LAW

On approval of the National Development Strategy
for 2008-2011

The Parliament adopts the present ordinary law.

Art.1. — The National Development Strategy for 280@11, which is included in the
Annex that is part of this law, is approved.

Art.2. — Within a timeframe of 3 months since théeetiveness of this law, the
Government will develop and approve an Implemeoallan and the monitoring system for
the National Development Strategy for 2008-2011.

Chairman of the Parliament

MARIAN LUPU

Chisinau, December 21, 2007.
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INTRODUCTION

The National Development Strategy (NDS) for 20082 (hereinafter refered to &rategy

is themain internal medium-term strategic planning pap&rich defines the development

objectives of the Republic of Moldova by 2011 adéntifies the priority measures and

actions to achieve these objectives. The Strategyes as a unique tool for the integration of
the current strategic framework, alignment betwdenbudgeting process (MTEF) and the
policy framework, and absorbtion of external techhiand financial assistance. In order to
ensure the targeting of available resources towHrdsaccomplishment of objectives and
measures with a maximum impact on the economicsacthl development of the country,

the Strategy focuses on a limited number of strafggporities.

The key objective of the Strategy is to ensure #ebeguality of people’s lives by
strengthening the foundation for a robust, suskdéand inclusive economic growtim this
context, the spirit and vision of the Strategy aspé towards Moldova'’s alignment with
European standards and, consequently, to the accoighment of the European
integration goal. All priority development areas sé forth in the Strategy aim at
adjusting relevant national policies to European oas. To this effect, the Strategy’'s
implementation actions will be based on the foup&thagen criteria, the correspondence to
which can ensure Moldova’s alignment with Europgalues and structures. In particular,
the Government will undertake through the Stratexfforts to translate theacquis
communautaireinto the national legislation, ensuring the cotesis enforcement of the
adopted European legislation. During the Strateggj@ementation the Government will pay
special attention to issues identified in the PesgrReports developed by the European
Commission under the European Neighborhood Policy.

The Strategy’s development derives from the neefdither pursue the reforms initiated in
two important strategic planning documents — thernéenic Growth and Poverty Reduction
Strategy Paper (EGPRSP) and the Moldova-EuropeaanUiction Plan (MEUAP), the
implementation timeframes of which expire at en@2@nd beginning of 2008 (See Box 1).
While being a completely new process for Moldovae implementation of these two
programs has been mixed. Hence, a number of plamestédns had been successfully
implemented, other are still under implementatiamd a fair part remained as mere
statements due to various reasoriBhe results of these reforms haven't produced an
immediate tangible effect, and it might be the dhse the impact of their implementation is
noted at a later stage. In this context, the Sjyai® meant to continue the successful reforms
initiated in the past and promote new and cohgpelities that would ultimately lead to the
accomplishment of the society’s aspirations towartetter life.

Y In particular, this statement is revealed by theual reports on EGPRSP implementation evaluatior2®05
and 2006 and by the reports on Moldova-EU ActioanPimplementation evaluation for February 2005 —
August 2006 and 2007.



Box 1: EGPRSP and Moldova-EU Action Plan

The Economic Growth and Poverty Reduction Strategger for 2004-2006 was conceived
based on the existing strategic framework, throaghextensive consultation process, ag a
Government instrument to accomplish the medium-lang-term aspirations of the country
for economic growth and population welfare. EGPR®&® meant to change the paradigm
and gquality of economic growth by mobilizing nevogth sources and factors, which would
then generate an impact on poverty reduction. is tlontext, through the EGPRSP, the
Government targeted its efforts towards the follmyymedium-term objectives: i) sustainaljle
and shared economic growth; ii) reduction of poyamnd inequalities; expansion of poors
participation in economic development; and iii) deypment of human resources. Tte
factoimplementation of EGPRSP provisions started in52@0gether with the establishment
of the new Government, with a 1-year delay, and ihane of the reasons for the nop-
accomplishment of some actions. This served astiia reason to extend the timeframe for
EGPRSP provisions’ implementation by the end of7”200

The Moldova-EU Action Plan is a political documdr@tween the European Union and the
Republic of Moldova, which establishes the progratmtegic objectives, and priorities for
these two parties’ relations for the period of 2Q0®7. MEUAP doesn’t replace the current
contractual framework between EU and Moldova, whgcthe Partnership and Cooperation
Agreement (PCA), but supplements it, giving mor@amance and urgency to the economic
and political reforms stipulated in the PCA. ThMEUAP is not only a roadmap for our
country’s approximation to EU and accomplishmenttted strategic European integration
goal, but it's also an internal political and econo reform program that the Moldovan
authorities committed to implement.

Because of the systemic transformations that Madbad been subjected to during the
transition period and the scarcity of resourcesigw of attaining the proposed objectives,
the implementation of these two major documentsieen a difficult challenge. Given that
the implementation of these documents is an ungdested process in the Republic pf
Moldova, which is based onl@arning by doingprocess, there have been difficulties at bpth
development and implementation stages. This iselgrdue to the lack of experience in
creating an operational institutional framework, a@ppropriately correlating strategic
measures and the budget process, and in efficipntyitizing sector policies.

Currently, there are papers in Moldova establistoth medium- and long-term policies and
sector strategies that aren’t consistent with h&onal policies. The experience of
implementing papers of national importance provest testablishing a large series of
dispersed priorities, with limited financial covgea leads to a difficult implementation and
unsatisfactory results. Thus, the Strategy is ohento focus people’s attention on a limited
number of priorities and target existing resoutoggards their strict implementation.

Initiatives that are part of the Strategy will eflected in the national public budget and in
the Medium-Term Expenditure Framework (MTEF). Aktiger, the Strategy and MTEF
serve as a framework for the allocation of resaaitogpriority areas for several years, and for
the reorientation of public expenditures towardshieming national objectives. The
harmonization of these two papers and a more efficcorrelation between planning and
budgeting procedures is a continuous process.

Furthermore, in the context of the concurrent ojp@meof a number of national papers, there
is a multitude of regulations and guidelines gowregrthe monitoring and reporting process



and which, while being inadequately coordinated kenghis process cumbersome and
sometimes even impossible. Hence the need to $yrgolid increase the efficiency of the
monitoring and reporting process in order to focusthe evaluation of implementation
results. This will be a priority of the adminisixeg reform implemented at both central and
local levels.

In many European countries, whose experience iftilyaa national development plan was
analyzed, the National Development Strategy reptes@ specific instrument for the

absorption of structural funds provided by the BPeaan Union (EU) and does not substitute
the general development strategy of the countrycdse of Moldova, the purpose of the
Strategy is different — the National Developmentatggy represents a domestic umbrella-
paper, which is intended to prioritize the Governtak polices and to establish a clear
mechanism of their funding from both internal amteenal sources.

The paper is based on the following principles:

- Participation —the document is developed, implemented, monitaed,evaluated in
consultation with all stakeholders;

- Alignment of the existing national strategies anoigpams to national priorities the
paper contains specific objectives and unifies sssEctor approaches based on the
prioritities stated in the Strategy;

- Reiteration of external commitmentshe paper includes actions and commitments
agreed upon with the development partners.

The Strategy promotes a dynamic approach to stcapgnning, with two components: 1)
the strategy paper itself, which covers the tevgagireas of activities to be implemented over
the medium-term, and identifies ways and mechantsnashieve the established objectives;
and 2) the Action Plan for the Strategy’s implenag¢ion, which outlines the specific tasks to
achieve the identified objectives. The Strategyepaylll be revised every four-five years to
confirm or modify the key objectives and directionghe Action Plan will be revised
annually by adding actions for the next year, ah@scase of MTEF, so that this plan evolves
concurrently with achievements made throughout 8teategy’s implementation. The
Strategy’s implementation monitoring results wil évaluated through an Annual Evaluation
Report, which will reflect last year’'s progress tods achieving the Strategy objectives and
the dynamics of selected performance indicators.



l. SITUATION ANALYSIS ?

1. Geographic Data

The Republic of Moldova is located in South-eastdpe (to the North-east of the Black Sea,
landlocked between Romania and Ukraine, betweemitlee beds of Prut and Nistru). The

land surface area of the country, which stretclbeses350 km North to South and is 150 km-
wide West to East, is 33,846 square km. The populaif the Republic of Moldova totals

4.1 million peopld with a density of population accounting for 12habitants per square

km.

The Republic of Moldova is a geographic space withery high degree of anthropogenic
harnessing of natural space. Approximately 10%hef ¢country’s territory is occupied by
human settlements.

The total surface of land resources is 3.385 muilha, of which 1.952 million ha are farming
lands, including 1.659 million ha of arable lan@42 thousand ha sown to perennial crops,
335 thousand ha of grasslands, and 9,807 thousaattlpastures. Lands sown to forests and
other areas covered by forest vegetations accaam#t33 thousand ha. The chernozem
(humus) lands cover approximately 80% of the cotsterritory (2.5 mil. ha).

Administratively, the Republic of Moldova is made of 1,679 communities, including five
municipalities (Chisinau, Balti, Tighina (Bendeiomrat, and Tiraspol), 60 cities, 39
settlements within towns (municipalities), 917 desice villages (villages where village
councils or communes are located), and 658 settitsmgithin communes (except for the
residence villages).

2. Demographic Situatiort

The 2004 census data are indicative of depopulatesrds in the country, mostly caused by a
reduction in the birth rate and by people’s mignatiAs of 1 January 2007, the stable
population of the country consisted of 3.58 millimhabitants. Between 1997 and 2006, the
number of population dropped by some 62.0 thougsewple. The Republic of Moldova
continues to be the country with the lowest levielidanization within Europe, with 41.3%
of people living in urban settlements and 58.7% +ural settlements. Approximately half of
the urban population is living in the municipality Chisinau. In terms of gender balance,
men account for 48%, and women make up 52% ofotiaé number of population.

An analysis of population by age groups points ¢gocaving demographic aging effect within the

society. The average age of the country’s populatioreased from 33.4 years in 2000 up to 35.6
years in 2007, putting Moldova in the group of does with “adult” population. The decrease in

the birth rate resulted in a reduction of the nunabgoung people in absolute and relative terms.
Compared to 2000, in 2007 there was a decline #8:8% down to 18.2% in the share of 0-14
years-old population, with the share of people @&years going from 9.4% up to 10.3%. The
adult population (15-64 years-old) accounts foAd%d of all people — an upsurge of some 126.3

% The situation analysis, SWOT analysis and anabystonstraints conducted within the COMPACT assise
programme under the initiative of the Millenniumallange Corporation, serve as tools for the idmaiifon of
medium- and long-term priorities of the country.eThnalyses are inter alia substantiated in the Annu
EGPRSP Evaluation Reports and in the EU-MoldovaoihdPlan Evaluation Reports.

® Including the population of Transnistria;

* The demographic review draws upon the data thatudes the left bank of the Nistru River and the
municipality of Tighina (Bender).



thousand people versus the situation at the begjnoi 2000. There was an increase in the
proportion of age groups of 15-34 and 45-59 yeatkirwthe adult population, alongside a
decrease in the shares of age groups 35-44 and ¥€a6s respectively.

The discrepancy in the age structure of populaisomore obvious when considered by
regions, caused by territorial variations in thendgraphic phenomena and by the migration
flow of population. The proportion of elderly is4ltimes higher in rural areas than in urban
settlements. Almost 12% of the rural populatiorover 65 years, and the elderly women
account for 14% of the total number of women liviiig rural settlements. In urban
settlements, the average age of the women is 2& yegher than the age of men, with the
age gap reaching 3.3 years in rural areas.

Labour migration has a key role in changing the afgnaphic situation, and is still a major

problem for the medium and long term. Accordinghe National Bureau for Statistics data,
there have been approximately 310 thousand peepteted to have left the country for a job or
in search of a job abroad in 2006, that is 22.8%heftotal active working population of 15

years and above. Two thirds of those reported te et are men. The same proportion was
noticed among people who have left from rural eeténts. Outward migration is characterized
by a massive outflow of people of reproductive agd economically active. People belonging
to the 20-29 years-old age group account for thgdst share of those (40.3%), followed by 30-
39 years-old people (22.1%).

Figure 1: Labour migrants working abroad, 2000-2006%o)

30

thou.

2000 2001 2002 2003 2004 2005 2006

[ | abour migrants, thou. ==¢==As a share of active population, %

Source: National Bureau of Statistics, calculatgdhe Ministry of Economy and Trade

The reduction in the number of working populatiord @ahe increase in the average age of
employees in the national economy have resultadmplex consequences for the country’s
social and economic development, with a direct ichpa the overall supply of labour force,
investments, income distribution, public expenditfmr social insurance, etc. The ongoing
aging of population will result in serious shortagég human capital needed for a sustainable
development of the country.



3. Economic and Social Situation

Beginning with 2000, Moldova’s economy has resuntedthe growth track, reversing a

decade of ongoing decline and deterioration of lineg standards. The macroeconomic

policy measures taken within the framework of inggrand external growth contributed

towards the halting of economic recession and ealsarsteady growth in the gross domestic
product (GDP). The real GDP grew on average bybr@annually during 2000-2006, with a

cumulative growth of 49.5% versus 1999.

The consumption of households was the main sourgeowth, funded mostly by increased

domestic revenues (the real salary increased appatedy 2.3 times during this period) and

remittances sent home from abroad. Investmentsixedfcapital have had a lesser
contribution to the economic growth, increasing3liy5% versus 2000, accounting for 15.7%
of GDP on average.

Figure 2: GDP growth between 2000 and 2006 (%)
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Securing macroeconomic stability has played an maporole in revitalizing and sustaining
economic growth. The monetary policy provided for the National Bank of Moldova
(NBM) targeted several objectives, including a el level of inflation, maintaining a
competitive exchange rate for the national curreacyl accumulating international reserves.
The huge flow of remittances put greater pressaréhe national currency, which contributed
to its deflation. Under these circumstances, thé&/IN#epped in the currency market in order
to reach a balance between the the demand andysaipjareign currency, thus pumping up
the country’s international reserves. The increasttilization efforts and the slowing
growth of monetary mass led to the offsetting dfiilonary pressures

The economic growth was accompanied byh a sigmificaprovement in the fiscal situation.
There was a considerable growth of the nationalipblndget revenues up to 40.5% of GDP
in 2006, and the state budget reported an averapéus of 0.2% of GDP. Indirect taxation
accounted for the largest part of the upsurgevemaes, and made up approximately 45.4%
of all revenues in 2006. A drop in the rate of imeotaxes paid by natural persons and legal
entities kept these revenues at 5% of GDP. Thease in revenues and decrease in costs for
public and publicly guaranteed debt servicing adwior an increase in public spending
earmarked for other priorities. The social secb@sefited the most from this growth (almost
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90%), expenditures for these sectors accountinge®2% of all national public budget
expenditures in 2006. At the same time, the graeftbonsumption expenditures cut down
the fiscal space for public investments, and thghhshare of public revenues and
expenditures in GDP is generally indicative of pidaexpansion of the public sector — a
situation that could limit the economic growth prests.

The economic growth and the prudent debt managernentributed to a significant
improvement in foreign debt indicators. The totakfgn debt to GDP ratio dropped from 133%
in 2000 down to 74% in 2006. The public and puplgliaranteed debt was 26% of GDP at the
end of 2006 (versus 79% of GDP in 2000). Also,ehgas a moderate growth in foreign direct
investments (FDI) reported during the referencéodeiThe total stock of FDI into the national
economy represented USD1,300 million, or USD363 gagita, at the end of 2006 (versus
USD123 in 2000). However, the amount of foreignestments is still much smaller than in
South-east European countries, and is insuffictenensure a sustainable development of
economy. At the beginning of 2007, a more significgrowth of FDI was observed, which
increased by USD205 million, accounting for USD5,80million on July 1.

The revitalization of economic growth was coupledhwan increase in the external
vulnerability of economy and higher emphasis ortazerdiscrepancies both at macro and
branch levels. The evolution of foreign trade featiua rapid growth of imports and a modest
performance of exports during the given period sitaation that resulted in an ongoing
increase of the trade balance deficit from 23% &fPGn 2000 up to 47% in 2006. The
current account deficit was on a rise too, althoagla lower pace than the trade balance
deficit, due to massive inflows of remittances. Txternal vulnerability is exacerbated by
the high concentration of exports to a limited nembf countries and products. Despite a
shift in the orientation of exports over the lasays, specifically towards the European Union
markets, most of the exports are still targetinrgg @S countries, and the Russian Federation
in particular. At the same time, approximately 4%¥ 2006) of Moldovan exports are
farming products (including from the processing usity), with alcoholic beverages
dominating.

The true size of the country’s economy externahegtdbility was revealed by the 2006
trends. A doubling of natural gas prices and expestrictions on certain categories of
products resulted in a number of negative trendsehomic growth had slowed down (4%),
inflation went up (14.1% at the end of the yearheveas the trade deficit and the current
account deficit reported a considerable growth3#% and 65%, respectively). These trends
pose threats to the sustainability of progressate dnd are tokens of the low competitiveness
of Moldovan companies on regional and world markets

The economic recovery period is characterized pga development of domestic supply and
low competitiveness on domestic and foreign markéte development of the country's
production sector during the given period drew hgagbon the growth in the use of existing
capacity rather than building it up. Better produtyt occurred against the background of a
slump in the labour force, mostly due to migratidbhe wearing out of these resources, which
are ensuring the growth of productivity, under tireumstance of few domestic and foreign
investments to complement and replenish the stbdapital in the economy, is a paramount
obstacle for the medium- and long-term developroétite country’s production sector.

To this effect, the evolution of the country’s resctor corroborates the concerns set out
above. The evolution of the industrial sector betmv000 and 2006 had been positive. The
cumulative growth as compared to 1999 was of 73B&. growth of the industrial sector had
varied (except for 2006), with the best resultsedan 2003 (see Figure 3). The industrial
output decreased by 4.8% in 2006 versus 2005 —thomgeexplained particularly by the
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restrictions on the Moldovan wine imports to thesBan Federation and, as a result, a
shrinking of the winemaking subsector. During theoremic recovery period, a high
proportion of enterprises (50%) operated in redenghs there was only an insignificant
growth in the number of enterprises reporting psafioy 4 percentage points (p.p.)).

Figure 3: Trends in the industrial sector between @00 and 2006 (%)
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The economic growth continues to display geograpblarity, exacerbating disparities in the
social and economic development of the country. Mhbaicipality of Chisinau accounted for

half of the industrial outputs in 2006 and for 5&%fixed capital investments. Companies
registered in Chisinau contributed towards almdso ®f the net financial outcomes reported
within the economy in 2006, whereas those regidt@neother districts — merely 2.7%.

Hence, in 2006 the highest average monthly salaag veported in the municipality of

Chisinau (MDL2,218) and municipality of Balti (MDL,854.3). The average monthly salary
was as low as approximately MDL1,000 in some ditgrof the country.

Development continued to be low-profile in ruraleas due to a modest progress
accomplished in agriculture and below-par expansionon-farming activities. Agriculture
continued to report low productivity and low compation for work. The marginal revenues
of agricultural producers are dictated by the ledinature of economic trade in most farms
(half of the revenues are in-kind), high pricesimfested inputs, specifically for energy
resources, as well as the extremely low sale pocefnal outputs. The low performance in
agriculture is also caused by the limited accesfumals, scarce investments, deteriorated
infrastructure, poor management of agriculturakgarises, and high vulnerability to natural
disasters. Given the share of agriculture in thd®GIb% in 2006) and the number of people
employed in this sector (33% of the total laboucéoin 2006), the low performance of this is
cutting down on the growth prospects for the rdsthe economy and is undermining the
poverty reduction efforts.

The reduction in Moldova’'s vulnerability to the shke caused by foreign prices for energy
by diversifying energy import sources and by insne@ the efficiency of its use is still a
major challenge. Recent gradual increases of pfmesnergy resources has had a serious
impact on the economy and the population alike. @hect impact of these resulted in
increasing trade and budget deficits. The incréaske purchase prices contributed directly
to the growth in costs of power, natural gas ahgmiducts purchased by public institutions
at all levels (bringing the budget spending up %0 of GDP). The increased prices for
energy, without a better social assistance sydtene considerably added on to the needs for
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public funding to support the system.

The prospects for development of the domestic sug@ impeded by a severely deteriorated
infrastructure. Infrastructure is one of the mostical contraints to economic growth in
Moldova (see Box 2). The underdeveloped road itrinagire is generating an important
impact on the mobility of assets and people, paldity in rural areas.

—+

In 2007, with support from the Millennium Challendeorporation, the Governmer
conducted a constraints analysis to growth and ldpreent in the Republic of Moldova.
According to this analysis, the following are ertidy critical constraints in the Republic ¢f
Moldova: (i) physical infrastructure because of rggdosses and poor quality of roads; (ji)
investment climate with its burdensome license @it issuance regime; (iii) rigidity on
the labor market, and (iv) judiciary system perfante. Less critical but as important fopr
decisionmaking is the geographical location — aoiathat we can’t influence, and the
macroeconomic risks shown through inflation andgexmus risks. Access to finance, human
capital, innovations and competitiveness aren’tsatered critical constraints according o
this analysis. Though these are preliminary comehss coupled with previous analyses
conducted by the Government and the country’s dgveént partners, they served ag a
benchmark for the formulation of policies in thetidaal Development Strategy.

This is also an obstacle for trade by imposingateradditional costs on both exporters and
importers. The water supply and sanitation infradtire has deteriorated all over the
country, and most of these utilities face majoafiaial issues caused by low collection rates,
tariffs lower than the real production costs, andénlosses of water through leakages within
the system. On top of that, almost 40% of the wptenped through the systems doesn’t
meet the health criteria. Although the level of jpulnvestments increased over the last
years, it is still insufficient for the rehabilitah of infrastructure.

Table 1: Fixed capital investments by source of fuding (%)

2000 | 2001| 2002 2003 2004 2005 2006

Fixed capital investments - Total 100 10( 100 100 o0a 100 100
Funded from:

State budget 3.8 41 2i0 2.1 3.0 5.3 7.8
Budgets of territorial-administrative units 49 54 4.2 3.5 5.6 4.5 .3
Economic agents’ own funds 56.4 57.0 71.3 710.21.36 57.7 52.8
Population funds 3.8 4.0 8 3.6 2.4 p.2 1.8
Foreign investors’ funds 253 194 119 14.8 20.618.5 19.0
Other sources 6.3 11)0 6.8 5.9 7.1 11.8 13.3

Source: National Bureau of Statistics

It's necessary to emphasize that the growth of @mgynhasn’'t achieved so far a new quality
level. Even if the increased income of the popafatontinues to support the robust growth of
consumption in the short run, this model of growih be used up given the lack of a strong
response of domestic supply. The shift in the gnoparadigm turned to be a far-reaching and
enduring process, which is still a major challefayehe future development of the country.

As mentioned above, the economic growth and impnarés in the fiscal area allowed
increased public spending for the social sectoe @itowth of spending in this sector hasn’t
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been always accompanied by a similar improvementhé quality of rendered services.
There were mixed feelings about the progress aclisimgl in improving the access and
quality of education services over the last ye@s.the one hand, the enrolment rate in
preschool education registered a significant grdwim 38.5% in 2000 up to 68.6% in 2006.
On the other hand, the net enrolment rate dropped ©3.5% in 2000 to 87.6% in 2006 for
primary education, and from 87.0% in 2000 down 6186 in 2006 for lower secondary
education (see Figure 4).

Figure 4: Net enrolment rate by educational level etween 2000 and 2006 (%)
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The quality of education is negatively affected thg method of funding in the education
system, which doesn’t provide the incentives reglifor an efficient use of resources. The
reduced number of school-age children and the tfedtin many communities the schools’
projected capacity is already several times overlithits set for the number of students are
conducive to unjustified costs. Furthermore, thénapation of the school network remains

and obvious solution to improving the efficiencyre$ources by cutting down the proportion of
non-teaching staff in the total number of staff,|tyering maintenance costs, and by bringing
the student/teacher ratio in line with internatiomarms. In this context, the mapping of pre-
university education facilities was completed, anschool network optimization strategy will

be developed on its basis.

The health sector has been subjected to imporkeamges over the last years. The mandatory
health insurance system was introduced in 2004lewhe total expenditures in this sector
increased from 4.2% to 4.8% of GDP in 2006. Thelthesystem reform strengthened in
particular the primary health sector and launchnedréstructuring of the hospital sector. All
these factors generated a reversal in the adveeselst from the previous decade, thus
resulting in better health indicators. The intratlut of health insurance improved the
financial protection of the people, with almost524. of population being covered by health
insurance. Yet, there are still serious probleneted to the general provision of health care
services in rural communities and small towns. Etlewugh the access to health services
improved, there is still considerable room for imyng the quality of health care services.

Despite some progress in improving the financialus of the pension system (by increasing
the retirement age, improving collections), theoref initiated back in 1998 hasn’'t met its
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long-term objectives. The payment of pensions omeis to be based on declared salaries and
not on individual contributions, thus underminirg tfinancial sustainability of the pension
system, leading to an inequitable redistributionregources among various categories of
insured people, and determines relatively low pmrsiMoreover, there is no comprehensive
solution to the issue of farmers participating he pension system. The average retirement
pension was MDL457.51 in 2006 — 5.3 times highengared to 2000. This amount is very
close to the poverty line. The replacement rater@ye old-age pension as a share of the

nominal average monthly salary in the economy)iooet to drop, representing 26.9% at

the end of 2006.

The current social assistance system is basedeonaiminal compensation system, which is
still the most expensive social program, and amedinto 38% of social assistance
expenditures in 2006. However, this system is knawmot being efficiently targeted to the

poor, its benefits equally covering all income diles (see Table 2).

Table 2: Beneficiaries of nominal compensations byuintile

Categories of beneficiaries Quintile 1|  Quintile Il | Quintile Il | Quintile IV  |Quintile V
Disabled, degr.| 12.5% 20.9% 21.6% 26.6% 185%
Disabled, degr.ll from labour 29.7% 17.6% 19.2% 0%, 19.5%
Disabled child 7.9% 14.3% 25.0% 29.7% 23.1%
Participants to the WWII 1.5% 3.4% 9.9% 41.2% 44.0%
Family suffered from 13.3% 4.4% 24.49 23.3% 34.4P%
Chernobyl
Disabled from childhood, 5.9% 12.4% 19.19 32.7% 29.9%
degr.l
Family with 4 and more 29.4% 26.6% 19.0% 19.2% 5.8
children
Disabled, degr.ll, unlimited 34.1% 20.0% 13.1% 15.8% 17.1p6
period
Lone pensioners 13.2% 46.4% 23.7% 11.8% 419%
Persons who worked on the 7.5% 29.0% 20.69 30.4% 12.6po
home front
Persons who stayed in 0.0% 18.2% 27.39 27.3% 27.3po
Leniningrad under blockade
Disabled, degr.l Chernobyl 6.5% 2.2% 10.9% 41.83% 1%9
Disabled from childhood, 24.5% 24.9% 16.1% 14.9% 19.6po
degr.lll
Disabled from WWII, degr.| 3.6% 3.6% 25.0p0 17.9% 0.®%
Disabled from WWII, degr.lI 2.39 2.3% 6.0% 29.2% . B
Disabled from WWII, degr.llI 0.09 11.8% 5.9% 23.5% 58.8%
Disabled, degr.ll of related 19.5% 17.1% 7.39 24.4% 31.7p6
persons

Source: Ministry of Social Protection, Family andild

Other types of social assistance benefits areangeted to the poorer quintiles either, and the
public social protection expenditures (11.7% of GIDP2006) don’t always generate the
expected impact. This situation limits the effiagnof poverty reduction efforts, and is a
constraint for the implementation of reforms regdifor future economic development.
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4. Poverty and Inequality Trends

Poverty is a very complex phenomenon, determinetdhbyevolution of several factors. A
poverty line is used to estimate poverty, whicla isenchmark to explain various aspects of
this phenomenon. In the Republic of Moldova the gy measurement indicators are
calculated based on the Household Budget SurveysjHiBdertaken by the National Bureau
of Statistics. The HBS is a selective study thatsaat determining under different aspects the
population welfare by looking at income, expendigjrconsumption, living conditions, and
other indicators.

Essential changes have been operated to the HBBigtam 2006: the sampling framework
changed, the instruments (questionnaires) for datiection improved, and a single data
collection network was established for researclha social area. Changes operated to the
2006 HBS contributed to an improvement in the dquaif data and to the alignment of the
poverty measurement methodology to internatiorexidsrds, but the disadvantage of these
changes is thahe 2006 data are not compatible with the data fronprevious years

Due to data incompatibility, poverty in 2006 wik lanalyzed independently of its evolution
in previous years. Below is the evolution of poydyefore 2005 and poverty trends in 2006,
as shown in the data generated by the new generaftilBS implemented by the National
Bureau of Statistics.

Poverty and inequality trends before 2005

There is a close relation between poverty and eoangrowth. Economic growth is a
prerequisite for poverty reduction and improvemehtiving standards. Thus, Moldova’s
economic performance throughout 2000-2004 contilbiwbd achieving an economic growth
that had an impact on poverty reduction. Betwee@028nd 2004, the poverty rate had
reduced significantly and constantly, and by 206l @6% of the country’s population was
below the absolute poverty line. Although in 2088 economic growth trend of the previous
years was maintained, it didn’t produce an impattpoverty reduction in the country,
specifically in rural areas, where poverty rateaseased. Hence, in 2005 the absolute poverty
rate increased by 3 percentage points (p.p.), mgahat 29% of Moldova’s population lived
in absolute poverty line, and 16% lived in extrgmogerty (see Table 3).
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Table 3. Poverty indicators in 1998 — 2065°

Indicators and sources 2000 2001 2002 20083 2004 20(
Absolute Poverty Line (MDL per
adult equivalent per month) 2348 | 257.3] 270.7 3035 327/0 353.87
Poverty rate, % 67.8 54.6 40.4 29.0 26.5 29.1
Poverty gap, % 27.0 19.3 12.4 7.3 6.8 8.0
Poverty severity 13.7 9.1 5.2 2.7 2.5 3.2
Extreme Poverty Line (MDL per adult
equivalent per month) 183.9| 201.5| 212.0 2355 2581 278.52
Extreme poverty rate, % 52.2 38.0 26.2 15.0 14.7 16.1
Extreme poverty gap 17.6 11.6 6.6 3.1 3.2 4.0
Extreme poverty severity 8.2 5.1 2.4 1.0 1.1 1.5
Gini coefficient by consumption
expenditures per capita (weighted) | 0.38 0.39 0.37 0.36 0.36 0.38
Distribution 90/10, mean
consumption expenditures per
equivalent 10.45| 10.85| 9.40| 8.39 9.1( 10.28

Source: Ministry of Economy and Trade, based on H&3S

Other poverty measurement indicators showed sintiamds. In 2005, the extreme and
absolute poverty gap amounted to 4% and 8%, raspBctThis means that the poor have an
average consumption deficit of MDL11 to reach tlx&reame poverty line and MDL28 to
reach the absolute poverty line.

In 2005, the inequality level slightly increasedtire Republic of Moldova. This trend is
reflected in the evolution of the Gini coefficiefsee Table 3), which measures the level of
inequality in household consumption at country leVée higher this coefficient, the greater
inequality is. Thus, inequality in terms of the ptgiion’s consumption maintained a
relatively high level (the Gini coefficient was 8)3 Causes of inequality’s growth are related
to the increase in the income gap between theamchthe poor, in particular due to a faster
development of urban areas, as compared to rural.

The poverty profile in Moldova is characterized tmajor differences between urban and
rural areas. In 2005, rural poverty showed an wgesof approximately 4.8 percentage points,
reaching 36%, which has largely determined povgrowth at national level. In 2005, the
poverty risk for rural population was approximately 6 timesHsgg than in large cities.
However, poverty remained at the level of 2004 {Sgare 5) in small towns.

®> Numbers are weighted and are nationally repreteata

® Poverty lines are calculated per adult equivabentmonth, unless otherwise noted.

" Adjusted for Purchasing Power Parity. Values m@gita per month.

8 Poverty risk is a relative concept, which indisatee probability of households/individuals withrteén
characteristics to fall under the poverty line.
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Figure 5: Foverty by area of residence (199- 2005°
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In 2005, poverty risks were considered higher figrfamilies, farmers, families with many

children, and elderly. The level of education i®ther factor affecting household welfare.
Individuals with primary education or incompletecgedary education are 7 times more
likely to fall under poverty unlike people with mgr education.

Poverty and inequality trends in 2006

2006 was a special year for Moldova, when the agismeconomy faced two economic
shocks: increased prices for gas and introductiorestrictions on the export of alcoholic
production. Certainly, these factors affected tlopypation’s wellbeing in that period.
However, the full impact of these shocks cannotgsessed due to the incomparability of
data and measures taken by the Government to akethese effects, such as compensation
of expenditures for natural gas consumption.

According to statistical data, 30.2% of the popolatwere under the absolute poverty line
and 4.5% under the extreme poverty line in 2006 {sxble 4).

A rather low value can be noted for the extremeepigvrate, which proves that the problem
of food poverty will no longer be relevant for tRepublic of Moldova in the near future.

® Numbers are weighted and are nationally represeata
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Table 4. Poverty indicators in 2008” **

Extreme Poverty Line (MDL) 404.2
Extreme poverty rate, % 4.5
Extreme poverty gap, % 1.0
Extreme poverty severity 0.4
Absolute Poverty Line (MDL) 747.4
Absolute poverty rate, % 30.2
Absolute poverty gap, % 7.9
Absolute poverty severity 3.0
Gini coefficient by consumption expenditures pgitza 0.315
(weighted) '
Distribution 90/10, mean consumption expendituesgalult 701
equivalent '

Source: Ministry of Economy and Trade, based on H&8

The difference between the absolute poverty lin®iIv47.4) and the food poverty line
(MDL404.2) is remarkable, and is considerably higbempared to previous years. This is
explained by the change in the structure of housebonsumption in the 2006 HBS, as
compared to the previous structure. Thus, food ymtsd have a lower share in the total
household consumption, representing 46.3%.

In 2006, the poverty gap was 8% in relation todhsolute poverty line and 1% in relation to
the extreme poverty line. This means that the navgdtansfer needed by each poor person
to get out of absolute poverty is MDL59 and appmadely MDL4 for each person living in
extreme poverty.

In 2006, the inequality of the consumption levekll for the population of Moldova, as
measured by the Gini coefficient, was 0.315. Wiabenparing the level of inequality in
Moldova with the level of inequality in other couss, it is higher than in Ukraine, Bulgaria
and Hungary, but lower than in the Russian Federatiatvia, Lithuania, and Estonia.

Poverty profile

The area of residence is one of the factors wighdinongest correlation to poverty. Rural
population represents approximately 59% of the tigisnpopulation and approximately 60%
of all the poor live in village settlements.

