex-soviet space. Today, Russia is ready to sacrifice even
its privileged relations with Lukasenco for the sake of its project to regain the
imperial force through abusive use of energy resources (Gasprom). This risky
policy is alarming the West by touching the sore points in Brussels, Washington,
and in a range of Central Europe capital cities, which perceive these actions as
an evident dystopia of the Euro-Atlantic security system that should protect them
from the Russian neo-imperialist policies. These regional frustrations will bring
up intense debates within EU and NATO Alliance regarding the goal and the
means through which the members of these two interrelated organizations could
safeguard themselves from the pressure of the big Eastern neighbor. The key
factor referring to the contradictions emergent on Russia subject is placed again
in Kiev. Ukraine’s detachment from the bad habit of political “small compromises”
sanctions today the political class of Kiev and makes it radical. Russia cannot
be attractive anymore when compared to its immediate neighbors, a fact that
strengthens their frustration related to the Russian state geo-policy, searching
to ensure their sovereignty within the Western alliances. Russians will hardly
accept this orientation within the space they regard as “vital” for their geo-political
interests, and will try to maintain their hegemony through the distribution networks
of hydrocarbon, gas and direct political influence.

The spectacular overthrow of the political life from Kiev strengthens the feeling of
Russia’s “second return”'® into the Ukrainian political process. But, Russian factor’s
central bid in political life from Kiev is not limited to the general identity-related
debates: East-West, but follows pragmatically to take the control over energy
distribution networks, “joint” management of gas pipes which pass through RM and
control over the strategic Ukrainian enterprises. The conflict in Rada will probably
lead to early elections. It would had not occurred if President luscenco would have
been more decided or if would not have been surrounded by a suite, which profited
from the orange coalition and have actually denied it, without caring a bit about the
principles launched by the revolution from 2004. The second factor that determined
the political crisis in post-electoral Ukraine is linked to the comparative advantage
of Party of Regions patterned according to “Putin’s vertical authority”'", animated by
a brutal appetite for power and a campaign exacerbated by the unlimited access to
economic and media resources. Ukraine’s officials (Boris Tarasiuc) have explained
that the deep crisis occurred after the elections from Ukraine, and the scenario
according to which the main orange coalition ally “has migrated voluntarily” towards
the Party of Regions were Kremlin’s opera from the very start, which did all its
possible for this thing to coincide with the G8 Summit. Western analysts regard this
situation as an extremely difficult for the western interests in Ukraine, which can be
described as follows:

«  The risk of a big civil conflict between the 2 electoral Ukraines,
marked by visible borders of legitimacy and ambiguous enforcement
of the Constitution;

*  The risk of an oppressive and non-democratic regime installment via
free elections. This danger comes as a result of Party of Regions’
anti-western and unreformed behavior, which continue to deny the
legitimacy of 2004 elections and implicitly of President lushcenco;

*  The risk of the revival of the Russian factor direct influence in the
Ukrainian politics, which would pass through a profoundly negative
message within the extended space of the Black Sea, i.e. through
the resistance of the “anti-orange” coalition leaders (lanucovici and
Moroz) to the Euro-Atlantic integration course, announce previously
in Kiev;

10 ANALYSIS & COMMENTARY: By James Sherr CSRC, UK Defense Academy, United Kingdom

Published by the Action Ukraine Report (AUR) #733, Article 1 Washington, D.C., Sunday, 16 July 2006
11 Yulia Mostovaya, ‘Curtain Drops on the Maidan Stage’, Week Mirror’, No 26 (605), 8-14 July 2006
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+  The risk to diminish the benefic effect of the regional strategic
partnership in regards to Georgia, Azerbaijan and Moldova, so as the
regional initiatives —Community of Democratic Choice and GUAM
— could loose their vitality and evolution direction (affecting thus the
current control regime over Moldovan — Ukrainian border, a fact which
would also cancel EU monitoring mission in the territory);

+ Eminent multiplication of risks related to energy security and
diversification of distribution sources, which mainly depend on the
Ukrainian ownership of gas and oil piping passing through the territory
of Ukraine'?;

For RM these evolutions could have deep implications. First of all, within the
eventual control taking over the executive power from Kiev, the “anti-orange”
leaders could suspend immediately and without any regrets the commtiments
assumed previously by President lushcenco, which would give a negative
signal to the western support (EU), as well as to the population from the region.
Secondly, the regional solidarity copied by EU/NATO to the Eastern-Pontic
area would loose the coherence of the original project. Since May, the Kremlin
started to support openly the Tiraspol’s actions for preparing a referendum in
the region, scheduled for September 17, though which the separatist regime
would like to manufacture itself a new legality of formal separation from the
Republic of Moldova, according to the Montenegro and Kosovo pattern.

In discord with USA and EU statements, Russia would like to use the last
convulsions of the former federal Yugoslavian state with the declared goal to
extend its sovereignty upon some enclaves “cultivated” and “nourished” after
the USSR disband to states which it considers to be “not loyal”: Georgia and
Moldova, Ukraine. This trend perfectly matches with the new paradigm of the
Russian external politics, which does not whisper any more about its annexionist
plans, but moves already to open actions of contesting the legitimacy of
independent states’ creation: Georgia, Moldova, Ukraine, because of their
virtual orientation to the West. This trend is encouraged also by the timidity of
some Western institutions regarding Kremlin’s claims as to a right to be the “big
global power”, which does not promise any award to separatist actions but also
does not frozen the games initiated recently by Russia.

The so-called “Kosovo model” has been invoked insistently during the past years
as a precedent for settling the conflicts from the ex-soviet area. Since March
2005, the Russian diplomacy, saying ditto to President Putin, has launched a
large media campaign to test the international reactions to an eventual unilateral
recognition of the ex-soviet space enclaves by Russia. There have followed
several categorical statements from EU (having the role to moderate the Russian
initiatives), OSCE and USA, which have opposed themselves categorically to
such a scenario. Apparently, these messages had a benefic effect. Nobody will
accept neither the re-plebiscite on Transnistrian “sovereignty” nor the official
inclusion of the break-away enclave into the Russian Federation, as the ultimate
role of these actions is to hinder the UE-NATO accession to the ex-soviet
area and for Russia to receive various material or political “compensations”,
in the case when this enclave’s destiny would be sealed through a political
effort supported by Ukraine and the West. Nevertheless, the Russian media
factor has increased its influence upon political life of RM. This influence can
embezzle public opinion, in conditions when Government’s policies remain at
the level of warm cabin phraseology, failing to find solutions for people’s main
concerns: lack of working places, corruption.

During the past months diverse signal were launched indicating the possibility of

12 In spite of repeated insurances sent to the West from President Tushenco and Prime-minister
Yekhanurov that the gas and oil piping will remain in Ukraine’s ownership, on July 13, 2006, the
President of ‘Naftohaz Ukraiyniy’, Oleksandr Bolkisev, said that in conditions when Moscow would
price the gas at 95 USD for 1,000 metric cubes, Ukraine would be able to transfer its networks to a
joint management team. (TVS, July 13, cited in SWB).
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some attempts to destabilize the situation in RM. Starting with the anti-blocking
media campaign launched in March and up till the generalized psychosis in May-
June regarding local currency depreciation, or event its decrease of its nominal
value as a result of exports interdiction to Russia; all these rumors suggest a
multi-faze diversion plan. The official ban of Moldovan exports was recently
complemented by the declarations of Russian officials and an ostentatious
campaign of Moldovan wines destruction in several Russian cities. These actions
of vandalizing the “made in Moldova” products’ image have been presented to the
entire world, although up till the present moment the federal bodies that ordered
the destruction of wines could not submit any evidence to prove the low quality
of Moldovan wines. Meanwhile, the big distribution networks of Russia import
massive lots of Russian wines through Bulgaria, exporting them immediately
under other brands, in spite of the fact that the same wines exported directly from
RM are presently destructed openly by the authorities.

Under these conditions, the Republic of Moldova resistance towards Russia’s
accession to the WTO is very predictable. Nevertheless, when Georgia tries to
approach openly this crucial issue, Chisinau is blocked by lack of character or by
the ambiguities of its “matrimonial” relationship with diverse circles of Russian
influence. The political shock within the bilateral Moldo-Russian trade relation
would not be completed without mentioning the doubling of the price for the gas
delivered to RM since the July 1 to 160 USD/m3 (record cost within CIS) and the
official meeting of Smirnov in Moscow with ostentatious — presidential honors
at the beginning of May'3. Meanwhile, the Transnistrian break-away enclave is
helped to avoid an inevitable collapse by its financial connection to the Russian
federal government resources. Immediately, the break-away regime’s leaders
have declared in Suhumi, the capital city of Abkhazian secessionist enclave,
about their intention to establish the Community of Democracy and Freed
Nations, as well as establishment of some mixed military troops, which will
substitute, if needed, the Russian pacifiers’ troops that are not welcomed any
more in Moldova and Georgia.

This message was made in less than one month after the GUAM Summit, thus
trying to ridicule the cooperation projects of the 4 GUAM states, once again proving
the manipulation power and these enclaves’ direct dependence on Moscow.
Thus, we assist to a “Kaliningradization” of the break-away region, provided that
Chisinau postpones again and again the enforcement of some leverages at its
disposal, such as: withdraw the license for the military airport of Tiraspol, not
insist on a sever control of the passports of the Transnistrian population when
passing the border, rigorous control of all militaries that enter or leave the region
(conscripted employees or pacifiers that do not have yet mandates from RM),
supervise the current flows between diverse commercial banks from the region
with other foreign banks (especially from the Russian Federation), rigorous
inspection of any enterprises suspected of arms and munitions manufacturing,
adjust the property owners of that region, which are not registered in the Republic
of Moldova, to the Moldovan legislation, etc. It is worth mentioning that in late
May the Russian President pronounced himself reluctantly in favor of territorial
integrity of some CIS states, pointing out in his presentation on the external policy,
that only in this way “the international community can avoid the chaos that would
appear if states’ sovereignty is not respected any more”, but this message is not

conclusive with Russia’s “real neighboring” policy.

Thus, we can conclude that Russia tries to avoid a frontal contradiction with
the position of the West in this matter (the eventual unilateral recognition of
separatist enclaves), counting exclusively on its energy resources as a natural
“adhesive” to its geo-political projects to rule over EU and its close neighbors
though galloping prices for gas, petrol and electricity. Announcing its course
towards the establishment of a world energetic super-power, Russia has fully

13 It is worth mentioning that in spite of President Voronin’s insistences to meet in a private meeting
with his counterpart, Putin, the Kremlin declined categorically any possibility for the nearest time.
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used the EU dependence on cheap gas which it can supply, thus trying to take
its revenge for the losses incurred during the past decade. But the initiation
of the new Russian strategy coincided with the adverse reaction of the states,
which play presently the role of an interface between the EU and Russia
and which felt themselves seriously affected by the new geo-political plans
of Moscow.

The breakdowns occurred in energy supply system have determined EU not
to hurry with this issue. EU has requested Russia (1) to ratify the Energetic
Charter and (2) the permission to invest in energy exploring and transition
sector, presently administrated by Gasprom. The requests expressed during
the EU — Russia Cooperation Council have been blocked by Moscow’s
categorical refuse to accept more foreign players on its internal market;
nevertheless they have been left on the stand-by list of unsettled strategic
issues. Playing tough inregards to EU, through the “secondary effects” Putin’s
regime generates today, Russia becomes vulnerable in several chapters:
worsening of the human rights issues, aggressive use of the secret services
against the business community, continuation of Caucuses wars, and last but
not least, augmentation of the expenditures for armament up till rates of the
former USSR. On the background of these visible deviations from the “logics”
of the partnership Russia wishes to have with the West, especially with USA,
during the last months of 2006 Russia was the target of some intense external
critics because “it does not deserve to be among the members of the G8 Club
(or better said “G7+1”) due to the worsening of the democratic climate™. It is
worth mentioning especially the reactions of the US officials, who qualified
Russia’s actions as “unjust and non-proportional”'.

The conflict with Ukraine and cessation of gas supply in winter 2006 have
increased EU concern even more, especially of Central Europeans (thus
stimulating the development of an European Strategy for Energy Supply),
who were extremely disturbed by the effects of the Russian politics. The
US Vice-President, Richard Cheney accused Russia of using the energy
resources for purposes of blackmail'®. Moscow tries to put to silence its critics
through an aggressive diplomacy using its special relations with Germany,
Italy and France so as to diminish the EU powerful positions, trying to block its
neighbors through economic pressures and even through direct interferences.
The Chisinau position is ambivalent here. On one hand, Chisinau actively
participates in diverse regional meetings, especially GUAM, signs urged
statements and talks about the “need to recognize the culpability of some
parties involved in the conflict”, but on the other hand, it tries to maintain good
relations with the ones “who could commit a big mistake at the moment”.

Unlike Georgia, which uses the economic and political crisis with Russia in
order to promote its integrity and sovereignty ideas, the RM officials seem
to remain at the “late regrets” stage and appear to be unable to change
essentially the ownership structure of wineries, previously acquired by the
Russian capital. Georgia is an example also due to the fact that it succeeded
to obtain a Special Agreement for its wines export to the EU", unlike the
competent Moldovan authorities, which only complain continuously about the
lack of ideas. At the regional level, Georgia is visibly favored by an innovative
and multi-dimensional diplomacy. However, the activation of the cooperation
process under GUAM strengthens not only a common anti-Moscow position,
as the Russian press states, but also helps to create a regional bridge of joint
actions and interactions between the West and Ukraine, Moldova, Georgia
and Azerbaijan, which obtain thus possibilities to get out of the Russian
gravitational trajectory.

14 Interview with the expert from Political Conjuncture Center, Mrs. Galina Saalego.

15 PUA “Hooctu”, April 5, USA State Secretary, Condolisa Rise, has regretted that certain countries
use their energy potential for political goals, in the detriment of international system stability.

16 RFE/RL News line,” May 4, 2006

17 Civil Georgia, June 13, 2006
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On May 4, 2006, President Voronin again requested EU and USA to help re-
establish the territorial integrity of the Republic of Moldova, in conditions when
certain countries support the enclave auto-isolation and secessionism'8. He used
as occasion for this request the Vilnius Conference, which was attended by the
state leaders from Poland, Ukraine, Moldova, Romania, Bulgaria, the all 3 Baltic
countries, Georgia and the US Vice-President, Richard Cheney. Confirming a
tradition launched in Lithuania in 1997, through the establishment of “the Group
of 10, the 2006 Conference affirms a process pleading for complete integration
of European South-East (Ukraine, Moldova, Georgia, and Azerbaijan) through
sustainable institutions and links. Contrary to the general pessimism regarding
PEW and other new integration waves, the USA supported the effort of these
countries in emancipating themselves out of Russia’s guardianship. And it is not
unusual that Russia did not like at all the Vilnius event, especially the speech of
USA emissary'®, which was qualified as “non-official and non-objective”.

At the GUAM summit in Kiev the presidency was passed to Ukraine and the
organization’s name was changed into an organization “for democracy and
economic development”. The energetic crisis started by Russians dominated
the agenda of GUAM summit in Kiev. Ukraine and Moldova has requested
the Union for the Coordination of Transmission of Electricity (UCTE), at the
end of May, to join their energetic systems to UCTE synchronized zone as
a single regulation block. It is worth mentioning that these requests were
supported unconditionally by all similar system operators of Romania,
Poland, Slovakia, Hungary, but also woke up Russia’s frenzied reaction.
RAO EES president, A.Ciubais stated during the meeting of CIS Electro-
energetic Council that the synchronization of CIS and Europe energetic
systems and the synchronization of Ukraine and Moldova energy systems
excluded each other and if the “small project is implemented” (that is,
Ukrainian and Moldovan energy systems join the European one), Ukraine
and Moldova must accept a regime isolated from Russia and Belarus, which
would lead to serious consequences for Russia and Belarus, as well as for
Latvia, Lithuania, Estonia, Georgia, and Azerbaijan.

The issue of “frozen” conflicts was discussed intensely at the official level,
adopting even a declaration on the regulation of conflicts on the territory
of GUAM states which “can be carried out only on the basis of respect
for territorial integrity and sovereignty and in-destructibility of internationally
recognized borders?®”. The declaration of those 4 states stipulates explicitly
that “it is the duty of any state not to involve itself in other country’s
affairs, not to make military, political or economic pressures”. At the same
GUAM Summit there was announced the establishment of some special
military units with diverse “pacifying functions”. According to the press, the
announcement regarding the establishment of these pacifying troops will be
discussed at the nearest Ukraine — NATO Council, launched immediately
after the declaration of Ukrainian Minster of Defense, A.Gritenco, regarding
Ukraine’s full exit from all cooperation and political-military structures of CIS
21, The recent initiatives of GUAM states to set up and operate common
pacifiers forces represent a very strong signal for EU, USA and Russia,
which within the remained little space for manipulation, could take the
course towards progressive escalation of conflicts generated by itself at the
end of 90s. Substitution of Russian pacifiers in the Transnistrian region is a
18 RFE/RL May 5, 2006

19 Vice-President Cheney declared in Vilnius that: “The Russian Government has limited the rights
of its people in an inappropriate and non-loyal manner. The attempts to transform the gas and oil into
monopolization instruments for energy supply or attempts to monopolize its transportation are of no
legal interest. Nobody could justify the activities that undermine the territorial integrity of a neighbor-
ing country or interfere in its democratic development.”

20 May 3, MOLDPRES. The declaration of GUAM heads of states as “the territory of a state cannot
be the object of military occupation, which constitutes the result of some force threatening or use of
force with the purpose to break the international law.”

21 A.Gritenco “Ukraine is interested in the Euro-Atlantic structures, and this cannot be framed
within the CIS defense coordination policies”.
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matter of maximum priority in 2006 for RM. Such an action is supported now
by all Western partners (OSCE, EU and Ukraine). A number of impediments
make EU support unlikely, the reasons being that GUAM is perceived by
Europeans as a “too” American initiative. Nevertheless, the idea of pacifying
mission under European responsibility is very much alive in a number of
European Commission offices, and the establishment of an irresistible offer
at regional level could rush up this decision. Analyzing GUAM evolutions in
an ironic manner, Russian analysts consider that the states of this club will
not be able to fulfill any serious role within active conflict zones where the
situation is controlled by Russia.

® FORECASTS FOR 2006

he current difficulties of the orange coalition from

Kiev have degenerated into a new stage of debates
regarding the course pursued by Ukraine: either
towards a plenary integration in EU, or a pro-Russian
politics, which fully enrolls in Kremlin’s politics to
re-establish the circles concentrated around Russia’s
present borders.

fter the “successful” ending of the G8 Summit, the

Russian Federation has free hand to supporta
scenario of making keen the Ukrainian elites, as (1) just
before the elections from March 2006, it has recognized
that the Party of Regions cannot come to power
through free election (its popularity rate is decreasing),
(2) Moscow is determined to block through any means
Ukraine's integration to NATO (discussion regarding the
eventual invitation to join could be officially launched
during the NATO Summit in Riga); (3) the possibility
to terminate the gas supply contract by the lulia
Timoshenko's Block could cancel a number of plans
recently agreed and ratified between Russia and gas
consumers from Western Europe — the strategic platform

on which the entire change of the Russian external
politics paradigm of the last 2 years is focused.

he fluidity of the Ukrainian political situation will

orient automatically the Western attention to
Moldova, Georgia and Azerbaijan, which unlike Kiev are
examples of “coherence and stability” It is presumed
that under these conditions USA and EU will come
back to the approach they had before the 2004 “orange
revolution’, supporting thus the democratic course
and the non-permission of other stakeholders’to get
involved in the Ukrainian political life. It is crucially
important under these conditions for RM to remain loyal
to its partners from Kiev (President lushcenco, ex-Prime-
Minister Timoshenco), affirming at the same time its
interest for applying the principle of differentiation and
integration of the basis of “individual merit” regarding
EU. The differentiation of energy imports, settlement
of the transit tariff problem, gas control at the entrance
into the distribution system of RM have to be the main
priorities of Tarlev Government for the next months,
which actually forecast a new energy conflict.
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The Transnistrian Conflict

The new customs regime at the Moldo—Ukrainian border has recently turned 4
months since its implementation under the international monitoring (EU Mission).
Although the international press continues to comment sarcastically on the tens
of tons of smuggled chicken, which were passed illegally to and from Ukraine
through the lliichevsk port (without the tons of cocaine expected since the very
first weeks!)??, no one doubts the role this border monitoring regime has for
changing the “frozen conflict of Moldova” paradigm. The instrumental value of
the Mission consists in transforming the conflict approach paradigm: from the
so-called “parity of parties involved in the conflict” (Russian approach through
the terms used in the 1997 Memorandum) towards a new approach within which
the key-words refer to: “Russia’s international obligations confirmed through
the 1999 OSCE Declaration of Istanbul”, “the unconditional withdrawal of the
Russian troops”, the territorial integration of Transnistria within “the indivisible
and sovereign state of the Republic of Moldova”, in conditions when those 3
principles formulated by the civil society — “democratization, demilitarization and
decriminalization” — are the priorities operated by Chisinau within the regulation
process.

It is obvious that these elements are crucial for the democratic settlement of
the conflict before adopting any “special statutes” or “recognition of the existent
reality”, as dreamt by the Kremlin administration. The official course of Republic
of Moldova, encouraged by EU and USA, changes the reference frame for
regulation?, and implicitly determines the behavior of the stakeholders involved
in the regulation process (Ukraine, EU, USA, and Russia). As long as Ukraine
will hope and will be called to fulfill “pro-EU” options, Kiev will honor its duties
ad the Moldo—Ukrainian border, being in line with the position of its Western
partners (EU and USA), together with Republic of Moldova, which wishes to
accelerate the territorial re-integration “without Smirnov”, without paying with
its sovereignty for this integration. “The new Europeans”, the Baltic countries,
Poland and Romania support as well through cumulative efforts the integral re-
establishment of the Moldovan sovereignty over Transnistria, using the regional
initiatives (COD, GUAM and Extended Black Sea) as reference institutions in
favor of this approach. It is presumed that these initiatives will point out the
process of a dual neighboring regionalization of EU and NATO for the ex-soviet
space, eventually as an waiting room for their ulterior integration.

On the other hand, the separatist enclave resists, especially through the
generous transfers obtained from Moscow, which Chisinau cannot control
or stop now. Or maybe it does not want to control them, stimulating thus a
full indifference towards the way the sovereignty is openly challenged by the
Russian officials! In less than 2 weeks after these declarations the Republican
Bank of Tiraspol received from Russia a stabilization credit of 15 million USD,
the first tranche of the help estimated at about 200 million US dollars. It is
known that the money allocated to the separatist regime are pledged through
local industrial objects, i.e., machinery constructing industry, electro-technical
industry and military industry, which will be transferred in this way under Russian
ownership, in spite of all the warnings made previously by Chisinau regarding
the non-recognition of the acts issued by the separatist leaders. At the same
time, many banks of Chisinau have offered with suspicious generosity credits to

22 Moldova-Ukraine anti-smuggling operation acclaimed by EUBAM, 05.06.2006. ,,The fact that
during one week the Mission has found out more than in 3 months of monitoring proves the real re-
sults that can be obtained following the intense cooperation between the agencies involved in control
maintenance between Ukraine and Moldova” states Gral Banfi, the Chief of Border Monitoring Mis-
sion. Thus, about 322 persons who passed illegally the border were retained; there were confiscated
52 tons of meat, 63 tones of vegetables, 11.30 kg of drugs, 5520 packs of cigarettes and 2555 liters of
alcohol.

23 The Law on the Statute of Eastern Regions of RM is framed within the Moldovan constitution, an
element protected from the improvisations of some projects influenced by mediators and adjusted to
international law rules.
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the owners of Moldovan wineries, especially to the ones oriented to the Russian
sales markets, and economic analysts assess very pessimistically the chances
for these credits to be reimbursed and actually forecast an important banking
crisis in Autumn 2006. It is to be mentioned that the Central Bank of the Russian
Federation prohibits to foreign banks to open subsidiaries on the territory of
the Russian state — an argument which no one from Chisinau has yet used "to
seize” the functioning of Transnistrian financial-banking regime, one of the main
tool for this regime survival.

The course followed by the separatist part towards the organization of a
referendum regarding the matter ofindependence proclamation has not obtained
public support either, being qualified as “non-productive” and “absurd”?.
Nevertheless, it is clear that Tiraspol will mobilize all its propaganda and military
resources to strengthen its positions from which to request the maintenance
of its current status quo as these positions have been weakened due to the
recent economic pressures. In a report issued on May 22 by Modest Colerov,
Head of the Department for regional and cultural relations with the neighboring
countries from the Russian President’s administration, it is stated that “conflicts’
defrost could produce their new escalation, as not all the countries which can be
disbanded have actually disbanded”, thus making a hint to Moldova, Ukraine,
Georgia, Kosovo and Curdistan, as zones with a potential to disband. Moscow
leaders claim that Abkhazia, South Osetia and Transnistria should also make
the necessary steps for obtaining international recognition of there secessions,
based on the “right to self-determination” of these territories.

The “territorial identity” and “territorial self-determination” concepts try to
substitute the “national self-determination” concept, which cannot be applied
in these situations because of the demographical complexity and continuous
ethnic “cleaning”. It is worth mentioning that as a reply to the opposition of
the West and GUAM countries towards these annexionist projects, Russia has
initiated in Moscow the establishment of a counter-alliance — the Community for
Nations’ Democracy and Rights (June 12-14), consisting of Abkhazia, South —
Osetia and Transnistria separatist leaders.? It is to be mentioned that the project
of this alliance was conceived in December 2005 in Moscow through which the
Kremlin leaders tried to repel the pressures of USA, EU and their partners from
Central and Eastern Europe. Affirming its opposition regarding any change in
the format of the Russian pacifying troop from the region, the separatist leaders
have established some individual pacifying forces, which will substitute them
in case “they will be forced to evacuate™®. It is obvious that these actions
will raise Tiraspol’s radical reactions during the presidential elections of this
autumn. Though Moscow does not express officially its support, the Smirnov’s
recent visits to Kremlin, to Sokhumi, eloquently proves whom Russia will favor.
This is also evident from the excessive coverage of the Transnistrian leader in
official press of Moscow, and also from the financial help delivered regularly by
Russia since March 2006 with the goal to diminish the economic losses of the
separatist regime. Both OSCE and the Chisinau authorities have declared that
they will not recognize the results of the referendum regardless to its results?.
However, there are little chances for this referendum to be canceled.

Another unclear moment refers, especially after the establishment of the “anti-
crises” coalition in Kiev, to the post-electoral configuration in Ukraine. Tiraspol’s
intention is to use the recent example of Montenegro and Kosovo, through which

24 RFE/RL, News line,” June 8, 2006

25 Separatist leaders from Abkhazia, South Osetia and Transnistria announced the establishment

of a CIS-2, affirming that the goal of this formation is “to stop the political-juridical disband of the
USSR through affirming the legal continuity of separatist entities”. http://www.kommersant.ru/doc.
html?docld=682234

26 The foreign observers mention that in June 2004, armed groups of volunteers from the very same
enclave reached, from the Russian territory, into South Osetia with full military equipment and with a
huge media coverage. Interfax, Apsnypress, Regnum, NTV Mir, June 12-14) — Viadimir Socor.

27 The Times, 02/06/06
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Tiraspol would be able to obtain state independence as a result of an open
and recognized voting. Answering to this, President Voronin has stated that
he will try to make order in the ownership origin in the region, as well as in the
functioning of some foreign banks on the territory which Chisinau cannot control.
We can presume that the future election will be dominated by the competition of
the 2 rivalry movements — on one hand Smirnov’s administration supported by
the military component and Russian special services (assisted by the “Proriv”
Party), and on the other hand the “Obovlenie” movement, linked to business
interest from the region and certain leaders who would like to negotiated an
armistice, including with Chisinau. The preparatory works for the referendum
from September regarding the independence of the Moldovan Dnistrean republic
from the Republic of Moldova have been launched, at Moscow's initiative, so as
to diminish the asperities between the Antiufeev-Smirnov clan and the Sherrif-
Shevciuc oligarchy-financial group. In diplomatic terms, Moscow will try to use
the results of the referendum as a reason for absorbing the separatist enclave
into the Russian Federation, or as a reason to request some solid compensation
from the West in order to stop the support granted to Smirnov’s regime. Under
these conditions, Chisinau should not wait for presents but just to challenge
itself the achievement of some realistic, measurable, technical objectives,
which will separate the industrial-financial elite from Smirnov’s political regime
stimulating thus, at the external level, increased critics towards the subsidies
allocated by Russia to this enclave.

® FORECASTS FOR 2006

he acceptance of the customs regime at the Moldo-

Ukrainian border segment will play a major role in
the monitoring of border traffic and exports control in
the region. Nevertheless, the procedure of temporary
registration of the economic units from that region
does not yet offer a guarantee for the economic,
customs and commercial re-integration. The conduct of
a new referendum in Transnistria close to the elections
from Moldova require new tactics in this field. These
tactics should support the creation of a pro-Moldovan
platform in the region, the message pointing out that
territorial reintegration of RM is inevitable and that this
obligation will be hold upon any person who will win
the official leader position in the region.

he Chisinau authorities should create a Regional

Fund for accumulating the excuse duties collected
from the Transnistrian economic agents registered
temporarily according to their legislation, thus offering
the possibility to direct these resources towards the
development of some projects necessary for the
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infrastructure of the transversal communication
between the region and the rest of the RM

territory: reparation of roads, bridges, interrupted
communication between the localities, social projects
for local needs. First of all, this course should determine
Chisinau to give up the voluntary on the Transnistrian
exporters’ excise duties. Secondly, the Moldovan
authorities should administrate its external debt for gas
separately from the money pumped by Gasprom, in the
support of Transnistrian non-profitable industries, or by
regime’s direct subsidies provision.

As it is not a magic wand, this tool should be used
carefully and with responsibility, for the Western
and Ukrainian partners to reveal the real reasons for
ensuring an efficient, transparent and reliable control.
Moreover, this customs regime should be completed
urgently with other measures and policies, which will
link the central economic actors from the region with
the national economic system of RM.
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AGRICULTURE

In the first half of 2006, no changes occurred in the agricultural sector that
could impact positively this economic field. The increase of agricultural
production by 0,8% in the first quarter of 2006, is the first sign in this regard.
This year the harvest of cereals and vegetables - beans from the first group
will be much lower than last year. The same situation will be in the case of
other agricultural cultures, among which multi-annual cultures. (See ME no.
5, 2006). In the zootechnical sector it is unlikely to have positive
developments, similar to the ones of 2005. On January 1, 2006, the livestock
of households of all categories decreased as compared to the same period
of 2005, while in the first quarter of 2006, the animal production increased
by only 0,7% as compared to the same semester of 2006. In our opinion, in
2006, the increase in agricultural production will not exceed two percentage
points, which represents an insignificant increase, if compared to 2005.