The analysis of poverty rates by area of residdeee Figure 6) reflects the same overall
profile of poverty as in the previous years, withngficant differences between urban and
rural areas. People living in cities still have tlogvest risk of living in poverty, with a
poverty rate of 20.6%. Poverty rates in rural agasthe highest (34.1%). Compared to large
cities, absolute poverty in rural areas is by 18 higher, and compared to small towns —
by 4 p.p. The high incidence of poverty in ruraas is due to low agricultural productivity
and reduced emplyment opportunities for areas dttzer agriculture.

9 poverty lines are calculated per adult equivabentmonth.
M Numbers are weighted and are nationally repreteata
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Figure 6. Poverty rates by area of residence (%)
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Poverty level increases with the number of houskhmlembers, from less numerous
households to those with 5 and more members. Tlaeesbf persons living in large
households (5 and more members) of the total ptipolés approximately 22%, while their
share of the total of poor households is 34%. Atdame time, the poverty risk also prevails
in households with one person (29.6%), while tkbgre in the total population is only 7%.
The highest absolute poverty rates were found usébolds with 4 members — 28.4%, 5
members — 38.5%, and 6 or more members — 55.9%.

Poverty trends in relation to the number of chitdage the same as in the previous years. The
poverty risk increases with a higher number ofdreih in a family. Almost 67% of the total
households are households with one child and thag®ut children. These households are
the least poor, while the most affected are houdshwith 4 or more children, with an
absolute poverty rate of 65.4%. Extreme povertgls® higher in this type of households,
representing 14.8%, or by 10 p.p. higher than thentry average.

Data analysis according to socio-economic groupsvstthat poverty incidence is the highest
among agricultural workers (42.8%). The high poyeisk among farmers and agricultural
workers is closely related to the development of slector. Agriculture in Moldova continues
to be defined as the sector with the lowest levgiroductivity and compensation for work.
Furthermore, the significant dependence of thelle¥encome on the weather conditions
determines its instability and is a specific andiadnal risk factor for poor rural households.

Another category affected by a high poverty risk gensioners. Their share in the total
population is 25%, and their share in the total hemof poor households is 35%, with a
poverty rate of 41.8%.

Education is another factor influencing the poveete. The evolution of the poverty rate is
inversely proportional to the level of education tbe household head and are strongly
correlated. A household headed by a person witpantary education is almost 5 times
more likely to live under the poverty line than theusehold headed by a faculty graduate.

20



The share of households headed by persons withhoutigy education and illiterate of the

total population is not high (2.3%), although théseiseholds have the highest poverty level
— 55.2%. The majority of the poor (89%) is madehotiseholds headed by persons with
general secondary and special education (52.1%)irmcaimplete secondary and primary
education (37.4%). The poverty rate for this gronfp households in 2006 was 27%;

respectively 45% in relation to the absolute povénte.

Poverty analysis by gender and area of residentiics that both women and men have the
same poverty rate of 30%. However, the situatidéfeidi by area of residence. People living
in rural areas, both women and men, have a poviskyy 9 p.p. higher than those living in
cities. This trend is common for persons aged uBfeyears. However, the situation changes
in the case of elderly people. The absolute povaitey for the elderly living in urban areas is
by 2.3 p.p. higher than for rural residents, amqatesents 39%. The possibility of the elderly
living in rural areas to earn their own living frowhat they produce reduces their poverty
risk.
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. SWOT ANALYSIS

Key objective: Ensure a better quality of people’s life by strehgning the foundation for
a robust, sustainable and inclusive economic growth

Strengths:

Weaknesses:

Maintain relative macroeconomic durif
profound reforms

Relatively developed and stable banking se

Relatively cheap labour force in smal
towns and rural settlements

Majority consensus on the European vect(
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Legal and fiscal frameworks conducive
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Skilled human resources in certain sector
economy

Growing purchasing power of populati
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Opening the Giurgiulesti port and harness
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Penetration of foreign banks on the domestimfavorable image of the Republic [of
banking markets Moldova worldwide, and limited global
Availability of international financia visibility
organizations and donor countries to provide
financial and technical assistance for the

country’s development

1. Strengths

Maintain macroeconomic stability during profound reforms. The performance of the
economy made it possible to overcome a period gbimig economic decline and poverty
growth over the last seven years and reach econgrowth and improvement in the living
standards. Thus, the cumulative growth of GDP hesnb49.5% during 2000-2006. The
national currency exchange rate stayed stable, thed National Bank reserves grew
significantly. The robust economic growth and pntdereign lending limits led to a constant
growth in public revenues and a reduction of faneigbt as a share of GDP from 60.4% in
2000 down to 21% in 2006.

Relatively developed and stable banking sectoBtability indicators of the financial sector
are quite sustainable and, by and large, Moldovanégting the criteria of the Basel
Committee for an efficient banking supervision. &mly, the banking sector is
characterized by growing revenues, capitalizatiod &quidity, as well as by few non-
performing assets. In particular, between 2000 20@b the banking system’s assets grew 5
times?, the credits provided by commercial banks to thenemy doubled in relation to
GDP, and the share of non-performing credits outthaf total of credits provided by
commercial banks in the Republic of Moldova reduded times. Moreover, the growing
interest on the part of foreign banks to investthe banking sector of the Republic of
Moldova is improving the internal and external d¢bddy towards this sector.

Relatively cheap labour force in smaller towns andural settlements. Labour force is
relatively cheap in small towns and rural commesitof the Republic of Moldova when
compared to other countries in the region. Thus,a¥erage monthly salary in Moldova was
MDL1,700 (USD130) in 2006, while in Romania the mage salary was over USD350
according to the National Institute of Statistidhie average monthly salary in Ukraine’s
public sector is approximately USD260. Also, thesrage salary in Baltic countries was
slightly over USD650, being 5 times the one in Mwodd. The relatively low cost of
manpower is one of the incentives to attract inwesits and promote trade during a given
period. However, one should take into account dliatcomparative advantage of lower costs
will erode more and more as the time passes bytlantechnological gap between Moldova
and developed countries might widen.

Majority consensus on the European vectorThere has been political and social consensus
in the recent years regarding the country’s dormoeatid foreign policy of European
integration. According to the public opinion bardereconducted in November 2006 by the
Institute of Public Policies, should there be a&rehdum on joining the European Union, as
many as 68% of people would vote for it.

Customs duty free access to EU markets based on tl&SP plus system, to the countries
of South-Eastern Europe based on the CEFTA agreeméerand to CIS countries based
on free trade agreementsMoldova’s access to the Generalized System of Rreées (GSP

12 January 1, 2007 versus January 1, 2001.
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Plus) as of January 1, 2006 allows free accedset@tU markets for about 9,200 tariff items
out of the 10,200 items existing in the countryefiiore, 2,000 items are made available to
all third countries based on the EU customs taaiffd 7,200 items based on the GSP Plus,
that only 15 countries benefit from. Getting theFGBlus is a considerable improvement in
the trade arrangements with the EU, thus makipgssible to increase the exports to the EU
markets by 20% in 2006. Moldova’s adherence toGEETA (European Community Free
Trade Agreement) is an excellent framework to prepar the joining of EU and adherence
to European values, by opening up economies antkbgloping regional trades. Similarly,
the signing of free trade agreements with the Ck&nber states provides considerable
opportunities to widen the spectrum and import retitor the domestic products.

Legal and fiscal framework conducive to investmentsThe legal and fiscal frameworks in
the Republic of Moldova are not creating obstafiesnvestments. Once the Law No. 81-XV
of March 18, 2004 on Business Investments was adopt 2004, there were equal
opportunities set up for local and foreign investalike. Moreover, the rate of the corporate
income tax was brought from 32% in 1998 down to 1H%2006, and the tax legislation
provides for incentives promoting investments inrioxés areas, such as: information
technologies, import of production equipment foemging SMEs, etc. Furthermore, three
components of the medium-term fiscal reform werprayped in 2007, which imply: fiscal
amnesty (which is already completed), capital iggéibn, and enforcement of the “0"% rate
for reinvested income of economic entities startmg008.

Skilled human resources in certain sectors of econmy. By and large, considering the
income levels reported by the population of the ubdéip of Moldova, the education they
benefit from is quite substantial. The gross enasltirates are 97% and 93% for the primary
and lower secondary education, respectively. Algfiothe education system in the Republic
of Moldova is not fully meeting the demands of dstieeand foreign markets, the country is
benefiting from skilled and trained human resourdescertain areas (specifically, in
information technologies and communications, bagkamd financial services, health care
etc.). Moreover, the majority of the country’s ptgiion speaks two languages and are prone
to easily assimilating foreign languages, providing Republic of Moldova with additional
opportunities for education, employment and retngriboth inside and outside the country.

Growing purchasing power of population and povertyreduction. The purchasing power of
population grew up in recent years. This is refldan the increase of household consumption,
particularly due to the inflow of remittances in Mova, which accounted for 35% of GDP in
2006. At the same time, there was an increasdaness and the annual indexation of pensions
made it possible to avoid the adverse impact ofatioh. Furthermore, the number of
population below the absolute poverty line droppbg®8.7 p.p. during 2000-2005. There was
also a reduction in the number of people belowpihnerty food line by some 36.1 p.p.. This
allowed to cut down on the social exclusiband scale up the access of population to health
care and education services, thus contributingotsalidating the human development in the
Republic of Moldova.

Opening the Giurgiulesti port and harnessing ensuig benefits. The signing of an
investment agreement for the Free Internationalt P@iurgiulesti” provides room for
harnessing certain actions not taken previouslgh s1$ the construction and use of petroleum
terminal objects, construction of a port for paggea and handling of goods (including a
cereals terminal) on the Danube River. Additionatlye Government is looking into the

13 Social status that is peripheral, isolating indirdls or groups, with limited drastic access toiadiving
conditions: economic, residential, occupationaljoational and learning-wise. It is shown througtieficit of
self-affirmation opportunities and participationtie community’s life.
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possibility to connect the railway lines on theritery of the International Port with
Moldova’s railway. From an economic point of viewhis will ensure for Moldovan
economic entities and foreign enterpreneurs a &afleadvantageous transportation through
thye International Port. Overall, the activitiesread out in the Giurgiulesti port will open up
space for investments both on this territory anlaldova generally.

Expanding the services sectorThe competitiveness of companies targeting dowgesti
markets and those exporting goods on internatiovaakets depends on the availability, cost
and quality of services on the domestic marketstirmigu2000-2006, the services sector
showed an expansion, increasing as a share of G 48.2% up to 56%, including the
constructions sector from 2.7% up to 3.9%, andtthasport and communications sector
from 9.5% up to 12.1%. The transport services hawen characterized by an increased
traffick of goods and passengers by 2.4 and 1.84djmespectively. The financial services
sector has been marked in the last six years bgxpansion of the supply to population in
general and to economic entities in particular &ogoon of elctronic payments via Internet,
development of factoring, establishment of 33 imsge companies, over 100 leasing
companies, private pension funds, etc.). Hencestiséained growth in the share of services
within the GDP, alongside the quality of those || fatilitate the operation of enterprises and
will favour economic growth.

Expanding the sector of information technologies ah communications. Although at an
embryonic stage of its development, the informatezhnologies and communications sector
reported a growth 6 times higher than the one oPGarting in 2000. During 2000-2006,
the number of fixed telephony lines and mobile gbteny subscribers per 100 population
increased approximately 1.7 and 6 times, respdgtiaad the number of personal computers
and Internet users per 100 population increasedi®s. The expansion of the IT and
communications sector will provide for an acceledatlow of information, assimilation of
new technologies, which in turn will have an impatMoldova’s competitiveness.

Cooperation between the Republic of Moldova and regnal and international security
structures. The advancement of regional mechanisms for coticiicand development of
cross-country relations, such as the Stability RactSouth-east Europe and the NATO
Partnership for Peace, is the best way for the Blepaf Moldova to join to the international
efforts meant to create a single security systerhenEuro-Atlantic region and consolidate
stability in the world. In order to strengthen therder services of Moldova and Ukraine and
consolidate the Transnistrian conflict resolutioffots, the EUBAM mission was
established. At regional level, an opportunity wbille to share information through the
Regional Center to Fight Cross-Border Crimes (SE€htre), which has national contact
units in the member states, with a National VirtGaintre SECI/GUAM in the Republic of
Moldova to fight terrorism, organized crime, illégdrug smuggling, and other kinds of
serious violations.

2. Weaknesses

Skewed structure of production.The economy of the Republic of Moldova did not angs

to ensure a balanced operation of all sectors efettonomy during transition. It was not
possible to revitalize industry, improve the pemiance of agriculture and set up a
sustainable tertiary sector. As a result, the spetbf products that the Republic of Moldova
is providing is very homogeneous and is not meetiveggrequirements imposed by foreign
trade markets. Thus, because of the low compatitise of Moldovan products, the export
geography of the Republic of Moldova is poorly dsréed, with about half of the exports
heading for CIS markets. Although another half &ading for EU countries and South-
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eastern Europe, the range of exported goods idypdieersified, mostly made up of farming
products, alcoholic beverages, and textiles.

Relatively high cost of capital.Although justified by the high inflation over thaskt couple
of years, the high interest rates for loans (18%ldans in national currency and 11% for
loans in USD) limit the access of companies, irtipalar SMES, to these financial resources.

Growing deficit of skilled labour force, in particular due to outbound migration of
manpower. The migration of labour force, which mostly scalgdduring the second decade
of transition, contributed to the outbound flowskdlled manpower. According to the annual
labour force survey conducted by the NBS, approtetga330 thousand citizens of the
Republic of Moldova emigrated abroad in 2006. Adany to some studiéd 25.7% of
emigrants have higher education, 51% are gradudtescational training institutions, and
23.2% have secondary education. The emigration aigaificant part of people with
vocational education shows an increased demaneénfogrants with certain qualifications
and professional skills. Although the unemploymeté is on a downward sloping trend in
the Republic of Moldova, the growing number of upérged youth raises concerns.

Utilization of energy-intensive, morally and physially outdated technologiesBecause of
the use of equipment and gear with substantial iplysnd moral wear-out, the energy
consumption is intensive in the Republic of Moldot@alling about 3 times the respective
indicators reported in developed countries. Moreotre heavy reliance of the economy (up
to 96%) on imported energy resources and the ugirsymprice for those is an additional
burden for the production sector of the country.

Underdeveloped physical infrastructure.In order to attract investments, it is required tha
an adequate physical infrastructure be put in plabés primarily refers to roads. 75% of

national roads and 79% of local roads are curratithpidated and in poor condition in the

Republic of Moldova. At the same time, merely 3486 80% of the households have water
supply and sewerage, respectively; whereas thelsodrastructure is to a great extent

outdated and doesn’t meet the current demands.ré&hugts in high maintenance costs and
waste of resources to the detriment of the needietelop the education, health care and
social protection sectors for the population.

Limited capacity of public administration. The existing capacity of public administration is
not adequate to provide good-quality public seid2espite quite a few people working in
this sector, the low salaries contributed to lowtiwation and poor productivity. These, as
well as the inadequate outlining of attributionsl @ompetencies of central and local public
administration authorities, and the insufficiemaincial and economic independence of those,
undermine the capacity of public administratiomender good-quality public services.

Inefficient judiciary system and persevering corrugion. Despite the efforts made to reform
the justice system in the Republic of Moldova,sitcharacterized by judges having limited
access to the tools needed to take well-poisedidesi to international law sources, as well as
by the poor status of courts that would secureatttess of the public to court rooms and trial
procedures. Also, a problem characteristic to threeat judicial system relates to courts, which
examine an excessive amount of cases, also bechadenited use of alternative methods for
litigations, such as mediation and probation. Thesaes, coupled with a large number of
judge decisions left unexecuted, appeals to thegaan Court for Human Rights, and general
appeals to justice (while the number of judgesoisstant over time) are another proof of the
judiciary system’s inefficiency. Moreover, the |l transparency of relations in certain

14 Gencea B., Gudumac I. Migration of Labor Force &mhmittances in the Republic of Moldova. Moldova
Microfinance Alliance and the Soros Foundation,£200
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sectors, specifically in the health care systemexhdtation, result in corruption still being one
of the most substantial hurdles to mount for theoatplishment of economic growth and

poverty reduction objectives. Even if the Corrupti®erception Index done by Transparency
International imroved, reaching 3.2 compared toi2.8000, Moldova continues to stay in the

second part of the ranking, which includes 163 tesn

Administrative hurdles to business and attracting mvestments. Despite developing a

legislative framework conducive to attracting inwesnts and promoting regulation

framework reforms, there are still administrativbstacles hindering the placement of
investments in the Republic of Moldova. In this txt, as part of the business regulation
reform initiated by the Government in 2005, a numisienormative acts issued by central
authorities, which are burdensome for the operatibeconomic entities, were found. The
reform process continues, and only once it is cebepl and the Regulatory Impact
Assessment of proposed normative acts is fullyoduced, these obstacles could be
considered reduced.

Poor targeting of social assistancesocial assistance is the way to support the pupdipal

to avoid poverty and improve its living standar@#hough the benefits targeting families
with children are reckoned to be one of the mogiartant and efficient social assistance
programs, the impact of those payments on the wialip of families with children is
unsubstantial, because of the small amount payAbl& the nominal compensations paid on
a category basis, which represented approximat®¥ 8f social assistance and insurance
spending in 2006, these have a number of drawbauiisiding: i) nominal compensations
are not always targeting the poorest groups of jadipu; ii) the small amounts of nominal
compensations don’t provide solutions for benefiesl problems; iii) impossibility to
evaluate the number of cash payments entering pa@aiher family (there could be more
two or more individuals within a family entitled several compensations), thus posing an
error threat to the system — over-inclusion andusxan.

Negative demographic trendsAt the beginning of 2007, there were 491 thougaswple of
60 years and above in Moldova, two thirds of thewated in rural areas. Out of the total
number of those who are 60 years and above, ewenyhf person is aged between 60-64
years, and 12.8% of the total form the age group 8@rthermore, during the past 17 years
there has been an increase in the population’si\ggmefficient, from 12.8% in 1990 up to
13.6% in 2005 and 13.7% at the beginning of 2007es€ numbers show a continuous
process of ageing, which is more advanced in ramahs (15.2%). This demographic trend
causes serios problems, as all the countries tatthgough population ageing and
demographic decline face several issues, amonghwhaequate retirement age and health
care for elderly, ratio of people working and thageretirement age, participation on the
labor market.

Social and economic gap between the municipalitiesf Chisinau and Balti, and other
communities. During the transition period, there was a shagpaase in the contrast between
urban and rural settlements. The country’s devetoyirs still polarized, the most developed
in all terms being the municipalities of ChisinandaBalti. Because of certain more
vulnerable communities, there is a considerableagapss regions including revenues, labour
force employment, access to health care and educaervices, physical and social
infrastructure. Thus, the municipality of Chisinavhich concentrates 22% of the country’s
population, had in 2006 half of the industrial protion, 56% of the retail slaes, and 58% of
investments in fixed capital. The municipality oflB, with a population of 4% of the
country’s total, generates 14% of the industriabdoiction, 9% of retail sales, and
accumulates 6% of investments in fixed capital. &digpg the pay level, the average salary
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in the municipality of Chisinau exceed by approxieia 23% the average salary in the
country in 2006, and in Balti — by approximately 98 the same time, in the districts of
Soldanesti, Stefan Voda and Cantemir, the averagelynsalary was slightly under 60% of
the average monthly salary in the economy.

Certain categories of natural resources are poorlgxplored and there is unused space.
Moldova is holding a rich land patrimony and nontahenineral reserves that are not used to
full capacity. Although land areas sown to agrigtdtand forests may not be purchased by
foreign citizens, there is a legal framework ingeldo ensure the long-term leasing of those,
thus facilitating their use to full capacity.

Adverse impact of development on environmentEven if the impact of economy on the
environment is smaller, because of the economstsailuring transition and deindustrialization
of the country, the environmental status of thentigucould not be described as a favourable
one. The quality of ground waters, drinking wated dacilities for the biologic treatment of
residual waters and sewerage systems is not sabisfaAlso, there are more emissions to the
atmosphere from mobile sources, whereas the sstidsidrate due to intensive use of soils and
utilization of obsolete farming techniques. As tfienate change impact grows, the frequency
and severity of natural disasters, such as drougdshail, landslides and soil erosion may
increase. The worsening of the environmental sdnain the Republic of Moldova has a
negative impact on both the health status of peapdethe agricultural production.

3. Opportunities

Sustainable economic growth in trade partner counties. The Republic of Moldova and
other countries are significantly relying on thememic development of partner countries. In
2006, the main trade partner countries in the rediad GDP growth: Belarus — 13%,
Romania — 7.7%, Ukraine — 7%, Russia — 6.9%. Innt@n EU trade partner countries
(Germany, ltaly, Austria, Hungary) economci growtaried between 1 and 3.8%, being
smaller than in Moldova’s trade partners countriesthe region. Nonetheless, even if
characterized by small numbers, the growth in dged European countries is sustainable
and inclusive. The economic growth in partner caasf which is preceded by growth in the
purchasing power and by prodigal development oiouarbranches of economy, will make
surethat there is a need for imported raw material @rodlucts, which could be supplied by
the Republic of Moldova.

Geographic proximity to EU and major trade markets. The vicinity with EU — an
important political pole and the biggest trade reaik the world, is providing the Republic
of Moldova with important advantages. Hence, witthia framework of EU expansion to the
borders of the Republic of Moldova, there is a pobty to request an EU-associated
member state status, and become a plenipotentidrynEmber state in the long run. By
bordering the EU, the Republic of Moldova benefitemim a new system, GSP Plus, which
allows the access, at a zero per cent rate custatgsfor about 88% of Moldovan exports to
the EU. Moreover, Moldova could benefit from the ATautonomous trade preferences)
agreement, greater involvement of the EU in sortingthe Transnistrian conflict, an easier
visa regime for the citizens of the Republic of Mwla travelling to the EU, as well as
assistance provided within the framework of the NE&wropean Neighbourhood and
Partnership Instrument. Besides, once Romania amdaBa joined the the EU, these
countries accepted EU norms and standards thdesseattractive to investors. The cost of
labor force in those countries is growing up atist@nable pace and is exceeding way off the
cost of manpower in the Republic of Moldova. Thikaion is favourable to attracting
investors from those countries to Moldova, speaifjcmaking allowance for the geographic
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proximity and cultural and language similaritiesttwihose countries. At the same time,
Moldova is geographically close to Russia, too € @i the most important emerging
markets. Any eventual investments made into phisiclastructure, improvement of
product competitiveness and better image of thentcpucould provide the Republic of
Moldova with opportunities to turn into a “regiorfalb” between East and West.

Clear-cut prospects for better access to the EU mkets based on ATP.Moldova has a
big opportunity to get better access to the EU miarlbased on ATP (autonomous trade
preferences) in 2008. The signing of the ATP agesgrwould augment the trade advantages
that the Republic of Moldova is benefiting from édn the GSP Plus system, and would
scale up the free trade facilities over some ingmdrproducts for the economy of Moldova,
such as alcoholic beverages, sugar, etc.

Penetration of foreign banks on the domestic bankip market. The entrance of several
foreign banks on the banking market of the ReputiliMoldova (such aBanco Venetof
Italy in 2006,Raiffeisenof Austria in 2006Societe Generalef France in 2007) will enhance
competitiveness within the given sector and wilhgeate a drop in the cost of capital.
Therefore, the presence of international banks lmn domestic market minimizes the
potential risks for foreign investors and stimusatirect foreign investments.

Availability of international financial organizatio ns and donor countries to provide
financial and technical assistance for the countrg development.The decision taken by the
Consultative Group for the Republic of Moldova toyde financial assistance worth USD1.2
billion for the next three years is an opportunigysupport the country’s balance of payments
and make investments in physical and social infuagire, run public administration reforms
and regulatory framework reforms, as well as preaed fight corruption.

4. Threats

Delayed regulation of the Transnistrian conflict. The unsolved Transnistrian conflict is an
obstacle to a sustainable and smooth socio-econamgicsiocio-political development of the

Republic of Moldova. This being said, smuggling dlebal trafficking are the main factors

that influence economic growth and, as a resudi, dbcial sector. The barriers to the free
movement of citizens, goods and services, as veetha administrative bans hinder trade
development between the two banks of Nistru riverother threat is the serious problem
with human rights and operation of democtraticiingons in the Transnistrian region. The
violation of fundamental human rights by the re¢gomdministration affects not only those
500.000 people living in the region, but also tlitezens living on the right bank and the
foreign citizens. In terms of security, the mainett is the foreign military presence on the
territory of Moldova (left bank) that undermines Mova’s neutrality status stipulated in the
Constitution, as well as the existence of paraamyigroups in the region.

Reliance of national economy on external factorsThe economic performance in 2006,
going down due to the ban imposed by the Russiaeradon on the imports of alcoholic
beverages and meat, coupled with skyrocketing price energy resources, proved the
negative consequences of a country’s reliance oermed factors. Any shift in the attitude
towards the Republic of Moldova on the side of partcountries may result in severe
impacts on the economic and social developmertieotountry.

Increasing prices for energy resourcesThe recent consecutive increases in prices for
imported energy resources have had a serious ingpa¢he economy and the country’s
population. The increase in the purchase pricegriboted directly to a higher cost of
electricity, natural gas and oil products purchassd public institutions at all levels
(increasing budget spending by 0.5% of GDP). Theeimsed prices for energy and lack of an
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improved social assistance system significantlyaased public funding needs to support the
system. Any eventual rise in prices of importedrgpeesources would be an extraordinary
blow, both to domestic producers and to the epigulation of the country.

Protectionist measures existing on foreign marketlthough the foreign markets to which
the Republic of Moldova is exporting its products Aberalized, frequently there are certain
protectionist measures imposed to protect the doengmoducers. This is relevant
specifically to Ukraine and Russia, which are neimbers of the WTO, and tend to impose
certain protectionist measures affecting the farefgde of the Republic of Moldova.

Unfavorable image of the Republic of Moldova worldwde, and limited global visibility.
Being a small-size country, which declared its independdess than two decades ago, the
Republic of Moldova is not well-known worldwide. Qop of this, globally, information
about Moldova has been dominated by negative neddadelling pertinent to certain issues
faced by the country, such as poverty, corruptibransnistrian conflict, and human
trafficking. This information has not been consmhe offset with positive images of the
country. The unfavorable image of Moldova prevehts access of foreign investors to the
local market, and sometimes contributes to a disnatory treatment of Moldovan citizens
staying abroad.

5. Conclusions

The social, economic, SWOT, and contraints analysesal the existence of some internal
and external factors that favour/threaten the agraent of the country. Hence, the country’s
development over the last seven years can be ¢bharad by the resumption of economic
growth, maintenance of macroeconomic stability,nifigant reduction of poverty, and
initiation of a series of structural reforms in @eof strategic importance. However, these
achievements have been attained on the backgrdumdistorted production structure (based
on such sectors as agriculture and industry, ctigreharacterized by low productivity and
use of outdated and energy-intensive technologedpw level of internal and external
investments, worsening of the trade balance deficitl massive outflow of qualified labor
force.

Generally, Moldova can be characterized as a cpumith a small sales market, limited

capacity for manufacturing competitive productsirexely dependent on several partner
countries with respect to both exports and impdtiat now has the biggest share in the
supply on the domestic market. In addition, thesixice of a legal and fiscal framework
favourable for the development of private sectat atiraction of investments and qualified
human potential in some economic areas are notgénibuhere are gaps in the operation of
the public administration and judiciary system.

The positive development aspects in Moldova aredit@med by a combined impact of
efforts made by the Government during the analyastbd, donors’ assistance and increased
purchasing power of population. These allowed toichgreat social disturbances, but were
not sufficient to change the structure of economy the paradigm of economic growth.

In this context, it will be necessary to ensureiry2008-2011 a development track, fully
based on the existing peculiarities of the courgfficiently turn to benefit the entire range of
indisputable opportunities, and prevent the appeaaf any threats. Thus, the removal of
drawbacks and achievement of the main objectiveb@Republic of Moldova will rely on
the capitalization of all existing opportunitiesspecially those related to the country's
proximity to the EU and availability of internatianfinancial organizations to provide mid-
term financial assistance to the country. Als@s important to use the country’s strengths in
order to reduce the exposure to potential riskdjquéarly those related to the intensification
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of state's vulnerability, continuation of labourrde outflow, increasing poverty and
population inequality.
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[ll.  STRATEGIC VISION

1. Overview of the Strategic Vision

The National Development Strategy starts from besic objectivederived from the
Constitution of the Republic of Moldova and nameagtablishment of adequate conditions
for improving the quality of lifeMoreover, the improvement of the quality of life as
polyvalent factor, consisting of a number of clgsedlated dimensions. At a personal level,
this means a healthy and educated person, ablgetoise his/her fundamental rights and
liberties, positive about a decent old age — agremsho wishes that he/she and his/her
children live in the Republic of Moldova. At countievel, this imples a deep transformation
and modernization of the country and an effectiwalifjcation for accession to the EU.

In the context of the above-mentioned, the Governnmé¢ will make over medium term
efforts to recover by 2011 at least 7 p.p. of thencome gap in relation to the EU
average® and reduce the absolute poverty rate down to 249 In the long run, the
Government will make efforts to recover by 2015 ateast 12 p.p. of the income gap in
relation to the EU average and reduce the absolufgverty rate down to 20%

In the long run, the Strategy aims at changingRapublic of Moldova into:

a) a reintegrated state that enjoys multilateral sgcguarantees (integrated into the
European security architecture);

b) a state where the political and election processescarried out in accordance with
the democratic procedures, and where the righteedbm of expression is enforced
and accepted by all political forces;

c) a state that by its modern judiciary system ensahesitizens’ equality before the
law, whereas corruption is considerably reduced am@hnot endanger the
development and modernization of the country;

d) a country where economic growth ensures increaseshues for all social strata and
promotes a productive contribution of vulnerableoups to the economic
development of the country;

e) a country free of poverty and vices characteristipoor societies;

f) a state that creates conditions for the establishraad attraction of international
competitive companies that find niches on the dlobarket, firstly because of the
quality of their products;

g) a country that shows a quick gap recovery in teldgical development compared to
European countries;

h) a country where the national economy is effectiveliegrated in the regional
economic processes by modern and safe transperieart

!> Estimates were based on the analysis of the GDBapita to PPP. The simulation showed that a rimtuof
the income gap in relation to the EU average caatfaéned by 2011 at a 6% annual growth rate of GDP

'8 while defining targets for poverty reduction, tietationship between economic growth and poverdyicéon
was taken into consideration, with a value of -Gf4he poverty elasticity to economic growth, whishthe
regional average and is relevant in the contexthefRepublic of Moldova. Although at a GDP growdter of
5% the simulations showed that the poverty rate magh almost 21% by 2011, the target was adjusyed
taking into consideration the non-linear correlati®tween economic growth and poverty reduction.
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i) a state that guarantees qualitative educationttheare and social services for all
citizens;

]) a state where the education system ensures theoymmuht of all young people
through services adjusted to present-day labogefmequirements;

k) a state where the social insurance system is fabteifor the demographic process
(secured birth and old age);

[) a country where economic growth is a process thaters all regions and
communities;

m) a country where the quality of life in rural areasmes close to that in urban areas,
while also maintaining the cultural values and ittads;

n) a country where the model of social and economield@ment does not endanger
nature and environment and that contributes tgthservation of national and cross-
border ecosystems;

0) a country, whose international image improves dynalty and that turns into a
welcomed member of the European family.

2. Millennium Development Goals on the Medium- and Log-Term Agenda of the
Government

In 2000, the Republic of Moldova along with oth&l1countries of the world committed to
achieving the Millennium Development Goals (MDGgy) 2015. The achievement of these
goals is on the medium- and long-term agenda pretnbly the Government through the
National Development Strategy. The first adjustm&hMDGs to the national context was
done in 2004 and resulted in a number of specdigdts and indicators. In the following
years it was decided that some targets and indgateeded adjustment to the current
situation. This is also relevant because of théutiam of MDG indicators over the last years
and the results of 2006 intermediary target’s aqd@iment. The Government will continue
to implement the MDG agenda, but to ensure thevaglee of the established agenda and its
full integration with national policies, the MDGrggets and indicators underwent more
rigorous adjustment to the specific nature of tbentry’s development, as compared to the
initial stage of adjustment.

The MDG targets for 2010 and 2015, revised underagess of consultations both with
central public authorities and with a number ofioval and international organizations,
which was conducted in parallel with the Strategyarticipatory process, are presented
below. The baseline year for establishing the nradiand long-term targets will be the same
as in the initial MDG report (2002), except for easvhen the estimation methodology was
recently modified for some indicators:

Goal 1. Eradicate extreme poverty and huhger

* Reduce the proportion of people whose consumpsamder $4.3 a day/person (in
PPP terms) from 34.5% in 2006 down to 29% in 201 28% in 2015.

" The baseline year for establishing targets unklisrgoal is 2006. This transition is inevitable &ese the
NBS modified the HBS sample this year for the eation of absolute and extreme poverty rates, aed th
numbers for 2006 are not comparable to previoussyéb2002 stayed as the baseline years, thessefidata
calculated according to the previous methodologyldidhave stopped in 2005. Also, to avoid establighi
different baseline years for indicators under thaml, for the third indicator “proportion of peopighose
consumption is under $4.3 a day/person (in PPPs)éritthe estimation of which was done for the fiigte in
2007, 2006 will also be taken as the baseline year.
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* Reduce the proportion of people under the absgaterty line from 30.2% in 2006
down to 25% in 2010 and 20% in 2015.

* Reduce the proportion of people under the extreoweny line from 4.5% in 2006
down to 4% in 2010 and 3.5% in 2015.

Goal 2. Achieve universal access to general seggratlucation

* Ensure opportunities for all children to attend eyah secondary educatiolmcrease
the gross enrollment rate for general secondargatun from 94.1% in 2002 up to
95% in 2010 and 98% in 2015.

* Maintain the literacy rate for the 15-24 year-otipplation at the level of 99.5%.

* Increase the enrollment rate for pre-school progrémn 3-6 year-old children from
41.3% in 2002 up to 75% in 2010 and 78% in 201% fam 6-7 year-old children
from 66.5% in 2002 up to 95% in 2010 and 98% in32(ds well as reduce by less
than 5% the discrepancies between rural and unesas abetween disadvantaged and
middle-income groups.

Goal 3. Promote gender equality and empower wdfnen

* Increase women’s representation in decisionmakiogitipns. Increase women’s
representation at the decisionmaking level fronb26in local councils in 2007 up to
40% in 2015, from 13.2% in raional councils in 20§¥to 25% in 2015, from 18%
women-mayors in 2007 up to 25% in 2015, and fron% 2&omen-Parliament
members in 2005 up to 30% in 2015.