The use of agricultural lands

According to the land cadastre on the situation as of November 1 20057,
the area of lands with agricultural destination that are in private property
amounted at 1688592.29 ha, out of which: 921.02 ha — built-up area lands,
1450302.55 ha — arable lands, 11621.73 ha — fallow ground, 97407.64 ha
— orchards and 118959.53 ha - vineyards. In January-November 2005, the
area of agricultural lands, leased and owned by cooperatives and of joint-
stock companies increased, and the area of agricultural lands owned by
limited liability companies, of individual enterprises and of farms diminished.
According to the land cadastre on the situation prior to November 1, 2005,
the area of agricultural lands owned by farms (by farmers) has significantly
reduced. Thus, the area of agricultural lands owned and leased by farms
decreased by 119000 thousand ha or by 17,5% as compared to the
beginning of 2005. At the same time, the number of land owners who owned
these lands also decreased to 378070, which represents their reduction of
125002 as compared to the beginning of 20052. These changes did not
take place as a result of some important improvements on the land market,
but they reflect only the changes made in the Land Centralizing Cadastre
Form, on the situation prior to November 1, 2005. As for the chapter ,Other
Lands in Private Property” of this document, we can learn the number of

1 Government Decision no. 422 dated 25.04.2006 on the Approval of the Land Cadastre on
November 1, 2005. Monitorul Oficial of the R. Moldova no. 70-72/465 dated 05.05.2006.

2 According to article 4 of the Land Code, /land owners are the holders of the right to prop-
erty, possession, land benefit. The owners of land with title of private property can be citizens
of the Republic of Moldova and foreign investors, according to Moldovan laws. The land
owners with any title are protected by the state. It is not allowed to return the lands to the
former owners and to their successors. The latter can be assigned lands in property under
the conditions stipulated by the Land Code.
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land owners and of the lands that are in their possession, surplus over
the total number of farms and of the lands that are in their possession,
registered before January 1, 2005.

Diagram 3. Structure of agricultural lands in private property by to the
organizational-legal form, thousand ha
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Diagram 4. The average surface of agricultural entities according to the
organizational-legal form (including leased lands), ha.
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The agricultural entities included in this table of the cadastre form
ranks the fourth in the structure of private agricultural lands (by the
organizational-legal form), according to the owned agricultural lands,
and the second by the number of land owners. In our opinion, these
changes in the land cadastre have been caused by the deficiencies with
land monitoring® and of the information system of land monitoring*.

3 The land fund monitoring, as part of the general nature monitoring, represents a perma-
nent supervision system of the changes in land resources, their analysis and prediction of
these changes. The monitoring works are carried out on the whole area of the land fund and
involve: 1) permanent supervision of quantitative changes within the borders of land own-
ers from villages (communes), cities (municipalities), rayons of the republic, on the whole,
calculation based on aerophotogeodezical and cartographic researches of land areas,
whose destination has been changed; 2) permanent supervision of qualitative changes in the
structure of land resources and of soils, calculation of changed areas, periodical paedologic,
agrochemical, geobotanical, geomorphologic, landscape, climate and other research, which
is needed for the correct and timely assessment of the carried out changes.

4 The information system of land monitoring is carried out according to a unique method and
includes data on the quantitative qualitative changes in the republic, rayon, city (municipal-
ity), village (commune), and household. The information content and terms for presentation
to the appropriate bodies are approved by the Government. The access to information on the
situation of land resources is ensured, as established, to all the interested physical and legal
persons.
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The approval of the Land Cadastre on November 1, 2005, and not on
January 1, 2006 represents another reason in favor of our statements.
According to the same Land Cadastre, during January-November 2005,
some important changes occurred. These changes impacted the size of
agricultural entities®. In the same period, the average area of agricultural
lands that are run by cooperatives, sole companies, joint-stock companies
and farms has significantly increased. The exceptions are limited liability
companies and the collective farms (kolkhozes).

5 Traditionally, the land cadastre is approved on January 1. From 1995 until 2006, this tradi-
tion was not broken.
6 According to the average area of the owned agricultural lands.

@ THE AGRICULTURAL LAND CONSOLIDATION PROGRAM

y the Government Decision no. 554 dated

22.05.2006 the Agricultural Land Consolidation
program was approved for the years 2006-2012 .
According to the program, ,the main criterion for
land consolidation is the stability of the compact
sector in space and in time, according to which the
land sector shall maintain its form and size as long
as possible”. The consolidation program has to be
accomplished in three stages. The first stage shall
include the development and implementation of
pilot-projects, pursuant to the legislation in force.
The second stage shall include the development
of the legislative-normative framework, methodic-
scientific basis, raising population awareness, creation
of commission for coordination of works at the local
level. The third stage shall include the establishment

territory of the republic. The consolidation program
aims at correcting the errors committed during the
privatization of over 1.6 million hectares of agricultural
lands and the implementation of a concept that is

to be finalized after the end of the first stage of this
program. It would be good that this consolidation
concept does not contravene to the new concept of
European agriculture that involves complex economic
development of rural areas, which means the support
of all the economic organization forms in agriculture
and the provision of special facilities for the small
agricultural units in the surrounding areas. Moreover,
it is good that such a program is supported by several
actions crucially important for the creation of a third
sector in the rural areas, which will assimilate a large
part of farmers that will leave agricultural activities.

of favorable technical-material and financial
conditions for the consolidation of lands on the whole

Zootechnical sector

The zootechnical sector suffered traumatizing changes during the process
of agriculture reform. During the period of socialist-type agricultural system,
the zootechnical sector had important production capacities that were
ignored completely in the further agricultural reform. Nowadays, this sector
is characterized by inefficient production structures and by the non-
qualitative growing of animal production. Despite this, in 2005, the
zootechnical sector registered the bigger increase of agricultural production
over the past five years, amounting at 8.6%.

The zootechnical
sector is
characterized

by inefficient
production
structures and by
the non-qualitative
growing of animal
production.
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Table no. 1. Livestock in 2001-2006.
2001 [2002 |[2003 |2004 |[2005 |2006 |2007

Bovines, total 405 410 373 331 311 311

of them cows 272 279 256 231 217 218

Swine 449 508 446 398 462 464

Sheep and goats 946 956 938 942 938 948

Poultry 14119 | 14995 | 15765 | 17522 | 22235 | - -

Source: The National Bureau of Statistics of the Republic of Moldova.
In the first
quarter of 2006,
the growing The results obtained by the farmers in the zootechnical sector are important,
of animal but they do not reflect constant medium and long-term increase trends.
production Thus, on January 1, 2006, the livestock from farms of all types diminished,
represented_ as compared to the same period of 2005, and in the first quarter of 2006,
only 0.7%, in the growth in animal production amounted at only 0.7%, in comparison with
comparison with 2005
the same period ’
of 2005.

Table no. 2. Livestock in the first quarter of 2006.

On April 1, 2006 Share (in %,
Thousand In %, as com- | against the total)
heads pared to April
1, 2005.

Bovines; total 311 93 100

Of which: farming enterprises 21 101 7

Individual and farming households | 290 93 93

Swine; total 464 116 100

Of which: farming enterprises 51 133 11

Individual and farming households | 413 114 89

Sheep and goats; total 948 100 100

Of which: farming enterprises 47 102 5

Individual and farming households | 901 99.9 95

Poultry (farming enterprises) 3057 127 X

Source: The National Bureau of Statistics of the Republic of Moldova.
The zootechnical The slow development rate of this sector is influenced by several factors,
households such as:
have become
monopolist, o Over 90% of the livestock is owned by individual and farming
which involves households;
certain short- and
medium-term e The fodder cultures have an insignificant share in the structure of

risks. agricultural settlements (4.3%);

e The state passes poor and inconsistent support policies in the
zootechnical sector.
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The zootechnical households have become monopolist, which involves
certain short- and medium-term risks. The low exports of agricultural
zootechnical production in last year (only 0.7 thousand tons) is one of the
consequences of these structural changes.

Besides, in aviculture, the most stable sector of the zootechnical field there
are some risks that should not be ignored: the complicated epizootic situation
in the region and the possibility of cease of poultry products exports.

Plant growing

This year the spring agricultural campaign started with big delay, because
of unfavorable climate conditions. At the same time, the farmers had to
rehabilitate or to complete a part of the cereal agricultural settlements from
the previous autumn with spring cereals. As a result, the predictions for the
harvest of cereals of the first group are not optimistic. This year the harvest
of cereals of the first group will be much lower than last year and will be
about 900 thousand tons. In our opinion, this autumn the areas under these
cultures shall increase significantly, due to the liquidation of the cereal
reserve, increase in prices for these products and the elimination of
restriction on the export of cereals and cereal products’.

On 4.07.2006, according to MAFI data, the following agricultural settle-
ments were registered: cereal — 481394 ha, technical cultures - 358127 ha,
fodder cultures - 30857 ha. As for agricultural cultures, the autumn wheat
has the biggest share in the structure of agricultural settlements (246.9
thousand ha), followed by grain corn(354.4 thousand ha) and sunflower
(291 thousand ha). In addition, the areas under sunflower are growing.
They extended by 42 thousand ha, as compared to 2005, despite the inten-
tions of MAFA to diminish the share of this culture in the structure of agricul-
tural settlements.

7 In the autumn of 2006 the Government will cancel the restriction on the export of
cereals that were imposed by Government Decision no. 834 dated 26.07.2004 on regulation
measures regarding the procurement and export of cereals and cereal products. According
to the decision, the list of goods that are exported through the Universal Commodity Ex-
change of Moldova includes the following items: 1001 - wheat and meslin (mixture of wheat
with rye in a two-to-one ratio); 1003 00 - barley; 1101 00 — wheat or meslin flour.
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@ THERESULT OF THE COURT OF ACCOUNTS CONTROL ON THE USE OF
ASSETS FROMTHE AGRICULTURAL SECTOR SUPPORT FUND IN 2005

The Court of Accounts has examined the results of the control
on the use of assets from the Agricultural Sector Support Fund
in 20058. According to Parliament Decision no. 19-XV dated
17.02.20059, the assets of the agricultural sector support fund,
amounting to 180 million lei10 have been distributed for admi-
nistration and management in the following way:

1) To the Ministry of Agriculture and Food Industry 41 million

lei, including:

a) 29 million lei for funding and stimulation of crediting econo-

mic entities producing agricultural production from the internal

resources of commercial banks, savings and loan associations of
the citizens and from the Rural Funding Corporation;

b) 10 million lei for the stimulation of creation of fruit planta-

tions;

¢) 2 million lei for equipping zoo veterinary offices with techno-

logical equipment;

2) 18 million lei to the state owned enterprise “Moldresurse” as

to encourage the establishment of machine technological sta-

tions;

3) 121 million lei to the 2-level local public authorities as to sub-

sidize agricultural works.

The Court of Accounts contrl over the use of assets from the

Agricultural Sector Support Fund in 2005 revealed several brea-

ches in the management and the use of these assets:

. The working group responsible for the management of
fund assets aimed at subsidizing and stimulating the credit-
ing of economic entities producing agricultural production
has decreased the maximum share of subventions down to
10% and the maximum amount — down to 43.0 thousand
lei'". They credited some economic entities that haven't
used the loans received in the previous years for produc-
tion of the agricultural products. In 2005 these entities were
granted subventions in the order of 114.26 thousand lei.
Some Savings and Loan Associations of Orhei rayon have
granted loans to the agricultural producers at the interest
of 30%, in laloveni rayon — at the interest of 28%, Telenesti
and Causeni - 27%, pe while the commercial banks were
providing loans at the interest of 20-24%.

. During the management of financial means granted for
the stimulation of fruit plantations there were cases when
subsidies were calculated without taking into account the
expenses borne by beneficiaries for the procurement of
planting material and its planting on the newly-estab-
lished useful area.

. The financial means granted for provision of zoo veteri-
nary offices with technological equipment were used to
pay the salary tax of 123.25 thousand lei (via the incaso
order dated 16.09.2005 of the State Tax Inspectorate (STI)
for Anenii Noi rayon).

. The money intended for the creation of machine tech-
nological stations was distributed without establishing
any principles for the selection of subsidy beneficiaries,

8 The Decision of the Court of Audit no. 15 dated 17.04.2006 on
the report concerning the use of the assets from the agricultural
sector support fund in 2005. Monitorul Oficial no. 98-101/22 dated
30.06.2006.

9 Parliament Decision no. 19-XV dated 17.02.2005 on the
approval of the Regulations concerning the use of assets from
the agricultural sector support fund. Monitorul Oficial of the R. of
Moldova no. 30-33/107 dated 25.02.2005.

10 Aprobat prin Legea bugetului de stat pe anul 2005.

11 Conform regulamentului din Hotararea Parlamentului nr.
19-XV din 17.02.2005, cota maxima a subventiei (20% si 30%)
si valoarea maxima a subventiei (85 mii lei si 125 mii lei) vor fi
determinate de volumul creditelor acordate producatorilor de
productie agricolad supuse subventionarii si de sursele fondului
prevazute la pct.1.
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as requested by point 27 of the Regulations approved by
Parliament Decision no.19-XV'2, Even if the regulations
approved by Parliament Decision no.19-XV provided for
subsidizing the machine technological stations created
in 2005, 6 machine technological stations created in 2004
received subsidies in the order of 660.8 thousand lei. On
01.01.2006, the machine stations created in 2004 had to
reimburse 2927.7 thousand lei, but in reality 764,6 thou-
sand lei were reimbursed, i.e. 2163.1 thousand lei less. On
the same date, the overdue debts of subsidy beneficiaries
to the state amounted at 25799.9 thousand lei, including
for 2004 - 9000.0 million lei and for 2005 — 16799.9 thou-
sand lei.

. The money distributed for subsidizing the agricultural
works have been transferred to economic entities and
individuals for partial compensation of the agricultural
producers’ expenses that are generated by the increase of
prices for diesel oil. Despite point 32 of the Regulations
approved by Parliament Decision no.19-XV, funds for the
unprocessed land areas, for pastures, lands that exceed
the ones registered in the Land Cadastre’. The 2-level lo-
cal public authorities transferred subsidies for agricultural
works in the order of 292.2 thousand lei to the owners and
users (leasers) who did not register the right to the agri-
cultural lands as requested by the law. The 1-level local
public authorities failed to follow the procedure stipulat-
ed in point 40 of the Regulations approved by Parliament
Decision no.19-XV." while providing subsidies of 420.4
thousand lei to individual beneficiaries. The 2-level local
public authorities from 3 rayons reimbursed the unused
assets amounting at 650.0 thousand lei with delay, while
in 13 rayons the unused subventions amounting to 1434.6
thousand lei were transferred to the budget during the
control. Some mayoralties from the rayons of Donduseni,
Drochia, Criuleni, Briceni, Leova and Cahul, used 27.7 mil-
lion lei from the account of the Agricultural Sector Sup-
port Fund to pay the debts for the land tax both with and
without the consent of subvention beneficiaries. 200.0
thousand lei were withdrawn from the subsidies account
based on an incaso order of the State Tax Inspectorate
for the payment of debts to the land tax. Based on incaso
orders BC “Moldindconbank” JSC, BC “Moldova Agroind-
bank” JSC and BC“Businessbank” JSC received 42.2 thou-
sand lei, 23.1 thousand lei and 11.3 thousand lei (overall
- 76.6 thousand lei)from some customers from the rayons
of Riscani, Briceni and Donduseni as repayment of loans
and bank interest; this money was withdrawn from the
subsidies account. At the same time, certain beneficiaries
of subsidies from the rayons of Briceni, Drochia, Don-
duseni, Edinet and Floresti transferred 992.2 thousand lei,
received as subsidies, for the repayment of debts owed to
the state for different goods and services (75.6 thousand
lei, 52.9 thousand lei, 46.0 thousand lei, 54.6 thousand lei
and 763.1 thousand lei).

12 The principles of selection of subvention beneficiaries, the
way of use and reimbursement of subventions are established
in regulations developed by the Ministry of Agriculture and Food
Industry and approved by the Government.

13 The total area of agricultural lands calculated for granting

the subvention mentioned at point 30 cannot exceed the area of
agricultural lands stipulated in the Land Cadastre, according to
the situation as of January 1, 2005.

14 The authority of the 1-level local public administration shall
issue the subvention received on its account to the beneficiaries
- physical bodies according to the lists, under their personal sig-
nature, in which they mention the data of their ID card, and shall
produce an authenticated copy of the lists of the 2-level special
commissions so that it is attached to the transfer documents.
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BUSINESS

The decline of the national industrial output, incapacity of the Government
to conclude a truce in the “wine war”, desperate attempts to impede the
imminent aggravation of price on natural gas and missing a sustainable
progress in improving the business environment, are several general
characteristics of the Q Il of 2006.

The CEP experts consider that by the end of the year the level of industrial
output will continue to decrease, compared to previous year. The crisis of
the industrial sector deepens, and as consequence of the above, the CEP
experts have revised their forecasts regarding the industrial growth, thus
reducing the industrial growth index from 5% to 2,5%, which is an obvious
fact, and even mandatory, in conditions when this sector is so volatile in the
overall picture of the national economy. With regard to service sector, an
increase is expected of 10% by the year end.

Investments level

Diagram 5. Foreign Direct Investments,
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combined with an impulsive government, who misses
decisive actions and clear vision, discourages foreign investors.

The recent declarations of the Ministry of Economy and Trade, where
unsatisfactory level is recognized of foreign direct investments attraction per
capita — the lowest rate on European arena — unveils the lack of an effective
policy and the urgent need to look for untraditional solutions. A simple statement
on this issue does not resolve the problem and does not offer any perspective,
concerning the steps needed to be undertaken in this field. The precarious
legal framework, arbitrary execution of laws, as well as general disinterest
of the state office holders’ ,cast’, who take care of only their private affairs,
regardless of anti-corruption programs, or “guillotine” legislation, unveil, in fact,
the reasons why the investment process in the RM is in dead-lock.

For this year, the Export Promotion Organization of Moldova has forecasted
foreign direct investments worth USD 300 min, and the CEP experts have
qualified it as “excessively optimist”. The Republic of Moldova has a unique
chance to use at maximum the time remained by the end of the year only in
conditions of initiating some more form and more consistent policies, or even
radical, ones in terms of considerably improving the investment climate and
using the opportunities of EU neighbor country, an incontestable advantage,
whose effects will ascend once with Romania’s joining in the EU.
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Investments in fixed assets at the domestic companies are at a low level.
Thus, in the first quarter of 2006, this level has reached a modest level of
USD 54.4 min.

Most Moldovan companies are in a vicious circle. The low level of
investments is caused not only by lack of finance but also of low demand of
Moldovan products, which discourages the growth of production capacities.
At the same time, the lack of investments in the research and development
activities, and in raising staff qualifications, entail production of uncompetitive
products on foreign markets.

On the one side, investing in these conditions seems to be risky, and on
the other hand, the companies hesitate to increase the output capacities in
conditions when products are completely missing, that could “conquer” not
only domestic market but also foreign ones.

Thus, we do not have competitive products because there are no new
ideas and professionals of high standards, and consequently we neither
have what to produce. Once we do not have what to produce, the risk
to invest is ungrounded, because the existent products on the market are
not competitive. As a result, the foreign creditors or investors do not see
perspectives to invest in project without any clear future.

The growth tempo in constructions

The level of enterprise works performed by the constructions & assembling
companies in the first four months of the year are at the level of 111%,
compared to 2005; in the same period of 2005 a growth rate was registered
of 121% versus the same period of 2004.

Although at present over 50%, of the total investments in the fixed capital
have been made in constructing several production units (in conditions of a
low level of investments and of significant growth of constructions cost), the
volume of investments in the production units will decrease.

Over 70% of the overall construction works have been performed in the
mun. of Chisinau, which unveils a significant geographical polarization of
the economy.

The volume of living space construction will be determined by raising prices
for construction works and declining purchasing capacity of the population
(including of the population living abroad). The raising demand for living
space will be possibly stimulated by developing accessible schemes of
mortgage lending, which will make possible that individuals with incomes
generated within the country get encompassed in the potential buyers
category.

Crisis of the National Industry

The level of industrial output has reached the minimal amount in 20086, in
May. The decrease of industrial output volume by 6.9% is caused by the
crisis the enterprises of the traditional branches are going through: wine
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making and distilled alcoholic drinks industry, tobacco processing and
oils and fats production. The decrease of the forecasted industrial output
indicator, from 5% to 2.5% level, reflects the fact that the national industry
will not manage to recover by the end of the current year.

Diagram 6. Growth tempo of national industrial sectors
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Processing Industry

The crisis in the industrial sector, in general, is caused by the decline of the
processing industry.

As a result of decreasing volume in the processing industry by 9% in the
period of Jan.-May 2006, the experts team of the CEP have adjusted the
forecast of the growth rate from 5%, as initially announced, to 2.5%.

The decrease of the production volume in the processing industry has
been determined by the significant reduction of the production volume in
the foods and drinks industry (by 18%) which accounts for over 50% of the
processing industry.

The decline of the tobacco products volume by 21% has had a negative
impact on the processing industry; in this situation the privatization of the
,Tutun-CTC” S.A. must be a priority for the government. This fact implies,
however some negative results too; the experts of the CEP consider that the
protectionist measures of the Government will have no economic support,
will be of discriminatory nature versus the other players on the tobacco
products market (increased rate of import license tax, for instance) and this
is why will be, most probably, harmful. We consider that the state should
discourage smoking, following the example of the economically advanced
countries, and should have a “protectionist” attitude towards the citizens
and health state of the whole society, rather than towards the company
whose owner it is.
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Diagram 7. Processing Industry Structure; %
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The food and drinks industry has been affected mostly by the decrease of
18% of the wine output, which accounts for a share of 37% of this industry,
as well as diminution of beer output, dairy products, oils and fats.

Will there be any restrictions for the preserved fruits and vegetables? The
Economic Statewatch team consider that the restrictive measures of the
Russian Federation are of political nature and seek to determine the Republic
of Moldova give up several political desiderata. The persuasion method,
chosen by the Moscow power, is being manifested by economic pressures
imposed upon the authorities from Chisinau: raising price of natural gas,
ban on imports of several products that account for a significant share in
the Moldovan agricultural industry. Russian authorities have rejected the
political nature of these actions by stating several arguments. Moscow
states that it accepts the imports of other products from the Republic of
Moldova, such as, inter alia, canned fruits and vegetables, given that they
,comply to the sanitation norms of Russia”. This pro domo evidence, is,
euphemistically speaking, infantile; the import of such products will not be
banned because such actions will have no significant destructive economic
effects for the economy of the Republic of Moldova, thus, will not contribute
to reaching political objectives sought by Russian Federation.

Wine making has decreased by 38% in the first 5 months of the current year
as a result of cease by Russian Federation of wine imports from the RM.
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What lessons can be made by the
RM from the “wine war”?

1.

This “war” was predictable, it was just a matter of time. The
restrictive actions of the Russian Federation ever since the spring
of 2005 were suggesting a potential scenario, yet, the authorities
from Chisinau did undertake almost nothing to diminish the impact
of this “war”.

The reaction of the Moldovan wine makers to the actions of the
Russian Federation was anemic, short of seriousness. The
respective branch managers seem to have been too sure of the
Moldovan authorities’ capacities in anticipating this economic
war. Thus, most of domestic companies have proved to be totally
unprepared to face this dramatic situation.

The panic that grasped both the government officials and wine
makers, has deprived them of the capacity to make any weighted
and well-thought decisions in strategic terms. A series of chaotic and
desperate measures have been made in terms of promotion and
merchandising Moldovan wines on the other markets. Romania,
Ukraine, Belarus, Poland and other markets have been assaulted
by offers and ,wine festivals”. These actions have not implied the
expected results, because not any country is a potential market for
wine sales. We think that febrile moves of our government officials
have been aimed at creating the opinion that much is being done in
crisis solution.

The negotiations with the Russian Federation may be successful
only in case when the RM gives up its firm stance on political
issues that have determined Russia unleash this war. The situation
would be resolved shouldn’t Moldova be so insistent on evacuation
of Russian troops from Transnistria, should it give up the new
customs regime for this region and should it forget of its aspirations
to integrate into the European Union.

Republic of Moldova has been “late for the train” that might have
transported its wine to Europe. Should it have been displayed a
firm attachment to the European democratic values and displayed
its political option in actions, it might have been more actively
supported by the European community in the process of sales
markets diversification. In these conditions, however, “conquering”
new markets will take considerable sustainable efforts.

The tough reality for the wine makers can be mirrored by the
statement: ,Producing and selling are two different jobs”. Thus, the
Moldovan wine makers have two possibilities: to either learn to sell
(which might take years and considerable investigations) — or trust
this job to certain companies specialized in competitive exports,
which might promote consequently and efficiently the Moldovan
wines on other markets. Some managers have rapidly perceived
this thing and have oriented and found such experts in the field,
others however, are still looking for specialized marketing agents,
whose task will be to searching and developing wine distribution
channels.

37




Center for Economic Policies of IDIS “Viitorul”

7. The “wine war” with the Russian Federation must be regarded
as a little battle, which we should lose for the sake of victory in a
big battle. The efforts of the government officials and wine makers
should be targeted towards: raising wine quality and maintaining
it, regardless of the country exports are made to; re-acquiring
Russian market with high quality products (superior to those
exported previously), penetrating on some other market “niches”;
joining efforts of all producers and promoting abroad of the country
of products and using foreign companies for this; and not least,
working out marketing strategies that would change for the longer
term the image about Moldovan wines as being cheaper and of
less quality.

Most of wine making companies have been specialized, first of all, in
producing bulk wines, which was delivered and then processed and bottled
in other soviet republics. Due to this, in the respective sector companies
skills are missing of both promoting some brands, and marketing ones. After
the privatization of the enterprises, the Russian Federation was the first
sales market for the Moldovan wines. Selling wines was done via Russian
distribution markets, without any intense marketing efforts.

In these conditions, when the skills are missing of wine promotion, and the
reduced capacities of the companies are limited, the Moldovan wine brands
must be created urgently and promoted on all foreign markets; this is why
emergence of some virtual producers is required who might substantially
contribute to remedying this situation. The virtual producers might be some
specialized agencies in creating brands and promoting products on new
markets, acting on behalf of the producers. For the Republic of Moldova
two scenarios might be possible: 1) A number of enterprises of this sector
create such an agency (a virtual producer), which will be funded commonly
and which will be staffed with marketing specialists from both Moldova and
abroad, the latter having to promote several brands, of these producers.
2) A virtual producer should be recruited from abroad, by one or several
domestic companies. In both cases the role of the virtual producer will be
to create the brand, promote it and develop distribution channels for the
domestic wines.

Services

The paid services offered to the population have reached during the 4
months of the year a growth of 7.7%, versus the same period of the previous
year. The volume of services offered will slow down its tempo during 2006.
The growth in this sector is supported continuously by the high volume of
remittances and higher demand for services.

The investments channeled in developing both fixed and mobile telephony
will continue to grow in this sector, as well as the increasing number of
subscribers.

Passenger transportation branch will continue to grow. Particularly, the

passenger air transportation will grow, due to raising number of citizens
working abroad and their preferences to travel by air.
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The volume of goods transported by railway has registered a decline in the
first five months of the year. This trend will continue until the end of 2006,
due to diminishing both industrial output tempo and declining volume of the
exports volume. An increase is registered of goods transportation by air,
this trend seemingly being up-kept until the end of the year.

Trade

Retail sales will continue to grow due to consumerist nature of the economy,
the latter being stimulated, at the same time, by remittances. At the same
time, the organized nature is being stressed of the trade activities. Thus,
the growing rate of the retail sales volume in the trade units outpaces the
volume of sales on the markets. This trend will be developed also in the next
several years, due to both withdrawing patents for retail trade activity and
reorientation of consumers’ preferences and behaviors. The total growth of
sales accounted for 10.1% in the first four months of the year, versus the
respective period of the previous year.

Small Business

Regulatory reform intended to review and optimize regulations in the fields
of entrepreneurship at all state administration levels of the Republic of
Moldova, with the view to avoid eliminate inefficient regulations who used
to impede the business development and investment flow.

The first legislative initiative who ought to support this initiative was enforced
on the 7" of February 2005. Being implemented in several stages, this
initiative is only the first step in normalizing business environment — by
simplifying the procedures, curtailing the number of regulatory acts, raising
transparency and stability in the regulatory business framework.

Certainly, the regulatory reform has been unleashed, and actions of the
state are necessary, which it should have done. The small business needs to
further simplify all procedures, starting from both registration of businesses
with the Registration Chamber and other state bodies and accounting
norms and standards and fiscal policy of the state. In order to create the
legal framework, veritably favorable for the development of the small
business, the fiscal legislation needs to be revised and create a simplified
legal framework, stable and less costly for small business agents.
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FOREIGN TRADE

It was believed that 2005 was not the best year in terms of developing the
Foreign Trade of Moldova; neither could we imagine that in the Q | of 2006
there were profiled only its basic trends. The fact of imports out-passing by
exports, at the end of the Q I, 2006 reached the level of 46,8%, and by the
year end this indicator was expected to be 42%.

General trends

The trade balance deficit registered incredible trends on the background of the
insignificant growth of exports in the first quarter of the year, which will have
very hard consequences for the economy of Moldova. The emerged situation
in the relations with Russia have proved that as of today, the political factor can
prevail easily upon the rationalization of the economic decisions for the political
regimes existing in the post-soviet area, to make possible (or even inherent!)
tools of the market for geopolitical aims. The problem of unilateral barring of
both Moldovan and Georgian exports by a country which claims as if “has
entered the WTQO’ reflects a disproportionate intervention of the state in the real
economy sector. Despite all the efforts made in the last several months by the
authorities of the RM to resume the access of the domestic exporters to new
markets (China, USA, EU), the situation has not been improved substantially
and sufficiently fast for the domestic producers. The phenomenon that saves
the RM from the current economic situation is mostly linked by the remittances
of the Moldovan laborers abroad, a life buoy of the Moldovan economy, and not
of miraculous solution of state bodies. Their rates are painfully felt by producers,
and the lack of visionary strategy by exporting sectors engender lack of trust
among the authorities and business.

Diagram 8. Moldovan Foreign Trade Evolution
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Exports

Despite of the initiatives to diversify the sales markets, the current trends
profile a stable growth and even an intensification of the commercial
relations with the traditional partners.

In the first quarter of 2006, the main partners of Moldova (main export
markets of Moldovan goods) have remained Russia, Romania, Italy and
Ukraine. There are many predictions with regard to re-orientation of the
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Moldovan exports to other markets, we consider, however, that this process
will last several years, rather than several months, as somebody may think.
We support the idea that both political and economic relations with Russia
will resolve in the following several months and, to some extent, this fact will
allow to cover the incurred losses.