* Reduce gender inequality in employment. Reduce grentequality on the labor
market by reducing the discrepancy between salafiegmen and men by at least
10% until 2015 (women’s average salary represen@i@d% of men’s salary in
2006).

Goal 4. Reduce child mortality

* Reduce infant mortality from 18.5 (per 1,000 livieths) in 2006 down to 16.3 in
2010 and 13.2 in 2015.

* Reduce the under-5 mortality rate from 20.7 (p€0Q,live births) in 2006 down to
18.6 in 2010 and 15.3 in 2015.

* Maintain the proportion of under-2 children vacteth against measles at least at
96% by 2010 and 2015.

Goal 5. Improve maternal health

* Reduce the maternal mortality rate from 28.0 (@0 thousand live births) in 2006
down to 15.5n 2010 and 13.3 in 2015.

18 The baseline year for establishing targets unkisrgoal is 2006. This year, for the first time aqtifiable
targets on gender equality were set in the cordéMDG. To this effect, the data of the latest &lmts were
used, which reflect the current gender situatiorMioldova. At the same time, in relation to the @iéince
between the salaries of men and women, the mosateata for this indicator are in place only fO08.

!9 The baseline year for establishing targets unidiergoal is 2006. This transition is necessary bseaf the
decision of the Ministry of Health to apply a nevetimodology for child mortality estimation, recomrded by
the WHO and established as an objective in the M@eEU Action Plan. Hence, starting with 2006 ,ve Ibirth
will be defined as a birth after 22 complete weekpregnancy and a child weight above 500 graneviBusly,
this indicator was estimated based on a birth cemed live after the 30complete week of pregnancy and a
child weight above 1,000 grams.
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Maintain the number of births assisted by qualifreddical staff during 2010 and
2015 at 99%.

Goal 6. Combat HIV/AIDS, tuberculosis and otheredises

Stabilize the spread of HIV/AIDS infection by 20Beduce HIV/AIDS incidence per
100,000 population from 10 cases in 2006 down6d9.2010 and 8 by 2015.

Reduce HIV/AIDS incidence per 100 thousand popaitafrom 13.3 cases in 2006
down to 11.2 by 2010 and 11 by 2015 in the 15-2z@ge group.

Have halted by 2015 and begun to reduce tubersul®gduce the rate of mortality
associated with tuberculosis from 16.0 (per 100 888ulation) in 2002 down to 15.0
in 2010 and 10.0 in 2015.

Goal 7. Ensure environmental sustainability

Integrate the principles of sustainable developnm@ntcountry policies and programs
and reduce degradation of natural resources. Iserafforestation from 10.3 % in
2002 up to 12.1% in 2010 and 13.2% in 2015.

Increase the share of protected areas to presesiagibal diversity from 1.96% in
2002 up to 4.65% in 2010 and 4.65% in 2015.

Increase the share of people with permanent atocesafe water sources from 38.5%
in 2002 up to 59% in 2010 and 65% in 2015.

Halve the number of people without access to impdogewage and sanitation

systems. Increase the share of people with permateess to safe water sources
from 31.3% in 2002 up to 50.3% in 2010 and 65% 042 Increase the number of

population with access to sanitation systems fran@% in 2002 up to 51.3% in 2010

and 71.8% in 2015.

Goal 8. Develop a global partnership for developmen

Further develop a transparent, predictable anddimseriminatory trade and financial
system based on rules through promoting exportsatiratting investments.

Settle the issues of land lock of the Republic dfldéva through upgrading the
transport and customs infrastructure.

Monitor the external debt issue.
Develop and implement youth strategies.
Ensure access of population to major drugs.

Build an information society.

3. National Medium-Term Priorities as a Way to Meet the Long-Term Vision

It is necessary to meet the MDG targets and indisabut not sufficient to achieve the long-
term vision. The achievement of MDGs and proposedgdterm objectives can be
accomplished by consolidating the foundation forsalid, sustainable, and inclusive
economic growth. Starting with an analysis of thespnt growth model, the enhancement of
local economic competitiveness and, respectivaly,role in satisfying the domestic and
external demand stays as a main task on the Goeatismagenda. At the same time, to
ensure an inclusive nature of the growth it is seagy to eliminate the regional disparities by
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promoting a development that would stimulate theation of well-paid jobs countrywide,
thus raising the incomes of the residents andioffean alternative for emigrants.

The identification of priorities is based on thealysis of socio-economic factors, SWOT
analysis, and recognition of the fact that therfial resources, compared to the multitude of
needs and opportunities, are scarce; so a highdéteeir concentration is needed.

In this respect, the Strategy proposes five natiomd-term priorities in order to achieve
general objectives:

= Strengthen democracy based on the rule of law aspect for human rights
principles;

= Settle the Transnistrian conflict and re-integthte country;

» Raise the national economy’s competitiveness;

= Develop human resources, rise the employment lanel promote social inclusith
= Regional development.

Ensuring macroeconomic stability and consolidatinghe capacity of local and central
public administration are prerequisites for achieving the five established priorities.

The prerequisites and national priorities identifiem the Strategy cannot be approached
separately — they are correlated and complemerit etieer. Hence, good-quality human
resources contribute to an increase in competiéserand vice versa. Fighting corruption
affects positively both the business environmert e quality of education. The separation
by areas aims at rationally organizing the strat@gyer, as well as simplifying the
implementation, monitoring, and evaluation, andsdoet represent an essential division. The
identified measures will be jointly implemented,daiie achievement of an objective will
contribute to the achievement of others.

20 Ensure access of vulnerable groups to jobs thaigoarantee a decent living, access to social ces\and
participation in the life of the community.
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IV. PREREQUISITES FOR ACHIEVING THE PRIORITIES OF THE
NATIONAL DEVELOPMENT STRATEGY

1. Ensuring Macroeconomic Stability

An essential prerequisite to sustainable and batheconomic growth is the assurance of a
macroeconomic stability by means of steady andstmable monetary and fiscal policy.
Macroeconomic stability provides for people’s ambreomic entities’ confidence in the
sustainability of economic growth, thus stimulatthgm to augment their operation, increase
the efficiency of production, make investments, Btoreover, macroeconomic stability is an
important condition for an efficient implementatiof social policies and improvement of
people’s living standards.

At the same time, the macroeconomic situation $e alfluenced by that of the real sector.
An efficient operation of the real sector contrdggito maintaining macroeconomic stability.
On the contrary, an unbalanced and rigid structfrenternal production, low level of
competition in the economy and production can leatiacroeconomic instability.

Ensuring macroeconomic stability is not only abprdmoting balanced monetary and fiscal
policies; it's also about stimulating the domestupply and level of employment. Complex
measures to stimulate the domestic supply and aseremployment are described in the
Strategy’s mid-term priorities, and this chaptecuses narrowly on monetary and fiscal
policies as factors contributing to a favorable imnment for the achievement of other
Strategy goals. To this effect, the Strategy vatids on achieving the following outputs:

) ensure and maintain price stability;

(i) promote a flexible exchange rate policy;

(i)  promote a balanced budgetary-fiscal policy, whicbuld provide for the
stability of public funds over medium and long term

(iv)  reduce the tax burden on economy and prevent psétior expansion;

(v) improve public financial management.

The provision and maintenance of price stabilitthis core objective of the National Bank of
Moldova (NBM). In this context, the NBM will impleemt a prudent monetary policy and
will use the entire range of tools available touasprice stability. Over medium term, the
implementation of a new monetary policy regime lenped, namely the introduction of the
inflation targeting regime. During 2008-2011, measuwill be taken to prepare and
implement the new system.

The National Bank of Moldova will continue to maaint a floating regime of the exchange
rate and will promote a prudent foreign exchangepaonsistent with its core objective to
ensure and maintain price stability.

Tax policy is another important instrument to eesaracroeconomic stability, economci
growth and savings. In the years to come, the tdxcypwill further supervise support for
economic activity and stimulation of investmentsnfirdomestic and foreign sources. To this
effect, starting in 2008, a 0% rate is intorducedreinvested income of legal entities. Also,
starting in 2008, VAT reimbursement will be made foaterial assets, services related to
long-term capital investments (spending), except fovestments in housing and
transportation means.
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Increasing citizens’ savings can be achieved asaltrof modifying the structure and size of
taxable annual income scales for natural persams$,gaadually increasing the non-taxable
income.

Furthering the fiscal administration improving et®will contribute to a reduction in fiscal
pressures by expanding the taxation base and agsstability in collecting budget revenues.
The medium-term tax administration policy objectiveesult from the Tax Service
Development Strategy for 2006-2010. The Stratégymulates the following major goals:
() functional and structural strengthening of tistate Tax Service; (ii) improving services
provided to taxpayers and expanding the spectruseices provided; (iii) improving fiscal
procedures; and (iv) developing information teclgas in data and information exchange.

The predictability of state revenues is to be adddethrough the enforcement of public
spending policies that would prevent a furtheréase of the public sector as a share of GDP.
An important action in this regard is the initiatiand implementation of a comprehensive
medium-term public service reform, implying an amiation of the number and structure of
civil servants. The accomplishment of this reforneagly depends on the advancement of
structural reforms in sectors employing the majoif civil servants, and namely in
education and health.

The resources needed to increase investment experg]iother economic growth-related

expenditures and reduce poverty are to be mobillaedmproving the effectiveness and

efficiency of current spending programs, as welbgpsedirecting allocations from programs

having less priority towards programs generatirgyesater economic and poverty reduction
impact, as identified in the Strategy. Generalhswing consistency between the priorities of
the Strategy, the Medium-Term Expenditure Framevemidk the annual budget will be one of
the major challenges of the medium-term fiscal landiget policies.

The qualitative improvement of public financial nagement is an inalienable condition for
achieving the above-mentioned objectives. In pufitiancial management, efforts will be

focused on developing an efficient and sustainfibncial management system, based on
effective instruments and mechanisms, targeted ritsvand functional at the level of

European standards. The main actions planned égpublic financial management area refer
to: (i) improving the public financial resource aation process by applying modern

budgeting and budget approval practices; (ii) gitleening of treasury system and improving
budget execution procedures; (iii) optimizing fiseaministration and introducing a new

system of financial control and internal audit ire tpublic sector; (iv) optimizing budget

management through developing an integrated puiiencial management information

system.

Developing standardized, transparent and incotlgtiecision making procedures for the
use of budget resources, including through theofigeiblic procurements, is one of the main
conditions in the medium-term optimization of pglinancial management.

2. Strengthening Public Administration Capacity

Improvement of central and local governments’ penfince is yet another important
condition for a successful accomplishment of thdidous agenda set forth in the National
Development Strategy. Competitiveness of the natienonomy can not be ensured under an
inefficient public administration, the structure which is over-sized and the staff is under-
skilled. On the contrary, the establishemnt of ¢timgs to increase competitiveness in an
economy, which is seriously unbalanced and has iemiyed domestic resources, under
severe competition in the regional and global matkie a serious challenge even for a well-
trained and efficient public administration.
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The need to implement a complex public adminisiratieform derives from three
fundamentateasons

=  Economic. Promoting the reform by rationalizing the numbeir mublic
institutions and civil servants will contribute aareduction of administrative costs and
their channelling towards better-quality civil sees.

=  Social. The quality of civil services provided to citizewsdl be improved, while
the interaction between the civil society and adstiative bodies will be
strengthened. Also, a better transparency of tkeside making process will enhance
the society’s confidence in public authorities avil strengthen their cooperation in
implementing programs of national importance.

= Political. A public administration that was reformed based the best
international practices will contribute to the impement of Moldova’s image both
inside the country and abroad. The establishmenarofefficient, corruption-free
public administration with qualified staff increasehe country’s chances of
cooperation with and integration into European imternational structures.

The synergy between the decision making proced&iaxicy, civil servants’ activity,
interaction among public institutions and correati between strategic planning and
budgetary process will back and spur the implenemtaf the entire range of policies and
reforms promoted by the Government.

Central Public Administration

The need to build the capacity of the central muatiministration with a view to improving
the general performance of public administratiomas something new for the Republic of
Moldova. Attempts to improve the institutional stture and build capacity have been made
at different stages of the transition period. Yegse transformations were rather segmented
and were not based on well-defined and acceptextiples. Despite the results attained in
the process of building a functional market econpting central public administration (CPA)
in the Republic of Moldova continues to performdtions that don’t exactly correspond to
the state’s role in such an economy. Moreover,pib@ management of human resources
and, particularly, the lack of an efficient and quetitive incentive scheme, undermines the
process of capacity building of public adminiswatstaff.

The Central Public Administration Reform launchea 2005 is a systematic and
comprehensive effort, and is targeted towards masparent, predictable, responsible, and
efficient public administration, which would meétetsociety’s demands and correspond to
the European standarffs.The reform process is focused on four key objestiv(a)
modernization of public administration based on uactional review and institutional
reorganization; (b) improvement of human resour@agement; (c) optimization of the
decision making process; and (d) improvement ofipdimance management. The regulatory
reform is also an integral part of the public adstnation reform, and is being carried out
under close coordination with the other componehtke reform process.

To the effect of improving the institutional strucd of public, the central public
administration reform strategy envisages two tagRsredefining the competences and
functions of central specialized public administiatauthorities; and (ii) reconfiguring the
structure of the central executive body, taking iatcount the Government’s priority-driven
activities. At its turn, the redefinition of competes and functions was performed in two
stages. During the first stage, analysis was pedrand recommendations were made to
improve the internal processes and delimitate fanstof 28 institutions of the central public

% The Central Public Administration Reform in thep®blic of Moldova, 2006.
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administration. For the second stage, 159 centudlip authorities were identified and
analyzed, as well as 24 deconcentrated services.

Selective organizational reforms, including a rdguc of the number of staff, were

implemented during the second stage of the funaticeview. Yet, they were not sufficient

for an efficient public administration reform. Dog the second stage of the functional
review, which had a much broader scope, an analyassmade in five major sectors: justice
and internal affairs; agriculture and environmehgalth care, education and culture;
economic development; governance and public finambe functional review at this stage
revealed a series of problems, which hinder theiefft operation of the CPA: excessive
centralization, redundancy of functions and overiag of responsibilities, potential conflict

of interest determined by insufficient delimitatiohfunctions related to policy development,
regulation and provision of services, preservatdrfunctions that do not fall within the

Government’'s competence, and existence of manéateghich no resources are allocated.
The lack of efficient systems to coordinate thecpsses of planning, monitoring and
assessment of policies both at strategic and unistital level is another serious challenge.

The implementation of the functional review’s recoendations to solve the identified
problems is a major task over medium term. Basethese recommendations, before mid-
2008, development plans for each ministry will beveloped and implemented. The
improvement of strategic planning at sector levél be ensured by building capacity for
policy analysis, monitoring and evaluation divisidn seven ministriéand creating similar
structures in the remaining ministries. Speciakraton will be paid to the functional
reorganization of the Government Apparatus. Todfiect of building the strategic policy
planning and coordination capacity, a Policy Analy€oordination Unit (PACU) was
created in the Government Apparatus, the capadityhoch will be further strengthened.
Over medium term, the PACU will promote and metHodimally coordinate the
modernization of the entire system of strategicnpiag of Government activities, the
improvement of the decision making process, andl ensure a better correlation between
priority actions and available resources.

With a view to defining general principles of orgaation and operation of central public
administration, a draft law on central public adistiration was developed. This law will
provide a unique framework for the operation oftcanpublic administration. The draft law
envisages that each ministry have a function resptenfor the ministry’s administrative
activity, ensuring the link between the ministrgigbdivisions and the sector subdivisions of
the Government Apparatus. The introduction of faisction will allow to perform a more
efficient management of central public administnatias well as to reduce the current excess
of ministers’ managerial tasks.

The poor performance of central public administrais to a large extent determined by lack
of an efficient and competitive incentive system dwil servants. In particular, the low pay
level does not allow to attract and retain wellrteal specialists in public administration, and
creates space for corruption in the system. Lowrg contribute to a high level of staff
turnover that undermines the capacity building kéfanade until now, in particular through
foreign technical assistance projects. Also, th@umeration structure is not transparent
enough: the system does not provide a clear-cutestdion between performance and level of
remuneration. To this effect, reforming the inceatsystem for civil servants is an important
part of CPAR.

22 policy Analysis, Monitoring and Evaluation Unitsigt at the Ministry of Education and Youth, Mimgtof
Health, Ministry of Social Protection, Child andrkisy, Ministry of Agriculture and Food Industry, Mistry of
Industry and Infrastructure, Ministry of Transparnd Road Administration, and Ministry of Justice.
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The pay system reform was initiated by approvahefLaw No. 355-XVI of December 23,
2005 on Budget Sector Pay System for 2006-2010¢twhnvisages a gradual increase of
salaries for public sector staff, including civérsants. Thus, during the first two years of
implementation, the average monthly salary of @eitvants has doubled, making MDL1,614
in 20072, Despite this increase, the level of pay in thelipwsector is still lower than in other
branches of economy. On the other hand, the pantilementation of salary increase has
already resulted in significant expenses for thdget, and the further growth threatens to
reduce the available resources for capital experedit Reform implementation only at the
central public administration level and saving &eli by streamlining the number of civil
servants will not ensure sufficient resources teeesally increase salaries for all public
sector staff. Therefore, a comprehensive reformniea streamline the structures and the
number of staff in the whole public sector shoutdrnplemented.

The real growth of civil servants’ capacity will nsured by the implementation of a
comprehensive reform of the incentive system, wigahmot limited just to increased salaries.
In the short term, the existing practices of classiion and ranking of public officers will be
put in line with a more efficient remuneration aibic officers by ensuring a connection
between the level of remuneration, on the one hand,the employees’ efforts, skills, and
performance, on the other hand. In the mid-termewa system of ranking and remuneration
will be developed in the following stages: (a) @ediion of job description for each standard
positions in the pubic service, (b) elaborationtloé system of position assessment, (c)
determination of ranking structure parameters,jritfpduction of standard positions into the
ranking structure, (d) determination of the leveEr@muneration for each standard position,
taking into account total available resources &anuneration in the public service, , and (f)
elaboration of legislative framework on remunenatdgystem and rules of performance-based
carrier development.

In order to streamline the management of humaruress, a number of laws stipulating new
approaches to staffing policy in public service avdrafted: the draft Law on Public Function
and Statute of Civil Servants and the Code of Etlit the Civil Servant. The draft law

stipulates: (i) separation of political functiomsrh administrative functions; (ii) competitive

employment and merit-based promotion in civil seeyiand (iii) creation of the central

administrative body responsible for civil serviceamagement. The improvement and
approval of the draft law, and the creation andrajp@nalization of the authority responsible
for the management of human resources at cenwral &e immediate goals. The Code of
Ethics of the Civil Servant stipulates a number kefhavioural standards for public
administration. The implementation of this Codelwilow for a higher accessibility and

transparency of major activities of the public adistration.

Capacity building of central public administratimma continuous and long-lasting process.
Throughout the implementation of the Strategy, demtral public administration will
intensify its efforts to implement the initiatedtiaties and to further develop the reform
agenda (strategic development plans) for each awpaomponent. The following major
objectives will be achieved within this reform, B§11.:

0] practical delimitation within the central public mathistration of policy
development functions from policy implementationdtions;

(i) strengthening the capacity of central public adstration for policy analysis,
monitoring and evaluation, improving the reportsygtem and decision making
process;

% Medium-Term Ependiture Famework (2008-2010).
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(i)  establishing a core of professional civil servams|uding the introduction of a
new motivation system; and

(iv) creating an efficient and sustainable interactiopstesn between policy
development and budgetary processes.

Local Public Administration

The previous experience with national developmeoag@ams’ implementation demonstrates
that the insufficient involvement of local publidrainistration (LPA) in the process of policy

development and implementation generates incresatbrial gaps in the socio-economic

development of the country. To this effect, enhagaehe role of local public administration

implies both improving its competencies by incregsihe degree of decentralization, and
building capacity in policy implementation and pisden of public services.

The evolution of the role and performance of théLtiRwve been marked by the territorial-
administrative reforms in 1999 and 2003. Howevergeneral, services provided at local
level are still largely inadequate and of poor gualn particular, local public authorities are
responsible for providing general education sesjicensuring rural infrastructure and,
partially, health services. Despite the fact thet share of expenditures for education and
health is relatively high in the local budget, reblem of quality and inequitable access to
these services still persists. Because resourtmsatdd for maintenance and repairs of rural
infrastructure were limited, it has significantlgtdriorated.

The problems identified during some studies shauced and insufficient fiscal capacity of
territorial-administrative units, discrepanciesvibe¢n the financial resources of local public
administration authorities and competencies eneddyy legislation, as well as the fact that
public services’ decentralization is not perfornmegarallel with the transfer of funding. At

the same time, public control is weak because tmntunity does not participate in the
monitoring of public sector and services providedduced capacity of civil servants at local
level, explained by the poor motivation and insuéint training, is another factor

determining the poor quality of services providgdhe LPA.

Increasing the role and strengthening the capasfitiocal public administration will be
accomplished in the context of the Regional Develept Strategy’s implementation. To this
effect, during the period of NDS implementatiore thllowing objectives will be pursued:

* Improvement of the institutional framework and irmaration of sustainable
development principles in local policies;

» Clearer delimitation of functions and responsit@tbetween central and local public
authorities, and increaed autonomy of the latter ;

» Strengthened local autonomy of local public adntiratgon authorities by continuing
the fiscal and financial decentralization process;

* Capacity building for local authorities in partiaipry planning, budgeting,
monitoring and assessment of activities at locadlte

* Implementation of the National Strategy for Tramiaf Civil Servants and Locally
Elected Authorities and establishment of conditidois improved human resource
management.

Given the aforementioned, it is necessary to erghdne autonomy and capacity of local
public administration, especially at level |, tosare localities generate their own revenues,
have an efficient management of resources and kstienihe development of localities’
economic potential. In the context of administratdecentralization, it is necessary to work
out an action plan that would set distinct impletagon stages for the administrative
decentralization process in the Republic of MolddMais will allow to avoid ambiguities and
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overlaps in delegating competencies, clarifying tn@nsfer of financial and material
resources, also addressing the correlation betvileentransfer of competencies and the
necessary resources. After the legislation on Ipahlic administration and on administrative
decentralization is passed, the revision of théslatjon on local public finances will follow,
establishing an equitable method to balance thanéial possibilities of territorial-
administrative units.

To the effect of strengthening the capacity oflcd@rvants, the Government will ensure the
implementation of the National Strategy for Tramiof Civil Servants and Locally Elected

Authorities, developed in line with the recommemuz of the Council of Europe. This

strategy sets out the grounds for a continuousitrgiof civil servants and locally elected

persons from the local public administration withviaw to increasing their competency,

performance and competitiveness.
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V. NATIONAL MEDIUM-TERM PRIORITIES

1. Strengthening Democracy Based on the Rule of Law drRespect for Human Rights
Principles

Analysis
Protection of human rights

With the declaration of independence in 1991, tepulic of Moldova embarked on a long
and complex process of transition towards a dentiocragime and market economy,
accompanied by important social and economic chandéis transition assumed a
fundamental review of the role of the state andhefrights and duties of the population in
general and individual human beings in particulBine transition process required the
emphasis on human rights as a fundamental factom#&tional development and, as a
consequence, Moldova has undertaken significanorteffto harmonize the national
legislation with the international provisions regiag human rights and fundamental
freedoms.

Since its independence, all national and localtigles, including the recent local elections as
of June 3, 2007, have been generally considerég@asnd fair, although in some cases they
did not fully comply with the international obligahs regarding democratic elections,
especially concerning the pre-election campaign aradlia independence. In 2006, the
Parliament adopted the new Audiovisual Code aintdajlating political interference within
the operation of the National Radio and TV. A greatmber of non-governmental
organizations, mass media sources, as well asdbadt of Europe have recognized that the
new Code is in accordance with the relevant intenal standards. Still, the need to ensure
a transparent relationship between the authormtethe one hand, and mass media and civil
society on the other remain a priority for enablitige functioning of a participatory
democracy.

Moldova has acceded to the Universal Human Rigletdddation in 1990 and the majority of
international human rights treaties in the follogviyears. The Constitution of the Republic of
Moldova of 1994 provides for the observance of humghts and fundamental freedoms, in
accordance with universally accepted provisions amernational treaties signed by
Moldova. Moreover, Article 4 of the Constitutionta&slishes the supremacy of international
human rights documents over the national legigtatio order to strengthen the institutional
human rights framework, the Republic of Moldova hsoduced in 1996 the institution of

ombudsman (Parliamentary Advocate) and establitedHuman Rights Center. The main
task of the Parliamentary Advocates is to considdividual recoursese from individuals

whose rights and freedoms have been violated iRR#piblic of Moldova.

A significant step in the process of human righpsbmotion was the accession to the
European Convention of Human Rights and Fundamé&me&ddoms in 1997, which enabled
the citizens of Moldova to have access to the EemopCourt of Human Rights (ECHR), an
important international jurisdictional body. Duringovemberl, 1998 — 2006, citizens of
Moldova submitted approximately 2,800 recoursed,the Court issued 42 decisions against
Moldova. The ECHR decisions against Moldova maygdesidered as an indicator of flaws
within the national judiciary and the human rigptstection system in general. At the same
time, even in countries with old democratic tramh8 and a strong judiciary the number of is
high, and the increase in the number of from Mw&docitizens points to the fact there is an
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increased awareness level by individuals regartieg rights and fundamental freedoms
guaranteed by the state and that they adopt areadie in claiming these rights.

Aspiring towards approximation to European valued Buropean integration, the Republic
of Moldova has committed to observe human rightsl amndamental freedoms and
strengthen the stability and efficiency of insiibus responsible for safeguarding democracy
and the rule of law, including by strengtheningaitsministrative and judicial capacity. These
commitments were reflected in the Economic Growtth Roverty Reduction Strategy Paper,
the National Action Plan for Human Rights, and kh@ldova-EU Action Plan. Although the
legal framework for the protection of human righdaed fundamental freedoms is in
accordance with the international standards, theme certain drawbacks in real life,
especially regarding the rights of people in detentaccess to justice, prevention of such
complex phenomena as domestic violence and traffjof human beings.

A number of studies and reports by non-governmeatghnizations point to numerous
violations of the rights of people in detention.eTéxistence of serious problems in this field
is also confirmed by the analysis of recourseseived by the Human Rights Centre. Thus,
during 2006, the Centre received 1,913 petitioriswloich 53% have been submitted by
people in detention. Over 25% of recoursese reféhe lack of free access to justice and the
right to a fair trial. Among the main factors cabtiting to the violation of the rights of
people in detention is the high level of corruptiabuse of power by the law enforcement
bodies, lack of knowledge about their rights, ahd poor quality of the ex officio legal
assistance.

The Republic of Moldova continues to face multiplegative social phenomena that affect
the most vulnerable layers of society, such as dtimeiolence and trafficking of human
beings. There are difficulties in monitoring thggeenomena because the victims often avoid
reporting or discussing these violations. Accordiogsome reports, approximately 41% of
the interviewed persons stated that they had bemimg of domestic violence at a certain
point of their life. Still, the number of officiakports to the law enforcement bodies remains
low. One of the main reasons to avoid the reporihdomestic violence cases is the lack of
a well-defined protection mechanism for the victiohsuch phenomena.

Domestic violence contributes to increased levélsubnerability to trafficking of human
beings. According to the data of the Internatiddedanization for Migration, the majority of
assisted victims of trafficking had been subjedtdamestic violence and, as a consequence,
were ready to face an increased level of risk toicathe abuse within their families.
Although during 2005-2007 the legal framework teyant and combat trafficking of human
beings and domestic violence has been strengtignadopting the anti-trafficking law, the
law on domestic violence, the law on equal genggodunities, etc., the establishment of an
enforcement mechanism is necessary for an effiaigplementation of these laws.

The judiciary and independence of justice

The legal and judicial reform in the Republic of Blava has started in 1994 by introducing a
four-tier system — circumscription courts, tribuis)ahe Court of Appeals, and the Supreme
Court of Justice. During 2002-2003, aiming at inyang the access to justice, the judiciary
has been subjected to a new stage of reform, wiasHed to the improvement of the system
and its organization in a three-tier system — amsaription courts, courts of appeal, and the
Supreme Court of Justice. During both periods réfierm of the judiciary has been based on
the modernization of the administrative structue a factor that contributes to the

elimination of deficiencies in the operation andnaaistration of justice.
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The main administration authority within the judigy is the Superior Council of Magistrates,
an independent body with competencies pertainintpeoappointment, promotion, transfer,
sanctioning, and dismissal of judges, consideradiwch submission of draft budgets of courts
and reporting on the organization and functioniny tbe judiciary. To insure the
independence of justice, the framework that guaestmpartiality and irrevocability of
judges has been strengthened repeatedly, espebllincreasing the authority of the
Superior Council of Magistrates and increasingnitiependence in relation to the executive.

However, the efficient functioning of the judiciagnd a fair administration of justice
continues to be a challenge. The courts of lawfazed with a great workload. Thus, during
2006, the judiciary has considered 250 thousanescaise workload of a single judge is of 73
cases per month. One of the main factors that iboméss to the overloading of the judiciary
is the limited use of alternative methods of camfliesolution. The implementation of
alternative methods, such as mediation and prabatwall contribute to the efficient
functioning of the judiciary, as well as to the f@ation of human rights and avoidance of
delays in the consideration of cases.

At the same time, the judiciary is facing a numbgserious problems, such as inadequate
premises, low quality of infrastructure of the dsuand equipment, as well as limited
practical capacity in the summoning, hearing arstiglining of parties. The lack or limited
number of court-rooms may affect certain vulneraipeups such as minors, victims of
domestic violence and trafficking of human beingis, The majority of these problems that
have serious consequences on the image and qofjitgtice are due to the limited number
of resources allocated to the judiciary. Althoughing the last years the means allocated to
the judiciary have been constantly increasing, @reystill insufficient to cover the needs. At
the same time, the increased budgetary allocasbpsld be accompanied by an increased
efficiency in funds’ management. An important step this direction has been the
empowerment of courts to independently manage theigets as of January 1, 2005. Still,
for an efficient planning and use of medium-teriftocations, the reform of judiciary
financing remains a priority.

The quality of justice is also affected by the diéfof qualified human resources and the
limited capacity of court staff to match the cutreequirements (including judges and
support staff). To fulfil their tasks professionaljudges need to have access on a free-of-
charge and permanent basis to continuous trairongses. To accomplish this objective, in
2006 the National Institute of Justice was createsponsible for the continuous training of
judges and prosecutors. According to amendmentsatgekto the legislation, flollowing the
establishment of the Institute and starting in 2§08ges will have to attend at least 40 hours
of continuous training per year, such training gganovided for free and being mandatory in
accordance with the law. Strengthening the Ingtisucapacity in relation to its curriculum,
management and academic personnel will lead tgladuality training of the judiciary and,
consequently, to the improvement of the administnaodf justice.

One of the main issues remains to be the lack faregability of court decisions. Although
during the last years a new legal framework regaydihe execution system has been
adopted, which includes the Execution Code and.#veon the System of Forced Execution,
there is a great number of non-executed decisioimss, during 2006, from a total number of
301 thousands of executional acts and 64 coursies, more than 26% of the executional
acts and 42% of court decisions have not been egdoiThere are a number of reasons that
led to this situation, including the incapacitytbe debtor to pay the compensation, or the
fact that they have left the country, as well asttlansfer of assets by the debtor in situations
when the applicants do not manage to seal the gyopk&the debtor at the beginning of the
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legal proceedings. The insufficient funding of #»eecutional system, given the fact that its
costs are quite high, plays and important roleh dccumulation of non-enforced acts and
decisions. Under these circumstances it is necessaeconsider the manner of organization
and funding of executional activities.

Preventing and fighting corruption

Preventing and fighting corruptidmecame an important priority for the Governmenthef
Republic of Moldova and in 2006 the Government aeldpthe Action Plan for the
implementation of the National Strategy for Prewregniand Fighting Corruption. The Action
Plan is implemented with the support of the ciatiety and international community. A
number of non-governmental organizations createsl Anti-corruption Alliance, which
collaborates closely with the Center for CombatiEgonomic Crime and Corruption
(CCECC) in view of eradicating this phenomenon.idportant aspect of the Government’s
actions in 2007 and nearest future are aimed ateptmg corruption are the actions
undertaken under the Threshold Program of the gviilium Challenge” Corporation.

The Government undertook a series of measuresrplify the regulatory framework and

the way in which public administration authoritieperate to limit the opportunities for

corruption, with the main ones following: reform #gulatory framework, introduction of

the one-stop shop, optimization of the claims aetitipns’ processing system within central
administration authorities, as well as increasatdparency. To avoid the development of
some new legislation and regulatory documents icigaipportunities for corruption, the

CCECC has initiated the project of anti-corruptiexpertise of legislative and regulatory
draft documents. At the same time, public admiaigin authorities, non-government

organizations and the international community oizggoh a number of events and public
awareness campaigns regarding the consequencesropton, which aimed at educating

intolerance to this phenomenon.

The progress accomplished in preventing and fightborruption was reflected in the
Corruption Perception Index developed by Transpardnternational, which in 2006 has
improved, growing from 2.9 in the previous year3@. However, out of 163 countries
included in the study carried out by Transparemtgrhational, Moldova is still in the second
half of the rating. Furthermore, the surveys prthag corruption is still one of the subjects of
major concern for the population of the RepublicMéldova. According to the Global

Corruption Barometer developed by Transparencynatenal, sectors and institutions most
affected by corruption are (descending): policeligiary, health services, political parties,
the legislative, business community, educationesysfThe surveys carried out by local non-
governmental organizations confirm these results.

Given the aforementioned, to reduce corruption iantease the confidence of population in
sectors perceived as being the most affected bymoon, regulatory, organizational and
practical measures are needed. Such measureschbeddcused on increasing transparency
of the institution, building capacity of these itgions’ staff, revealing and penalizing
corruption cases. At the same time, it has to lm®geized that such measures can not
contribute to breaking away from the vicious cirofecorruption unless they are structurally
and institutionally supported.

Rationale

The functioning of democratic institutions and en@ment of the rule of law create a
favourable environment for a sustainable and imedugrowth. Strengthening democracy
based on the rule of law presumes respect for hutdiggnity, human rights and liberties, free
development of human personality, justice and jealitpluralism. This also includes equal
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treatment and opportunities for every citizen. Eestence of a predictable legal framework
and a fair, transparent and efficient judiciargssential for the protection of citizens against
arbitrary abuse of power and illegal acts by indiinls and private entities.