One could speak of introducing the notion of ,re-export” of Moldovan goods
to CIS countries, given that the exports to Belarus and Ukraine can be re-
oriented from these countries to the Russian market.

Diagram 9. Moldovan Export Partners Q1, 2006
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EXPORTS OF CEREALS. Lastly, the negotiations with the Universal Com-
modity Exchange (UCE) has reached a logical final — starting since Sep-
tember 2006 export operations are allowed of cereals without UCE as in-
termediary. This fact will make possible to raise flexibility of exports and will
simplify the procedure of document preparation.

EXPORT OF FOOD STUFFS. This branch of the national economy has
increased the export volume; this trend will be maintained, seemingly in the
next several years too.

EXPORT OF CATTLE-BREEDING PRODUCTS. The Ukrainian authori-
ties have affirmed that it is possible to introduce restrictions on Moldovan
exports of cattle-breeding products. To mention is that the export of cattle
breeding exports to the neighboring country is an insignificant part of the
overall exports and an eventual cease of this kind of exports will not impact
substantially the foreign trade of Moldova.

EXPORT OF TEXTILES. Recently, positive trends are seen in the export of
textiles — cheap and qualified labor force, and stable political environment,
have implied its positives: the foreign companies started to use more fre-
quently the production capacities of Moldova.

4]
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Imports

The imports continue to grow, without any changes in geographical area.
Meanwhile, the imports originated from Russia have almost doubled in vol-
ume, accounting for almost 30,8% of the overall imports of the national
economy. The positive side in this context is that the main categories of
imports continue to be mineral products, which are vital for the economic
development of Moldova in the region.

An increase is noticed of imports in the constructions industry too (construc-
tion materials and complementary products), imports of these categories
of products having raised in some periods of the year. It is true that the im-
ports have made possible for our state to execute the budget, but in no way
have contributed to the economic development. The negative trends in this
sphere are pertinent, in this sense; a constant growth has been registered
of imports of the cattle-breeding products — by approximately 1/3 a year.

To mention is that several companies, oriented to exports, ignore the ex-
istence of the domestic market, a fact which has provoked the following
situation — export-import ratio has remained almost unchanged. Following
the behavior of the Moldovan producers in the “wine war”, one could state
that only the shock therapy will force the domestic producers understand
the importance of the domestic market.

Foreign investments

Moldova becomes more and more attractive for foreign investors, this fact can
be observed in its recent development trends. The foreign investors are not
interested only in short-term foreign investments, which might allow them pay-
off the invested funds. The intensification is obvious of the activity of potential
investors in the strategic branches of the national economy: energy sector,
banking, and wine making industry. It is expected that in the near future several
important acquisitions will take place of large companies; strategic investors
are ready to enter the Moldovan market. In line with that, the Government
has declared to continue in 2006 the privatization process, although ,most
demanded” assets have not been exposed to privatization yet.

@ DOES BIG PRIVATIZATION START?

ecently an intensification has been noticed of the
foreign investors in the banking sector. The shares

he Government has initiated already to look for an
international company for evaluation of the Banca

of the Moldova Agroindbanc have been purchased

by Slovenian companies, 100% of the Eximbank have
been purchased by an Italian bank. Privatization is
expected of Banca de Economii (Savings Bank), the
biggest bank with state capital (over 50% of shares),
with the largest network of subsidiaries. It is obvious
that no local company will be able to purchase such an
asset. Thus, one should state with all certainty that the
international financial institutions are ready to start
expansion on the financial market of Moldova.

42

de Economii. We consider appropriate the fact that the
Government does not rush to sell the bank, hoping
that this hesitation is not of bureaucratic nature, but
rather an attempt to try to find a better offer. There is
a negative precedent to enter the Moldovan market by
purchasing a local bank by a larger foreign bank (the
authorities have reacted respectively, at that moment),
an eventual inadequate decision might impact
negatively the image of Moldova on international
scale.
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FINANCIAL MARKET

In May, last year, the monetary system of the Republic of Moldova has
been subjected to trial by the fluctuations of the exchange rate of the MDL
versus foreign currencies. The predictions launched in media with regard
to imminent devaluation of the national currency generated a wave of
panic among the clients of several important banks, whereas the activity of
the currency exchange offices has increased progressively. The absence
of several objective factors which might trigger these fluctuations in the
exchange rate and the short time-span of this occurrence have determined
us to name this phenomenon as — May ,currency rush”. Compared to the
US$, the MDL has not been devalued in the first half of the current year,
because the US$ itself has recorded a devaluation in the respective period,
on the international market. The MDL has registered a devaluation versus
Euro, having reached up to MDL 16.90 per 1 Euro in the recent weeks.

Influence of the currency market fluctuations
upon the bank deposits

The “currency rush” has impacted, undoubtedly, the currency flows in the “"Currency rush”

banking system of the RM. Despite of that, the effect on deposit structure in has stimulated

MDL have not changed significantly. conversion of
MDL deposits

In May 2006, the balance of the MDL bank deposits have diminished by 3% Into fore':gn

versus April 2006. This phenomenon (diminishing balance of MDL deposits) ;‘e';'f:’.:;es

is faced very rarely. During the recent years, the MDL deposits were, usually,
more gainful as the bank deposits in foreign currencies. Consequently, the
monthly balance of the bank deposits have been continuously growing. In
the last 3 years, the decline of the bank deposits’ balance has been eyed
only in October 2005 and, obviously, in May 2006.

At the same time, the bank deposit balance in foreign currencies has
increased by 3% when, usually, the balance of deposits in currency is
almost stable in May-July. This demonstrates us once again that a small
part of bank deposits in MDL have been changed in foreign currency and
deposited in foreign currency.

Diagram 10. Evolution of bank deposits in MDL and in foreign
currencies
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At the same time, the higher demand for currency deposits made possible
for the commercial banks diminish the interest rate thereof and to increase,
at the same time, the interest rate for currency loans. The phenomenon is
very obvious, given that on the international markets the interest rate for
both US$ (LIBOR), and Euro (EURIBOR) has been increasing during May

of the current year.

Diagram 11. Average interest rates for MDL and foreign currencies
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THE IMPACT OF THE SITUATION IN THE WINE-MAKING INDUSTRY ON
THE EXCHANGE RATE. FORECASTS

n April-May of the current year, on the currency
market of the RM an opinion has been wide-

spreading that the difficult situation of the wine-
making industry exports might imply, in autumn, a
depreciation of the MDL. It is this why we have set our
goal in this issue to analyze these forecasts which have
created panic on the currency market.

he opinions with regard to MDL depreciation are

based to a great extent, on the assumption that the
cease of wine-products exports to Russia could reduce
considerably the cash collections from exports, which
are necessary for up-keeping the balance between the
supply and demand of the foreign currency market in
the RM.

he statistical data show something else. In 2005

the wine-making industry has exported produce
worth US$ 208,3 min. At the same time, we estimate
that the wine-making industry has imported from
Russia primary goods worth at least US$ 23 min
for production needs and some other US$ 15 min
(estimated) have not been repatriated. Thus we
consider that the exports of the wine-making
industry to Russia have generated net collections of
approximately US$ 170 min.
Cash collections’ missing in the current year will

not trigger devaluation of MDL, due to also many
other forces that might compensate for these losses of
currency; namely:

1 An important factor will make up the remittances
ofrom abroad. The months of August-September
are characterized by a higher consumption. This fact
implies higher remittances from abroad in this period.
Should we analyze the evolution of the turnover of
the currency inter-bank market (which comprises the
most currency operations of the individuals)' one can
notice a high turnover rate in Dec.-Jan. (winter holidays
period) and in Aug.-Sep. In these periods the supply of
the foreign currencies in the RM increases suddenly,
thus, triggering the trend of MDL appreciation.
2 The NBM avails of an excess of currency reserve.
«The NBM will not allow a significant devaluation

of the MDL. Currently, the currency reserves of the
NBM make up USS$ 650 min and the NBM avails an
excess of currency reserve of approximately US$ 60-70
min. In case of need, the NBM will be able to intervene
on the currency market to meet the temporary
demand of foreign currency.

fin Aug.-Sep. one could eye, typically, a pressure on

the MDL on appreciation, this year the forces will get
compensated. The most pessimistic scenario of ours
assumes that the national currency will depreciate at
most by 3-5% versus the US$, and in no way will ever
register a dramatic devaluation. On the longer-run,
however, the rate of import coverage by exports will
diminish and this factor might imply a devaluation of
the national currency?.

1 Currency transactions of the companies are re-included in the category of inter-bank currency operations.
2. This factor has persisted since the introduction of MDL into circulation.
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Table no 3. Net export of the wine-making industry to Russia, 2004-2005

US$ min 2005
Grapes wine, embattled 176.9
Sparkling wines 9.0
Wine — as raw material 22.4
Total export, wine-making industry 208.3
Imports of the wine-making industry (estimate) 23
Non-repatriated currency 15
Net export, wine-making industry (estimate) 170.3

Source: Moldova-Vin

Diagram 12. Monthly turnover of the inter-bank currency market; US$
min, Jan. 2004-Apr. 2006

175
150
125
100
75
50
25
L]

lan 2004 May-04 Sep-04 lan 2004 Wi 2005 Sep-05 lan 2006

Source: Calculations of the CEP based on data from the NBM

Diagram 13: Balance of Net Acquisitions Made by the NBM, USD min,
Q1. 2004 - Q1. 2006
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On global arena, one can notice a rise of credit cost.

In the period of 1 to 15 June 2006, 12 central banks of the world (most
of them being of the G8) have increased the discount rates. These
increases have been justified by the inflationist pressures which have been
occurring at global level, as a result of raising price of energy resources
and of construction materials. The interest rate has been increased for US$
including, and Euro. The event will impact, undoubtedly, upon the increase
of the interest rate on deposits in foreign currency raised by the commercial
banks of the RM, which will make the foreign currency deposits be more
advantageous in the second half of the current year. In the first half of the
current year, interest rates started to grow on deposits mobilized in foreign
currency, from the yearly average of 5% in Jan. 2006, to 5,23% in May
2006.

Conclusions and forecasts

We insist on our forecasts with regard to interest rates on the Moldovan
market, considering that by the end of the current year, the NBM will raise
the discount rate. This raise will be determined to a great extent by the
inflationist effects emerged during the first two quarters which will condition
the change of trend, because the discount rate has been being decreased
during the last two years. In case the NBM will decide to raise the discount
rate, partially the problem will be resolved of liquidity excess in the economy,
and, at the same time, loan marking-up will be triggered.

We consider that the situation implied by the “wine war” will not imply a
significant devaluation of the MDL. The MDL devaluation will reach in 2005,
at worst - 5% versus the USS$.

As aresultofthe situation on the currency market, which implied modifications
in the MDL bank deposits’ evolution, our forecast with regard to the final
balance of bank deposits for 2006, have implied some changes. We foresee
that the bank deposits in MDL will grow by only 32% versus December
2005, much below the increase of 47% registered in 2005. The monetary
aggregate M2 seems to evolve in tandem with the our previous forecasts,
in the last 12 months having increased by only 20%, which is a positive
manifestation, given that the liquidity excess seems to get balanced.
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PUBLIC FINANCE

General trends

After a spectacular growth of the budget incomes in 2005 the year 2006
seems mostly as a worrisome stagnation. The basic state budget incomes
will make up about MDL 8,8 mird. And will outpass the volume planned by
about 5%.

Although the Moldovan economy registers negative growth, nevertheless
the poor trend has not impacted the state budget essentially, which denotes
a week link between the state budget and the national economy.

While a clear strategy is missing on country development attraction of foreign
resources becomes a more difficult objective to be realized. Attraction of
foreign funding will be possible only by means of investment projects, which
curtails the actions of the Government and essentially reduces the volume
of raised financial resources. The most probably the first funding will take
place only at the beginning of 2007.

In 2006 the state budget will deplete
its growth basis

As anticipated also in the previous numbers it is already obvious our forecast
with regard to growth rate of incomes to the state budget.

Without a radical change of the economic development paradigm of the
country one cannot ensure the development and respectively, in the
following years, the Government will face problems related to accumulation
of incomes to the state budget.

The year of 2006 is the last year when the VAT will serve as driving force
for the incomes growth to the state budget. However, unfortunately, other
forms of income have not become yet a real source of growth.

The negative symptoms from the national economy, have been seen in
the first half of 2006, when the growing rate in most economic sectors has
become negative. However, the negative processes in the economy, as
expected, did not impact the budget incomes. They are at least executed
in compliance with the forecasts of the Ministry of Finance, the difference
being that the “sur’-incomes of this year will be much less than in 2005.
This fact denotes once again that the state budget does not have any link
with the economy of the country, which makes it very vulnerable in terms of
incomes, because the Government does not have any leverage to impact
on its execution. The economic basis, which ensures the state budget
execution is beyond the competence area of the Government.

The tensed economic relations with the Russian Federation and the ,wine
crisis” did not impact negatively on the state budget, yet, it showed in detalil
how fragile and dependent is the most important branch of the national
economy. Over and above, this crisis showed a well known fact for us, that
the decision making center in the priority sector for us is not in the Republic
of Moldova, and both Government and economic agents, cannot undertake
anything to save the situation.
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Evolutions of the Q I, have proven our forecasts concerning the declining
tempo of remittances from abroad, which declined almost 2-fold versus
2005, which confirms our hypothesis with regard to diminishing in the future
of the VAT role in raising the budget incomes.

We continue to believe that the state budget in terms of incomes will be
executed at an excessive rate versus the forecasted incomes of at least
+5% and the total collections will make up over MDL 8,8 mird. We want to
just mention that the state budget for 2006 in terms of current incomes has
been approved in a very pessimistic scenario, with incomes of MDL 8,18
mird., in situation when it was already clear that in 2005 it will be executed
in this regard not less than MDL 8,4 mird., which was proved (see the Chart
below).

Diagram 14. The trend of the state budget incomes
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As we anticipated in the previous issue the Government signed successfully
the Memorandum with the International Monetary Fund, yet, missing a
vision with regard to further development of the country, the defective
mechanisms of public money allocation in the investment projects, reduces
considerably the capacity of the Government to fund-raise foreign resources.
We consider that by the end of the year in terms of foreign grants will occur
nothing significant and with no improvement of the public finance system,
and a clear delimitation between the local budgets and local budgets, is
difficult to attract financial resources from abroad.
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@ FOREIGN FUNDING THROUGH THE ANGLE OF QUALITY OF GOVERNANCE

fter many years, the Republic of Moldova in

2006 has un-frozen its relationships with the
international financial institutions. In conditions
of an insufficiency of domestic financial
resources, it is impossible to develop the national
infrastructure without foreign financial support.

However, the form which can be taken by the
relations between the Republic of Moldova
and main donors and international financial
institutions depends by the quality of governance
and ability of the public authorities to form clearly
the agenda of the Governance.

Foreign financial resources can come to Moldova
by two ways:

1. Structural reform fund
2. Funding by means of projects

The first form of funding is promoted when all
international actors are sure in the capacity of the
national authorities to form adequate strategies
of development and when the state institutions
have a due preparation and competence level to
realize the established objectives.

The second form of funding is typical to week
states, with no clear vision and with week state
institutions, and particularly corrupted. In this
case the funding fields are usually established by
the funding entity.

One could affirm, with a high degree of certainty,
that for the RM the second way of funding will be

chosen. Which means that:

1. Theforeign loans will be offered only for
specific investment projects and not as
grants of general destination.

2. The European funds, starting from 2007,
will not be offered for structural reforms
to public institutions, but in form of
projects to the NGOs.