The consolidation of the modern democratic statethaon the rule of law and respect for
human rights will be secured by a continuous ingeeaf the transparency of political
decisions and administrative acts, developmenhefdulture of cooperation with the civil
society, and promotion of reforms meant to increthgepopulation’s confidence in public
authorities. Given the increased number of compdaioncerning abuses of power on behalf
of law enforcement bodies, accompanied by the ewhelow level of confidence shown by
the civil society in relation to the efficiency, @ity and transparency of bodies of interior, a
complex reform of the police will be a major medienm priority.

Strengthening of the judiciary by ensuring its ipeledence, impartiality, credibility, and
efficiency is a necessary condition for the rule lafv. The measures required for the
modernization and streamlining of the judicial systmust lead not only to the efficient
functioning of the system, but also to the fair ghieal enforcement of the legal and
normative framework.

Preventing and fighting corruption is a requirembath for the functioning of democratic
institutions and securing of human rights, as \aslfor general economic development. As a
complex phenomenon, determined by various facteesnomic, legal, institutional, social,
ethical, etc.), corruption calls for a multidimemsal approach and a permanent review of
policies aimed at its reduction. The enforcementestrictive measures only is not enough
and a combination of prevention and reaction megsisrnecessary.

Since Moldova has an open economy, facing imporaigration flows and exposed to
internal and global risks, there is an immediatedni®r a complex management of borders,
both by strengthening own capacity and using cbasder cooperation opportunities.

Overarching goal of priority

Strengthening the operation mechanisms of demaciastitutions and implementation
practices in relation to the legislative and retpria framework, with a view to an efficient
and fair protection of human rights.

Objectives

1.1. Strengthening democracy, respect for fundamental hman rights and freedoms
1.2. Modernizing and increasing efficiency of the judicary

1.3. Preventing and fighting corruption

1.4. State border management

Programs and measures
1.1.Strengthening democracy, respect for fundamental hman rights and freedoms
Rationale

Democracy can only become sustainable when indgdtrust the decision making bodies
of the state and if the latter are serving thezens and protect them against abuses. In this
context, strengthening the judiciary may only bewad by strengthening the institutions that
protect the rights of citizens, ensure respectterright to freedom of expression guaranteed
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by the Constitution, and by increasing the transpey of the decision making process and
implementation of political decisions.

The achievement of favourable conditions for peramareconomic and social development
in the Republic of Moldova is directly linked to ethsteadfast combating of crime,
maintaining law and order, and ensuring the secofititizens within the community, which
is a fundamental element for improving the quatifylife. The modernization of police, so
that it becomes more effective, democratic and camiy-focused, is essential for the
observance of fundamental human rights, ensurirg rile of law and the country’s
development. This goal will be accomplished by dishgpand implementing a community-
based police activity, focused on prevention, pugoaary action and partnership. The
combating of trafficking of human beings and thevantion of abuse and torture are key-
missions of a community-based police activity arelthe results of a functional democratic
system, in which the citizen is protected by tlatest

Programs and measures
1.1.1. Improving the quality of the decisional act:

() Improving the operation framework of participatalgmocracy, also by ensuring
the transparency of administrative acts and palitidecisions, and the
communication with citizens;

(i) Involving civil society in the decisional processncerning public interest, also
through provision of all decisions of public intst@nd their drafts for ,on-line”
public discussions;

(i) Ensuring a transparent relationship between audiberiand the media, as
recommended by the Council of Europe;

(iv) Ensuring the participation of young people in tleeidion making process, also
through the extension of the local youth councésaork at country level and of
the models of youth self-governance within educetionstitutions

1.1.2. Strengthening non-judicial institutions and mecbkars for protecting and promoting
human rights:

(i) Strengthening the legislative and institutionalnfeavork of the Ombudsman
institution, with a view to:
o0 Ensuring the independence of parliamentary adverate
o Rendering more effectively the activity of the Ganfor Human Rights in
Moldova.
(i) Implementing the law on mediation and creating @aln services;
(i) Consolidating cooperation/partnerships between rakenand local public
administration authorities and civil society in theld of education, promotion
and protection of human rights.

1.1.3. Modernization of the police, aimed at renderingnitre efficient, democratic and at
increasing its accountability towards the community

(i) Strengthening the capacity of the Ministry of Imerin relation to the
implementation of the police reform;

(i) Evaluating, jointly with other members of the jastisystem and the civil society,
the actual state of police activity and determirtingl best ways to render it more
efficient, more democratic and increase its acathihty towards the
community;

(i) Developing a strategy for community-based policéivag for 2008-2011,
focused on efficiency and manner of police activitje of the community and
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its capacity to participate in community-based @@liactivity, structure,
transparency and accountability of the police,trets between the police and
the public, as well as relations between the palicé other components of the
justice system;

(iv) Implementing and monitoring the strategy during 2011, including its
testing in a pilot-program in 2008;

(v) Improving the system of staff training and professil development in the
system of the bodies of interior and, in particut#rpublic order services;

(vi) Preventing juvenile crimes by applying a set of csple measures and
programs for minors and their families living in @mvironment with an
increased risk of delinquency, generating drug-aom#ion or promoting a
criminal culture.

1.1.4. Preventing and combating family violence and tckifig of human beings:

(i) Developing the management of statistical and in&diomal systems in relation
to cases of gender discrimination, family violeraad trafficking of human
beings;

(i) Creating and implementing the national system faence prevention and
victim protection, as provided by the Law on prewam and combating of
domestic violence;

(i) Strengthening the National Committee for Combaftingfficking of Human
Beings, expanding the National Referral SystentHerprotection and assistance
of victims of trafficking and its integration intthe national social protection
system;

(iv) Consolidating the capacity of the Centre for Conmigaf rafficking of Human
Beings in investigating and convicting trafficketsased on the principles of
transparency and publicity;

(v) Regulating migration flows by signing bilateral erfgovernmental agreements
in the areas of irregular migration, labour migyatiand social protection of
migrant workers, and by promoting circular migratimitiatives, in particular
with the EU and its member-states.

1.1.5. Ensuring the rights of people in detention, as asglthe rights of persons convicted to
punishments that are alternative to detention:

() Ensuring decent detention conditions for conviectd persons under preventive
or administrative arrest;

(i) Improving the quality and diversifying training rhetls employed by police
officers and employees of the penitentiary systethe field of human rights;

(i) Expanding and improving the forms of convicts’ ealimn and employment;

(iv) Strengthening the mechanisms of preparing convartdiberation and social
reintegration;

(v) Improving the legislation on alternatives to deit@mt

(vi) Developing the probation service with a view to weimgy the rehabilitation of
persons condemned to punishments alternative émtien;

(vii) Building arrest houses.

1.1.6. Securing free access to justice:

() Reforming the system of legal assistance guarariigdle state by establishing
an efficient mechanism of access to justice foradlycvulnerable persons;
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(i) Creating the National Council for legal assistagonaranteed by the state, with
territorial offices;

(i) Informing citizens about the forms and conditions @etting legal assistance
guaranteed by the state;

(iv) Creating public attorney offices.

1.2.Modernizing and increasing efficiency of the judicary
Rationale

An essential component of the state and its dewedop is represented by the judiciary as a
totality of structures that contribute to the eoament of justice. Modernizing and increasing
the efficiency of judiciary (development and impkemation of reforms based on impatrtiality

of the judiciary, improvement of performance anddibility of judges, increased access to
legal services) constitute priority actions thaechdo be undertaken by the Republic of
Moldova in order to reach these objectives.

Programs and measures
1.2.1. Strengthening the judicial system:

(i) Implementing the Strategy for strengthening thegiady by:

a) Strengthening the legislative framework regardihg fjudicial system to
strengthen judges' independence and creating acieaff mechanism to
monitor the enforcement of laws on judiciary stieging;

b) Ensuring the transparency of justice-rendering foproving the dialogue
between civil society and justice and ensuringpthielicity of judgments and
the access of media to the courts;

c) Establishing a mechanism for jurisprudence uniicatto improve the
quality of justice rendering;

d) Strengthening the institutional capacity of the &igr Council of
Magistrates;

e) Strengthening the National Justice Institute tooagalish the proper training
of judges and other staff within the judicial syste

f) Increasing the efficiency and accountability of fbdiciary by reducing the
duration of legal proceedings and the workload, agydrationally using
human resources;

g) Continuing the computerization of the judicial ®stby implementing the
Concept of the judicial information system for 2€#008;

h) Reforming justice financing by implementing a tpaaent mechanism of
budget planning and control of the judicial system.

1.2.2. Strengthening the mechanisms for enforcment otjatidecisions:

() Developing a mechanism to finance the spendingiiéwrcement activities;

(i) Ensuring computer access of enforcement officeragoessary databases, in
order to properly carry out their activity/ respitilties;

(i) Actively involving and distributing responsibilise between creditors and
debtors in the process of judicial decisions’ ecéonent.

1.2.3. Strengthening juvenile justice:

(i) Appraising the necessary number of staff and presnie carry out judicial
proceedings in the best conditions, where minagsirarolved either as victims
or criminals;
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(i) Improving the legislative framework in the areanwhors’ rights protection by
developing proposals for uniform regulation aimeédteeamlining proceedings
and increasing the procedural guaranties grantedriors;

(i) Creating the infrastructure for the proper funcdignof juvenile justice by a
specialization of judges and other categories &t stithin the judicial system
and by creating a documentation and informationtezeraccessible to
professionals in the area of juvenile justice.

1.3.Preventing and fighting corruption
Rationale

The different manifestations of corruption (excesdbureaucracy, protectionism, nepotism,
excessive state controls and regulations, unfairpstition, etc.) lead to negative social and
economic consequences for the development of #te.sCorruption is a multidimensional
phenomenon that, in order to be eradicated, regjugféorts supported by both public
authorities and the entire society.

Activities of preventing and fighting corruption lbe implemented through a complex
approach, which will improve the regulatory andtitagional framework, will increase the

transparency of decisions taken by public instngi and will develop intolerance to
corruption within the society. These actions wadlhgplement the structural and institutional
reforms aimed at reducing corruption opportunitrethe future. Coirruption prevention and
combating measures will be primarily focused onaarperceived as mostly affected by
corruption: police, judiciary, health services, ipchl parties, legislative, business
environment, educational system.

Programs and measures

1.3.1. Improving the legal framework in the area of figigticorruption in accordance with
international standards and good practices:

() Development and approval/adoption of regulatory awtcessary to efficiently
implement the provisions of the international camtians in this area, to which
the Republic of Moldova is a party (for examplee t@riminal Convention
regarding Corruption, the Civil Convention regagliDorruption);

(i) Continuation of the reform of the regulatory franoekv

1.3.2. Strengthening the capacity to prevent and comhbatiption:

(i) Adequate technical endowment of the CCECC and Putses Office to
investigate corruption cases;
(i) Increasing the salary level of civil servants ilatien to duties fulfilled.

1.3.3. Ensuring transparency of the activity of publictingions, access to information,
promotion of ethical standards:

(i) Creation of web pages for all public authoritied &meir permanent updating;

(i) Approval/adoption of ethical codes for judges, rocabistaff, etc.;

(i) Ensuring fiscal transparency and annual publicatibreports on the execution
of budgets at the level of each agency and autonsrmgovernmental authorities.

1.3.4. Active involvement of the civil society and privateector in prevention of
corruption, creation of an atmosphere of non-toleegfor the corruption phenomenon:
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(i) Developming and adopting the anti-corruption infatimn and communication
strategy;

(i) Organizing periodic meetings between public autlesiand civil society,
collaboration on anti-corruption, also by participg in civil society
representatives’ initiatives;

(iif) Developing advanced anticorruption practices.

1.3.5. Expanding international collaboration:

() Implementation of GRECO recommendations, develgmegart of the second
evaluation round (report as of October 13, 2006);

(i) Development of an Action Plan to participate in Yherld Bank initiative in the
area of corruption prevention and combating;

(i) Conclusion of cooperation agreements with othetestaegarding different
aspects of combating corruption;

(iv) Accomplishing the Action Plan regarding the implenagion of the Threshold
Program of the Republic of Moldova in the framewak the “Millennium
Challenge” Corporation.

1.4.State border management
Rationale

One indispensable element and a major conditi@nsure the security of any country is the
supervision and control over the state border. Moldova, this aspect of national security
has acquired a special importance taking into aucdhe international tendencies of
proliferation of migration, trans-border organizemime, and international terrorism.
Currently, the management of borders of Moldovaoriganized in accordance with the
provisions of bilateral treaties and agreement$ weighbouring countries and the internal
legislation of the Republic of Moldova. The trarwmit for the border guard troops to the
Border Guard Service, which is the professionahauty in the field of surveillance and
control of the state border, may be consideredfastastep in the adjustment of state border
management to EU standards.

Programs and measures

1.4.1. Development of the state border management witHirb@der sectors of the
Republic of Moldova:

() Harmonization of the national legislation with thgquis communautaire, and
development and implementation of a national Sgsateon integrated
management of state borders;

(i) Continuation of cooperation with neighbouring coig# to complete the process
of demarcation of state borders;

(i) Development of the check-points’ infrastructure amdilowment with state-of-
the-art technical equipment;

(iv) Establishment of a professional training system floe human resources
involved in border surveillance and control.

1.4.2. Intensifying trans-border cooperation between tiegublic of Moldova and the
EU members, as well as neighbouring countries:

(i) Organization of joint controls at the Moldovan-Uikian state border crossing
points;
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(i) Development of regional cooperation between releleam enforcement bodies
(police, border guards, and customs).

Monitoring indicators:

Indicator Source
Number of recoursese to ECHR, Ministry of Justice
including recoursese that were communicated to Mmistry of Justice
Government,
including cases won by applicants. Ministry of Juest
Number of recoursese to ECHR lodged by people tentien Ministry of Justice
Number of decisions issued by judges and not erdcutlinistry of Justice
(cumulative)

Number of recoursese to courts (except for econaouicts) Ministry of Justice
Number of recoursese for alternative procedures igtnof Justice
Corruption Perception Index Transparency

International
Level of confidence in police, % of interviewed g@ns who do Barometer of Public

not trust the police Opinion

Number of human trafficking crimes Prosecutor’s
Office/Ministry of
Interior

Number of reports on slight corporal injury Ministf Interior

Number of cases of domestic violence that lead toder and Ministry of Interior
severe corporal injury
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2. Settlement of the Transnistrian Conflict and Reintgration of the Country
Rationale

Solving the Transnistrian conflict on the basisnofms and principles of international law,
OECD standards and fundamental approaches in #ineefwvork of the external settlement
mechanisms stipulate the implementation of thatteal, social and political reintegration
of the Republic of Moldova through the reestablishinof economic, legal and social areas,
and it represents one of the main conditions ferdhistainable development of the country,
including in the context of European integratiorcwity in the region, strengthening of
democratic institutions, as well as economic araasstability.

The final settlement of the Transnistrian probleepresenting one of the priority directions
in the development of the Republic of Moldova, igaal that consolidates the activity of
public authorities of Moldova, and requests a makinoncentration of efforts of the entire
civil society. While implementing the Strategy,istimportant to address this problem in a
broader context, with a larger involvement from itmernational community, and mainly the
European Union, including through the European Neaogirhood Policy.

The final and sustainable settlement of the Trastsan problem involves a focus on two
areas:

1. Political dimension

(i) Development of the special juridical status of Fr@nsnistrian region of the
Republic of Moldova, by respecting the independensevereignty and
territorial integration in the interaction with theternational partners, in the
framework of the existing mechanisms and on thesbaisa consensus of the
actors involved.

(i) Approval of the political solution in the negot@ti process in the existing
formats.

2. Social-economic dimension

() Reestablishment of the unique economic, legal anthlkareas, which envisages
the concentration of efforts of all central speged public authorities of the
Republic of Moldova and coordination of their attyivwith the objective to
promote a consistent government policy on the egnattion of the country.

(i) Development of complex integration policies (ecomnsocial, educational,
cultural, etc.) and extension of the programs aqstiag strategies regarding the
involvement of citizens (in a broader sense — iithaks) from the left bank of
the Nistru river and guaranteeing respect for thaghts, including social,
economic, and cultural, etc.

Thus, the harmonious combination of these two carapts — of internal and external policy
— constitutes the strategy in solving the Transaistconflict over medium term. This means
that the strategy is based on a consistent andhdedapolicy of all the branches of state
power. In this context, the successful implemeatatdf the internal component and the
consistent promotion of the external message in bieteral and multilateral dialogue
requires a consolidation of the positions of thétigal powers of the Republic of Moldova,
with the objective to promote and defend the irdereof Moldova, as well as ensure the
continuity of the country’s reintegration (over med term). The statement of the
Parliament of the Republic of Moldova regarding tipelitical partnership for the
implementation of the objectives for European irdégn and the unanimous approval of the
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documents from June-July 2005 represent a fundanhetdécision and constitute the
necessary tool for a nation-wide consensus.

Strengthening confidence and security, as well @siak protection measures for the
Transnistrian population are under the constantaéybe Government. The implementation
of initiatives launched to this extent by the Rdesit of the Republic of Moldova will
contribute to additionally building the foundatitor the settlement of the conflict.

Support for the reintegration policy from the paftthe civil society plays a key role. The
extension of the existing dialogue with Non-Goveemtal Organisations (NGOs) constitutes
one of the major priorities of the Government. Tpasitive experience of cooperation
between the governmental institutions and the &adnt of the Republic of Moldova with
NGOs will be institutionalised in the framework DS implementation. Regarded from this
perspective, the mid-term strategy for solving fheansnistrian conflict stipulates the
conjunction of the efforts of the Executive and istgive bodies to accomplisthe final
solution of the conflict

The final political solutiorto the Transnistrian conflict will be developed approved in a
multilateral framework of negotiations by involvirigternational parties and actors. The
promotion of this solution is a complex processjolwlpresumes a consensus of the actors
involved regarding the future statute of the Trastsian region as part of the Republic of
Moldova and the delimitation of competences betwbercenter and the region, as well as a
set of guarantees: constitutional guarantees offthasnistrian statute and legal, economic
and social guarantees for the population of theoreg

Also, one of the priorities is to create favouralolenditions for the settlement of the
Transnistrian conflict. Taking into consideratitne favourable international conjuncture as a
necessary condition, the authorities of the RepuliiiMoldova suggest the following three
objectives, the realisation of which aims at cawgrthe final political solution These
objectivesare in accordance with the stipulations of the Sfitution of the Republic of
Moldova and are a component part of the currenpnal legal and regulatory framework
(Law of the Republic of Moldova No. 173-XVI fromIgi22, 2005 on basic provisions of the
special legal status of settlements on the lefklmrNistru river (Transnistria), Decision of
the Parliament of the Republic of Moldova No. 11ViXrom June 10, 2005):

Overarching goal of priority:

Establish favourable conditions for the regulatioh the Transnistrian conflict and
accomplish the territorial, political and sociahtegration of the Republic of Moldova.

Objectives:

2.1. Democratisation and development of a civil societpased on European values
and international norms and standards

2.2. Demilitarisation and provision of security

2.3. Social-economic reintegration

Programs and measures:

2.1.Democratisation and development of a civil societiyased on European values and
international norms and standards
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Rationale

Democratisation and development of the civil sgcibased on European values and
international norms and standards must includenger@f measures focused on the creation
and development of democratic institutions andrdegral civil society on both banks of the
Nistru river, with the participation of the intetranal community in this process. The actions
undertaken by the authorities of the Republic oflddwa for the accomplishment of this
objective are based on the stipulations of the Appé the Parliament of the Republic of
Moldova on the democratisation criteria for the nBmistrian zone of the Republic of
Moldova, approved by Parliamentary Resolution NkZ-XVI of June 10, 2005.

Programs and measures:
() Removal of obstacles for the free activity of poét parties of the Republic of
Moldova in the Transnistrian region;
(i) Removal of obstacles for the free activity of natiband local mass media in the
Transnistrian region;
(i) Removal of obstacles for the free activity of NG@sd civil society
development in the Transnistrian region.

2.2.Demilitarisation and provision of security
Rationale

Actions undertaken by the Republic of Moldova fbe tdemilitarisation and provision of
security, as well as the implementation of a ramigeonfidence-building measures are based
on the provisions of the Parliamentary Appeal oa principles and conditions of de-
militarization of the Transnistrian zone, approvsdParliamentary Resolution No. 117-XVI
of June 10, 2005.

Programs and measures:

() Changing the actual mechanism on peace keepingnmlanational mission
with an international mandate;

(i) Completing the withdrawal of the troups and ammanitof the Russian
Federation from the territory of the Republic of Islava, according to the
decisions of the OECD Summit in Istanbul (1999);

(iif) Dissolution of the paramilitary groups in the Traissrian region and creation of
military forces and a unified border-guard servioe the territory of the
Republic of Moldova;

(iv) Undertaking confidence-building measures to maintiae stability, security and
ensure the free movement of the citizens in tharggzone and in the region.

2.3.Social-economic reintegration
Rationale

Social-economic reintegration relates to the rédistanent of the unique economic,
financial, customs and social system. The progmesde in this regard has to be strengthened
in accordance with the bilateral and internatiagreements of the Republic of Moldova.

Programs and measures:
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(i) The implementation of the bilateral Moldovan-Ukiam agreements and
understandings regarding foreign trade and borelarrgy;

(i) Cooperation with the EU institutions, and mainlyotgh the EU Mission of
Assistance at the Moldovan-Ukrainian Border (EUBAM)

(i) Development of a flexible and efficient mechanismnoffer social assistance
according the current legislation for inhabitantsh@ Transnistrian region of the
Republic of Moldova;

(iv) Creation of favourable conditions for the economwcamercial cooperation
between the two banks of the Nistru river and elation of barriers for a free
activity of the economic agents;

(v) Development and implementation of common projeetgdted towards the
rehabilitation and development of the infrastruetwith the support of foreign
donors.

Monitoring indicators

Indicator Source

Number of persons assisted through programs impleadeoy Ministry of Reintegration
the public authorities of the Republic of Moldova

Number of projects designed for the rehabilitatiopgrade Ministry of Reintegration
and development of infrastructure in areas affedigdthe

conflict

Number of projects implemented or under impleméortator Ministry of Reintegration
the rehabilitation, upgrade and development ofstiucture in

areas affected by the conflict
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3. Enhancing the Competitiveness of the National Ecomay
Analysis

Competitiveness of a country is its capacity tcat#¥eand maintain institutional, economic
and infrastructure conditions favourable for tistablishment / attraction and development
of some companies producing better-quality goodk services and/or at lower prices than
external competitors. The competition capacity ésndnstrated both on international and
national markets, related to imported goods andcss.

At present, the competitiveness of the Republidvimidova is basically assured by low
labour costs and some domestic raw materials, simdanifested in sectors with relatively
low added value. This model of competitivenesspiscgic for a number of countries with
less advanced economic development. At the same teking into account the increased
domestic prices, external opening of the countrigrise migration, and abundance of cheap
labour force abroad, our comparative advantagesrmeted by low costs are increasingly
eroded, while the technologic gap compared to atbentries is growing.

Currently, the Moldovan economy is characterizedablow level of competitiveness. In
2006, Moldova was ranked 86 among 125 in the iateynal ranking of competitiveness, in
conformity with the global competitiveness indigatalculated for the World Economic
Forunf®. The low level of competitiveness of domestic eiis confirmed by a continuous
decrease of import- export coverage rate. Betwe@d0-2006, the volume of imports
increased 4.6 times, while the volume of expor&3 times only. Moreover, the narrow
structure of exports and geographic concentrationtribute to an increase of external
vulnerability, along with risks and losses it ingdifor the real sector of economy. This
particular thing happened in 2006, when due toreateshocks the rate of economic growth,
production outputs and exports dropped, and ingiablements appeared at macro level.

In the context of EGPRSP efforts were made, aintesupporting the development of the
production sector of the country and contributiogstrengthening the competitiveness of
Moldovan businesses both on domestic and exteragtats. In general, improvements in the
production sector during this period were modestiustry showed robust growth at the
beginning of the economic revival period (in 200B& cumulative growth was 73%),

however losing its pace lately. The performancagyfculture was unstable and poor: in the
same period cumulative growth of agricultural ottpuas 10% only. The services sector
showed stable growth, while the balance of extamadle with services became positive.

Regulatory and fiscal reform

Ambitious reforms initiated in recent years, ainsdmproving the business environment to
increase investments in economy (in particularulegry and fiscal reforms), have partially
achieved their goals.

During 2000-2006, total investments in fixed cadditawere on average less than 16% of the
GDP. The dynamics of investments is still encourggincreasing from 11% in 2000 up to
24.7% in 2006. The services sector is an absodaeelr in attracting investments into fixed
capital, registering 71.2% (2006) as a total figuneparticular, most investments have been
registered in communications and transportatioal, éstate and trade. At the same time, the
agricultural sector is largely avoided by investdnaving attracted less than 5% of total

4 Global competitiveness indicator looks into nimeups of factors critical for enhancing productvind
competitiveness: institutions, infrastructure, neaeconomy, health and primary education, marketieffcy,
technologic absorption capacity, business sophistic and innovation.
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investors. Processing industry is more attractgef accounts for an average annual share of
15.3%, which has been decreasing lately.

Foreign direct investments (FDI), regarded as ohéhe main indicators confirming the

success of policies and economic prospects of atogthave grown 3 times in the past six
years (amounting for USD1.3 bil. in 2006), and Ire tfirst half of 2007 this indicator

increased by USD205 million. As compared to rafeeecountries, the rate of the FDI in the
GDRP is relatively high. It should be mentioned tR&tl are important not as hard currency
resources only, but as a combination of experiekoewledge, management practices,
marketizr;g innovations and technologic know-howmsilating investments of domestic
capital.

The first phase of the regulatory reform resultadthe implementation of a number of
activities entailing: (a) simplification and enhadctransparency of the regulatory process
through reducing a number of regulations governimginess activity; (b) reducing the
duration and costs of the registration proceduwkergducing the cost of authorization issuing
procedures; (d) partial simplification and cengation of licensing procedure, (e)
optimization of registration procedure and (f) reidg conflicts of interest between the
inspection and testing roles of supervision agsci

The reform’s initial results are confirmed by thanclusions of the yearly survey ,Costs of
business activity regulation by the state”. Accogdio the survey in between 2002-2007, the
time needed to register an enterprise has redugdddays, while the costs have shrunk to
50%. Also, the average number of licenses per cagnpas reduced, and the time needed to
issue them has reduced to 20 days, while the ¢t@sts halved. The procedures of issuing
authorizations have become cheaper in terms of ynanel time, however, the level of
unofficial payments to get them has increased. Sihvgey points towards reduced costs for
certification of imported products and customs i&deae procedures, as well as length of
import and export procedures.

Despite positive results described above, the RepabMoldova failed to advance in the
world rating (including the regional one) regardimgsiness environment. Moldova is rated
92 in the World Bank’s report ,Costs of Doing Busss 2008”, showing a loss of three
position in rating, compared to the previous yéathe list of reference countries Moldova
is rated 10 (of 13, namely: Ukraine, Romania, AlbarBulgaria, Kyrgyz Republic,
Macedonia, Estoni,a Latvia, Lithuania, Slovak Rdjyland Moldova). For our country the
report indicates a high level of difficulty in busiss regulation in external trade, licensing,
obtaining loans. Also, the report indicate a loweleof investments protection indicator of
4.7 (on a scale from 0 to 10, where 10 is the Hghevel of protection). So, the results
obtained in improving business environment havéedoviewed through comparison with
other countries performance, and an important csnmh is that Moldova does not make
sufficient efforts in comparison with other couatricompeting for investments.

Since 2000, significant increase of budget rever{ireparticular fiscal revenues), allowed
the Government to review the possibility to ease fiscal pressure in general, and for
business environment in particular. To this efftloe rate of the corporate income tax was
reduced from 28% in 2001 to 15% in 2006. In 200, Government came up with a new
initiative of fiscal liberalization meaning introdtion of a zero rate corporate income tax,
except for the distributed income. Also, the cdpigalization procedure for non-declared
financial means, material and financial assets utideposession of natural persons and legal
entities (residents of the Republic of Moldova bothand outside the country) started in

% Republic of Moldova: Analysis of economic growibnstraints, 2007.
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2007, as well as the fiscal amnesty reform, mearheg cancellation of arrears on tax
peyments as of January 1, 2007.

The biggest share in direct taxes is formed byadaud health insurance contributions, the
lion’s part of which is paid by employers. The shaiff social insurance contributions has
been redistributed between the employer and emelog reducing the share of the first
from 31% in 2001 to 25% in 2007. At the same tisrting in 2004, mandatory health

insurance was introduced, amounting in 2007 to S§aaly distributed between the

employer and employee.

Recent comparative assessments indicate a medwush dé taxation in the Republic of
Moldova in comparison with other countries in tlegion. This finding is confirmed by the
results of the ,Costs of Doing Business 2008” studigere Moldova is rated in the middle
among countries under comparison. In 2006 the tprafiation rate was 44%. At the same
time, in Moldova labour is taxed relatively highoctal and health insurance contributions,
combined with individual income tax, represent thea high tax on earned income. This is
an impediment for job creation, in particular, e formal sector.

In general, despite the implemented reforms, figraksure determined as fiscal revenues
and GDP ratio was continuously increasing. In 2086al pressure represented 33.4% as
compared to 24.7% in 2000. This phenomenon may teadiscouraging investments in
economy. Fiscal pressure increase may be stoppecbimprehensive efforts focused on
reduction of the public sector size, fiscal disiciplimprovement, tax base expansion and
reduction of the informal sector.

Quality infrastructure

Growth of domestic economy competitiveness impt@sipliance with increasingly growing
international markets requirements in terms of ipgand performance of products, while
conformity with international standards became daid#o condition for market access. To
this effect, improving the metrology, standardiaatitesting and quality (MSTQ) framework
IS a necessary step towards gaining access onnamitanal markets and increasing
competitiveness of domestic products.

Currently the national MSTQ system operates withidated equipment and standards,
inadequate for market economy practices and is falbf acknowledged by European
organizations, what causes serious problems of kange with international trade
requirements for Moldovan products. Non-acknowtsdgnt of the system is also explained
by lack of explicit separation of functions and passibilities and conflict of interest in
standardization, national measuring, verificatiord accreditation standards between the
existent institutions.

The process of MSTQ system reform in Moldova, idolg transition to a system based on
voluntary standards, started in 2001, following ttnla’'s accession to the WTO. To this
effect, the Quality Infrastructure Concept was di@yed and approved, targeted towards
four major objectives: (a) improving the existenSWM) institutions up to the international
level (including international acknowledgement);) (lmproving existent services and
introducing new MSTQ services (based on Moldovardpcers demand); (c) promoting use
of MSTQ services by companies aiming at enhancinglity and conformity with
international standards; and (d) capacity buildioigproduct quality control and consumer
protection in conformity with European practicesls@ the relevant legal framework
underwent essential improvements. These actiomseVver, are not sufficient to create a
functional system. They have to be accompaniedhbyréorganization of the institutional
framework, investments in equipment and humanuregs, as well as promoting demand
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for these services. Though some exporting Moldam@ampanies started to implement quality
systems, the number of such companies so faraswely small.

Export promotion

The low level of Moldovan products’ competitivenesflected not only in reduced export
volumes, but also in poor diversification by proguand their destination countries. From the
former economic system Moldova inherited an exeesdependence on the CIS markets.
Though this dependence has reduced to a certaamteately (in 2006, approximately 40%
of Moldovan exports were absorbed by the CIS market which 32% by the Russian
market, compared to 59% and 45%, respectively 00, still, it is sufficiently strong and
implies serious risks. Cessation of Moldovan wiaed food product imports on the Russian
market in 2006 had a significant impact on the detmeeconomy. Wine and alcoholic drinks
exports dropped from 11% of GDP in 2005 to 6% i6&avhile GDP growth has reduced by
approximately 3 p.p°.

The objective of wider diversification of exportaplies maintenance of rather big share of
Moldovan products on Eastern markets and incredstni® share on Western markets.
Penetration into new markets, in particular Europés a complicated and lengthy process.
In the past seven years the share of Moldovan éxporUE-15 countries has raised by al
little as 4 p.p., making 25.6% of the total expant2006. The share of Moldovan exports in
UE-25 group was 35%. To this effect, negotiationnodre advantageous external trade
regimes and participation in regional cooperatitidatives is an important contribution from
the part of the state towards supporting exportffsrts to diversify export destinations and
enhance competitiveness.

Starting in 2006, Moldova has been included inligteof countries benefiting from extended
commercial preferences (,GSP Plus”). The new systhouws customs duties free access on
the EU market for 7,200 products, of 11,000 exisianthe Combined Nomenclature of
Commodities. However, this does not include adpmcal products strategic for our country,
such as sugar, meat, alcoholic drinks, etc. Furdmtions are being taken aimed at obtaining
a new instrument, Autonomous Trade Preferences JAfhRt will considerably encourage
bilateral commercial exchanges and will allow toimein existent economic relations with
recently EU accessed countries - Romania and Balgander preferential regime. Also, in
2006 the Republic of Moldova, along with other nibgropean countries, signed a new free
trade agreement for Central Europe (CEFTA). CEFTO®& Agreement provides for an
extended degree of liberalization, in particulartfade with manufactured goods, transparent
mechanisms of applying trade protection measureseatablishing its own trade disputes
resolution mechanism, or use of the WTO'’s instrum&he membership in CEFTA opens
access to EU’s structural funds to the Republiklofdova.

Small and Medium Enterprises

The role of Small and Medium Enterprises (SME) setdr economy is an important one
due to multidimensional impact it has both on eecoiwogrowth, labour force employment,
and poverty reduction. In the Republic of MoldoVdES sector represents circa 98% of the
total number of enterprises, employing 59% of titalthumber of employees and producing
46% of total revenues per economy. The major ga®ME (circa 66%) operate in Chisinau
municipality, accomplishing 72% of all SME sectarrnover. SME are preponderantly
involved in trade (41.6% of the total number of SMBowever, the performance of this
segment is still poor — in 2006, of the total numbe SME only 40% gained profit, 48%

% Increase of prices for natural gas imported froms$tan Federation also contributed to decreaseed&DP
growth rate.
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suffered losses, and the rest scored at a break pomt or declared lack of economic
activity.

The Government identified the following major prefis faced by the SME in Moldova:
reduced access to financial resources, in partictddong term preferential credits, lack of
collateral needed to contract loans, underdeveldpesthess culture, etc. By approving the
SME development support Strategy for 2006-2008, Bovernment committed to create
appropriate conditions for this sector growth, erdiag competitiveness and increasing its
contribution to the country’s sustainable econord&velopment. More concretely, the
Strategy sets forth a number of ambitious tasksdgvelopment of a legislative, regulatory
and institutional framework favourable to SME deyghent; (i) facilitation of SME’s
access to funds by creating necessary conditimnsicro-financing system development
and launching new financial technologies and umsgnts; (iii) development of business
culture through a general training and vocatiomalning system; (iv) development of
modern advisory services; (v) stimulation of inntima culture development aimed towards
production process optimization, marketing, enhagcigoods and services quality,
developing new goods and services; (vi) intendificaof consultations and public-private
partnership through creation of conditions favolgabo SME representation system
development and increasing the role of consuhatiwith the business community in the
decision making process.