This newly profiled relation between the RM and
the International Financial Institutions have two
negative effects:

First of all the allocation procedures of the
financial resources take very much time, given
that the Government has not formulated a clear-
cut strategy of development which might be
supported financially, and any time needs to
be subjected to acceptance procedure for each
project activated by it.

Secondly, the amounts that can be raised are
much smaller than in case of existence of an
acceptable strategy of country development.

This state of affairs denotes the low level of trust
on behalf of the donors, in capacities of the
national public institutions.

Without an increase of the credibility in the public
institutions and without formulation of a clear
agenda of country development, it is impossible
to get financial resources, either in form of grants
or loans, so much necessary for development.
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In the last five years the expenditures for

health care have increased 6-fold

In 2006 the basic costs of the state budget will grow 2-fold compared to 2002
and will make up about MDL 8 mird., versus MDL 3,9 mird. In 2002. If in most
fields of activity a uniform growth was observed, then, due to reforms
commenced in 2003-2004 the costs for health care in the respective period
have grown 6-fold, from MDL 252 min. in 2002 to over MDL 1,5 mird. In 2006.

The most tangible growth was registered in 2004 once with the creation of
the Health Care Mandatory Insurance Fund. Once with the implementation
of the new system of health care insurance for each employee 4% are
paid from the salary (2% by the employer and 2% by the employee), and
those who do not have a job, can buy the insurance police, whose price is
established on yearly basis.

Diagram 15. Trend of costs for health care
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The state budget remains the largest contributor for formation of the Health
Care Fund. In 2004 the share of transfers from the state budget accounted
for 75% of the overall health care fund incomes. In 2006 the contribution of
the state budget to formation of health care fund will diminish to 65%, mostly
due to raising the health care insurance polices paid by the employers and
employees.

Diagram 16. Formation of Health Care Insurance Fund
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However, of the total adult population able to work are employed, and
respectively pay the Health Care Insurance Premiums only 25%. Beside
them there are some more 25% who perform a certain economic activity
and, according to law are obligated to purchase Health Care Insurance
polices. Should all the people employed in the national economy buy Health
Care Insurance policies then the Health Care Insurance budget would
collect additionally MDL 450 min. to those 28 min. as are collected de facto.
This amount could be collected besides the other 50% of the population
who are not employed in the national economy.

This is why the state, as best payer, is also the biggest payee to the Health
Care Insurance Fund. Normally, the share of transfers from the state
budget should not exceed 25-35% of the overall incomes of the Health Care
Insurance Fund. In other words, the reserve of the Health Care Insurance
Fund growth reserve is of minimum MDL 500 min. as on 2006.

In most European countries it is considered that a normal functioning of
the health care system can be insured only should the contributions to the
Health Care Insurance Fund be of minimum 7% of the salary.

We consider that during the next several years, in order to improve the Health
Care Insurance System the following actions should be undertaken:

1. Increase one a 2 years, by one percentage point, the contributions
to the Health Care Insurance Fund, so that this grows from 4% to
7%. This would make possible to increase the incomes of the fund
by 75%.

2. Improve the system of premiums collection from non-waged
individuals, which would make possible raising collections to the
health care fund by 30-50%.

Should we extrapolate the suggested actions, for 2006 the total incomes of
the mandatory Health Care Insurance Fund would make up at least MDL
3,5 mird.
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PRICES

Prices continue to raise

In the first quarter of 2006, the price level increased by more than 7.5%,
which accounts for over half of the forecasts made by the National Bank for
this year. The high increase rate of inflation is mainly determined by the
increase in prices for food and energetic products.

Diagram no. 17. Monthly inflation rates for 2005 and the forecasts
for 2006
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For 2006 we keep our forecasts of an annual increase in the price level by
13%, which is mainly determined by the following factors:

1. The inevitable increase in the price for gas by the end of 2006;

2. The high oil prices will not go down and stay at the level of 65-70 USD
per barrel in 2006.

3. The ban on exports to Russia can increase the unemployment rate, the
external trade balance deficit, and the budget deficit.

4. Inefficiency of the national economy that risks to collapse at any time.

The gas price will reach 160 USD for one thousand
m?® by the end of this year.

The increase in the gas price up to 110 USD was not fully reflected yet in
the consumer price index that is why the CPI will continue to increase under
the influence of the new price for gas. Even if the Government manages to
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obtain the price of 110 USD for one thousand m? of gas in the third quarter
of 2006, in the fourth quarter we have the certainty that the price will be
increased up to 160 USD. Moreover, Russian mass-media claims an initial
price of 180 USD for one thousand m? of gas, calculated on the basis of a
specific methodology adjusted to the evolution of the world prices for oil.

The Government does not have the necessary leverages to negotiate an
advantageous price for gas. Under these conditions, Russia will decide
when and to what extent to increase the price. On the other hand, the
uncertainty regarding the gas price must not be maintained for ever,
because business entities are not able to plan correctly their business. The
incapacity of the Government to sign a long-term contract on gas supply
determines further speculations concerning the level of inflation.

In this context, the government strategy on local tariffs for natural gas is not
clear. Even if the increase of tariffs is imminent, they have not been
restructured for better seasonal tariff balancing. The prices will presumably
increase in the fourth quarter and the Government, unfortunately, doesn’t
have an additional plan for the unfavorable situation that will emerge, aimed
at diminishing the dissatisfaction of the population.

On the other hand, the structure of tariffs for the end consumers makes
us think that households pay for a part of the gas consumed by electric-
thermal plants. The tariffs paid by electric-thermal plants are under 110
USD for one thousand m? of gas. Thus, we have a feeling that households
(mostly rural population) sponsor the heating of urban population during
the winter. Statistical data show that, in fact, urban population has a higher
living level than that of rural population.

Another important consequence of the increase in gas prices will be the
imminent increase in price for electricity. The possibility of Cuciurgan
Thermal Electrical Plant to cease its activity is not advantageous for RAO
EAS (hence to the Russian Government), consequently the imports of
electricity at 2.5 cents for a kW/h will not last for a long period of time.
Russia is not exporting electricity to Moldova any more. Ukraine, like
Moldova, has problems in maintaining the gas price. An eventual increase
in the gas price in Ukraine will, in turn, increase the price for the electricity
supplied to Moldova.

Obviously, the increase in energy prices will mainly affect the households
and will raise people’s dissatisfaction. The National Economy will be less
affected, because basically there is no national economy in Moldova. Even
if a threatening situation is foreseen, the Government doesn’t seem to be
prepared to prevent the negative effects generated by an eventual increase
of gas prices.

The prices for oil will stay at the level of 65-70
USD/barrel in 2006

The uncertainty on the world prices for oil is still maintained by Iran’s nuclear
program, by the high economic growth in Asian and Eastern European
countries, as well as by the political instability in the region of the Persian
Gulf. The world demand and supply of oil is in an almost perfect balance;
that is why, an insignificant reduction of the oil supply could generate
disequilibrium, and as a result, the prices could blow up.
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Nowadays, any speculation on the initiation of military actions or of economic
sanctions against Iran will lead inevitably to the destabilization of the world
market and to the increase in the oil price.

According to the estimates of Economist Intelligence Unit, Iran supplies
about 2.6 min. barrels per day on the world market, while the oil supply
exceeds he demand only by 2.0 min. barrels per day.

Diagram no. 18. Oil demand and supply, million of barrels/day
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According to the estimates of Economist Intelligence Unit, the oil production
capacities will increase insignificantly in 2007, thus diminishing the danger
of disequilibrium on the world market. The average price for oil in 2007 is
expected to be lower than in 2006 and will amount to 60-65 USD for one
barrel.

The ban on wine exports to Russia can pose
additional inflation pressures

The ban on wine exports to Russia will increase the commercial balance
deficit. In the first quarter of 2006 the wine exports decreased significantly,
at the same time, the efforts to enter other markets are not successful yet.

Most wine factories and raw material suppliers have reduced their activity
sending many employees in forced vacation. Thus, the wine-making
industry will pay fewer taxes to the state budget, causing an increase in the
budgetary deficit.

As a result, a bigger budgetary deficit will generate additional inflation
pressures, and the dissatisfaction of the employees caused by the loss of
income will cause a new wave of emigrations.

The problem gets more serious because of the commitments assumed by
the Government towards the employees of the state sector concerning the
rapid increase of salaries.

In our view, the issue of resuming the wine exports to Russia is related to
the establishment of the macroeconomic balance. The settlement of this
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problem is also beneficial for the reduction of inflation pressures.

The inefficiency of national economy
favors inflation

Massive currency transfers have stimulated consumption, and, consequently,
contributed to the increase of inflation pressures. During the last three years,
consumption increased by an annual average rate of 20%. In fact, most of
the funds that came from abroad were oriented towards end consumption,
while investments represent less than 20% of the total consumption. The
lack of attractive investment projects, poor functionality of capital markets
have determined the population to consume its reserves or to keep them
out of the banking system, ignoring the investment variant.

After having remarked the population’s tendency for consumption, the
businesses have increased the prices, thus we are in the situation when
Moldovan consumers have to pay bigger prices for some products than the
Romanian and Ukrainian consumers.

On the other hand, unprofessional management and unwillingness to risk
also determine bigger prices for products and services on the market.

The lack of intermediaries that affect adversely the prices, the withdrawal of
profits from the country via off-shore zones, the misunderstanding between
managers and company owners, etc. make our economy sensible to
eventual external crises, and impact indirectly the exchange rate, increasing
thus the inflation rate.

The separation of enterprises into smaller units
generates inflation and inefficiency

In terms of the turnover, the Moldovan enterprises can be classified
as small business (with 3-4 exceptions) according to the international
classification. Small enterprises have certain advantages related to
the specialization, oriented towards a specific client segment, but they
cannot form the basis of the national economy. On the contrary, they
are oriented towards serving big enterprises, often being inefficient
without the big enterprises. The main problem of small enterprises is the
high production cost, as they cannot benefit from economies of scale.
Big enterprises can develop trade marks and promote them on bigger
markets, are less vulnerable to environment factors and have lower unit
costs.

In the Republic of Moldova there are plenty enterprises. However, being
inefficient, they are forced to constantly raise the prices in order not to
go bankrupt and have some profits. The Government is trying to support
these enterprises by imposing barriers to imports, but the efficiency
cannot be achieved in such a way. For example, in the construction
sector the excessive fragmentation of enterprises has generated costs
by over 50% bigger than they should be, in the banking system the
interests are 2.5-foldbigger than those offered by EU banks, within the
insurance system, the companies impose the payment of exaggerated
and unjustified payments, etc. Moldovan enterprises solve the internal
problems, which are related to profitability, by simply increasing he prices,
without trying to increase the efficiency using the internal reserves.
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Some paradox situations are known when individuals build houses on
their own, because the construction companies request extremely high
prices.

Lately, a more active presence of foreign companies is reported in the fields
that were recently regarded as “local”: there are fewer local food products
in supermarkets, the foreign commercial banks try to enter the local market,
foreign construction companies declare more and more frequently their
presence, and the retail trade belongs to a big extent to foreign capital
companies.

If the past strategies approached export promotion, now the focus needs
to be turned first of all on the maintenance of the local market by local
enterprises because we risk losing what we still have.
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SOCIAL SPHERE

Labor force disequilibrium confuses the business
and investors

The situation on the labor market, in the first semester of 2006 continues
to be rigid triggering structural and territorial disequilibria in the national
economy.

The problem of labor force disequilibrium in Moldova is so poignant, that
the fact of having a job does not account for a guarantee against poverty.
Paradoxically, according to recent data of the Ministry of Economy, the
poverty rates are higher among the people who work, than among disabled,
the ill, or students. This situation makes more and more Moldovans look for
jobs abroad. In 2005 the number of emigrants has increased by 14.3%,
versus the previous year (or by 85.9%, versus 2000). The forecasts of the
CEP for 2006 are similarly pessimistic. We consider that the number of
Moldovan emigrants will grow by 15%, respectively the share will raise up;
30% of individuals declared as left abroad from the overall number of the
economically active population (in 2005 this share accounted for 27.7%).

At the same time, on the labor market another alarming situation is being
profiled — labor force deficit. In several sectors of the national economy
signals are frequently received in this sense. This fact creates real risks for
GDP growth.

Diagram no 19. Evolution of the employed population, thou people
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The data for the first semester of 2006 and CEP estimates for the same
period show the population employed in the industrial sector will diminish
by about 5% in 2006. The decline of the industrial gross output since the
beginning of the year confirm our prediction. Moreover, slowing down tempo
of economic growth forecasted for 2006 can contribute, to bigger extent, to
diminishing the degree of employment of the population in the economy.

We should mention that the IMF pointed attention of the Government,
repeatedly, that the labor force statistics is inadequate for macroeconomic
analysis. This has been confirmed by the fact that data is missing on
unemployment based on WLO methodology, whereas the data on
salaries do not include additional bonuses, which for an important part of
remuneration’.

1 IMF Report on consulting on the Article 1V of 2006.
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The poverty in Moldova is impacted not only by the employment rate, but
also by the source of main income of the population. It has been mentioned
frequently that the manner and level of motivation of wage-earners does
not stimulate currently the labor force of this country, which contributes to
up-keeping an additional factor of pauperization. According to forecasts of
the Government, in the period of 2005-2008, the average nominal salary, in
the economy as a whole, will raise 2,5-fold, versus 2004, and will get in
2008 the amount of MDL 2765 (USD 216), and the labor payment fund will
increase 2,3-fold, to get the amount of MDL 19,3 mird., or 33,4% versus the
GDP, compared to 26,7% in 20042. On the other hand, according to the
Mid-term Expenditures Framework (CCTM)3, it is expected that the real
growth rate of the monthly average salary in the economy will make up 12%
in 2005 and 2006, reaching 17-18% in 2007-2008.

Taking into account that the Government of the Republic of Moldova has made
already expenditures worth approximately 40% of GDP (which is too much
compared to other countries with a similar level of incomes per capita), “the
high raise of salaries from the public sector reached in 2006 is regrettable
and the authorities have been advised by the IMF to provide for mid-term the
conformity of the salaries with the CCTM and, thus, with the growth objectives
as established™. In other words, the Government has the obligation to change
the policy priorities on the labor market, by focusing on the stimulation of
the evolution in the real sector, by improving the business environment and
creating an attractive investment climate (with the view to raise the tax basis of
the national budget and to create more well-paid jobs).

At the same time, the official data of the NSB show that in the first semester
of 2006, the average monthly salary has increased by 26%, due to, a large
extent, raising salaries of budget paid wage-earners, and the real salary
has increased by only 13,5%. Also, the monthly average pension has
increased, actually, by 22,5%, versus April 1, 2005.

Taking into account these key-factors (which in the following three years will
continue to profile the situation on the domestic labor market), depending
on the anti-inflationist aims of the NBM and of the Government (See the
Chapter Monetary Policies), the CEP forecasts a slow-down of the salary
raising tempo in the public sector in 2006-2007 by about 12%-13%.

Diagram no. 20. Salary growth in the I-st semester of 2006
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2 Macroeconomic indicator parameters for the years 2006-2008, adjusted to the stipulation
of the Government Action Plan for 2005-2009 “Modernization of the country — welfare of the
nation” (updated in Aug. 2005, the Law on salary establishing system based on budget sec-
tor and of salaries for individuals holding offices in the public sector, 355-XVI 23.12.2005

3 Government Resolution no. 1079 dated 19.10.2005

4 IMF Report on consulting on the Article IV dated 2006.
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Once with the raising retribution for the public sector employees, the rapid
growth of salaries, first of all in the financial sector and constructions, will
continue to impact on the salary dimension in modifying the incomes of the
population in the next two years. According to estimates of the CEP, the
share of salary incomes in 2006 will contribute to raising incomes of the
households by 56,5%.