Improving state property administration

In Moldova enterprises with the state’s participatin equity still hold and important share
in certain sectors of economy, even though in aibsolalues their number is small. For
example, in 2004 these enterprises accounted fdr diOtotal sales of utilities sector and
10% of total sales in industfy.Also, they employed about 14% of labour forceriduistry
and 11% in constructions. Recent analysis of perémice of enterprises with the state’s
participation show a lower level of profitabilitg comparison with private enterprises. In
particular, net profit rate is the smallest at gmises where the state participates with less
than 33% of stock. For these enterprises, the state not influence the enterprise
administrative process. At the same time, the $talding a certain share of stock is often an
element of mistrust withholding investors from istiag in these enterprises. Evolution of
financial indicators of enterprises where the &Satbare is between 33 and 51% also shows
inefficient management. Often, administration oésl enterprises by authorized bodies is
not sufficiently thorough. A better performancedesmonstrated by a group of enterprises
where the state holds more than 51% of stock. &stime time, the situation for this group is
to a great extent determined by Moldtelecom’s pertonce that owns more than 20% of
stock and generates circa 20% of the net annufit ro

Providing conditions for efficient use of all assetbecomes a primary task in case of
countries with limited resources, like Moldova. this effect, the Government has initiated a
number of actions targeted towards improving uptoperty management. The inventory
of the state’s assets has been made, and existargg@ment and privatization instruments
reviewed. This analysis served as basis for theozpp of the Law on state property
management and denationalization No. 121-XVI of May 2007, with the following
priorities: consolidation of public property accting and optimization of the public property
size, structure and administration methods, ini@adr through introducing corporate
management principles. Imposing the requiremerdatoulate dividends will contribute to
improving the public finance management systemidetification of potential resources for

2" Moldova: Faster economic growth opportunities, W@&ank, 2005
8 State owned enterprises assessment report, MEX 200
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public investments allocated based on prioritidse Tiew law identifies a list of assets that
can not be subjected to privatization, all otresess shall be set out for sale.

Infrastructure development
Transport sector

Deficiencies in public infrastructure representigngicant impediment for enhancement of
Moldovan economy’s competitiveness. Scarce finananh the sector during the entire
transition period resulted in significant worsenin§ roads network, water supply and
sewerage systems, heating systems. Despite thearenmgmt to extend and develop
infrastructure, public investments continued tddoe lately, accounting for less than 3% of
the GDP.

Under-developed road infrastructure has an impobriapact on mobility of goods and
people, in particular in rural areas. This alsor@spnts an impediment for trade, imposing
additional costs for exporters and importers. Chilye transport infrastructure in the
Republic of Moldova is much below regional compams. Though roads density is
approximately at the level of the regional averdalye,density of paved roads is much under
this level. Almost 75% of national and more thado76f local roads are classified as bad.
Approximately 400 km of paved roads have lost tlweiating and turned into unpaved or
country roadsThe railroad transport, also playing n importaré res extended, but obsolete.

Stopping of road infrastructure deterioration psscand its development implies the need for
major long term investments. Reduced availabilityresources poses the need to review
mechanisms of allocation and use of funds for psepoof existent roads maintenance and
construction of new ones. In 2006, the Governmeitiated the development of the National

Transport Program for 2008-2017, comprising thexdpart sector strategy, as well as a
prioritized investments and expenditures plan for transport sector. Also, the Strategy
provides for the creation of an institutional andahcial system for the sustainable

management and maintenance of road network.

A first result of recent activities in this sectsrthe signing, at the end of 2006, of a joint
financing agreement between the European InvestmBanhk, the World Bank and the
EBRD for the road routes of Moldovan segment of fhan-European Corridor IX
rehabilitation and modernization project: North-8ogonnection (Criva-Chisinau-Comrat)
and East-Vest (Chisinau towards Romanian bordeth wi total value of 60 mil. Euro,
providing for the rehabilitation of 500 km of thbave-mentioned roads. Also, the Republic
of Moldova is in the process of preparing a rodthbgitation project proposal, financing of
which will be sought from the Millennium Challen@erporation.

Energy sector

Rapid increase of world prices for energy, excesslegpendence on natural gas imported
from one supplier, reduced level of renewable sesigse, high rate of losses in electric,
energy and thermal power sector, low level of efficy and poor condition of most energy
infrastructure facilities are the factors contribgtto reduced competitiveness of Moldovan
economy.

Structural reforms implemented in previous yeassllted in improved financial situation of
the sector and partial rehabilitation of energyasfructure. Following independence, the gas
and electric power distribution sectors have beeanmtiglly privatized. The state has
maintained full ownership in de electric power gatien sector, distribution of thermal
power, and is partially present in the distributadrelectricity and gas. Due to privatization,
the energy sector benefited from a larger volumebate investments than other sectors of
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infrastructure. Also, important public investmemiere made in the gas distribution sector
(USD2100 million), electric power transportation atidtribution, heating supply sector.

Despite these achievements, the sector is stiltdhdeal with an advanced level of moral and
physical obsoleteness of energy facilities angipegent: about 60% of facilities are being
used for more than 25 years, and 40% - more thapea@f8®. Very low energy efficiency
(almost 3 times lower than in European countriesjtribute to substantial growth of energy
resource costs in the production process. To ingtbe situation, it is necessary to increase
investments through increased public expenditupgemote public-private partnerships,
improve management of state-owned enterprises.

Under a total dependence on imported energy squdiesrsification of gas and electric
energy suppliers, as a measure ensuring energyitye@ithe major task of the Government.
To this effect, Moldova’'s participation in the ShtEuropean energy market is an
opportunity. In 2006, the Energy Strategy up to ®Q#as approved, providing for the
harmonization of the Moldovan legislation and egepglicies with those of the European
Union. To ensure Moldova’'s participation in the 8ekast Europe circuit, electricity and
gas transport technical capacity development ptojaere developed. Implementation of
these projects will lead to increased energy supptyrity in the region.

Rationale

Enhancement of domestic economy competitivenesfiegsnpssurance of gradual transition
from cost-factor determined competitiveness to mpetitiveness determined by efficiency-
and quality-factor. Efficiency and quality basedmetitiveness has to become the main
source of sustainable economic development andtrand improvement of life standards
for Moldovan population. Enhancing competitivene$ssdomestic products will allow to
increase exports and, as a consequence will redwtarnal vulnerability, the risk of
macroeconomic instability and ultimately, confestsinability to economic growth.

This competitive transition implies essential im@ment of business environment, SME
promotion, more efficient use of public assets,dpuativity growth at company level,

modernization of physical infrastructure and inwestts in human capital. In the short run,
this will contrubute to the consolidation of techogic and innovation absorption capacities.
In the long term, it will lead to consolidation awn technological and innovation

development capacities.

Overarching goal of priority

Enhancing competitiveness on internal and extamakets through ensuring the country’s
transition from costs based competitiveness ogieffcy and quality-based competitiveness.

Objectives
3.1. Improved business environment to intensify in¥stment activity in economy

3.2. SME promotion to offer new opportunities and esure a better adaptability of
the economic system to the current exigencies ofaimarket economy

3.3.  Improved efficiency of enterprises to consolate competitiveness endogenous
factors from the core of national economy

3.4. Research and innovation development

29 Energy Strategy up to 2020, approved by GovernmResblution No. 958 of August 21, 2007.
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3.5. Physical infrastructure development to reduc@roduction costs
Programs and measures

3.1.Improving the business environment

Rationale

Currently, the Moldovan economy is characterizedabnelatively low labour productivity,
de-capitalization, focusing on sectors having laldled value and slow job creation pace. To
overcome this situation, concrete actions in moirections are needed, still the main
strategic direction at policy level is improvemarit business environment. Being less
attractive in terms of natural resources and sfaaternal market, the Republic of Moldova
may attract foreign investments primarily throughmg more advantageous institutional
factors and policies versus other countries. Th@any action in this regard is speeding up
the regulatory framework reform, which will sigmdintly contribute to an increase of local
and foreign investments, to growth and rehabibtatyf the economy’s stock of capital.

Programs and measures
3.1.1. Continuation and speeding up of the business regyl&ramework reform:

(i) Simplification and further optimization of existem¢gulations in initiation,
running and liquidation of a business;

(i) Explore the opportunity to create ,one stop” shopshe activity of all public
authorities and implementation where justified;

(i) Reduction of fiscal burden through further optintiga of tax system
(particularly, optimization of social taxes), retion of the public sector size in
the business environment and improving fiscal adstration;

(iv) Creation and promoting national electronic paymeytem, to allow payment
of taxes and fees, as well as for goods and s=\ig electronic means;

(v) Carrying out of the cost-benefit analysis (analydithe regulatory impact) prior
to introduction of additional regulations;

(vi) Simplification of reporting procedure, includingdkigh introduction of on-line
reporting;

(vii) Development and implementation of simplified acdowg methods for small
and medium commercial entities.

3.1.2. Improving the quality infrastructure:

() Speeding up the process of adjusting the MST(@By$b the European one;

(i) Consolidation of institutional capacities in startiization, accreditation,
conformity assurance, metrology and market supervisand integration of
relevant institutions in the European structuréé,(CEN, CENELEC and
ETSI), as well as creation of conditions for théabishment of the single
electronic shop for intrenational trade documents extrade;

(i) Identification of needs for support in modernizatiand re-equipment of
laboratories for product quality verification;

(iv) Re-equipping and preparing product testing laboiegdor their correspondence
with reference European and international standagdirements;

(v) Support to the National Accreditation Body to sigaognition agreements with
the European Cooperation for Accreditation in oreerecognize the results of
conformity evaluation at European level,
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3.1.3.

3.1.4.

3.1.5.

3.1.6.

(vi) Speeding up the process of developing technicallatgns for products based
on EU directives and regulations;

(vii) Develop and modernize the national basis of bendksnaompatible with
European Union requirements;

(viii) Develop the consumer protection mechanism and eehiastitutional capacity

to apply it.
Extension of goods and services export, in padicah EU markets:

(i) Simplification and further optimization of customand  administrative
procedures aimed at reducing the cost and timeedeé&a carry out import—
export operations;

(i) Development of factoring and other financial instents to intensify export;

(i) Intensification of commercial relations under regib cooperation initiatives
(ex. South-East Europe Stability Pact, CEFTA, GUANIEMN, etc.), and
resuming commercial relations with traditional pars, as well as creation of
conditions for the establishment of the single tetetc shop for intrenational
trade documents and e-trade;

(iv) Full use of opportunities offered by the GSP+ gystAutonomous Trade
Preferences and further, negotiation of an Asymmétade agreement with the
EU;

(v) Strengthening of the legislative and regulatorymiesavork and of specific
regulations in informational and communication tedbgies, aiming at
promoting economy and e-trade.

Investments attraction, in particular direct foreigvestments:

() Intensification of bilateral activities and direwégotiations for attraction of big
companies subsidiaries (strategic investors) inddean economy;

(i) Training of the ,first line” staff (customs sereicborder guards, immigration
service, etc.) in relations with customers;

(i) Promoting investment opportunities by assuring $twes’ access to free
economic zones, industrial and innovation parks; et

(iv) Expanding the spectrum of investment facilitiest thauld form investment
funds portfolio;

(v) Adopting the legislative base and encouraging foienaof public-private
partnerships for investment projects financing,particular in public utilities
area,;

(vi) Drafting a national strategy for electronic bussdevelopment (eBusiness).

Observance of fair competition principles:

() Development of a fair competition of state supptypes of state support
(subsidies, subventions, fiscal facilities, eteyl approval of clear rules of state
support policy, limited to evident cases of maidkeficiencies;

(i) Development of a new law on competition in accoodawith national norms.

Reform and stimulation of financial market develamnn

(i) Application of commonly acceptable principles rethtto access of foreign
banking and non-banking financial institutions @hhcomply with “appropriate
and adequate” tests on the financial market oRépublic of Moldova;

(i) Reduction of intermediation costs by attractingit&gic foreign investments in
the banking sector;
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(i) Adjusting internal legislation on financial marketspecialized directives of the
European Union and international standards;

(iv) Building capacity of the National Commission on &iaial Market to regulate
the entire segment of non-banking financial sesjiggcluding insurance;

(v) Ensuring the operation of the financial market Inyptioving regulation of
creation, operation and liquidation of investmerstitutions;

(vi) Improving capital market infrastructure by stimwat of new investment
institution creation, such as: specialized mutualestment funds, non-state
pension funds, innovation and venture funds, undéng companies, financial
consultancy organizations, etc.

3.2.Promotion of SMEs
Rationale

Small and medium enterprises constitute an impbrgd@ment in assuring a sustainable
economic growth and generation of new jobs, onghef economy viability signs being
further diversification and expansion of the secidre history of SME development in the
Republic of Moldova indicates existence of a seflacfors hampering adequate development
of SME, such as reduced access of starts up tangrsburces, underdeveloped business
culture and harsh competition on markets in Eurépéhis context, the overall objective of
this component of the strategy is strengtheninghefexistent SME’ competitiveness, and
stimulation of their number increase.

Programs and measures
3.2.1. Facilitating SME access to financial resources:

(i) Developing a system of credit guarantees for SMEs;

(i) Risk capital system development;

(i) Encouraging long-term lending schemes for small ameium enterprises,
including attraction of credit lines from interratal financial institutions.

3.2.2. Developing business support infrastructure ancefosy entrepreneurial culture:

(i) Developing the institutional capacities of the Qmgation for SME
Development in regions;

(i) Giving informational, consultative, and financiabpport in starting up a
business, in particular for such categories of patmn as women and youth;

(i) Developing the business-consulting network by meahgraining business-
consulting service providers and stimulating thendied for consultancy;

(iv) Creating and developing business incubators;

(v) Forming and developing entrepreneurial skills, ipatarly within secondary and
professional education and improving the mecharfsrtife-long learning.

3.2.3. Building the capacity of SMEs to face competition the internal and European
market:

() Stimulating SMEs to implement international standaiior quality management
and safety control;

(i) Ensuring the transparent access of SMEs to pubdicupement;

(i) Evaluating and comparing the international competitess of the Republic of
Moldova, including of SMESs, on the basis of a rms set of quantitative and
qualitative indicators;
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(iv) Encouraging training of SMEs managers in exportaiens, including through
international transfer of knowledge and experience;
(v) Stimulating the development of clusters.

3.2.4. Strengthening the public-private dialogue:

(i) Establishing a permanent dialogue between the gowemt and the national
associations of entrepreneurs and SMEs;

(i) Actively involving SME sector in discussion of régtory framework under the
umbrella of Regulatory Impact Assessment;

(i) Identifying, jointly with the private sector, mettt®and schemes to stimulate the
contracting and sub-contracting of SMEs from sg@atesectors with a high
growth potential by large enterprises.

3.3.Increase enterprise efficiency
Rationale

Efficient companies, capable to resist competifrom foreign competitors, both on internal,
and external markets, form the core of a competiteconomy. The main source of
competitiveness is labour productivity, which ia turn depends on a series of factors, the
main being: 1) qualification and health of labowrce; 2) managerial practices; and 3)
absorption capacity, technologic and/or innovatilmvelopment both at the company, and
society level. Special emphasis will be placedrammaasing the efficiency of public property
use through the continuation of economy’s publict@erestructuring process, including
through privatization of inefficient enterprises.

Programs and measures

3.2.5. Improving employees qualifications and labour ctinds:

(i) Curricula modernization and provision of modern ipment for practical
training under vocational and higher educationmparily in technical and
technological specialties;

(i) Improving labour conditions and safety of employees

(i) Encouraging better employer-employee relations atonulating higher
corporate social responsibility.

3.2.6. Improving managerial practices:

() Promoting quality management principles and stitma of quality
management implementation and certification systprosess at the company
level, in conformity with requirements of intermatal standards ISO series
9000;

(i) Training of staff of local enterprises in the fietd quality and productivity
management systems (ISO, et al) based on besigesct

(i) Development of an operational management systermdbas best practices in
the field quality and productivity management atalimplementation in local
enterprises;

(iv) Increasing managerial accountability to stockhadencluding the minority
stockholders, and partners;

(v) Promoting and large scale implementation of the emodbusiness culture,
including corporate social responsibility principl@ business activity.

3.2.7. Improving management of state assets:
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() Implementing corporate administration principlestate-owned enterprises;
(i) Continuation of the economy’s public sector regtiting process, including
through privatization of inefficient public compasi

3.4.Research and innovation development
Rationale

Sustainable economic development based on knowladdeinnovation can be successful
only if supported scientifically in accomplishimgtional priorities, which, in their turn,
imply provision of favourable conditions for expamgl scientific research needed to cover
economy’s needs for specific research, increasaignsfic level and efficiency. Because
innovation is an underlying factor in assuring cetitpveness at any level: enterprise, sector,
region, country, building an innovation and tedoga transfer infrastructure becomes a
must of the national social-economic developmenke Gf the main forms of promoting state
policy in science and innovation are the state nmg, to be selected and financed on a
public competitive basis, based on expert opinpwavided by independent experts.

Programs and measures
3.2.8. Capacity building in technologic innovation and ragdzation:

(i) Development and promotion of efficient mechanismadvanced technologies’
absorption;

(i) Optimization of science and innovation by creatiegentific clusters, scientific
platforms and focusing the intellectual and techhexperimental potential to
achieve priorities;

(i) Strengthening of scientific institutions’ resoutuasis;

(iv) Strengthening of the national system of scientiésearch by stimulating
participation of research and innovation organoai in research and
development activities and integration in the mBAuropean and international
research programs (FP7, EUREKA, COST, GEANT, CRPRCU);

(v) Promoting research and innovation through sciedgfthnological parks and
innovation incubators and implementing national arternational scientific and
technologic research results in economic activity;

(vi) Introducing innovation indicators in the nationttsstic system;

(vii) Promoting access to financial resources in teclyicddly intensive sectors, in
particular through alternative financial instrungegfangels investors”, ,seminal
capital”, micro-credits, etc.);

(viii) Stabilization and development of innovative sci@mtand human managerial
potential through developing legal and economic masms and increasing
motivation of researchers and innovators, dependmthe progress made in the
achievement of national priorities;

(ix) Support to and establishment of local academic owisv and profesional
associations in implementing local and regional I/€3earch;

(x) Establishment of an open national database contpidata about research
institutions and researches.

3.5.Physical infrastructure development
3.5.1 Transport System
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Rationale

Existence of a transport structure is crucial faore@mic growth and free and rapid
circulation of goods and people. The liberalizeald& regime may be of little value for
economic development if access infrastructure iskite. Sub-developed transport
infrastructure considerably reduces internationaingetitiveness of companies and the
respective country’s attractiveness for potentigestors. In order to effectively participate in
international trade, Moldovan companies need a&aflemodern infrastructure, integrated in
the Pan-European circuit, that would provide theme @nd competitive advantages (cost and
time) in carrying out raw materials and finishe@ducts export/import operations. In order
to use the geographical positions advantagesniecessary to modernize the entire transport
infrastructure of the Republic of Moldova.

Programs and measures

3.2.8.1.Developing and maintaining a modern autoraosystem, which is safe and
connected to the pan-European circuit:

(i) Stopping of deterioration and gradual rehabilitatiof the existent roads
network;

(i) Development of a viable and stable roads maintenfinancing mechanism;

(i) Construction of new roads compliant to Europeanityustandards;

(iv) Introducing axis weight control system to prevemter degradation of roads;

(v) Efficient connection of the main automobile roashe Republic of Moldova
to the European and regional economic partners arksv(Romania and
Ukraine);

(vi) Implementing measures to ensure enhanced safetgxistent and newly
constructed automobile roads aiming at reducingitireber of road accidents;

(vii) Adopting the necessary legislative base for andbéshing public-private
partnerships for transport infrastructure developine

(viii) Assessment of road transport impact on the enviemtnand lessening its
negative ecologic effects;

(ix) Efficient combating of corruption in state roadukgion bodies.

3.2.8.2.Modernization of the railroad transportteys

() Renovation of the existent railroads of major imaoce;

(i) Consideration of the opportunity of building segnseof roads with European
gauge, to ensure facilitated access of Moldovamesmn Romanian market;

(i) Modernization of the rolling stock of passenger &eihht aiming at increasing
guality, safety and speed of services provided;

(iv) Assuring effective integration in the Europeartroaid system;

(v) Transformation of the national railroad system iateegional hub by offering an
extended variety of connections and regional ttansi

3.2.8.3.Putting in use benefits provided by comsion of Giurgiulesti port

3.2.8.4.Increasing safety and quality of servici#iered to passengers at Chisinau Airport
(compliance with ICAO requirements and other indtional standards)

3.2.8.5.Increasing airport capacity for the cargegnsent by modernization and
transformation of one/some existent airports inkogastical center

3.5.2 Energy system
Rationale
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Recent years have been marked by global increaspriocks for energy resources, making
access to these resources more difficult for ceesitm general and for companies in
particular. Given the absence of own energy ressynhie authorities’ mission is to ensure
reliable provision of energy at accessible pricesansumers in the Republic of Moldova. To
remain/become competitive, the companies in thpuBlec of Moldova need stability in
provision of energy and predictable prices inghert run. At the same time the Republic of
Moldova needs to diversify suppliers — the goat tan be achieved through participation in
a series of regional energy projects and througmaae active cooperation with the
European Union. Substantial increase of priceefmrgy resources implies a higher degree
of implementing energy conservation technologies mmewable energy sources. These in
their turn, need attraction of new energy cons@maechnologies and increased investments
in research and innovation in this area.

Programs and measures

3.2.8.1. Construction of new electric interconnection lines high voltage with
neighbouring countries to ensure energetic safétyhe state and increasing
electric energy transiting capacity (constructiadn L&EA-400kV Balti-Suceava,
LEA-330kV Balti-Novodnestrovk, LEA-110kV Falciu-Gexti);

3.2.8.2. Conducting a cost-benefit analysis famreasing own electric power production
capacities (reconstruction and modernization of @EThisinau municipality,
increasing its capacity au to 440 MW, CET-1 up @MW and CET-Nord up to
100 MW);

3.2.8.3. Reconstruction and modernization of tatepower transport and distribution, to
ensure reduction of losses, non-interrupted promisof EDN-s and final
consumers with electric energy;

3.2.8.4. Increasing and fully using the existent natuesd gansiting capacity;

3.2.8.5. Integration of the national electricity systero the European one (UCTE);

3.2.8.6. Development /full use of own renewadiergy resources;

3.2.8.7.  Attraction of investments for implertagion of energy conservation technologies;

3.2.8.8. Modernization of thermal power traspod distribution infrastructure;

3.2.8.9. Assessment of the economic and sauiphct of increased prices for imported
energy resources and, if needed, development iofezft import and consumption
subsidizing mechanisms for socially-vulnerable papon, in agreement with
international financial institutions;

3.2.8.10. Extension of gas networks and developing possdslifor interconnection of the
republican gas supply system (construction of henally important gas pipeline
Balti-Ungheni with ramifications towards Falestingerei and Telenesti rayons).

Monitoring indicators

Indicator Source

Gross added value, mil. lei, current prices Natidureau of Statistics
agriculture, hunting and forestry; fishing

industry

services

Population employed in economy, thousands persons National Bureau of Statistics
agriculture, hunting and forestry; fishing

industry

services

Export of goods, related to GDP,% National Bank\bdldova
Share of exports in total amount: % National BureaStatistics
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CIS countries
EU countries

other countries
Agricultural and food products export as shareotalt
volume of export, %
Direct Foreign Investments (net), USD mil.
Direct Foreign Investments per capita (stock), USD
Investments in fixed capital related to GDP, %
Ratio of the number of revealed product non-confoesiin
the total number of controls
Number of approved national standards, identical to
international and European standards, annual
Number of technical regulations developed basedWn
Directives, annual
Number of enterprises that were granted ISO 9000360
22000 certificates, annual
Loans provided by commercial banks related to GDP,%
Share of bad credits in the total bank credits jolex by
commercial banks of the Republic of Moldova, %
Current real exchange rate of the national curreéyDec.
2000 = 100%)
Interest rate for loans in lei (annual average, %)
Difference between loans interest rate and depivgéersest
rate in MDL (annual average), %

Share of life insurance premiums in GDP, %

Credits portfolio of micro-crediting companies telato
GDP, %

Credits portfolio of credit and savings associaioglated to
GDP, %

Share of expenditures for research and development
GDP,%

Share of expenditures for scientific applied resea@arried
out by the ASM in total expenditures for reseanctl a
innovation, %

Funds invested by companies in implementatioroofiestic
innovations in real sector of economy

Patents total/implemented

Share of advanced technologies export in totabegp%

Length of roads , km

— Reconstructed

— Constructed
Energy resources per capita , thousand kg conveitimits
Consumption of energy as a share of GDP, kg cororeit
units for 1 MDL
Share of losses in electric networks in consunmpbio
electric energy, %
Volume of domestic electric energy related to total

National Bureau of Statistics

NatbBureau of Statistics
National Bureau of Statistics

biadil Bureau of Statistics
Standardization and
Metrology Service
Standardization and
Metrology Service
Standardization and
Metrology Service
Standardization and
Metrology Service
National Bank of Moldova

Nia#il Bank of Moldova

National Bank of Moldova
National Bank of Moldova

National Bank obltibva
National Commission for
Financial Market
National Commission for
Financial Market
National Commission for
Financial Market

Ministry of Finance

Academy of Science of the
Republic of Moldova

Academy of Science of the

Republic of Moldova
Academy of Science®f th

Republic of Moldova

World Bank GDI

Ministry of Transport and

Roads

National Bureau of Statistics
National Bureau of Statistics

National Bureau of Statistics

National Bureau of Statistics
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consumption, %

Share of investments in the transport sector irdted public
investments, %

Share of investments in the development of airreandl
transport in the total public transport investmefés

Ministry of Finance

Ministry of Transport

Ministry of Information

Number of land telephone lines per 100 residents Development
Number of subscribers to mobile telephone netwpetslO0 Ministry of Information
residents Development

Ministry of Information
Number of Personal Computers per 100 residents Development

Ministry of Information
Number of Internet users per 100 residents Development
National goods’ competitiveness indicator NatioBahk of Moldova

CIS countries

EU countries

Central and Eastern Europe countries
Duration of import procedures in customs, days ost®f Doing Business Survey
Duration of customs clearance for goods at impoimutes Customs Service

Pilot customs points at border

In-land customs points
Refund of VAT received as 0-100% of the requestadumt,

(share of interviewed persons, %) Cost of Doing Business Survey
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4. Developing Human Resources, Providing for Employmeén Opportunities and
Promoting Social Inclusion

Analysis
Education

The reforms promoted so far within education hagenbprimarily aiming at improving the

access to all levels of education and at improvimg quality of teaching and learning.
Consistent efforts have been bent in order to iwg@rihe enrolment in primary education.
Such actions included among other: reviewing o§ghneol institution structure and syllabus,
implementing education technologies targeting peabty development, setting up of 20

community centers for children and socially vulideafamilies in areas in which there are no
kindergartens, increasing the funding earmarkediédraying the costs for children, etc.

The curricula for grades one to nine has beenedwdthin the framework of the mandatory
general education reforms, with new systems ineplac teacher evaluation and training,
focusing on shifting from mere remembering of tlirigwards one’s ability to put his/her
knowledge at use in real-life situations. A rergeheme has been developed to ensure make
sure all get access to new textbooks. Tools haea developed to perform the mapping of
schooling facilities, with a mapping exercise faogson pre-university education facilities
country wide. Local public administration authagiwill make use of these mapping tools to
identify existing gaps and to develop a plan teatiline the network of education facilities
at district level. Moreover, a Concept to evaluatehool’s achievements has been developed
and approved of, with an Assessment and Examiniggndy being established to ensure an
efficient, trustworthy and objective national assesnt system.

In view of signing up to the Bologna process, thgal and regulatory framework has been
reviewed and updated, whereas the structure othigtiucation was brought in line with that
used in Europe, consisting of two university cycR®visions have been made in order to have
the European System of Transferable Credits impheadein higher education facilities, with
an Annex to Diploma of a single-European formanhgentroduced, filled out in both the state
official language and in English, issued on a méorgaasis to each graduate, starting in 2005.

Certain measures have been taken in order to imeprmcational training, aiming at
restructuring the sector, by scaling up the acdesapplied fields of interest, including
agriculture, technical areas, service provision, eilong with reorganizing two vocational
schools into vocational upper secondary educatiomoas. Besides, a new roster of
occupations has been developed and approved of.

The revival of national economy in early 2000’s amcteasing budget revenues provided for
increasing public expenditure in the sector. Pubpending went from 5.7 per cent of the
GDP reported in 2000 up to 8.2 per cent in 2006ucation expenditure accounts for the
biggest share of spending within the national mublidget — 20 per cent. More than half of
the education budget is spent for the mandatoryergéreducation. Preschool education
spending accounts for 16 per cent of the overalcation budget, while higher education —
for 6.5 per cent. The vocational secondary educda&es up 4.7 per cent of the total public
funds. Salaries eat up the biggest chunk of alhdipg, including social and health insurance
premiums, reporting an increase of about 4.4 tisnese 2000.

Trends in education-related indicators varied anarious education levels. Following a
significant drop throughout 1992-1999, the net gmesl education enrollment rates
increased from 38.5 per cent in 2000 to 68.5 pet iLe2006. The education enrolment rates
have been lower in rural areas due to lacking kipaitens (absent in as many as 280
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communities as of 2006), and also owing to low meoof rural population there. The
mandatory general secondary education enrollmeet tas been falling during the same
timeframe. The net enrolment rate dropped from @@&b5cent to 87.6 per cent in primary
education (dropping from 95.1 per cent down to §®Bcent in urban settlements, and from
92.5 per cent to 84.7 per cent in rural areas),redsin lower secondary education it went
down from 87.0 per cent to 86.1 per cent (decrgasom 92.2 per cent to 90.4 per cent in
urban areas, while slightly going up in rural areaffom 83.5 per cent to 83.9 per cefit).
The enrollment rates still are extremely low focabonal secondary education facilities. The
poor grades and learning results are indicativyeooi quality issues too. This is even more so
for vocational secondary education and higher doutéacilities.

Under-staffing of education facilities is a consat#e challenge for the system, specifically in
rural areas. Poor working conditions and low watjesouraging young teachers from signing
up, while the proportion of elderly teachers of-prgrement age is increasing (14 per cent of
all in 2006). The problem turns out to be partidyldurning in rural areas. Also, education

quality improvement costs (for teaching materiséésitbooks, equipment procurements and
repair works, faculty retraining, and building ndfishment) have stayed low.

Hence, with education funds increasingly becomimmgyenreadily available, on the one hand,
coupled with dropping numbers of school-age chiiden the other hand, the system failed
to work out its major issues. This points out te tieed to streamline the allocation of funds
within the system. The persisting decrease in thdest-to-teacher ratio is a major obstacle
for the efficient use of institutional capacity aintaincial resources. The low efficiency is, to

a great extent, due to keeping up schools, theegiex capacity of which is way over the

number of students actually attending those, aridrtber use of a funds-earmarking formula
that provides little flexibility to local public akiorities and school managers alike in better
and more efficiently harnessing those funds. Inghme vein, the non-teaching-to-overall-
staff ratio still is disproportionately high (at@li 37 per cent).

Healthcare

At the turn of the century Moldova has engaged éalth system reforms targeting the
strengthening of primary health care and restrugusf hospital sector. Reduction in the total
number of hospitals subordinate to the MinistryHeglth from as many as 290 back in 1996 to
63 by 2006 has resulted in fewer fixed costs withm system. A mandatory health insurance
system was created in 2004, thus providing fornglsi funding system, allowing putting
together central government budget moneys and kalority funds in a Health Insurance
fund to defray the costs of the Basic Package altHé&ervices provided to the insured.

There has been a significant growth in the pubgalth expenditure during this timeframe.
Public health expenditures accounted for 4.8 petr @eGDP in 2006, whereas public per capita
spending on health peaked up since proclaimingpiegigence (about USD 50). Once the
mandatory health insurance was in place, therenigagr participation of the state budget in the
health overall expenditure. Hence, state fundswatted for about 67 per cent of all mandatory
health insurance money in 2006, earmarked for granfpcitizens for whom Government
provides insurance coverage. Despite the fundsuadcm the consolidated health budget
considerably building up, this does not sufficarteet the needs of people in terms of health
care services they have been asking for. Privaiithhexpenditure accounted for 42 per cent of
the total public health spending in 2005, comp#weB per cent in the European countries.

% The methodology employed to compute the net erentmate has been developed by UNESCO; in order to
include all age groups in the given education stnrabne has to calculate the gross enrollment rét@nathe
primary education and lower secondary education.
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Implemented reforms, along with more financial nsaallowed improving some critical
health indicators. The infant mortality rate dropdeom 16.3 to 11.8 deaths per 1,000 live
births between 2001 and 2006, while under-five aliyt rate decreased, respectively, from
20.4 to 14 per 1,000 live births during the sameeframé’. Maternal mortality rate has also
improved, by decreasing from 43.9 maternal deaénslp0,000 live births reported in 2001
to 16.0 in 2006.

The efforts focusing on fighting infectious diseabave been less successful though. The TB
associated death rate has been increasing ovdashgears (18.6 deaths per 100,000 of
population in 2006). More than one-third of allislent TB cases are reported in children and
youth. The TB incidence in men is three times tlegfistered with women. Contrary to
formulated objectives, the incidence of HIV/AIDSshalso increased — reported at 14.65 per
100,000 people in 2006. Moreover, increasingly aighcidence rates have been reported for
cardiovascular disorders (by 60 per cent) and forcer (by 80 per cent). Generally, life
expectancy continues to be low when compared agaimslar indicators in the European
countries: 64.6 years for men and 72.2 years fon&roin 2006.

More recently people have started having betteesscto health care services. This is in part
owing to primary health care reforms and to a m#rgahealth insurance plan being
implemented in the country. According to data frima Household Budget Survey, 97 per
cent of households are within a 5 km range fromrtbarest health center. Another access
indicator is the coverage with health insurance5 ‘pér cent of population was insured as of
2006, i.e. by 2.5 pp higher than reported in thevipus year. In order to ensure better
coverage for vulnerable population groups, thethaakurance is free of charge for thirteen
categories of people. Besides, the number of emeygealls surged up over the last two
years, specifically in rural areas. Neverthelessess to health care services is still low for
certain groups of population, mainly because ohlugsts.