On the short and middle terms, the share will continue to grow of the social
services in the incomes of the households, first of all, of pensions, whose
increase will make up at the end of 2006 about 15.7%.

Conclusion: In 2006-2007, the emigration and flow of remittances from
abroad will continue to make pressures on the size of salaries and provoke
significant macroeconomic consequences, implying both raising consumption
level of the households, and diminishing demand of labor force.

The current model of economic growth

is not based on sustainable potential

In the Q | of 2006, the GDP increased in real terms by 6,2%, versus 8,2%
in the same period of 2005; the tempo of net added value has made up
3,5%, in real terms, versus 6,4% in 2005 (see the chapter Industry). The
picture of economic growth has not changed versus the previous year, giv-
en that the final consumption increased, exceeding the consumption of the
same period of 2005 by 13%, which triggered also the raising inflationist
potential of the consumption demand. (see Chapter Prices).

The increase of the aggregate demand continues to stimulate, subsequently
the increase of imports which in 2006 rose by 15% (versus 8,6% in 2005),
being funded, to a great extent, by massive remittances from abroad. In line
with that, in 2006-2007 the share will continue to grow of the retail sales and
of services supplied to the population via commercial units.

Diagram no. 21. Retail Sales Structure
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In the expenditures of the emigrant families, as in the previous years,
domestic consumption preferences keep being structured as follows: basic
consumption needs, housing and children education. This fact stimulates
a rapid growth of services offered to the population (by 8% in Jan.—Apr.
2006) and of retail trade (by over 11% in the Q1, 2006). In 2006, the CEP
envisions a growth of the retail trade by about 12% and of services offered
to the population by about 10%.

The volume of investments in business by the households will continue to
be insignificant, thus revealing the trend of currency means as a stable and
non-cyclical source, of short term.

In 2006, as in the previous year, the tempo excess has been observed of
final consumption growth, versus the GDP growth, this fact being explained
by legalization of the unofficial economy, whose share in the national
economy is over 45%, according to NBM estimates.

Consumption versus GDP; MDL thou, current prices

2001 2002 2003 (2004 |2005 |2006e

GDP 19052 [22556 [27619 [31992 |36200 |40226
Final consumption | 19263 |23289 |30450 |33832 |40700 |48026
Households 16385 |18493 [24711 |28576 |34500 41698

Source: DSS, CEP forecasts

Of the mentioned above, one can easily eye the focus in the next several
years of the trend on formalizing the incomes, by consumption, which might
mean to exceed the growth tempo of the final consumption versus the growth
of GDP, whose main share accounts for the household consumption.

Growth without development

Despite the economic growth of the last six years, in 2005, for the first time
after 1999, a growth was registered of the poverty rate; of that risk the
experts of the CEP have been warning during the whole year of 2005 (see
ES, 2005). This phenomenon has been caused, to a great extent, by
growing poverty rate in the rural area, where the number of employees in
farming means nothing but lack of employment opportunities in industrial
and service sectors, i.e. poverty deepening.

During 2000-2004, the economic growth has been accompanied by constant
and significant reduction of the poverty rate and inequality. At the same
time, in 2003-2004, some more worrisome signals have been registered
concerning incoherent policies and inefficient policy of resources usage
which implied failure to reach the previously declared aims. Consequently,
once with the GDP growth, during several years, the poverty level increased
(by about 3% in 2005, versus 2004). In 2005, 1/3 of the citizens of Moldova
(29%) live in a deep poverty®, and 16% are on the verge of total poverty?®;
in the rural area, the poverty risk has been 6-fold more than in Chisinau and

5 Estimated by comparing the consumption costs per adult person, equivalent with the
absolute poverty line — MDL 353,87.

6 Estimated by comparing the consumption costs per adult person, equivalent with the
poverty line, based on the food products consumption -MDL 278.52.
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Balti and increased by 2% versus the small towns. During 1998-2004, the
level of poverty has been continuously declining, whereas the last year a
growth was noticed of the income deficit of the poor individuals, compared
to the poverty line.

In 2005, inequality rose of material status: 20% of the most better-off house-
holds used 45% of the total consumption (versus 43,9% in 2004 and by
45% in 2005), and 40% of the poorest families have consumed less than
20% (versus 7,2% in 2004 and 6,7% in 2005).

It is important to mention the fact that virtually all the poor house-holds
from the rural area avail of, smaller or larger, land plots, but this fact did not

contribute to improving the material status of these families.

Human development indicators

2000 2002 2004 2006p

Share of population with daily income less than 2$, % 64.5 39.8 27.8 28
Gini Coefficient 0.34 034

Life expectancy; years 67.8 67.0

Child mortality rate (per 1,000 of live delivered) 23.3 18.2 15.3 15
Maternal mortality rate (per 100,000 deliveries) 271 28.0 235 23
Mortality rate associated with tuberculosis (deaths) per 100,000 16.9 15.8 16.8 13.9
individuals

Share of population with sure access to water resources; % 37.8 38.5 445 47.7
Share of population with access to certain sanitation services, % 41.1 41.7 43.6 56.0

Source: Ministry of Economy and Trade; Data base of the NBM:
Development indicators; 1/Inequality of available incomes distribution.

We finally conclude, that the current model of economic growth, based on Population of
consumption, does not comply with the Millennium Development Objectives Moldova has
(which Moldova has committed to fulfill). While in several fields, such as: diminished

by about one
million due to
emigration,
radical decline

child birth decline and assuring access to safe drinking water sources, some
tangible results have been reached, up-keeping the Human Development
Indicators represent a more difficult test for the authorities of the RM.

According to recent data of the UNFPA, the Population of Moldova has of birth rate
declined by almost one million due to emigration of the last years, dramatic and population
decline of birth rate, whereas the ageing of the population has impacted ageing.

considerably the scale economy of the country.
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TRANSNISTRIA

General Trends

Lately, Transnistria has continued to exercise its role of ,tension factor™, ac-
cording to its political mission it was vested by Russia since the eve of the
transnistrian armed conflict of 1992. The administration from Tiraspol displays
total ,fidelity” towards any moves made by Russia in order to destabilize the
situation, maintain the Republic of Moldova vulnerable and ,under eastern influ-
ence”, even in terms of the banal problem of wine exports (RBC, 2006)2.

In the region, more and more aggressive measures are resorted to in order to in-
timidate any social initiative of the population from that territory, a behavior typical
to any ultra-centralized regime; as an example can be the ban laid by the local “au-
thorities” to get financial support, in any form and any kind of activity, by NGOs3*.
The behavior and attitude of Tiraspol unveil its designation and the true aim?®, which
before the reaching the bi-lateral Agreement between the Republic of Moldova and
Ukraine, on border securitization between the two, could be ,disguised” by various
speculations. Anyway, those 1966 economic units from Transnistria registered for
getting the official customs documents to legalize foreign trade transactions, for
exporting produce on the European markets, are some results worthy of attention,
but which do not cancel the problems to a great extent.

Industry

In Mar.-Apr. 2006, the industrial sector of the transnistrian zone registered a
decline of production output, which was qualified by the ,transnistrian central
bank” as lowest level of growth during the last three years (101,1%). In 2005
the nominal GDP of the region reached the amount of trr” 4 198,6 min or USD
517,5 miIn, which in real terms exceeds the respective indicator for the last year
by 11,8%. In the last year, the GDP per capita increased by 25,0%, having
reached the amount of USD 844,0.

This situation can be considerably impacted also by the fact of pushing in this
“game” economic entities with “considerable weight”, such as the Metallurgical
Plant from Rybnitsa (town of), one of the 5 largest of its kind in Europe. Due to
pretended “economic blockade” established by the Republic of Moldova and
the Ukraine, after a standstill period of 3 months, the same plant resumed ex-
ports (after its decision to register provisionally in the RM?®) of produce from its
storehouses (over 33,5 thou tons of mill work, in about three weeks, of them 10
thou tons — to Russia. The 3 months standstill of the company occurred despite
of free trade facilities, provided in the agreements signed by the Republic of
Moldova with the CIS countries, as well as facilities granted to Moldova in the
trade relations with the countries of the EU and Stability Pact for South-Eastern
Europe, with whom our country has signed free trade agreements.

1 Arecent example id the demand on behalf of the Bender town authorities, to urgently
evacuate the Moldovan police from the city, on the grounds that this way a military conflict
will be avoided. INFOTAG, 9 June, 2006. “Authorities of the town of Bender demand evacua-
tion of Moldovan police from the city”, at: http://www.conflict.md/stiri.php?ID=890

2 RBC. 2006. Transnistria tightens control over Moldovan wine quality. At:http://www.rbc-
news.com/free/20060530111303.shtml, on May 31, 2006.

3 INFOTAG. Chisinau, 18 May, 2006.

4 INFOTAG. Chisinau, 21 June 2006. Members of Helsinki Committee for Human Rights in
Moldova have been threatened by the transnistrian security.

5 INFOTAG. Chisinau, 20 June 2006. Moldovan policemen have been tortured in Tiraspol.
6 “Novosti-Moldova”. CHISINAU, 30 June 2006. Until 29 June 2006, 196 economic units of
the transnistrian region were registered with the State Chamber of Industry and Trade of the
Republic of Moldova.

7 trr - transnistrian ruble

8 INFOTAG. Chisinau, 19 June 2006. The metallurgical plant from Rybnitsa intensifies
exports of mill work.
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Diagram no. 22. Dynamics and structure of Transnistrian Region GDP,
2004-2005
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During 1995 the contribution of the industrial output to GDP has been of 65,4%,
and of services — of 55,5%, which unveils that the service sector in the region be-
comes a considerable component of the economic activities.

On the other hand, in 1995 a decline was registered of the share of the added
value: in the Q Il it had made up 98,6%, versus the level of the Q I, whereas in the
Q IV it declined to 95,8%. These realities show that on the background of the eco-
nomic situation, in general, the consumption has risen, in the second half of 2005,
by 2,0 percentage points in the Q Il and by 1,4 percentage points in the Q IV.

In 2005 in the region a growth was registered of the budget costs which exceeded
much the tempo of economic development, in general (150,6% versus 110,8% in
the last year). These trends unveil the fact that the “state” structures of Transnis-
tria have assumed excessive social commitments, which do not have economic
grounds in the activity of the industrial sector, which would create real material val-
ues. In the situation when potential sources are missing of long-term investments,
the regional budget of Transnistria is threatened by a considerable misbalance for
the mid- and longer-term. Usually, in such situations, without considerable finan-
cial “injections” from other sources, the stagnation phase entails and/or economic
depression. These, however, did not have to wait too long, and now we see that
,Russia makes monthly injections in the budget of the transnistrian region, worth
$15 min, via a bank from Crasnodar™.

Another indicator of the problems emerged in the region is under-funding some
economic spheres such as industry, energy sector and constructions (by 39,0%);
we can eye that less ,capital investments” were made, versus the volume planned
of 20,1%. This decline has been registered only during one year; in the last year,
2004, these funding commitments have been met almost entirely. Thus, the popu-
list policy promoted in the region seems to resort more on emotions rather than on
administrative and economic potential based on real viability.

The major share of the budget incomes of the transnistrian region accounted for
fiscal collections, which in 2005 were of trr. 390,2 min ($46,95 min)° or, by 29,2%
more than in the same period of the previous year, and by 2,5% less versus the
planned percentage. One of the factors of tax collection under the expected level
was failure to reach the expected results by several privatized companies which did
not manage to respect their assumed commitments in finalizing some projects.

9 Press conference supported by the president of the Republic of Moldova, Vladimir Vo-
ronin: the head of the state is dissatisfied by the level of relations with Russia.... Excerpt from
Internet on July 17, 2006, at: http://www.conflict. md/stiri.php?ID=1018

10 Exchange rate as on July 15, 2006.
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In 2005 the consolidated budget of Transnistria made up trr. 1 243,1 min ($ 149,6
min), and was executed in amount of 98,2%. The expenditures side made up trr. 1
347,3 min ($ 162,1 min). Due to the big budget deficit (trr. 104,2 min/$ 12,5 min),
commitments were considerably reduced of the state administration structures up
to 89,1% versus the planned expenditures (compared to 2004 — 95,3%). The situ-
ation emerged imposed the regional authorities resort to applying a fiscal burden
based on “extremes”: the least fiscal burden having been laid of trade and public
nutrition — of 2,8% (in 2004 — 3,8%), and the heaviest — on industrial sector — of
44.,7% (respectively, in 2004 — of 43,5%).

In the structure of the fiscal contributions, the major share was generated by the
income tax of the companies — 53,7%, exceeding the planned volume by 2,5%.
The main tax payers to the regional budget were the ferrous metallurgy companies,
electro-energy, retail and wholesale trade, public nutrition enterprises and cognac
and wine making industries.

Farming

In the second half of 2005, the agrarian sector registered a positive result, com-
pared to the first half year, and an excess of 20,8%, versus 2004; also, in the region
a decline was registered of the Gross Agricultural Product by 3,0% and consump-
tion increased by 9,3%.

The negative trend of the agrarian sector growth implied the decline by 2,2 percent-
age points of the share of this sector in the GDP structure, compared to 2004. The
increased fiscal burden upon agriculture of the region from 10,3% to 26,9% has
been registered on the background of up-keeping in the region of negative profit-
ability: according to the results of 2005 the losses registered in this sector made up
36,8% versus the gross revenue.

These trends involve also large salary arrears, which as on January 1, 2006 were
trr. 82,2 min ($ 9,9 min), registering an annual raise rate of 22,5%; this indicator has
become already a tradition in the agrarian sector and makes up the largest level of
arrears in the economy.

The social burden, due to small incomes of the economic activity (possible to at-
tain at a permanent job), have stirred up the private entrepreneurship; in 2005 in
this segment of farming have been registered incomes worth trr. 509,3 min ($ 61,3
min), or by 38,8% more than in the previous year.

Financial sector

The local budgets of the region, have made up in terms of expenditures trr. 421,3
min ($ 50,7 min), having registered a decline by 15,8% versus the planned level.
On the other side, compared with 2004, the expenditures of the local budgets in-
creased by 39,0%.

Execution of the local budgets commitments have been mostly un-reached per all
expenditure items. From the cash collected for education were allocated trr. 236,6
min ($ 28,5 min), or 91,6% versus the planned volume, for communal services — trr.
29,5 min ($ 3,5 mIn) or 79,3%, social “state” services sector — trr. 26,5 min ($ 3,2
min) or 86,6% of the planned volume. Under-funded were also such spheres as:
health care (28,9%), capital investments (64,5%), transports and communications
(33,9%), and “national” defense (30,8% of the planned volume). On the other side,
an increase of 22,5% occurred of the volume targeted to paying-off internal debts
and interest.

The major sources of the financial flow have been the collections from the com-
mercial activity, in the vaults of the banks and lending institutions from the region,
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worth — trr. 362,5 min, ($ 43,6 mIn) as well as from the sales by physical entities
of the foreign currency — trr. 181,3 min ($ 21,8 min), which made up respectively
48,6% and 24,3% of the total volume of collections (for comparison, in the Q | of
2005 —46,4% and 32,4% respectively).