Despite the public health expenditure significamtigreasing, the quality of rendered services
has not improved very much. Low compensation ofltheaorkers, lacking funds for
upgrading the medical equipment in inpatient féesi and for purchasing new state-of-the-
art equipment, make up the bulk of issues that nobstealth care facilities have been
experiencing, thus hindering any progress in quatitprovement. The efficiency improved
only marginally within the sector. The sector stdl plagued by overcapacity. Yet, the
number of hospital beds almost halved over the tkstade (56.6 per 10,000 people),
courtesy of public hospital reform efforts, reachime European Union average value; the
hospital bed throughput rates still is below wisatésired, hence providing opportunities to
further streamline and improve the network of htagacilities.

Enhancing employment

The robust economic growth in the recent yearsibabeen accompanied by a similar growth in

employment rates. On the contrary, employment raégg down by about 7 p.p. in 2006 versus
2000. At the same time, unemployment rates stagl Mith those reported in the European

countries (6.6 per cent in 2006). The unemployngetwtice as high for the people aged 15-29, as
the average for the country. Average duration @ngployment is high (22 months), with about

41 per cent of the unemployed being out of jollfdmonths and longer in 2006.

3 |nfant mortality rate and under-five infant moityakrate were calculated based on births, whictoissidered

a live-birth after completion of week 28 of pregogrand with a body weight of 1,000 grams and above.
Starting in 2008, the Ministry of Health, pursuémthe World Health Organization recommendation,shift

to a new estimation methodology for these inditmwncerning children born after completing weeko22
pregnancy and with body weight from 500 grams aral/a. Therefore, the targets for these indicatetrsisder
the Millennium Development Goals are calculatecedagpon the new methodology.
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Low salary scales is the key reason why labor markes unattractive in the Republic of

Moldova. Despite real salaries rising at a highepsince 2000, substantially surpassing the
productivity growth, the compensation of work isopon most sectors. In particular, the

lowest wages are registered in agriculture andipudrvices. Moreover, there is a wage
discrepancy in the payments of men and women. Amhdér increase in wage payments
without sufficient investments being made in thardoy to generate a growth of productivity

is a threat to the competitiveness of domestic yeted

The large-scale outbound migration is, first of dlie to low salaries rather than by lacking
employment opportunities. Labor migration that exigld significantly after the financial
crisis in the Russian Federation has carried oa high pace even during the economic
revival times thereafter. According to the datatleé National Bureau of Statistics, the
number of people reported as having migrated aw lasce accounted for about 334,000 in
2006, making up 21.1 per cent of the total workpogulation aged 15 years and above.

The withering numbers of working-age population #melincreasingly higher average age of
employees in the country may result in complex eqasnces for the social and economic
development, with direct impact on the total supglyabor force, income distribution, public
expenditure for welfare, investments, etc. The amgaging of population may result in
serious shortages of human capital needed fordteto/'s sustainable development.

The main efforts bent by the Government in an gitetim increase employment rates include
creation of a Moldovan labor force information gystand the sharing of information and
mediation services. A National Employment Stratégythe Republic of Moldova for 2007-

2015 was approved in 2006, coming up with the Yailhg objectives: (i) increase employment
rates and actual salary levels; (ii) level discrepes on the labor markets; (iii) avoid mass
layoffs, decrease unemployment rates and incrémsaumber of jobs; and (iv) build human
capacity by changing the training and re-trainiggfams, and improve human labor mobility.

Social insurance

The reform of the social insurance system startszk n 1998. Actions undertaken in the
first phase of the reform (implementing a new folanior pension calculation, delaying the
retirement age) allowed, first of all, avert theafincial collapse of the system. It resulted in a
considerable increase in the amount of premiun foaihe social insurance budget, pension
amounts, and paid out in full the pension arrears.

However, the reform agenda has not been fully aptished. Currently, the process of

developing individual records on social insuranampum payers is being finalized. This is a
necessary element both for improving the finansiability of the system, and for enforcing

the principle of calculating benefits, includingr favelfare pensions, based on the social
insurance premiums paid by the social insuranceebéathe state-owned welfare systems.

However, the pension amounts still are low. Theraye size of retirement pension was
MDL 457.51 in 2006, increasing by 15.2 per cent@spared to 2005. This is very close to
the poverty level. The replacement rate (the slohrpayment as per cent within the last
income) continued to decline to reach 26.9 per bgrthe year-end in 2006 versus 30.1 per
cent in 2005. In the same vein, there is significdiscrepancy in the pension amounts
payable to various categories of retired people.

A major issue for the financial stability of thesgym in the medium and long run is low
participation of the farming sector. The amountpoémiums paid by farmers and self-
employed is by and large inferior to a minimal pre&m amount. Having other social insurance
premium payers cover those categories raises seequity questions. Demographic changes
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may put the system’s sustainability at anotherosisrrisk. Any further increases in outbound
migration of working-age population could lead tw@sening of the dependency indicator.

Social assistance

Lately, the spending on welfare and social prodectprograms has been increasing,
accounting for about 9.7 per cent of GDP in 2006we 8.5 per cent in 2084 Nominative
compensations are still the most costly social m@og eating up 38 per cent of all
expenditures earmarked for social assistance fhenstiate budget.

The progress accomplished in reforming the socssistance programs still is lagging
behind. The current system is fragmented and wuieffily targeted towards the poor.
Available surveys indicate that social assistargqeally benefits all income quintiles and is
not focused on the poorest. This is particularlyetfor nominative compensations which
account for the biggest share of the whole soasisgance budget.

Despite the social assistance budget growing, tphagenents represent a relatively small
source of income for all households, and are ondygmnally more important in terms of
income for the poorest households. According toHbasehold Budget Survey data, welfare
payments rank seven among a household’'s sourdasarhe (accounting for 2.1 per cent of
all the income of all households in 2004, and ®d.qent of the income of poor households).
So, these payments play a minor role in raisingrtheme of poor population.

In the context of the social assistance systenrmefa tool has been developed to assess the
income of households and individuals (means tegstiAgvirtual system for testing the
eligibility of beneficiaries for getting nominativeompensations has been implemented in
four pilot districts®, the findings of which will be used to further gaout the reform
process. For the same purposes, a beneficiarysasset survey has been conducted on
improving the understanding of the link between é¢keésting social assistance services and
the vulnerability of certain segments.

Rationale

People represent the main source for the progresiseoRepublic of Moldova on its way
towards modernization. Educated, healthy humaruress, with high physical and intellectual
potential, having the ability for a life-long leamg and adaptable to economic changes, are
essential to an economic growth based on compeiiss, efficiency and quality.

Economic growth directly depends on labor produigtiVAlthough critical, increased capital

investments and technologic modernization do néfficeuto attain a productivity increase.

Another indispensable condition is improved quatifyhuman resources which, ultimately,
implies an increase and structural optimizatiorpuiblic and private investments in the key
sectors of human development, primarily in educasiod health.

The offering of well-paid jobs is the key way in iaim economic growth translates into
people’s prosperity. The pattern of qualitativeiwneconomic growth pursued by the Republic
of Moldova is characterized by multiplying and dBsié/ing economic occupations, accessible
and remunerated based upon an individual’s quafiins. One intensive factor to speeding up
economic growth and ensuring better salaries imeeased number of occupations requiring
advanced technologic knowledge and skills. At thmes time, the economic growth will also
be strengthened extensively, primarily through nesngloyment opportunities.

Poverty and its consequence — social exclusiore-bath major challenges for the Republic

32 MTEF 2007-20009.
33 Government Decision no. 119, as of 27.10.2005.
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of Moldova, also playing their role in waning of rhan potential of the country. These
phenomena could be eliminated by ensuring a stgblagraphically even, economic growth.
At the same time, maintaining a social environmeiendly for economic growth implies
more efficient policies providing for the socialopection of people who, due to objective
reasons, could not participate in coming up witlugaadded in the national economy.

In order to prevent the expansion of public seutith associated implications on economic
growth, the human development objectives and tlseirerg of an adequate level of social
protection will have to be accomplished within timits of available resources (as share of
GDP), by improving the efficiency of ongoing prograiand actions, and by re-allocating the
saved resources to the new programs. This willxaliieviate fiscal pressure exerted on the
productive sector and ensure funding stabilitysiocial sectors in the medium and long run.

Overarching goal of priority

Efficient use and improved quality of human resesrin the Republic of Moldova to ensure
gradual transition from occupations requiring lavdl of qualification towards occupations
requiring advanced knowledge and skills, repligatdd jobs with decent payments, poverty
reduction and social inclusion.

Objectives

4.1. Improving quality and enhancing equitable accss to education services;
4.2.  Strengthening of a healthy society;

4.3. More employment opportunities and improved labr force qualifications;
4.4.  Providing for wider inclusion and better sociaprotection.

Programs and measures
4.1.Improving quality and enhancing equitable access teducation services
Rationale

Education plays an essential role in reducing ggvand ensuring sustainable economic
growth. However, in order to harness this oppotjunt is necessary to ensure equitable
access to and adequate quality of education servitguitable access is important for the
universal inclusion of children and youth in edimatprocess, including children with

special education needs, thus ensuring equal apptes for a decent life, adequate
employment opportunities and participation in sbdii@. At the same time, an educated
society is society with a higher degree of soamdeasion.

Quality of education services is also importantrfra point of view of competitive human
capital, capable of dealing with the current presswof the labor markets on the national,
regional or global levels. Despite boasting impatrgarogress in the field, there is much that
the Republic of Moldova has to do in terms of eliating social inequities and improving the
quality of education services. There is number aftdrs hampering the achievement of
important objectives in this sector: poverty, migma and inefficient management of
financial resources. Fighting these adverse phenamequires new thinking, more efficient
education sector by streamlining the school netwadforming the financing system,
diversifying funding sources, attracting externahds, actively participating in regional
education processes and by maximizing the positesernalities ensued by the
implementation of collateral programs (for instanitee development of a network of roads
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will allow optimizing the network of rural schoolentailing fast and safe transportation of
children from small settlements to schools frongéa communities).

4.1.1 Enhancing quality of education in view of sengthening the capacity for applied
use of knowledge

Programs and measures
4.1.1.1.Improving efficiency of spending on eduzati

(i) Streamline the network of education facilities iamdatory secondary education

(i) Reform the funds allocation mechanism within theéxdaaory secondary education

(i) Optimize the staffing ratios by reducing the shafeon-teaching staff in the
total staff within the education sector

4.1.1.2.Strengthening the management of educadialities:

(i) Develop the autonomy and flexibility of managers esfucation facilities in
using approved budgets

(i) Update the accreditation system for educationifess|

(i) Develop a universal quality assurance system foca&tibn services

(iv) Develop and make use of mechanisms to involve fasjithe associations of
parents and communities alike in the managemeadwéation facilities

4.1.1.3.Development of human resources and retenfiteaching staff in the system:

() Update teacher training and certification;

(i) Streamline the use of intra-sector costs by makifigient use of resources and
channeling of savings towards improving the qualitgducation services;

(i) Develop and implement mechanisms for competitidecien of management
staff in education

(iv) Provide for and increase incentives — financiaydnog (including, provision of
land parcels for construction of houses), carridvaacement to encourage
young teachers stay in the system

4.1.1.4.Updating of formal and informal curriculaaprove the professional skills of labor to
provide for a more competitive economy:

() Implement curricula reform based on age adequadenitey outcomes and
required skills, as well as the use of objectivaleation, including by having
the Republic of Moldova participate in internatibes&aluations, in order to get
reliable data about the teaching process;

(i) Resuscitate vocational training at all levels bykim@ allowance for the needs of
the labor markets, upgrade infrastructure (equifratm)

(i) Improve teaching tools aimed at streamlining didaattivities and cut down
on bureaucratic procedures of formal reporting awtumentation of the
teaching process;

(iv) Develop private-public partnerships in view of &sthing stronger connections
between business agents and vocational trainingtitss aimed to strengthen
the bulk of resources and develop professionalsskil

(v) Promote academic mobility of teaching staff andists;

(vi) Wider implication of specialized NGOs in formal anfbrmal education;

(vii) Upgrade the informal education system, also bybéistang and operating a
National Center for Children and Youth, as wellsagngthen and scale up the
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network of centers for children and youth at coyfgrel; and

(vii) Draft ICT curricula, which are mandatory for alVés of education, in particular

for primary classes, and implement a unified stesthéta a minimum of ICT skills.

4.1.1.5.Provision with technical and didactic equgmnt:

(i
(ii)

(iii)

Improve provision of education institutions withuggment and didactic materials;
Ensure the access and promote the use of IT dawelajs at different stages of
throughout the education process; and

Adopt a national program for digitalization of l#vy resources, as well as for
cultural and historic resources, and connectiantégrated digital systems and
education systems.

4.1.2 Improving access for children from poor familes and children with special needs
to different levels of the public education system

Programs and measures

4.1.2.1.Mapping the phenomenon of limited accessltaation :

(i)

(ii)

Keep records of children with limited access tocdion. In order to have an
overall picture of the issues regarding accessdt@aion, cost estimates and
administrative efforts, one has to thoroughly idfgnthe number of children
facing access problems at various levels of edmtcatand map them
geographically or by zones;

Identify the main reasons of having limited accesgducation. For one to be
able to efficiently work out the issue of equitallecess to education services,
first it is necessary to clearly understand thes@ea underpinning the exclusion
of those by categories of factors:

— health factors (child, parents);

— family factors (family structure, outbound migratjo alcoholism,
violence);

— economic factors (income level, poverty);

— institutional factors (relationships with classnsateachers); and

— community factors (lacking schools, teachers, a@ss infrastructure).

4.1.2.2.Eliminating child labor as a phenomenon:

(i)
(i)
(iii)

Conduct a representative national survey to unaledsthe nature, scope and
consequences of child labor

Information and education of various families ab@gonomic and social
consequences of excessive involvement of childrdalior

On a periodical basis, the Labor Inspection to chieck-ups (in particular in
agriculture, backyard labor markets and constrasdoaimed at identifying
business agents using child labor

(iv) Tightening of sanctions for child labor use.

4.1.2.3.Direct financial and material support tddren from poor families and children with
special needs:

(i)
(ii)

Development and use of direct incentives for payoldren in primary education
(school lunches, textbooks and other materialshekand footwear)
Provide direct payments (social scholarships, ete.)children from poor
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families, to increase access to secondary spaubh@her education
4.1.2.40ptimizing the network of education facilities aselveloping of access infrastructure:

() Ensure the transportation of children to circunisng schools in rural areas; and
(i) Develop a system of preschool facilities and atibwe education centers for
children in rural areas to increase access to pogd@education services.

4.1.2.5.Developing a community-based social asgistanechanism:

(i) Develop school inclusion mechanisms for childrerthwinsufficient parental
supervision (for example, for the children of miyss those could be
agreements between migrating parents and LPA Usyiscifically established
for that, and who are partially paid from remittagc

(i) Ensure a legal and regulatory framework to pronwmmmunity services for
disadvantaged families and children at risk; and

(i) Involve NGOs in providing of professional counsglservices.

4.1.2.6.Developing a regulatory framework and madma to account for the special funds
provided through sponsorship, including contribnsimf the associations of parents,
and targeting the given resources to improvinginedity of education.

4.2.Strengthening a healthy society
Rationale

To any human being health is an agset se,a necessary value to accomplish its creative
potential throughout the entire life. A healthyioatis more capable of resisting to economic
shocks, natural disasters and other various clggerimproving the health status of a nation
has to bear in mind that healthy children are boimealthy and informed families. A healthy
nation could result from making investments, pritgain children, with first years of life
being crucial. Investing in children from more disantaged families is a public policy with
double stake, benefiting both the social and ecanaitmus reducing inequity and ensuring a
prosperous future for the country. Recent studmnesvsthat timely interventions in case of
children from disadvantaged families may preveniher losses of human potential. Besides,
health has an intrinsic economic value embeddeitl iRirstly, a healthy worker is able to
most efficiently harness its professional skilldd ajualifications and be more competitive
when vying for accessible jobs. Secondly, individiime allocated to labor during a year
tends to increase once the health status of ampargwoves. Finally, healthier people have a
longer economic life and better contribute to thardry’s economic development.

4.2.1 Improving the quality of health services bytseamlining the infrastructure and
making efficient use of resources, improving the meagement of health facilities and
investing the saved resources in cost-efficient teigologies, equipment and development
of professional skills

Programs and measures

4.2.1.1. Improving the management of human ressunch a view to rational utilization of
existent personnel, and adequate, diversified avdraced training of employees in
the health services system:

(i) Motivate the health care personnel to join up andkwithin the sanitary system,
specifically in rural areas, by means that ensaimdss and transparency of
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decisions regarding their professional and manalgammotion;
(i) Improve policies regarding the training of staffthim the medical and
pharmaceutical education system.

4.2.1.2. Making health care services more efficlgntnaking those meet the new needs and
adapt to new requirements, and by streamliningetpeenditures in the public health
care facilities at no expense to the quality armkas to them:

(i) Strengthen the role of primary health care througdgrated medical assistance,
upgrade the secondary health care, create Cenfeisxaellence, develop
community-based health care, home care and padiatare, and increase the
role of public-private partnerships in the suppiyealth care services;

(i) Consolidate the technical and material assets a@theare and health education
facilities, including by streamlining non-medicalosts, allocating more
efficiently resources to implementing modern healthre technologies,
providing facilities with medical equipment and fiedl informational networks
that would provide information, including disaggaéed by gender, and by
improving the working conditions of staff and atlérg conditions for patients;

(i) Review the factors underpinning the discrepancyifexexpectancy between
men and women, and design policies contributingetiucing such discrepancy;

(iv) Develop and implement a quality management systerfo¢us on ensuring
safety, respecting the rights of patients and ptiotg the professional rights of
health workers;

(v) Strengthen maternal and child health in line witBG& by providing them with
counseling, particularly the patients from sockallynerable households with
little children, and by more effectively involvingpmmunities and local public
authorities;

(vi) Carry on the consolidation and scaling up of neksaf youth-friendly health
care services, and ensure the access of youthfaomnation, education, and
communication on health issues;

(vii) Strengthen control over communicable diseases,icpktly through the
programs to fight diseases outlined in the MDGs,(HBV/AIDS and STIs),
with a focus on prevention among adolescents anathyomother-to-child
transmission of HIV, and by launching a national-&liV/AIDS campaign; and

(viii) Lower the burden of non-communicable diseases, cedjpe by averting
conditions caused by lacking micronutrients (irord aodine), as well as by
launching national campaigns against smoking, alcabuse, and campaigns to
prevent trauma and accidents in children.

4.2.2 Improving the access to health care servicdgough efficient use of financial
resources and by expanding coverage with mandatotyealth insurance

Programs and measures

4.2.1.2.Enhancing fairness in financing health isess and protecting population against
financial risk, and ensuring transparency in eakingrand using financial resources:

(i) Improve the system of mandatory health insuranceutfh a more flexible
mechanism of paying premiums that would make allfmeafor one’s revenues
and by through effective transparency of resoutt@ation for the financial
protection of citizens; and

(i) Develop regulations for private insurance systemsniancing those additional
services that are not covered by the basic paocbBigealth services.
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4.2.1.3.Expanding coverage with mandatory heakhrence in rural areas:
() Develop mechanisms for motivating, including by \pding adequate
information, the self-employed groups from the haaeas to sign up with the
mandatory health insurance scheme.

4.3.Build up employment opportunities by raising the edcation offers up to the labor
market demands

Rationale

Ongoing development of quality human resources fisndamental pre-condition for long-
term economic competitiveness and sustainable deweint. Negative trends reported in the
Republic of Moldova over the past years are indreamitigation of labor force. This implies
increasing social costs and threatens to have beeoserious limitation for future economic
growth; working out solutions for this challengeais important task in terms of increasing
labor attractiveness in the country and for edocatiystem restructuring alike, in order to
train the labor force to live up to the demandiabbr markets.

Essential programs and measures:

4.2.1. Building up of educated labor force, able to staynpetitive throughout their entire
active life:

() Ensure equitable universal access to educatioaydbgss of income, residence,
sex, ethnic origin, etc.

(i) Develop paid internship for youth to facilitatertsition from studies to work;

(i) Develop and promote a national policy for in-seevigrofessional training,
including life-long learning in partnership withal stakeholders;

(iv) Make the vocational education system meet the lataoket demands

(v) Authorize and monitor the training services andinfal education qualification
assessment centers (including, for adults)

4.3.1. Developing a labor market capable of increasingctience of labor opportunities /
sustainable integration:

(i) Develop medium- and long-term forecasts for labaarkats and bring the
education policies in line with anticipating markietmands;

(i) Identify and make use of all opportunities to geegrated onto the labor markets;

(i) Promote sector-wide and geographic mobility of fdooce;

(iv) Strengthen the administrative capacity of the Netidcmployment Agency

(v) Educate students in view of ongoing learning skills

(vi) Scale up and simplify the benefits provided to evyefs for promoting /
motivating internships within companies and foirgryouth;

(vii) Establish a network of occupation counseling canfer youth, including by
developing and providing for partnerships with assons;

(viii) Improve transition from school to workplace andrpobte business culture in
education and training

(ix) Facilitate the entering of young people the laboarkats by supporting
partnerships within education and employment systeamview of providing
mediation services on the labor markets; and

(x) Ensure equitable access to vocational and trad=goi for youth with disabilities.

85



4.4.Ensure better inclusion and social protection
Rationale

Poverty and social exclusion are major factors heampg the development of human
resources. Chronically poor persons are unable ed@ldp their professional skills, their
health is deteriorating rapidly, and they beconwdasingly less competitive when it comes
to getting a job. For this reason the chronicalipipget eliminated from economic processes
and are socially marginalized, while their econogoadition does not improve even if the
economy shows serious economic growth. Eliminatibdiscrimination on the labor markets
IS a necessary condition for ensuring a wider $aagusion. Also, the development of
human resources implies a social protection poidyich would efficiently and in a targeted
way help disadvantaged people escape from the fyavap. Taking into account that public
funds are scarce, such policies have to be targatethrily towards really poor and not
towards persons with merits to the government oiesp

4.4.1. Ensure social inclusion through labor market
Programs and measures
4.4.1.1. Prevention and elimination of discrimipatbon the labor markets:

() Promote solidarity and social non-discriminationoaug potential employers;

(i)  Monitor the observance of equal opportunities ioneny and politics;

(i) Extend the training and counseling programs ofNEA towards graduates of
residential facilities, people with disabilitiesgple freed from detention, former
military, victims of trafficking

(iv) Promote women in the occupation sector;

(v) Monitor the observance of equal opportunities ioneeny and politics

(vi) Penalize employers for unjustified and discrimimaigayment discrepancies (on
gender and/or age grounds etc.)

(vii) Promote access to information and communicatiohn@logies and provide
equal opportunities to all by adopting nationali@ctplans for e-accessibility
and e-inclusion (via electronic means of commuiocat

4.4.2. Offering new economic and social opportungs for disadvantaged groups,
including through better efficiency and targeting d resources earmarked for social care

Programs and measures
4.4.2.1.Upgrading of the social assistance system:

(i) Simplify the social payments system (currently ¢stiisg of 18 types of social
payments) and transition to a social payment systased on means-testing and
income and needs assessment of beneficiaries;

(i) Monitor the amount of social aid rendered to bemafies and implement
“social inspection” principles in order to minimizeud within the system and
guality assurance for community-based social sesyic

(i) Develop a single informational social welfare systey employing information
technologies and improve the provision of sociakdacilities with equipment
and methodological materials;

(iv) Separate rewarding payments for special meritshéostate from social care
payments

(v) Consolidate the national network of social workeysestablishing a mechanism
for baseline and on-site training of social workensluding developing of an
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incentive system for social workers and for LPAé®p them running;

(vi) Make way to practices of social impact analysisfggared on regulatory
decisions in the public policy process;

(vii) Provide for the principle of deinstitutionalizatiby developing and diversifying
social and medical-social services, depending anneonity needs, and design
mechanisms to decentralize, assure and re-chahediuhds from residential
facilities towards community-based and family-tygaevices;

(viii) Develop a minimum set of quality standards for abcare and develop a tool
for social service quality assessment and acctexfitdbased on the National
Roster of social services;

(ix) Build the capacity of decision-makers at all levatgl that of service-providers
rendering care to vulnerable families and childaensk; and

(x) Wider involvement of civil society in developingdmmplementing social care
policies (advocacy and provision of social senjicegluding by means of state
subsidies or sub-contracting of social service§Sbyernment.

4.4.2.2.Mobilization and transparent use of finaheésources:

(i) Ensure the financial transparency of using the $urarmarked for social care by
putting out detailed annual public reports on tth&cation and use of funds.

4.2.2.3.Reviewing the mechanism for assessingaertifying a disability:

() Develop and use a system assessing a disabilitgedmsed on to what extent
the working capacity is preserved, following a coetyensive evaluation of
one’s health status and a person’s professionid.ski

4.4.3 Improvement of social insurance policies, iparticular — pension system
Programs and measures
4.4.3.1.Strengthening the financial stability ofisbinsurance system:

() Base the social insurance policy on medium- and-tenm demographic and
social-economic forecasts; and
(i) Set common terms for retirement for all categooieetirees by:
» enforcing the principle of proportionality for limg the pension amount to the
premiums for each insured person; and
* reviewing and improving the relevant legal framekvor
(i) Develop non-government private pension systems.

Monitoring Indicators

Indicator Source

Net enrolment in primary education, per cent Natldureau of Statistics

Gross enrolment rate in primary education, per cent National Bureau of Statistics
Net enrolment in general secondary education, @etr c National Bureau of Statistics
Gross enrolment in general secondary educatiorggrer National Bureau of Statistics
Net enrolment in preschool education, per cent dvali Bureau of Statistics

Gross enrolment in preschool education, per cent tioh Bureau of Statistics

Enrolment in preschool education of 3-6 year-olittlobn, per cent  National Bureau of Statistics
Enrolment in preschool education of 6-7 year-olitlobn, per cent  National Bureau of Statistics
Premature drop-out of education among youth, petr ce National Bureau of Statistics

Education enrolment for population aged 15-24 yésgsondary National Bureau of Statistics
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general, upper secondary, secondary vocationanseacy
specialized, higher; all forms of education: futeadance,
evening, partial attendance), per cent

Student-to-teacher ratio in education (day schagseral

National Bureau of Statistics
secondary schools , upper secondary schools)

Literacy rate for 15-24 year-old persons, per cent National Bureau of Statistics
Share of people covered with mandatory health amsier, per cent  National Bureau of Statistics
Share of primary health care expenditure in to¢alth care Ministry of Health / National
spending and health insurance fund, per cent Health Insurance Company
Infant mortality rate, per 1,000 live births Mitrig of Health

Under-five infant mortality rate, per 1,000 livethis Ministry of Health

Share of 2 year-old children vaccinated againstsieeaper cent National Bureau of Statistics
Maternal mortality rate, per 1,000 live births Mitty of Health

Share of births assisted by qualified medical stz cent Ministry of Health

HIV/AIDS incidence rate, per 100,000 people, pertce Ministry of Health

HIV/AIDS prevalence rate in 15-24 year-old, per 000 people Ministry of Health
Overallincidence rate of active tuberculosis (per 100/ 888ple) National Bureau of Statistics
TB-associated mortality rate, per 100,000 people tioNal Bureau of Statistics
Unemployment rate (according to ILO), per cent: idledl Bureau of Statistics
— inurban areas
— inrural areas

Share of long-term unemployed, ILO, per cent Natidureau of Statistics
Unemployment rate among young (15-24 years ), ii€d,cent  National Bureau of Statistics
Labor migrants related to active population, pattce Ministry of Economy & Trade

Distribution of social payments (except for pensioior

consumption quintiles I and V per adult equival@mr cent) National Bureau of Statistics

— quintile |

— quintile V
Average monthly nominal salary, MDL National Bunez Statistics
Average monthly pension (at the end of year), MDL atidhal Social Insurance House

Share of premiums/benefits of farmers in total meaand

: iy National Social Insurance House
expenditure of social insurance budget, per cent

- Premiums

- Benefits
Share of population under the food poverty levetaltper
country), per cent National Bureau of Statistics
GINI index by consumption expenditure National Bauef Statistics
Extreme poverty depth, per cent National Burea8tefistics
Extreme poverty severity, per cent National Bureg8tatistics

Share of people below poverty line of USD 4.3 / dai?PP National Bureau of Statistics
(consumption expenditure per capita), per cent

Share of poorest quintile in the national consuamtper cent National Bureau of Statistics
Human Development Ind&% UN Human Development Report
Share of mandates held by women, per cent: National Bureau of Statistics

- members of Parliament

- in local councils

% The Human Development Index (HDI), published atiguay UN, ranks countries rather by the quality of
citizens’ life than strictly by traditional econotnindicators of the country. To calculate this indee following
criteria are used: life expectancy, education lewa real adjusted income.
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- in district councils
- as mayors
Ratio of average salary of women to that of mencpat National Bureau of Statistics

5. Regional Development
Analysis
Regional development policy

Moldova’s transition to market economy has beeroaganied with significant regional
imbalances, caused by existing production structut@ich was characterized by a
predominance of the agricultural and the agro-itthlssectors and the dependence of social-
economic development of small towns on a limitechbar of big industrial enterprises. Thus
generating economic growth outside the capital, @tyd especially in rural areas, which
suffered from the loss of traditional agriculturabrkets, has been a major challenge for
Moldovan authorities from independence onwards.

The country’s development planning framework at-satonal level has been overlapping
with the territorial-administrative system. Thediteonal structure odistricts, in place till
1999 and reintroduced with amendments in 2003, hgracterized by limited financial
options and scarce planning capacity. The modgid#ts which were larger regional units,
have been generating more opportunities for st@f@gnning, exerting a synergic impact on
the development efforts. But these proved too stoatlose on the gaps, and too large for an
efficient delivery of public services given the abse of a true decentralization.

The current model of regional development, endoisedhe Law No. 438-XVI on regional

development, which was adopted on 28 December 32006ides for the setting up of bigger,
regions, with responsibilities for strategic plammi which would complete the existent
territorial-administrative structure. This approgmbvides the opportunity of cutting down the
costs (by achieving economies of scale) and okasing capacity for strategic planning, while
bringing, at the same time, public services dejivoser to citizens — at local and district levels

Figure 1: Development regions of the Republic of Mdova
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The Law on regional development is in line with tRepublic of Moldova European
integration aspirations and provides for the sebtipwo European-type NUTS Il regions
(North, Center) and four NUTS Il regions (SouthAU Gagauzia, Transnistria and the

89



municipality of Chisinau).

Moldova’s regional development policy is planned®implemented in three stages. During
the first stage, starting in 2007 and to be conepldty 2010, the Government efforts will be
channeled towards capacity building and strengtiterif development conditions in the

North, Center and South regions. The mechanistmplementation of this stage is stipulated
in the National Regional Development Strategy, Wwhigll be the framework paper for the

establishment of a regional development instit@tidramework. The next stage (2011-2018)
builds upon the expected existence of advantageonditions for launching development

actions in the TAU Gagauzia and Transnistria regjion

Regional development institutional framework

The Law on regional development provides for theation of two levels of organizing the
regional development institutional framework atioal and regional levels.

1. National level:

The National Council for the Coordination of Regabmevelopment (NCCRDyas set
up to formulate, promote and coordinate regionalettgyment policy objectives at the
national level. The structure of the NCCRD andrégulations has been defined by the
Ministry of Local Public Administration and will badopted by the Government. The
membership of the NCCRD is made up: the ministelooél public administration, the
minister of economy and trade, the minister of fiicey, other ministers, the chairpersons
of Regional Development Councils and one privatetaserepresentative from each
Regional Development Council.

Among the main tasks of the NCCRD is to endorseNatonal Regional Development
Strategy, in order to coordinate national sectatenand regional policies, as well as to
approve the financing from the National Regionav&epment Fund.

The National Regional DevelopmefRund (hereinafter referred to as tik@ind is the
main tool to finance regional development projestd programs, to be channeled first of
all to the most disadvantaged areas in the devedapnegions. The Fund is accrued from
the annual allocations from the state budget, asst@nct budget line for the regional
development policy, and from other funding sourcHse quota of the Fund is set at
above 1 per cent of the state budget revenuespegpiby the State Budget Law for that
relevant year. The Fund could also draw on otheanftial resources from either the
public and private domains, at local, regionaljaral or international levels, as well as
from the resources granted by EU assistance pragram

2. Regional level:

The Regional Development Counisila functional consultative structure at the levkl
each development region, set up for the coordinatmd promotion of regional
development policy at the local level. The Regio@buncil consists of district
chairpersons, mayors, representatives of privat®isand civil society. The chairperson
and deputy chairperson of the Regional Councilsatected from the council members,
representatives of local public administration auties.

The Regional Council is accountable for the gendealelopment in the region and the
approval of the regional development strategy andaetion plan. Based on criteria
defined at national level, the Regional Councilniifees disadvantaged areas from the
region and approves and promotes regional developpmnejects.

A Regional Development Agenigyset up in each development region having the ttas
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implement the decisions made by the Regional Cauflce Agency is a legal entity and
carries out its activities in accordance with tbgulations approved by the Agency based
on a framework regulation, designed and approvedhleyGovernment. The Agency
carries out social and economic development amalyseits respective development
region, as well as it also designs, coordinateplements, monitors and evaluates the
implementation of regional development strategies, programs and projects.

The regional development institutional framework neant to stimulate initiative and
entrepreneurship at local level, to encourage esedthts, districts, nongovernmental
organizations and business groups to take up tegitahinking approach and identify new
local economy development pathways, so that it d@ointribute towards implementing the
horizontal priorities of the given Strategy all owhe country. To this end the regional
development policy will focus on the improvement iafra-regional and inter-regional
cooperation in order to create institutions capable identifying priorities and of

implementing joint activities.

Inter-regional and intra-regional discrepancies

In spite of a continuous economy resuscitation nteplothroughout 2000-2007, there are
important regional imbalances in Moldova, which yemet a balanced socio-economic
development all over the country. Although thosscdipancies existed even before the
beginning of the transition process to a markenenoy, those have recently grown in size
and intensity. First of all, there are significanmbalances between the municipality of
Chisinau (with the municipality of Balti emerging a close runner-up) and the rest of the
country; yet, there is more and more discrepanoysaaegions and localities in the country.

The municipalities of Chisinau and Balti respedfivemore than other have the necessary
production factors and infrastructure for attragtinnvestments and socio-economic
development. In 2006 the municipality of Chisinavhere 22 per cent of the country’s
population resides, generated half of industridpots, 56 per cent of retail trade and 58 per
cent of investments made in fixed capital. Secanthé capital city in terms of development
levels is the municipality of Balti, having a highgrowth potential than other of the
country’s locations. Reporting merely 4 per centhaf country’s population, the municipality
of Balti generated 14 per cent of industrial ousp@® per cent of retail trade and accounted
for 6 per cent of fixed capital investments in 2006

A review of the key development indicators revehtt the municipality of Chisinau has the
majority of the country’s enterprises, has more aonresources and benefits from a
relatively developed infrastructure. Thus, about @& cent of enterprises reported in
Moldova in 2006 are located in the municipality@iisinau. The capital city has the most
developed network of roads and nearly 94 per ckali douseholds in Chisinau are piped to
water supply and sewer systems. This is no diftefrem many European countries, where
capital cities are the most developed regions.

There risk persists that other communities in tbhantry would be marginalized or even

excluded in view of having most of developmentdastconcentrated in the municipalities of
Chisinau and Balti, unless a model to scale upgtibe/th and development process outside
the two to the entire country is developed.

A review of key indicators in the development regigeveal a discrepancy not only between
the municipality of Chisinau and the regions, bsbaacross the regioqer se When cross-
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compared, the development regions of North, CardrSouth, to be targeted by the national
development policy in the medium run, one couldtbaé North is the most developed region
of all, whereas the development region South is lé@st developed, with the smallest
industrial outputs per capita, lowest level of istveents in fixed capital, and the lowest
number of reported enterprises. However, in denpigcaand infrastructure terms, the
development region of Center is the least developédhem, indicating the lowest
urbanization rate and the poorest coverage witemgtpply and sewerage.
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Table 5: Key indicators by development regions intte Republic of Moldova (2006

North South ChiSinaUGagauzie Total
Residential population, thousand
inhabitants 1023 548 780 0 3581
Share of total, per cent 28, 15.3 21.8 1.40 10
Urban population, thousand
inhabitants 357 138 712 1478
Share in total, per cent 24, 9.3 48.2 1.4 10(
Annual average number of 1023.9 sa90| 7796 3585.2
people in 2006 ' ' ' '
Industrial output in current 4891 1684] 14736 6002
prices, per capita, MD®
As per cent of the country’s 81 g 246 100
average
Amount of fixed capital
investments, in current prices, 1845 1579 8097 3042
per capita, MDL
As per cent of the country’s 61 57 266 100
average
Share of dwellings with sewerage
systems (regional average), pef  19.7 21.2 88.9 30.9
cent
Share of dwellings with water
supply system (regional average), 20.7 26.1 94 34.8
per cent
Number of reporting enterpriseg 50 19 247 374
thousand units ' ' ' '
Including the share of 44 47 49 47
enterprises reporting loss, per cent
Share of eroded land within tots
lands (regional average) per cent 30 39 38
Share of roads with rigid coatin
within total public roags, per cers[:t 94 84 96 91
:’;’ﬁ;%e generation,  thousand, ¢, 4 113.3 4478 2995.
;/E\;/aste utilization, thousand tons 3959 1004 166.0 926.2

In order to thoroughly review the interregional antfaregional imbalances, the Ministry of
Economy and Trade drafted a Report on multipleidapion in the rural areas of MoldoVa
in 2005, which evaluates the development levelhef ¢ountry’s localities using the Small

%2006 data, net of the development region of Trisirsa.

% The average number of people per year in 2006used for calculations.

372005 data.
%2005 data.

39 Although the Ministry of Economy and Trade draftiheé Report on multiple deprivation in rural aréas
Moldova for 2006, the final version of the repodsanot available when the National Strategy waspbeted.
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Areas Indices of Deprivation, which is a complexigheed index, which takes into account
administrative data from localities in seven fieldsusehold revenues, economic potential,
demographic structure, healthcare, education,diemnditions and geographical location.

According to the findings of this report, the distis from the country’s Center location are,
on average, the most deprived in terms of reverug, economically and geographically.
The region of South is more deprived than the Naorthregions in terms of income and from
a geographical standpoint. On the one hand, thehNamd South are more deprived, on
average, than other regions, from a demographinaitare and healthcare viewpoint. On the
other hand, the Central and the South-Easterniaisstare more deprived, on average, in
terms of education, whereas there is discrepandfaniving conditions between the East
and the West of the country.

Figure 2: District deprivation index by revenue
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At the same time, even within the regigres se there are certain imbalances between districts
and localities. For example, if analyze income i@gion, one could see variations within
districts and across them. In the district of Bricéhere are local rural communities with the
highest and the lowest income deprivation leveinmpme, but on average and based on the
population weight, the district of Briceni is theabt deprived district in terms of income.
Nisporeni and Taraclia are the most deprived distriThe districts of Nisporeni and Taraclia
report 10 per cent of all the most deprived comtresi(22 and 12 respectively, in absolute

figures). The population residing in the distrittNasporeni accounts for 26 per cent of all people
from the most deprived communities, with Gagauzranng up second, with 15 per cent.

In general, there is a wide variation in the mudtigeprivation index of rural communities

across and within districts, although the deprivatievels vary depending on the analyzed
field. Comparing the levels weighted by the popalativerage weighted level, a district may
turn out to be extremely deprived on one indicayet, at the same time be ranking high in
other areas of interest. That is why the partiogmabf authorities at all levels — be it local,

district or regional — is clinical in identifyingggional development priorities.

Economic development sustainability in regions,cgmally in rural areas, continues to be
significantly influenced by their performance inriaglture. Today Moldova’'s agriculture

continues to be the sector with the lowest prodifgtand remuneration reported in the country.
Although, this sector provides employment to aln&&tper cent of the country’'s labor force,
and is the main source for food processing indushg long-term economic development
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cannot be based almost entirely on agriculturelendgricultural production has to be reoriented
to competitive goods with higher value added, agfiuits, vegetables and walnuts.

In spite of lacking studies on the causes for negliombalances, among the main factors
which generate and exacerbate these are the follpwi

- Concentration of production and growth factorshi@ municipality of Chisinau;

- Decline of small towns and, consequently, the ezaxfuabor force;

- Mono-structural occupational structure of regiond eeliance on agriculture; and

- Limited capacity of local public authorities to na@e the development process.
Environment and use of natural resources

The Republic of Moldova has a density of 118 intaatis / sq. km, twice the average
reported in European countries, thus exercising piggssure on the country’s environment
and natural resources. The issues faced duringransition period have had a significant
anthropogenic impact on environment and have dartgd to emerging of a discrepancy in
the eco-balance, as well as have deterioratedufiyand biodiversity of natural resources.

Moldova’s soil is the main natural asset of thertoy with 75 per cent of its land area being
lands used in agriculture. The deficiencies regbrterer the last several years in
implementing the land reform and use of soil, gitrain which advanced technologies have
not been observed, due to farmers’ limited knowsedfout the best practices used in the
sector and because of the limited access to cheamdabiological fertilizers, have not led to
the necessary conditions to prevent soil degradaial increase its fertility. The soil erosion
is main factor contributing to soil degradation,eding a negative impact on aquatic
resources. The surface of eroded lands has beesagieg by 0.9 per cent each year, with
agricultural lands registering the loss of aboutn@ion tons of fertile soil each year. The
annual damage that soil degradation inflicted ® riational economy is estimated at about
MDL 3.1 billion, including: MDL 1.5 billion in losss caused by erosion; MDL 0.2 billion —
losses caused by landslides and rifts; MDL 1.4idwill- estimative value of agricultural
production that was foregone due to the declidand productivity.

Waste management is an important issued relateshiwonment protection. Recent years

saw an increase in the activities of centralizedirsty and destruction of useless and banned
pesticides, including those pertaining to the catggf persistent organic pollutants (POP),

which were financed chiefly with foreign funds. Taeéhave been 3,000 tons of pesticides
overall estimated while running the above actigiticompared to 1,712 tons estimated

initially. Thus, it is necessary to carry on thestivities during the implementation phase of

the National Development Strategy.

Despite the stock of solid household wastes beahatively small, Moldova still is facing
issues with controlled storage and separate caleadf household wastes. In 2006 an
inventory roster of all solid household waste sktas been completed, indicating 2,667 waste
sites, of which around 60 per cent were unauthdri¥et, even authorized waste sites do not
always meet the environment protection norms. Alfio a significant number of
unauthorized waste sites have been closed dowecant years, there is a high risk of those
emerging again unless local public authorities beustained efforts to create authorized
waste sites instead.

The quality of air in Moldova is substantially inéinced by external air polluting sources.
Vehicles are the single most important internalrsewf air pollution, accounting for 90 per
cent of total amount of exhaust emissions and igelecities, e.g. the municipalities of
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Chisinau and Balti, even higher — up to 95 per.céhé main cause of high transport-driven
exhaust gas emissions is the relatively big nurobesed vehicles.

Water is the single most important environmentdaetith highest impact on health. The
pollution levels reported in Moldovan rivers vargrh moderate (Dniester and Prut rivers) to
high (smaller rivers). Underground waters are tlannsource of drinking water for about 70
per cent of population, yet many wells do not nthethealth and epidemiological standards.
At the same time, despite the ever increasing nuwiieouseholds piped into the centralized
water supply system, it accounts for merely 40qeant of all households, with the majority
of these systems being located in urban areas.oédth the water supply situation has
improved, the building of new water supply netwohas not been accompanied with the
building of residual water purification stationsdasewerage systems. This situation results in
a high risk of water pollution.

The quality of water varies across the main rivardhe country, ranging from moderately
pollutant (Dniester, Prut) to polluted (Raut, Bibjost of underground water resources do not
meet the drinking water quality norms and standdrésause of higher concentration of harmful
chemicals (fluorides, iron, sulphureous hydrogégrades, sulphates, excessive mineralization).
The situation is extremely unfavorable in ruralaatevhere by and large people use water from
the phreatic waterbeds (132,000 water wells, wadtectors, and springs) and merely 17 per
cent of families use the water from centralizedewatipply sources.

Thus, in the medium run it is important to have tbhentry use economic development and
harness its natural capital based upon environnpeotection technologies. The main
challenges plaguing Moldova, such as the efficramhagement of waste, the prevention of
water and air pollution, and the prevention of soedsion, could not be worked out unless the
local public authorities provide support and gebined.

Rationale

One of the main objectives of the National DevelepmStrategy is ensuring a balanced
regional development. Regional development impgi@sning and implementing a balanced
territorial socio-economic development all over theuntry. This refers not only to
developing policies for the underdeveloped regidnsg, also policies focusing on reducing
the pressure put on urban infrastructure, addrgdsi@ level of rural and urban poverty, as
well as, in the longer run, more efficient integvatof land development processes with
economic planning, mainly through more efficient u$ land resources.

The National Development Strategy will support oegil development under a coordinated,
coherent and mutually beneficial framework of pelc At national level, policy
implementation actions will focus on the followirsgeas: infrastructure, public services,
business environment, travel services, environnagntculture, and rural development.

In view of ensuring an efficient development andiabeconomic growth in regions, there is
sine qua noncondition to come up with a detailed and comprshenpublic investment
program, as part of the MTEF. In this regard, thepiblic of Moldova will initiate the
process of coordinating the financial resources Wit expected outcomes. At regional level,
activities directed towards competitiveness enhaecd and attractiveness of development
regions will be identified within the framework mgional development strategies.

Building regional capacity is an imminent preregeisfor a sustainable regional

development. Given the above, special attentioh byl paid to institutional strengthening,

improving absorption capacity in development regjaron-government sector specialization,
as well as to building the planning and implemeatatapacity of local public authorities.
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Overarching goal of priority

Implementing a balanced and sustainable social emmhomic development all over the
country by coordinating efforts within developmeagions

Objectives

5.1. Balanced participation of all regions in the socieconomic development of the
country, with a primary target on the regions North, Center and South;

5.2. Accelerate the development of small towns as regiah“growth buds”;

5.3. Develop rural economy and improve productivity in ariculture;

5.4. Develop and upgrade regional infrastructure and pranote public-private
partnerships; and

5.5. Avert environment pollution and promote efficient use of natural resources in
view of improving the quality of life

Programs and actions

5.1.Balanced patrticipation of all regions in the socie@conomic development of the
country, with a primary focus on the regions North,Center and South

Rationale

The Ministry of Local Public Administration will delop the National Regional Development
Strategy and an Action Plan, which will identifyetlvay, place and time of creation for the
regional development facilities set under the LawRegional Development. The purpose of
the National Regional Development Strategy wilblogding down to creating and keeping up a
framework for the management, implementation, foma@gy monitoring, and evaluation of
regional development, without further elaborating tbe contents of regional development
strategies or on the way the regions will contregpective development.

The main tool when implementing the regional depaient policy will be the Regional
Development Strategies, which ought to be formdlateth the participation of public
authorities, nongovernmental organizations andapeivsector, at local and regional levels
and coordinated by Regional Development Councils #8me Agencies for Regional
Development. The Strategies will identify the maiwcial-economic issues in the regions,
will set up development priorities and will guidegronal medium-term investments. In order
to support investments in identified areas and canities, the Agencies for Regional
Development will encourage the setting up of hartab partnerships between communities
and private sector groups.

Regional development ensues from the national dpwetnt priorities and enforces the
fulfillment of those at territorial level, both latand regional. Hence, the analyzed priorities
identified within the Regional Development Stragsghave to be debated and coordinated
with sector-wide policies at the national level.li®o coordination will be provided by
reviewing Regional Development Strategies and loesing the financing decisions within
the NCCRD, as well as by establishing other co@atitom mechanisms.

Programs and measures

5.1.1. Capacity building for regional development faadgiin management of development
processes

(i) Set up and guarantee the operation of a RegionatlBement Division of the
Ministry of Public Administration;
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(i) Complete and endorse the National Regional Devetmpi@trategy;

(i) Set up and guarantee the operation of Regional IDgwent Councils and
Regional Development Agencies in the regions oftiNaCenter and South;

(iv) Design and approve Regional Development Strateguib, participation of
level-one and level-two local public authoritieengovernmental organizations
and private sector representatives in each ofiteetregions;

(v) Establish a harmonized financing mechanism to oblarthe funds of
Government and international donors to investmeuoiepts as identified within
the regional development strategies;

(vi) Delineate competences for the relevant centraloaitits of public authorities
and local public authorities, in line with Law on d@inistrative
Decentralization, no. 435-XVI, as of 28.12.2006;

(vii) Ensure financial decentralization and the improvamef inter-budgetary
relations in order to strengthen financial capasitf local public authorities in
managing public services and investment projects;

(viii) Implement the National Strategy on public servamis locally elected officials
training and creation of conditions for a new mamagnt of human resources;

(ix) Promote women to LPA decision-making positions;

(x) Design a transparent and efficient monitoring andlweation tool for regional
development; and

(xi) Establish a strong participatory process to maxentie impact of investments
in regional development on the poor, socially edelliand on women.

5.1.2. Capacity building for interregional and cross-bardeoperation in order to harness
effective investments in regions:

() Encourage the creation of horizontal partnershipstwéen groups of
communities, districts, nongovernmental organizegiand private enterprises in
view of accomplishing joint regional developmenbjpcts;

(i) Ensure common and coordinated planning (betweeaarre@nd cross-border) of
physical, economical, social and environmentabistitucture;

(i) Joint management of investments made in sharersrive

(iv) Improve cross-border connectivity (adjust the rajwconnections at the
Romanian border); and

(v) Promote cultural exchanges with neighboring coest@nd put up common
travel destinations of interest.

5.2.Speeding up the development of small towns as “gralwvbuds” for the regions

Rationale

The selection of locations that, through targetedetbpment, would be turned into regional
centers, has to be based on their potential toutdien economic growth in the small towns
and villages under their territorial purview andtbe quality of transport networks with other
regions of the country. Pursuant to the role sugge®r the regional centers, only a limited
number of communities will be selected for thiserah order to ensure the appropriate level
of concentration of resources and investments.

Although the creation and development of regioraters will be the key element of the regional
development policy during the Strategy implemeoigtthis does not mean that development
will be limited to these centers and adjacent aréas approach will contribute to reaching a
critical mass to spur up economic growth in ottegét towns and in their larger zones of
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influence. Within these zones there will be needsétting up a network of development hubs of
regional and/or local importance. As a result,anteregion, a number of small towns — smaller
in size than the regional center — will start depglg and which in turn will further economic
growth and will support the development of villagesl adjacent rural areas.

The accomplishing of a balanced regional developrtfough development hubs will be
complimented by multi-sector policies meant to paevfor the economic growth of these
centers and ensure conditions that through locah@uic activities in those areas would
offer enough opportunities to local communitiegémerate jobs with decent payments.

Programs and measures

5.2.1. Promoting efficient tools to facilitate convergenceconomic growth and
development of towns, as well as the consolidatiometworks of small town:

() Design and endorse a national strategy for lan@ldpwment, to set up indicative
policies regarding the location of industrial féeds, residential buildings,
agricultural lands, national tourist/travel routasd cultural assets;

(i) Provide attractive conditions for investors in wdiable areas;

(i) Develop economic infrastructure (free economic spnandustrial parks,
logistical centers) in key locations;

(iv) Promote marketing of regional capacity for foreigmestments (informational
centers, structured services);

(v) Restructure and upgrade the industrial sector akbotw for the creation of clusters;

(vi) Create networks of towns based upon common devaoprinterests and
potential; and

(vii) Promote the marketing of brands and success stufriesvns.

5.3.Rural development and growth of agriculture producivity
Rationale

The high proportion of rural population and the siderable rural areas make the rural
development agenda a matter of national importantiee Republic of Moldova. The issue of

rural economy development is complex and requiresoas-sector and territorial (regional)

approach. Agriculture will continue to be critidat Moldova’s rural economic development,

and in many communities still it is the main aValéa economic activity. The future of

agriculture is incomprehensible without a divecsifion and renewal of rural economy as a
whole, because agriculture could be efficient antyrin the context of rural development.

Structural reforms over recent years have conetdbub the creation of a large private
agricultural sector. The biggest part of privatéegorises has not managed to adjust to the
new market environment. The tendency of agricultpraduction to self-consumption and
the lack of economic viability in the case of mamgerprises operating in the sector is due to
many constrains, both at the demand and supply @nitlsThe inadequate supply of quality
farming products is the main reason for the paaddropportunities, which in turn, is closely
linked to the failures at the demand end, suchhasuinderdevelopment of value chains
coordinated vertically, the role of which is to gemte and shape demand and to set the
standards for the farming products based on mat&etands. The insufficient use of the
research and innovation potential, the low leveiaihagement skills, also contribute to low
competitiveness of farming and food products.
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The increase in the performance of agriculture iespthanges in two directions: firstly, an
improving of performance and competitiveness incadfure, and secondly, a decreasing in
the number of people working in agriculture. Higlaguctivity levels in agriculture could be

attained by employing modern technologies, leadiaghigher outputs, better quality,

economic efficiency and, ultimately, competitivemnes Moldovan products on international
markets. This implies actions focused on settingaupavorable investment climate for

farming and processing enterprises, attracting @timend foreign financial resources to
develop the production and trade infrastructureyetigpment of human resources,
development of the country’s research and innomapotential, better risk management,
preservation and efficient use of natural resources

Once structural reforms advance and modern tecgies@re applied, the number of people
employed in agriculture will go down. Shifting labforce working in agriculture to non-
farming occupations requires that an assessmeritawiing, qualifications and skills be
conducted, as well as provide for the need of t:tsaining. Another set of actions should
target education of labor force from rural areagproving their qualifications, so that they
would be able to get jobs in non-farming areashls context, there is need for a sustained
and determined effort to create and develop imptaanditions to develop business skills,
and bring in investments in new businesses in ramahs, which not only will sort out the
social problems, but would also increase the privdticin rural economy, in particular, and
the competitiveness of national economy, in general

Programs and measures

5.3.1. Improving the performance of agriculture and thenpetitiveness of farming and
food products

() Improve the management of farming lands and sotiggtion;

(i) Improve natural hazard risk management, preservadiod efficient use of
natural resources;

(i) Upgrade the production and development infrastredcior the farming and food
product market infrastructure;

(iv) Reorganize veterinary and phitosanitary servicémewith EU norms to secure
food safety and promote exports;

(v) Improve the quality of education in agriculture,fogans of in-service training;

(vi) Strengthen rural development services (informafind consultation services in
agriculture and rural development);

(vii) Reform and consolidate the system for researchtestthological development
in agriculture and food processing industry; and

(viii) Set up an efficient partnership between reseahcation and development in
agriculture.

5.3.2. Developing a climate favorable for strengtheningS\nd business skills in rural areas:

(i) Strengthen entrepreneurship in small towns andget by facilitating access to
services (one-stop shops at the LPA, businessniation centers, networks for
product trading and distribution);

(i) Develop a business culture in rural areas throufjlcaion programs, business
incubators etc.

(i) Develop support services for rural business;

(iv) Develop rural non-farming activities, in particulaithin SMEs, including within
farming enterprises, through sector-wide programsl @rojects (services,
telecommunications, transport, etc.); and
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(v) Build capacity for harnessing the tourism/travetgodial by identifying and
promoting a limited number of very competitive punots and services (niche
approach) and consolidate the cooperation in thea aof tourism with
neighboring countries.

5.4.Developing and upgrading regional infrastructure ard promoting public-private
partnerships

Rationale

Although Moldova has all the necessary infrastrieetelements, the distribution of those is
uneven. In certain regions the low-quality infrasture puts up significant obstacles to social
and economic development, makes the region lesgtte for investments and is not living
up to the demands of modern development. Thist&tuas common for all components of
regional infrastructure (roads, gas, water, eleityrisupply systems, social and environment
infrastructures etc.)

At the same time, without having significantly imoped the regional infrastructure, one could
not count on cutting down discrepancies in regia®lelopment and could not enhance the
competitiveness of regions. Regions can positi@mgelves as attractive economic entities
only once an infrastructure is set up in line vatbdern economy demands.

Each development region will define the main depeient gaps and priorities in their own
infrastructure, drawing upon the appraisal of itgduss and role in sustainable social-economic
development. When identifying their priorities, i@gs will also rely and make use of
interregional and cross-border cooperation oppdrasn

At the same time, the experience of European cmsnfproves that the most efficient
regional policy combines the efforts of central dochl authorities alike, the private sector
and nongovernmental organizations. Public-privagnerships could also be an efficient
tool for delivering public services where substantivestments are necessary and the state is
not able to guarantee those.

Programs and measures:

5.4.1. Concentrating financial capacities and resourcesi® implementation of projects in
the social area, transport, public services anit@mwent protection:

(i) Enhance the capacity of regions to design and imght infrastructure
development projects;

(i) Study the current situation and status of infragte and:
» the need for investments;
= the capacity to absorb investments;
= feasibility of investments; and
= obstacles (financial, legal etc.) to implementingastment projects.

(i) Implement efficient tools and mechanisms to pronpaiglic-private partnerships
in the regions.

5.4.2. Creating an information system to support an effitand transparent governing:
() Implement the National Strategy for Edifying théohmation Society — “e-Moldova”;
(i) Establish an Infrastructure of Spatial Geograph@taDfor the Republic of
Moldova and integrate in international communitygda
(i) Improve the quality of decision-making through bgvimg the consumers of
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created information services get involved.

5.5.Preventing environmental pollution and promoting the efficient use of natural
resources aimed at improving the quality of life

Rationale

The sustainable development of the county anditgesy is only possible by ensuring certain
quality environmental factors, which contributekeeping up good health and quality of life.
The quality of environment is directly linked toetltountry’s economic performance, too,
thus impacting on the farming products and ruraheenic development.

Water is the single environmental factor with thghlest impact on the health. In this vein,
there is need for actions to be taken to subdueghative impact that the drinkable water of
poor quality exerts on the health of populatione Tegradation of environment caused by
accumulation of all types of wastes is the mostreggive factor contributing towards

declining quality of health and life expectancykali The amount of household and
production solid wastes disposed of into environinters significantly increased over the last
decades, due to lacking techniques for waste psowgsneutralization and replacement, thus
negatively impacting on both the environment aredritealth of population.

The environmental policy will be implemented byiaely involving local public authorities

in the management of natural resources. To do fforte will be bent to delineate the
competences of relevant central and local publibaities, build the capacity of authorized
relevant public authorities, as well as to raise glablic awareness about the negative effects
of certain activities on the quality of environment

Implementation environmental policy is costly andl wequire contributions from the state
and local budgets, the National Environment Fund fnam foreign financing sources. To
this end, actions that encourage the participatioprivate sector in environment protection
are critical (such as endorsing environment qualigndards), alongside the decentralization
of certain measures to community level (such asctieation of autonomous systems for
water supply in locations where piping into a cahtvater supply is far too costly).

Programs and measures

5.5.1 Efficient harnessing of natural resources, maimgirthe quality of environment as a
factor that ensures the keeping up of health attérbguality of life:

(i) Avert and reduce the degrading of natural resouares promote the efficient
harnessing of those, emphasizing soil erosion piteve measures;

(i) Improve the waste management system to reducentbect and quantity of wastes,
including by means of creating the infrastructureWaste storage and processing;

(i) Management, controlled storage and destruction axict chemicals and
persistent organic pollutants;

(iv) Expand the water supply and sewerage networksudimgy by encouraging
providing decentralized options where piping teeatcal network is too costly;

(v) Multilateral collaboration on monitoring and praiea of waterbeds of the
rivers Prut and Dniester (including, water managanfeshing and irrigation);

(vi) Streamline the efficiency of power consumption,npote the use of renewable
sources of power and purer production;

(vii) Upgrade and improve efficiency of the national niarng system for the status
and evolution of Hydrometeorological conditions;luding natural hazards and
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guality of environment;

(viii) Expand the protected natural areas, and flora amalf protection;

(ix) Scale up afforestation, including by planning fésesn degraded farming lands,
by planting and reviving the protection forest fem@long the farming lands, by
using new funding opportunities for afforestatiothacarbon credit money; and

(x) Improve the state control over enforcement of emnment protection legislation
and sustainable use of natural resources.

Progress indicators

Indicator (all indicators should be disaggregated  region) Source

Share of urban population in total population ie tagion, per
cent

Share of households with sewer (regional averaguge)cent National Bureau of Statistics
Share of households with water supply (regionataye), per

National Bureau of Statistics

National Bureau of Statistics

cent

Investments in fixed capital, million MDL NationBureau of Statistics
Volume of industrial output, million MDL NationaliBeau of Statistics
Investments in fixed capital per capita, thousarialM National Bureau of Statistics
Volume of industrial output per capita, thousand IMD National Bureau of Statistics
Number of reporting enterprises per regions NatiBuaeau of Statistics
Number of wagers, thousands National Bureau ofsitz

Average monthly salary in the region as share efage
national monthly salary, per cent
Share of irrigated land in total farming lands {oegl average),

National Bureau of Statistics

per cent

Share of eroded lands in total farming lands (regli@average),

per cent

Total public roads at the end of the year, km NetidBureau of Statistics
including paved roads, km

Waste generation, thousand tons National Bure&iatfstics

Waste management, thousand tons National Bure3tatstics

Share of afforested lands, per cent Moldsilva

Share of protected areas designated for preserving Ministry of Environment

biodiversity, and Natural Resources

per cent

Share of people with sustainable access to bettar\gources, NSPCPM

per cent

Share of people with access to improved sanitaiencent ACTD
Share of people with access to improved sewerage;gnt National Bureau of Statistics
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VI. MONITORING AND EVALUATION OF THE NATIONAL DEVELOPME NT
STRATEGY

1. Background

The progress in carrying out actions and the aeieesults will be subject to an ongoing
monitoring process all throughout the implementatd the National Development Strategy,
so that adequate policy and action changes are,niaceded.

Monitoring aims at bringing the priorities, objea@s and targets of the Strategy in line with
the results of implementing the given plan, so thditsequently carry out an evaluation of the
way the Strategy has been implemented, with higthegtee of accuracy attainable, as well
as the impact it has had on the economic developearah the living standards of people.
Specifically, the monitoring and evaluation procedlscontribute to:

i) Review of current situation and trends in acimgwhe Strategy objectives;
i) Review of the way the action plan has been engnted for Strategy fulfillment; and
iii) Adequate evaluation of resulting final outcosne

Institutional framework for the monitoring and eval uation of the Strategy

The supervision over strategic planning and aatiwitarried out in the field of social and
economic policies aiming at sustainable developn@nthe country and at improving
people’s quality of life will be handed over to thidational Council for Sustainable
Development, chaired by the President of the RepolbIMoldova. The National Council for
Sustainable Development will carry the followingida:

i) Oversee Strategy implementation, monitoring anduat@n;

i) Evaluate the Strategy outputs and outcomes;

iii) Approve the annual plans of actions for the Strategplementation and annual
reports on Strategy implementation; and

iv) Develop recommendations on social and economic logwveent policies for
sustainable development.

The whole process of monitoring and evaluating doecomes of Strategy implementation
will be coordinated by the Inter-ministerial Comteé charged with coordinating the design,
implementation, monitoring and evaluation of theaftgy (hereinafter referred to as Inter-
ministerial Committee), consisting of heads of teatral public authorities, and chaired by
the First Deputy Prime Minister. The Inter-minisadérCommittee will call on meetings at

least twice a year, benefiting from the logistisabport of the Ministry of Economy and

Trade. The core duties of the Inter-ministerial @Quittee are as follows:

i) Develop and approve the agenda of activities ferrtfonitoring, evaluation and
reporting on the Strategy implementation;
i) Evaluate the progress in achieving the objectiviestargets of the Strategy based

on monitoring data;
iii) Review and approve semi-annual and annual repottsecStrategy implementation;
iv) Review proposals of implementing partners and ef Barticipation Council on
improving the monitoring and the entire procesthefStrategy implementation; and
V) Formulate recommendations to the Government to awgrthe Strategy
implementation.
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The Participation Council will support the Govermhefforts in implementing the Strategy,
by interacting as facilitator of participation df atakeholders, both governmental and non-
governmental, at central and local levels. The iépdtion Council consists of
representatives of various stakeholder groups, amtiqular, central and local public
authorities, NGOs, private sector, trade unions @wabrs. In order to improve the dialogue
with stakeholders, the central public authoritiesl wtrengthen partnerships by sectors,
including by designating, within the policy analjsmonitoring and evaluation units, of a
person responsible for participation.

In the monitoring and evaluation of the Strategyplementation, the Participation Council
will bear the following tasks:

) ensure the transparency of Strategy implementation;

(i) mobilize and facilitate the participation of cigbciety and other stakeholders in the
implementation of strategic paper;

(i)  establish a favorable environment for a ongoindodize open to participation of
stakeholders in tackling problems and challengesrgimg during implementation;

(iv)  strengthen the institutional framework for ongoingeraction between public
authorities and civil society;

(v) facilitate an independent monitoring and evaluatbrstrategy implementation and
the impact of public policies under the Strategy;

(vi)  provide for developing and implementing an effitistrategy for communication,
wide and rapid dissemination of relevant informatio partners, etc.

(vii)  review and submit recommendations for semi-annua annual reports on the
Strategy implementation; and

(viii)  prepare and submit recommendations during the unudat the Strategy Action Plan
based on official reports and independent evaloatio

The Ministry of Economy and Trade will act as aht@cal coordinator of the implementation
and monitoring process, which is carried out bytérand local public authorities. The
Ministry of Economy and Trade will have the followj tasks:

i)  coordinate the monitoring process at inter-miniatemnd inter-regional levels; and
i)  conduct a comprehensive review of the policy impattthe achievement of the
Strategy objectives at national level.

The Ministry of Economy and Trade will be respofsilior the inter-ministerial and
interregional coordination, and will fulfill the lowing duties:

i)  review and assess the current situation and ecanamai social trends;

i) ongoing monitoring of outputs and outcomes at matidevel;

iii) evaluate the progress in achieving the objectinelstargets of the Strategy;

iv) assess the impact of policies formulated in thatSgy;

v) consult central and local public authorities in fbarng, collection of data, review
and drafting of reports;

vi) design and turn in with the central and local pulluthorities the standard report
forms and requirements for the contents of semisahand annual reports;

vii) act as the Inter-ministerial Committee Secretariat;

viii) submit to the Government and Inter-ministerial Cadttem proposals and
recommendations for amending the policies and tbgoA Plan for the Strategy
implementation;

iX) prepare aggregated semi-annual and annual repotte&trategy implementation;

X)  share the monitoring results and reports with geviant stakeholders
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Within the central public authorities, monitoringlivbe done by policy analysis, monitoring
and evaluation units or — should there be none etbgr subdivisions, designated as being
responsible for monitoring, pursuant to the ordoeaaof the head of that respective authority.
Subdivisions responsible for monitoring and evaaratvill have the following main duties:

i) collect data and act as the administrator of thal#ese, required for monitoring;

i) conduct the analysis of situation and trends imsu@ their competence, which
fall within the scope of the Strategy;

iii) monitor the implementation of the action plan foe Strategy implementation and
the results of implemented policies;

iv) assess the impact of policies and actions takerarttsv achieving the set
objectives and targets;

V) formulate suggestions on how to improve the implaaigon plan and policies,
based on the outcomes of monitoring; and

Vi) draft semi-annual and annual reports

The economic divisions / units of the district, noipal councils, and TAU Gagauzia will
take care of monitoring at local level. The Monibtgr and evaluation of the Strategy
implementation at regional level will be conducteg the Ministry of Local Public
Administration, in cooperation with the National Wwil for Coordination of Regional
Development (NCCRD), created pursuant to the LaiRegional Development, with a view
to approving, promoting and coordinating the obyas of the regional development policy
at national level. Involved facilities will benefitom the relevant advisory support that the
Ministry of Economy and Trade will provide throughdhe entire process in matters relating
to data collection, selection of monitoring indwe, reviewing and drafting of reports.

The Ministry of Finance will provide the Ministryf @conomy and Trade, and other public
authorities, including the local ones — which areoived in the monitoring and evaluation
process — with the relevant consultative supporparticular, in the context of evaluating the
financial impact of policies and how those fit hetMedium-Term Expenditure Framework.
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Figure 9: Institutional framework for the monitorin g and evaluation of the National Development Stratg for 2008-2010
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2. Strategy Monitoring and Evaluation Tools

In order to monitor and evaluate the outcomes efStrategy implementation, statistical data
from both the National Bureau of Statistics and Mational Bank of Moldova will be used,
alongside the administrative data compiled by #mral public administration authorities.

The Strategy monitoring process will make use afuaber of indicators measuring the
overall outcomes of implementing the set targetetan priorities (Annex no.1). These are,
by and large, indicators measuring the most sicgnifi overall outcomes of the Strategy
implementation. At the same time, if one is to gedre detailed data about the current
situation and implementation outcomes, the respimsicentral and local public

administration authorities will use a larger set indlicators, broken down by areas of
competency for monitoring purposes. To make theallvpicture complete on the Strategy
implementation in each area, the authorities irstjoe will also use the results from studies,
reviews and national and international comparasueveys during the monitoring and
evaluation process.