In 2005 in Transnistria and its main commercial-partner countries, the transnistrian
ruble has valued in real terms: by 4,0% versus USD, by 3,8% versus Euro, versus
MDL — by 3,0%, versus the Ukrainian Grivna — by 2,2%, and versus Russian Ruble
it has declined by 2,7%.

Trade

In the accounting period the trade and public nutrition sectors have contributed by
43,5% to the overall volume of the gross added value, created in the market service
sector, which made up more than the contribution of transports, communications
and communal companies (34,0%).

The general unfavorable trend from the regional industry will impact, undoubtedly,
the consumption, which, subsequently, will impact on the development of services
on the market (trade, communications and transports); to mention is, that one of
those 5 spheres that contribute mostly to budget formation™ is the trade.

The taxes of the external trade and foreign economic operations make up the sec-
ond source, as a share, in fiscal revenues formation of the regional budget. These
sources have made up trr. 67,1 min ($ 8,07 min), which means an excess of 20,3%
of the planned level, including the imports tax — trr. 64,6 min ($7,8 min) or 128,4%
versus the planned level. The major effects, in this sense, have been produced by
the change in the early 2005 of the methods of customs tax collection on imports.

The sales volume in 2005 on the sales markets of CIS countries, on all channels,
have increased by 13,0%, which makes up a growth rate similar with that of 2004.
The commercial volume, performed in CIS countries by the commercial compa-
nies, accounted for 57-79%.

Despite the general decline of the growth rate decline of the Ukrainian economy,
the raise of domestic consumption in this country has implied an increase of the
trade volume of Transnistria with the neighboring country, this (the largest versus
the realized one with other CIS countries) having reached 121,8%, with Belarus
—119,4%, with Russia — 112,0%, with the R. Moldova the sales volume turned out
to be the least — 4,7%.

According to the Eurostat data, in 2005 the retail sales in the Eurozone have increased
by 0,8%, versus 2004, in the first half year their volume registered a sustainable evolu-
tion, versus the second half year, respectively by 2,1%, compared to the same period
of the last year, and in the period of the first 9 months of 2005 - by 0,9%.

In the respective period, the foreign trade of the region increased by 9,2%, exports
having registered a growth of 16,8%, and imports of 2,5%. The foreign trade bal-
ance was positive, in amount of $ 164,6 min.

The commercial relations are also characterized by a “dynamization” of the foreign
trade transactions, mostly with the CIS countries, and also with the further coun-
tries, except for the EU ones. Compared to 2004, the exports of goods with the CIS
countries have increased by 34,3%, and imports from these countries — by 31,4%.
The exports to further countries have curtailed by 11,2%, and imports from this cat-
egory of countries - by 22,3%. The share of CIS countries in the commercial trade,
of both exports and imports, made up, respectively 53,2% and 63,4%.

11 The other four are as follows: ferrous metallurgy, electrical power, public nutrition and
wine-making and cognac industry.
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Table 1. Gross Domestic Product, millions Moldovan Lei, current prices
: — g - & -

GOP . .32
Final consumption ~ 1090
households 137
public administration 1888
private admini;ktration )
Gross investment ~ 280
gross fixed capital formation un

changes in stocks
Net exports of goods and services
exports of goods and services 646
imports of goods and services  © 8035
Memo: GDP mill USD : n7ni

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova Quarterly Forecasting

imports of goods and services 65.2 76.6 744 773 836 815 91.3: 1105

Source: Department of Statistics and Sociology of Moldova, estimates and computations by MQF

Table 3. Annual real change of GDP components, %

Final consumption

Source: Department of Statistics and Sociology of Moldova, estimates and computations by MQF
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Table 4. Factoral contribution to real GDP change, %

Final consumption

households

public administration

private administration

Gross investment

gross fixed capital foffnation

changes in stocks

exports of goods and services

imports of goods and services

Real GDP change 34 21 6.1 78! 6.3 80! 6.3 57¢

Source: Department of Statistics and Sociology of Moldova, estimates and
computations by MQF

Table 5. Table 7.GDP by sector, current prices, millions MDL
C 1999 : :
10999,
...3062.
L1637
A6
A0
1885
103
2537
38
LB
£ GDP : 1999

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova
Quarterly Forecasting

Table 6. Industrial output, current prices, millions MDL
19990 20000 20010 2002

10428

Electricity, gasand watersupply 2133 1351 1902 1973 2059

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova
Quarterly Forecasting

67




Center for Economic Policies of IDIS “Viitorul”

Table 7. Gross agricultural output

E Total,§ Annual reaI§ Crop production,§ Annual real change,%§ Livestock production,§ Annual real change,%§

millions MDL change, %: millions MDL : millions MDL
1999 8184 84 5401*
2000 8268 33 5790
2001 8646 6.4 5727 :
2002 9474 34 6298 :
2003 10354 360 7086
2004 11819 208: 7900
2005 11937 10: 321
2006p 12176 200 7431
2007p : 12770’ 49: 7830

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova Quarterly Forecasting

Table 8. Major agricultural commodities

Grains, th.tons§ Grapes, th.tons§ Fruits, th.tons§ Vegetables, th. Meet (Iivestock),§ Eggs, mil.§ Milk,th.tons§
th. tons
1999 2200 465 147 555 589
2000 1935 704 123 575 574
2001 2628 505 115 618 579
2002 2587 641 120 671 604
2003 1613 677 118 620 593
2004 2994 686 119 668 628
2005 2828 517 126 759 658
2006p 2200 520 118 770 680
2007p 2700 650 130! 750 690 :

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova Quarterly Forecasting
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Table 9. Public Expenditures, Revenues and Debt

 Energy payment arrears (millons USD) Cue 194 181 159 109 91 91

Source: Department of Statistics and Sociology of Moldova, estimates by Moldova
Quarterly Forecasting
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Multiplier Foreign USD/MDL
© reservesof : period
© ONBM,mil-i  average
lions USD : ?

W7
2102
211
285
250
200
2793
2696 :
504 148
201
259
3023
3096
2957
3916
4703
4612
4826
5821 .
974 0
587.7
6130
6600 :
6700

p:

Source: National Bank of Moldova, computations by MQF
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ney market indicators,

od, if not other mentioned

Table 11. Mo

Currentin
MDL:

Q3’00

463.7

46

Q4’00

4938

28

Q1’01

484.4

23.8

Q201

479.2

a3

Q301

845.1

202

Q401

1028.4

LTI

Qro2

1038.3

165

Q2'02

1058.2

141

Q3'02

1211.6

143

Q402

11721

Q1'03

1211.9

123

Q203

1280.1

RICT

Q303

1330.4

122

Q403

1469.6

138

Q1’04

1725.9

150

Q2'04

1856.3

us

Q3’04

21459

15.8

Q404

25723

15

Qo5

2901.5

154

Q205

3260.7

B35

Q3'05

3596.2

127

Q405

37923

ns

Q106

4057.8

13

Q2'06p

4250.0

03'06p

4680.0

mnso

8

© Q406p :

5020.0':

125:

Deposits
interest:  Foreign :
rate, % Deposits: rate, %

3%.0

9582

T
w1
LT
896

)
42

33

49

44
39
30
10899 30
12.6

millions MDL, end of peri

ernment. |

banks :

rate, % :

Banks to interest rate

Economy:  (for MDL), |

%

interest
rate (for :
foreign), % :

1675.9

1087

287

1984.3

337

1675.9

623

27.0

2291.2

324

1660.8

1028

200

2374.2

29.9

1645.8

1042

19.0

25438

29.6

1750.9

%7

16.0

2827.0

26.6

1888.5

756

135

31013

26.2

1984.0

78]

13.0

32025

249

2007.1

8638

120

33921

24.5

2007.1

8

100

3782.2

22.5

2144.0

814

9.5

4165.7

193

2144.0

16

105

4675.2

19.5

2144.0

767

10.5

4878.9

19.6

2144.0

924

120

5615.5

18.7

2144.0

n3

140

5999.7

19.4

2143.6

67.96

140

6168.1

20.8

2635.8

7.6

140

6290.0

211

2472.2

0541

145

6846.7

210

2741.0

6229

145

7399.3

21.0

2821.7

816

140

7619.3

20.9

2728.0

615

13.0

8117.9

19.6

2800.0

2

125

8976.9

18.7

2800.0

625

125

9990.5

17.8

2611.0

)

12,5

10761.6

183

2700.0

12.5

11205.0

2700.0

65

8

13.0

12100.0

185

18.8

2700.0

70

13.5:

12900.0 :

19.1:

Source: National Bank of Moldova, computations by MQF
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- Nominal monthly
- wage, MDL (average  : quarter, %

“year, %

Real change, quarter on Real change, year on

 Minimum Monthly Con-
 sumption Budget, MDL,

 Ratio of nominal aver-
- age monthly wage to

 per quarter) ‘average per quarter i minimum consumption

: : : : i basket, % :

03'00 416.9 6.9 6.3 954 437
400 530.7 -49 15.8 965 55.0
Q101 4473 17 -46 1047 4.7
Q201 500.9 3.7 47 1085 46.2
301 531.0 45 13.2 1011 525
40 641.4 47 326 1007 63.7
Q102 579.0 8.4 16.4 1023 56.6
Q202 646.8 8.6 273 1068 60.6
0302 705.5 45 38 114 633
0402 885.3 2.0 75.2 1136 779
Q103 775.7 110 46.0 1259 61.6
Q203 864.2 0.7 573 1279 67.6
- 0303 9213 34 62.9 1312 70.2
0403 1088.7 6.8 789 1349 757
Q1'04 976.0 2.1 55.7 1386 70.4
Q204 1087.7 47 709 1423 76.4
Q3'04 1233 4.1 73.4 1460 76.9
4'04 12823 29 87.2 1497 85.7
Q105 1148.0 135 62.0 1545 747
Q205 1296.0 120 76.1 1590 813
Q305 13353 27 76.0 1646 81.2
405 1532.7 10.8 913 1736 883
Q1'06 14543 95 732 1806 803
Q2'06p 1485.8 09 740 1842 80.7
Q3'06p 1530.1 16 75.7 1879 815
Q4'06p 1716.2 9.1 717 1909 89.9
Q1'07p 18115 18 - 1934 937
Q2'07p 1896.7 2.5 - 1964 9.6
Q3'07p 1965.3 2.2 - 1999 983
Q407p 2025.2 0.1 - 1999 1013

Source: Department of Statistics and Sociology of Republic of Moldova, computations by MQF

Table 13. Unemployment, %

Economic dependency rate

157

Source: Department of Statistics and Sociology of Republic of Moldova, computations by MQF
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Table 14. Average consumer prices changes, %
. lan: Feb: Mar. Apri Maii Jun. Juli Aug. Sep: Oct: Nov. Dec: ComparedtoDecem-:  Yearly:
ber, previous year | average

19
1%
1%

..2002
2003
2004
.2005
2006p
£ 2007p

Source: Department of Statistics and Sociology of Republic of Moldova, NBM,
computations by MQF

Table 15. Balance of payments, millions USD
1999 20000 2001 2002

: Capital and financialac-
: count (excluding changes
in reserves) , including

Net change in NBU re- 487 -47.42 947 2696 -1407  -147.99 -80 726 -26.0
OIS SOOI SRS SRR SRS SN SR NS S ST
Errors/omissions -25.58 -1.12 372, MBI5 88.87. 11754 1921 -1120.  -186.9

Net Investment Position -1364.41: -147331:  -1535.8: -1649.66: -1694.5 -1637: -1665.7: -1645.0: -1620.0
Source: NBM, computations by MQF
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Table 16. Real GDP in major trade partners of Moldova

1998 1999 2000 2001: 2002: 2003 2004 2005 2006p

Russia -4.9 5.4 9.0 5.0 43 73 6.1 6.4 5.8

Euro zone: 2.9 2.8 3.5 1.5 0.9 0.5 1.9 13 15

Italy 1.8 1.7 3.1 1.8 0.4 0.4 1.2 0.1 0.8

Germany 2.0 2.0 29 0.8 0.2 -0.1 1.7 0.9 1.2

France 35 3.2 4.2 2.1 1.2 0.5 24 14 1.6

Romania -4.8 -1.2 2.1 5.7 49 45 8.0 41 4.6

Ukraine -1.9 -0.2 5.9 9.2 5.2 9.4 12.0 2.8 3.8

Belarus 8.4 34 5.8 4.7 4.7 6.8 11.0 9.2 7.8

USA: 430 41! 388 03 24! 3.0¢ 44! 35! 32!

. 2007p

?exports,%?
................. e
........... 330 .38
O 300
........... 08 ..133
........... 1313
SN =3 W 11
........... 48 ....100
........... Al......86
........... 82: .60

34! 43}

Sharein'
¢ Moldovan':

Sharein |
world |
output, % :

Source: NBM, computations by MQF

Table 17. Breakdown of Moldovan Imports by Country, millions USD

s
Russia

Ukraine
Belarus

Germany
Italy
Other

SEE
Romania
Bulgaria
Other

Other
Total i 1023.7¢ 573.1¢

897.2¢  1103.1:  14028: 1768.5:

2311.8

i 25498

L2932

Source: Department of Statistics and Sociology of Republic of Moldova, NBM, computations by MQF
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Table 18. Breakdown of Moldovan Exports by Country, millions USD

Total | 632.1: 4623 47151 570.2 7106 790.0'¢ 9852: 109130 105200 12624

Source: Department of Statistics and Sociology of Republic of Moldova, NBM, computations by MQF

Table 19. Retail turnover and private housing starts

Retail turnover, Year-on-year or  Services renderedto - Annual growth rate, : Investmentin :

quarterly, millions :  quarter- on-quarter : population real, % commercial and

..... i MDL:  realchange, %: ¢ residential real estate
..... 19%: 3840 123 80 a9 105
‘‘‘‘‘‘ 1997 . 37 LA 837 102 —
‘‘‘‘‘‘ 1998 . 3679 . 2 1299 LA 14
‘‘‘‘‘‘ 199 . 3602: 2096 897 102 e 28
..... 2000 6012 a4 2600 01: 67
..... 2001: 7612: LA o 3404: 212: 92
..... 2002: 10753: 343 4222 18: 105
..... 2003: 14537 182: o519 133 4
..... 2004: 165758 56 69704 53: 150
..... 2005: 19368.2: 47: 81942 93: 180
2006p : 21082 101 8919 10

Source: Department of Statistics and Sociology of Republic of Moldova, computations by MQF
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Table 20. Nominal dlsposable income and consumptlon spendmg of households, million MDL
Year 1999 2000 2001 : 2002 : 2003 : 2004 2005 2006p 2007p ¢

ngsposabIelncome, s as 10492 13061 18285

average per month per
i one household member,
QLTINS AN SR SN SRR S S S S S
........ WGeS i 20050 3023 3966°  o166: 68200 9003 12237 | 15908 178169
proceeds from 2246 2796 3347 4174 5284 6510 6945 7300 7800
LTI WS SRS RS R S N S S S
proceeds from 193 243 283 363 713 1098 1320 1550 1900
QTR TLV A P S SN N S NN S N, S
revenues from 23 16 31 14 110 157 210 230 280
ULV WU N SN S SN S R S S
........ socialpayments 0 484 778 M44 1969 2560 3379 AOT5. 46863 5249
other current 23 32 42 42 18 22 38 45 51
VLIS TS U RN SN SN S S N S, S
........ othercurrenttransfers - 799 1216 1679 2234 2779 3669 4088 4880 2010
: Consumption 6144 8380 10831 14144 18610 24156 30150 34672 35088

Source: Department of Statistics and Sociology of Republic of Moldova, computations by MQF
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