The interaction with the National Bureau of Statstwill be strengthened to improve the
quality of information used by central and localbjjci administration authorities in the
Strategy implementation monitoring. An assessmeilt e conducted to reveal the
additional needs of public administration authestiin terms of measuring the outcome
indicators, to afterwards be discussed and enddogethe specialists from the National
Bureau of Statistics, and will be suggested fotusion into the statistics software. In the
medium run, some of the indicators computed byNR&onal Bureau of Statistics will be
adjusted to the Strategy requirements, while atéiiaiing an assessment of a new set of
indicators, specifically in such areas, as regiodalelopment, SME competitiveness,
research and innovation, and gender statisticgatticular, any improvement of the Strategy
monitoring and evaluation tools will target:

i)  improving the system of indicators and calculatieethodologies;

i) improving the way the statistical data are colldctabiding by international
standards, specifically the EU norms;

lii) improving the statistical research system, in paldr by eliminating statistic reports
with low information value, thus easing the infotroa burden on economic agents,
allowing for a more efficient use of human and betdgsources;

iv) improving information technologies by:

— developing the concept of an information systentlierNational Bureau of Statistics
and its gradual implementation;

— ensuring access to sources of administrative daltanging to the central and local
public administration authorities;

v) higher quality of publications, dissemination ddtgtic information and promoting a
better use of statistical information by users; and

vi) capacity building of formal statistics entities asehtral and local public authorities in
view of developing relevant statistic and admimiste information, thus ensuring an
efficient output and use of it.

3. Strategy Monitoring and Evaluation Timeframe

The monitoring and evaluation, as well as the predg®n of preliminary reports, will be
brought in line with that of other strategies amadional programs, as well as with the MTEF.

Each year, the Ministry of Economy and Trade, with support of the central and local
public administration authorities involved in theogess, will develop an Evaluation Report
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on the implementation of the National Developmemnat8gy of the Republic of Moldova for
2008-2011.

At the same time with the review of the progressmplementing the Strategy priorities,
there will be a monitoring of the Action Plan fotr&egy implementation. The given Plan
will include specific actions supporting one of tweo key conditions and five priorities of
the Strategy. Actions will be developed by the pubdministration authorities responsible
for their onwards implementation, in line with tGaiidelines for developing, evaluation and
selection of proposals for the Strategy Action PEach action will be accompanied by data
on implementation costs, indicators and targetsrfonitoring and evaluation purposes. The
annual Action Plan for the Strategy will be updatedl adjusted pursuant to the current
situation, and endorsed by the Government beforember 31.

The Ministry of Economy and Trade will follow up dhe implementation of the Strategy
Action Plan, and jointly with the respective pubéidministration authorities, will develop
semi-annual reports on the implementation of pldrations.

Findings and conclusions of semi-annual and annegdrts will lay the foundation for
further improving and annual updating of the Stygtéction Plan, contributing to the
harmonization of strategic planning with the budggeprocess (MTEF).

Each year the results of Strategy implementatidhbei debated at national forums to inform
the public at large, get feedback, suggestionsraodmmendations on how to improve the
policies and action plans in order to fulfill thdr&egy objectives and targets. These
suggestions and recommendation will be taken imwo@nt when finalizing the annual
reports on the Strategy implementation. Followihgitt finalization based on public debate
and suggestions, the Government will approve timei@reports.
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Risks Associated with National Development Strategymplementation

The implementation of the Strategy is, to a gredérd, contingent on the Government’s
capacity to fully commit to the proposed policy ada and ensure its consistent
implementation by all relevant institutions. Thepiementation of previous strategic papers,
EGPRSP and MEUAP in particular, provides eloguempeeence in terms of possible risks
that may affect the implementation of Governmeogpams.

Hence, considering the previous experience withtesgic program implementation, as well
as the recent macroeconomic trends, one could wdec¢hat the Strategy implementation is
associated with the following risks:

i) the emergence of certain external shocks that nmalareger the accomplishment of
macroeconomic objectives, also resulting in subgltine work at microeconomic level;

i) an eventual cessation or reduction in allocatiaesipusly endorsed and agreed for the
financing of certain programs and policies;

iii) poor supervision over the use of resources earrdddteaction implementation;

iv) the country’s low absorption capacity for funds erseéd under the action plan; and

V) an eventual change in policy, contrary to the mafoset under the Strategy

Besides these major risks, the Government is anfagepossible emergence of other issues
that might undermine the consistent implementatibthe National Development Strategy.
Therefore, the broad range of issues that the Gowent is trying to address through the
National Development Strategy will require the faimmitment of all stakeholders (civil
society, academia, private sector, donors, etdmpiementing and monitoring the Strategy.
The participatory process is also associated wattiam risks, such as authorities lacking
capacity to reach consensus with third partiesusiiiled actions etc., which could be
minimized by building the capacity of public autities.

The Government will bend every necessary effordvert the emergence of these risks, yet
should those occur — it will take up measures tluce the negative impact on the country, in
general, and on the population, in particular. his tvein, the Government will build its
capacity for efficient management and use of ressuto implement the Strategy actions.
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ANNEXES

ANNEX 1: Indicators for monitoring and evaluation of the National Development Strategy implementation

2007,
Monitoring indicators Source 2000 2001| 2002| 2003| 2004 2005 2006 sem!
1 | 2 3 | 4 5 6 | 7 | 8 | 9 10

Main objective: Ensure a better quality of people’dife by consolidating the basis for a robust, suatnable and inclusive economic growth

23843

GDP per capita, USD NBS 354 408 459 548 721 831 936
Share of population under the absolute NBS 67.8 54.6 40.4 29 26.5 29.1 30.2 X
poverty line, %

Prerequisite I. Ensure macroeconomic stability
Nominal GDP. million MDL NBS 16020 | 19052 22556| 27619 32032 37652 4406
GDP growth rate, % vs. previous year NBS 2.1 6.1 7.8 6.6 7.4 7.5 4 8.0

! Starting with 2006 the HBS sample was completanged. Main changes were made to: a) the samipéinte; b) improvement of the data collection tools
(questionnaires) and c) the establishment of dadhifata collection network for surveys in the absector. The new survey, unlike the old one, dm¢sise the method of
substitution of households in case of non-respdBseh practice showed that in case of refusalehtdusehold to take part in the survey, it watacesal with another
household from the back-up list, while elderly p&s or those without an occupation were most vgltm participate in the survey. As a result theas an
overrepresentation of households with elderly pesso the sample, which lead to errors in the fasimations of the survey. The substantial in@éashe number of PSU
where households are selected from for the HBSreasumuch better coverage of all the settlemertteedRepublic of Moldova. Thus, for 2006 the abs®lpoverty line

was 747 MDL, as compared with 353 MDL in 2005.
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1 2 3 4 5 6 7 8 9 10

Inflation rate (annual average), % NBS | 311 9.6 5.2 11.6 12.4 11.9 12.7 11.3
Inflation rate at the end of year, % NBS 18.4 6.3 4.4 15.7 12.5 10.0 14.1 3.9
Official exchange rate of the national 1243 | 12.87 13.57 13.94 12.3 12.¢6 13.1 12.
currency versus US dollar, annual averagg,
MDL / USD NBM
Dolarisation of deposits, % NBM 48.8 44.8 47.2 50.1 447 41.8 49.1 47.3
Total external debt as a share of GDP, % nem | 1331 1135 109.6 97.7 73.0 69.6 74.C 77.4
Public and publicly guaranteed external d 60.4 48.1 44.4 36.0 25.7 22.4 21.0 X
as a share of GDP, % MF
Foreign debt servicing in relation to the MF 30.4 48.2 21.7 18.1 24.0 9.5 10.0 6.7
fiscal revenues of the state budget, %
National public budget deficit (-) / surplus MF 25 | 06 1.7 1.0 0.2 15 -0.3 0.2
(+) as a share of GDP, %
Balance of trade with goods (FOB prices) NBM -25.7 -23.8 -25.2 -33.8 -30.0 -40.4 -47.4 -54.2
and services as a share of GDP, %
Current account balance as a share of Gl NBM -7.6 -1.8 -1.2 -6.8 -2.2 -8.1 -11.9 -21.1
%
Official foreign exchange reserves, in 2.75 2.52 2.49 2.10 2.67 2.63 2.97 2.58
months of import NBM

*|
Income of Moldovan residents working 13.8 16.4 19.4 244 21.0 30.6 35 34
abroad and transfers from abroad of wagg-  NBM
earners as a share of GDP (inputs), %

! As compared to December 2006.
% Trimestrul Il al anului 2007.

% Starting 2005, the structure of foreign debt atetudes active guarantees to adjust the keepipgiblic debt according to the legislation in effect

* Quarter | of 2007.
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1 | =2 | 3| 4| 5| 66| 7| 8| 9 | 10
Prerequisite Il. Strengthen capacities of public adhinistration
Number of civil servants at central leVéat NBS 9232 9716 12450 11706 12401 12634 13140 13203
the end of year), persons
the end of year), persons
Ratio of the number of civil servants at 1.2 1.3 1.6 15 1.6 1.6 1.7 1.8
central level to the total number of wage- NBS
earners (at the beginning of year), %
Ratio of the number of civil servants at logal 0.6 0.9 1.0 1.0 1.0 1.0 1.0 1.1
level to the total number of wage-earners|(at NBS
the beginning of year), %
Ratio of average monthly salary in public 126.9 | 136.5 142.9 117.9 109.2 1034 127)5 121.5
administration to the average nominal NBS
monthly salary in the economy, %
Priority I. Strengthen a modern democratic state, lased on the principle of rule of law

Number of recoursese to ECHR, MJ 44 253 357 441 632 621

including recoursese that were MJ 7 4 64 53 46 99 15
communicated to the Government,

including cases won by applicants MJ 1 0 0 10 13 19 20
Number of recoursese to ECHR lodged by MJ
detainees
Number of court decisions submitted for MJ 106041 116840 | 106597 | 43866 | 24499..
enforcement
including those that were not enforced MJ 32661 | 44587 41547 112689 12814

! The indicator includes the civil servants compdismder the Law on civil servants #433-XIIl from {dth 1995, with the exception of military emploge®lote that
teachers, doctors and cultural employees are raicpgervants.
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1 2 3 4 5 6 7 8 9 10
Number of recoursese to courts (civil and MJ 50674 56214 55517 5813 564( 56264 621}79 343
administrative cases) (except economic
courts)
Number of recoursese for alternative MJ
procedures
Corruption Perception Index Transparency | 2.6 3.1 2.1 2.4 2.3 2.9 3.2 X
International
Level of confidence in police, % of B f - - - 63.1 63.1 58.6 60.0
interviewed persons who do not have arometer o
. . : public opinion
confidence in police
Number of crimes related to human Prosecutor’s 91 260 382 397 468 287
trafficking office /IMIA
Number of cases of domestic violence MIA 177 85 133 100 63 39 50 13
which lead to murders and severe injures
MIA 3673 3454 3028 3204 344 2551 2121 82/
Number of minutes drafted for light injures

Priority Il. Settle the Transnistrian conflict and country reintegration

Number of persons assisted through

programmes implemented by buplic MR
authorities of the Republic of Moldova

Number of projects designed for the

rehabilitation, upgrade and development of MR

infrastructure in areas affected by the

! The index is compiled by Transparency Internaiiemethe basis of annual surveys measuring theegeigr which corruption is perceived to exist amarmuntry's public
officials and politicians. It is a composite indekawing on 12 different polls and surveys froonflédpendent institutions. The scores range fromol® with the latter
signifying a highly corrupt environment. The CPIOBOranks 163 countries. In 2005, the CPI includgfl dountries. Surveys are carried out among busipesple and
country analysts. The surveys used in the CPlwsdypes of samples, both non-resident and resident

12
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1 2 3 4 5 6 7 8 9 10
conflict
Number of projects implemented or undet
implementation for the rehabilitation,
) MR
upgrade and development of infrastructurg
in areas affected by the conflict
Priority Ill. Enhancing the competitiveness of thenational economy
Gross value added, million MDL, current NBS 14022 16773 1968¢ 2352 2751 316[16 36669 19885
prices
4071 4271 4742 5062 5633 617% 6636 1567.3
agriculture, hunting and forestry; fishing
industry 2614 3564 3901 4860 5468 5936 6327 3526.6
services 7717 9370 ( 11510] 14244 1714 20262 24699 15536.4
Population employed in economy, thousapnd NBS 1515 1499 1505 1356 1316 131p 1271 1326.1
persons
766 764 747 583 533 537 415 485.9

agriculture, hunting and forestry; fishing
industry 161 165 171 164 162 159 160 161.%
services 588 570 587 609 621 623 696 678.7
Export Of goods as a Share Of GDP’% NBM 36.6 38.2 38.7 39.9 37.9 36.5 31.3 33.4|*
Share of exports in the total amount: % NBS

CIS countries 58.6 60.9 54.4 53.6 51.0 50.5 40.3 38.4

EU countrie$ 26.3 24.9 26.6 26.7 26.8 29.7 35.0 504

other countries 1.7 3.3 5.2 4.0 8.2 8.7 8.2 10.0

! Quarter 11 of 2007.

2 |n 2000-2004 the European Union consisted of 1ft@s, in 2005-2006 — 25 countries, since 01@172 27 countries.
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1 2 3 4 5 6 7 8 9 10
Share of food exports in total amount of NBS 63.2 64.0 65.6 63.3 60.4 59.0 45.1 38.]
exports, %
Foreign direct investments (net), million NBM 1275 | 1034 84.1 73.8 148.9 198.)7 2223 70.4
USD
Foreign direct investments per capita NBM 1235 | 1514 1767 1984 2415  295]4 3586  384l6
(stock), USD
Fixed capital investments as a share of NBS 11 12.2 12.4 13.1 16 20.7 24.7 17.7
GDP, %
Ratio of the number of revealed product 58 55 61 56 52 64 62 68
non-conformities in the total number of SMS
controls
Number of approved national standards, 45 62 117 255 162 235 175 172
identical to international and European SMS
standards, annual
Number of technical regulations developgd  SSM 10 31 14
based on EU Directives, annual
Number of enterprises that took 1ISO 900C SSM 6 13 13 25 14 17 12 8
and 1SO 22000 certificates, annual
Number of reference measurement SSM 63 63 63/1 63/1 63/1 63/1 60/1 60/2
standards /national measurement standafds
of the Republic of Moldova traceable to the
international measurement standards
Credits provided by commercial banks in NBM 14.3 16.3 18.5 21.9 23.1 26.5 31.2
the economy as a share of GDP,%

! At the end of quarter | of 2007.
* Quarter | of 2007.
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1 2 3 4 5 6 7 8 9 10
Share of unfavourable credits in total 20.6 10.4 76 6.4 6.9 5.3 4.4 3.8
banking credits provided by commercial
banks in Moldova, % NBM
Real effective exchange rate, % (Dec. 2000 100 94.4 85.5 89.1 92.5 94.7 91.5 95.4
= 100%) NBM
Interest rate of credits in MDL (annual 33.29 | 28.46 23.14 19.18 20.96 18.9 18.1 18.69
average), % NBM
8.7 7.9 8.8 6.5 5.8 5.9 6.3 3.9

Interest rate spread (annual average), % NBM
Share of insurance premiums in GDP, % NCFM| 0.83 0.84 1.02 1.05 1.18 1.1 1.27 1.35
Credit portfolio of micro crediting 1.16 1.75 3.88
companies as a share of GDP, % NCFM
Credit portfolio of savings and loan 0.36 0.47 0.57 1.93
associations as a share of GDP, % NCFEM
Expenditure on research and development as 0.22 0.21 0.24 0.24 0.26 0.37 0.5 0.4]
a share of GDP,% MF
Share of expenditure for applied scientific 47.2 21.7 28.4 26.7 41.4 48.5
researches conducted by the ASM in tota

: ASM
expenditure for research and developmert,
%
Funds invested by companies in 4.6 55
implementation of domestic innovations i ASM
real sector of economy, million MDL
Patents total/implemented ASM
Exports of high-technologies as a share gf World Bank 3.05 5.46 3.23 3.71 2.70
total exports, % GDI
Length of roads, km MTRM 9378 9433 9461 9462 9464 946] 9461
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1 2 3 4 5 6 7 8 9 10

- rehabilitated

— constructed
Energy resources per capita , thousand kg NBS 0.727 | 0.683| 0.746 0.782 0.851 0.905 0.9G X
conventional units
Consumption of energy as a share of GDP, 0.165 | 0.130| 0.120 0.102 0.096 0.087 0.07 X
%, k nventional units for 1 MDL NBS

, kg conventional units fo
Share of electric power losses in total NBS 26.8 25.9 10.9 8.0 12.5 12.7 12.7 X
energy consumption, %
Volume of domestic electric energy as a 26.7 37.1 31.1 22.6 23.3 29.2 29.2 X
) NBS

share of total consumption, %
Share of investments in the transport secfor ~ MF
in the total public investments, %
Share of investments in the development |of
air and naval transport in the total public MF
transport investments,%
Number of land telephone lines per 100 MID 17.7 19.9 21.9 25.2 27.4 29.7
residents
Number of subscribers to the mobile MID 6.6 10.0 13.9 23.2 32.3 39.6
telephone network per 100 residents
Number of Personal Computers per 100 MID 2.0 3.3 8.0 12.0 16.2 21.2
residents
Number of Internet users per 100 residents ~ MID 1.5 1.8 2.6 3.4 10.3 15.3
Competitiveness Index for domestic gobds ~ NBM

— CIS countries 107.3 | 100.7 83.9 69.9 64.2 59.1 40.1 37.

! The Competitiveness Index is drown by the NBM armbrporated in the balance of payments. The ins@omputed as the ratio of exports of goods andaes of the
Republic of Moldova to the countries of the resppectegion to imports of goods and services fromdabuntries of the same region. The analyzed ciesrdre CIS, EU and

Central and Eastern Europe and other countries.
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1 2 3 4 5 6 7 8 9 10
- EU 46.3 49.7 55.3 51.7 62.8 48.7 459 46.4
— Central and Eastern Eurof)e 28.5 26.4 34.0 35.0 30.8 314 35.0 32.2
Cost of Doing 4.3 2.7 3 3 1.8 1.9
Duration of import customs procedures, Business
days Survey, WB
Duration of customs procedures for SV
imported goods, minutes
— border customs points 107|3  100Q. 839 69.964.2 59.1 40.1 37.3
— in-land customs points 107)3 100 83|19 969. 64.2 59.1 40.1 37.3
Cost of Doing 95 78 13 37 43
VAT refund received 0-100% of the Business
requested amount, (share of interviewed, |[%purvey, WB
Priority IV. Develop human resources, increasing eployment and promoting social inclusion
Net rate of enrolment in primary education, NBS 93.5 92.4 92.7 92.4 91.0 87.8 87.6 X
%, total
Gross rate of enrolment in primary NBS 99.4 99.5 99.5 99.8 97.9 96.7 94.4 X
education, % total
education, % total
Gross rate of enrolment in secondary NBS 90.2 911 92.3 92.2 92.5 93.0 90.3 X
education, % total
Net rate of enrolment in preschool NBS 38.5 42.4 52.4 58.7 63.7 68.6 68.5 X
education, %

1 In 2000-2004 the European Union consisted of 1fts, in 2005-2006 — 25 countries, since 01 @172 27 countries.
Z |n 2000-2004 the Central and Eastern Europe deasif 15 countries, in 2005-2006 — 7 countries;esi01.01.2007 - 5 countries.
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1 2 3 4 5 6 7 8 9 10
Gross rate of enrolment in preschool NBS 44.1 | 476 57.0 61.1 66.1 70.1 70.1 X
education, %
Rate of enrolment in preschool education|of  \gg 37.9 39.3 41.3 43.1 45.8 49.2 3.0
3-6 year-old children, %
Rate of enrolment in preschool educationfof  \pgg 56.8 68.8 66.5 78.8 69.1 75.6 81.7
6-7 year-old children, %
Rate of early drop-out of education among NBS - ) ) - 21.8 22.6 23.6 22.1
youth, %
Rate of enrolment in education of 15-24 34.2 35.4 37.5 38.7 40.5 42.1 42.6 X
year old persons, (gymnasium, lyceum,
secondary vocational, secondary special, NBS
higher; all types of education: day, evening
and part-time), %
Pupil/Teacher ratio in education (daytime NBS 15 15 14 14 13 13 12 X
schools, gymnasiums, lyceums)
Teaching/Non-teaching staff ratio in BNS
education (schools, gymnasiums, lyceums)
Literacy rate for 15-24 year-old persons, %o NBS 99.5
Rate of population covered by the NBS 70 75 75 77
mandatory health insurance, %

18.6 16.7 17.0 | 18.0/25.20.8/30.| /31.0 /31.0
. : : 0 0

Share of expenditures for primary care in| MH/NHIC
total health care expenditures and health
insurance fund, %
Infant mortality rate, per 1000 live born MH 18.3 16.3 14.7 14.4 12.2 12.4 11.8 129
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1 2 3 4 5 6 7 8 9 10
Under five mortality rate, per 1000 live bofn MH 23 2 20.4 18.2 17.8 15.3 15.6 14.0 15.4
NBS (based | 98.6 99.4 98.6 98.6 99.2 99.1 99.4
on data

Share of 2 year-old children vaccinated provided by
against measles, % MH)
Maternal mortality rate, per 100000 live MH 27.1 43.9 28.0 21.9 23.5 18.6 16.0 27.4
born
Share of births assisted by qualified medical ., 98 99 99 98.2
staff, %
HIV/AIDS incidence per 100,000 persons MH 4.06 5.46 4.66 4.73 6.2 8.53 9.95 -
%
HIV/AIDS incidence among 15-24 year-old MH 11.9 10.9 9.7 6.1 9.7 11.7 13.3
people per 100,000 persons
Overall incidence of active tuberculosis (der  \14 73.0 93.2 101.3 111.2 119. 130. 128.4 65.
100000 persons)
TB-associated mortality rate per 100000 MH 16.9 | 15.0 15.9 16.4 16.8 18.9 18.6
persons
Unemployment rate, ILO, %: NBS 8.5 7.3 6.8 7.9 8.1 7.3 5.6 4.2

— in urban areas NBS 15.7 13.8 12.1 12.2 11.9 11.2 9.2 59

— inrural areas NBS 3.4 2.7 3.0 4.5 5.0 4.0 5.8 2.8
Long term unemployment rate, 1LO, % NBS 60.4 S8 59.6 48.3 44.8 48.9 38.1 38.4
24 years), ILO, % NBS
population, %

! As of 2003, the HIV/AIDS incidence indicator is saly for the right banks of Nistru river.
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1 2 3 4 5 6 7 8 9 10
Distribution of social benefits (without
pensions) for consumption quintiles land[V ~ NBS
per adult equivalent (%)
—  Quintile | 8.0 13.1 13.7 19.7
—  Quintile V 37.3 24.8 24.8 23.9
Average nominal monthly salary in the NBS 4079 | 543.7 6915 890.9 11031 1319.0 1697.0 1926.0
economy, MDL
Average monthly pension (at the end of NSIH 85.1 135.8 161 210.6 325.3 383. 442 .3 532.9
year), MDL
Contributions/benefits of agricultural
workers as a share of total revenues and
. ey NSIH
expenditures of the social insurance buddet,
%
— Contributions 12.2 7.3 6.8 6.6 7.7 7.4
— Benefits 45.6 45.0 53.3 49.6 48.2 42.9
Share of population under the food poverty 52.2 38.0 26.2 15.0 14.7 16.1 4.5 X
line (total per country), % NBS
Gini coefficient by consumption 0.37 0.38 0.37 0.35 0.36 0.37 0.32 X
expenditures NBS
Extreme poverty gap, % NBS 17.6 11. 6.6 3.1 3.2 0 4 1.0 X
Extreme poverty severity, % NBS 8.2 51 2.4 1.0 1.1 15 0.4 X
Share of people below the poverty line of 34.5
4.3 USD/day at PPP (consumption NBS
expenditures per capita), %

L As of July 1.

2 poverty indicators for 2006 are not comparabléhéoones from previous years.



123

o

1 2 3 4 5 6 7 8 9 10
Share of the poorest quintile in the national  NBS 6.8 6.5 6.8 7.5 7.2 6.7 8.2
consumption, %
UN, Human | 0.679| 0.707| 0.709 0.67L 0.6¢
Development
Human Development Indéx Report
Share of mandates held by women, %: 22
NBS
Members of the Parliament
in local councils 26.5
in rayon councils 13.2
as mayors 18.0
. , 68.1
Ratio of the average women'’s salary to the
average men’s salary,%
Priority V. Regional development

Share of urban population in the total NBS
population of the region, %

North 34.8 34.9 34.7 34.9 34.8 34.¢

Centre 19.7 19.7 19.7 19.7 19.7 19.2

South 25.8 25.8 25.7 25.7 25.6 25.7

Chisinau 91.3 91.3 91.5 91.4 91.2 91.3

TAU Gagauzia 40.3 40.8 40.7 40.6 40.6 40.9

! The Human Development Index (HDI), published atiguzy the UN, ranks nations according to theiizeins' quality of life rather than strictly by atiea's traditional
economic figures. The criteria for calculating raags include life expectancy, educational attainthend adjusted real income

2 Indicators are disaggregated by development regigith the exception of Transnistria region
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1 2 6 7 8 9 10
Share of housing with sewerage, (average
per region) % NBS
North 19.1 19.3 19.5 19.7 X
- urban 65.8 65.7 65.7 65.8 X
- rural 2.5 2.7 2.9 3.1 X
Centre 14.1 14.0 14.2 14.4 X
- urban 62.0 61.8 62.7 63.1 X
- rural 4.4 4.4 4.4 4.5 X
South 19.1 20.7 21.0 21.2 X
- urban 57.5 57.7 58.1 58.2 X
- rural 9.0 11.0 11.2 11.3 X
Chisinau 89.4 89.3 89.1 88.9 X
- urban 96.9 96.9 96.9 96.7 X
- rural 15.8 16.8 18.2 19.6 X
TAU Gagauzia 26.4 26.5 26.5 27.5 X
- urban 38.9 38.7 38.9 39.0 X
- rural 19.6 19.6 19.6 21.1 X
Share of housing with water supply, NBS
(average per region) %
North 20.2 20.4 20.5 20.7 X
- urban 66.8 66.9 66.7 66.8 X
- rural 3.7 3.9 3.9 4.1 X
Centre 195 19.7 20.2 20.5 X
- urban 63.7 64.9 65.8 66.0 X
- rural 10.5 10.6 10.9 11.1 X
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1 2 3 4 5 6 7 8 9 10
South 23.4 25.1 25.6 26.1 X
- urban 58.6 58.9 59.2 594 X
- rural 14.2 16.2 16.7 17.2 X
Chisinau 94.0 94.3 94.1 94.0 X
- urban 97.5 97.5 97.5 97.4 X
- rural 59.6 63.3 63.0 63.2 X
TAU Gagauzia 26.6 26.5 26.7 27.8 X
— urban 39.3 39.1 39.4 39.6 X
- rural 19.7 19.7 19.7 21.2 X
Fixed capital investments, million MDL NBS 1759.3| 2315.1 2804.2| 3621.7| 5140.0| 7796.6| 10906.8| 4223.8
North 743.6| 883.6] 1269./1889.1| 645.0
Centre 465.9| 709.6| 1126.81579.2| 637.0
South 373.8| 559.2| 793.1 866.6 3009.
Chisinau 1889.7| 2822.2| 4289.0| 6312.1| 2195.6
TAU Gagauzia 148.7| 165.4] 318.( 259.8 58.7
Industrial outpLﬁ, million MDL NBS 8167.7| 10427)612624.1| 15963.1| 17591.1| 20770.2| 22370.7 11770.
North 3240.8| 3472.0| 4221.0| 5008.6 | 1951.5
Centre 1977.2| 2240.6| 3082.1| 3320.6| 1312.8
South 1117.5 1187.4| 1171.5| 924.5 230
Chisinau 8555.6| 9314.§ 10807.71488.0| 4867.2
TAU Gagauzia 536.8| 725.5 865.9 777.9 226.
Fixed capital investments per capita, 483.5 | 637.6| 774.1] 1002(4426.4| 2169.0| 3042.2| 1179.5
thousand MDL NBS

! Conform calculelor suplimentarari repartizarea pe zone.

2 This indicator includes the industrial output,ccééted for individual enterprises
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1 2 3 4 5 6 7 8 9 10
North 716.0( 855.5 123551844.9| 630.4
Centre 430.7| 657.2 1045091471.4| 595.1
South 675.7| 1013.21439.4| 1578.5| 564.7
Chisinau 2422.8 3618.2| 5502.2| 8096.6 | 2813.8
TAU Gagauzia 936.7| 1041.¢ 2000.0| 1629.9| 367.3
Industrial output per capita, thousand MD NBS | 2.2 2.9 3.5 4.3 4.7 5.6 6.0 2.4
North 3.1 3.4 4.1 4.9 1.9
Centre 1.8 2.1 2.9 3.1 1.2
South 2.0 2.2 2.1 1.7 0.4
Chisinau 11.0 11.9 13.9 14.7 6.2
TAU Gagauzia 3.4 4.6 5.4 4.9 1.4
Number of reporting enterprises NBS | 21423| 22962 24685| 25667 | 30355| 33141 36158 37444
North, including 3280 | 4159| 4489 4909 4972
- profit 1540 | 2161| 2401 2537 2385
- losses 1543 | 1822| 1876 2127 2225
South, including 1350 | 1662 1749 1905 1912
- profit 588 767 779 816 785
- losses 637 766 822 919 911
Centre, including 3024 | 4010, 4362 4764 4829
- profit 1266 | 1753| 1872 1983 1961
- losses 1287 | 1673| 1858 2131 2014
Chisinau, including 17323| 19672| 21640 23594 24718
- profit 6808 | 7453| 8137 8751 8544
- losses 8115 | 9403| 10373 11511 12108
TAU Gagauzia, including 690 852 901 984 1013
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1 2 3 4 5 6 7 8 9 10
- profit 281 384 400 416 421
- losses 365 423 448 507 488
Number of wage-earnétshousand: NBS 713.9| 704.5| 690.4| 667.4 667.2 6628 648.)/ 628.2
North 178.1| 170.4] 165.3 156.8 1461
Centre 131.0| 1249 1234 117.8 112)7
South 88.8 84.8 82.4 77.2 72.0
Chisinau 233.9| 243.q 250.8 257.8 2555
TAU Gagauzia 34.7 32.3 30.8 29.2 26.9
Regio.nal average monthly salary as a share NBS
of national average monthly salarys
North 80.5 80.7 814 81.9 81.3
Centre 71.6 72.8 74.3 75.2 74.6
South 73.2 72.6 70.7 704 68.6
Chisinau 138.9| 136.3 134.7 130.8 1302
TAU Gagauzia 69.6 72.6 72.3 70.7 68.8
Share of irrigated Iand'in total agricultural ALRC
land, (average per region) %
North 2.64 2.65 X
Centre 8.24 8.29 X
South 8.8 8.9 X
Chisinau 3.4 3.5 X
TAU Gagauzia 4.29 4.31 X
Share of eroded land in total land, (average
per region)% ALRC

! Economic and social units with 20 and more emmeye

2 Data per region do not include power ministries
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1 2 3 4 5 6 7 8 9 10
North 29.0§ 30.38 X
Centre 41.11 41.57 X
South 37.14 38.8 X
Chisinau 37.17 38.33 X
TAU Gagauzia 38.8 39.0 X
Iotal local public roads at the end of year \BS 6565.6| 6105.0 6137.0| 6136.7| 6138.1| 6138.1| 6138.1] X
m
including with rigid surface 5970.2| 5511.6| 5558.4| 5558.5| 5560.4| 5559.3| 5563.3 X
North, total local public roads, 2418.5 2418.4| 2418.5( 2418.5| 2418.5 X
including with rigid surface 2268.9 2268.5| 2269.1 2269.0] 2269.0 X
Centre, total local public roads, 2146.9 2146.8| 2148.1| 2148.1] 2148.1 X
including with rigid surface, 1983.6 1983.7| 1985.0[ 1984.0] 1988.0 X
South, total local public roads, 1316.4 1316.3| 1316.3| 1316.3| 1316.3 X
including with rigid surface 1101.4 1101.4| 1101.4| 1101.4| 11014 X
Chisinau, total local public roads, 32.2| 322 32.2 32.2 32.2 X
including with rigid surface 30.8) 30.8] 30.8 30.8 30.8 X
TAU Gagauzia, total local roads, 223.00 223.0| 223.0 223.0f 223.0 X
including with rigid surface 1741 174.1) 174.1| 1741 174.1 X
Waste generation, thousand tons NBS | 2226.4( 2039.8| 2753.4| 2537.2| 3142.2| 2995.4 X
North 804.0 1328.0[ 1644.4 X
Centre 373.4 545.6| 759.7 X
South 187.94 223.4| 113.3 X
Chisinau 1131.3 975.8| 447.1 X
TAU Gagauzia 40.90 694 30.9 X
Waste utilisation, thousand tons NBS |[1117.4/836.9 [1746.0| 455.01 745.1f 926.2 X
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1 2 3 4 5 6 7 8 9 1
North 157. 240.8| 325.9 X
Centre 150.9 265.3| 326.4 X
South 62.20 72.6| 1004 X
Chisinau 77.8 154.2| 166.0 X
TAU Gagauzia 6.5 12.2 7.5 X
Share of protected areas to preserve 9.9 10.1 10.3 10.5 10.6 10.7 10.8
biodiversity, % MENR
Share of people with sustainable access fo 1.96 1.96 1.96 1.96 1.96 1.9¢ 4.65
improved water sources, % NSPCPM
Share of protected areas to preserve 37.8 38.1 38.5 39.7 44 5 45 ( 46.0
biodiversity, % MENR
Share of people with access to improved 414 40.0 41.7 415 43 .4 44 ( 45.0
sanitation, % ACTD
Share of people with access to improved 31.8 324 31.1 31.7 32.9 43§ 44.0
sewerage, % NBS

... — data are missing

X - indicator is not calculated for this period
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ANNEX 2: Millenium Development Goals: revised targés and indicators

Revised Goal 1. Eradicate extreme poverty and hunge

RT1. Reduce the proportion of people whose
consumption is under $4.3 a day/person (in PPPs)e
from 34.5% in 2006 down to 29% in 2010 and 23%
2015.

RT2. Reduce the proportion of people under the
absolute poverty line from 30.2% in 2006 down to
25% in 2010 and 20% in 2015.

RI1. Proportion of people under the $4.3 a day in P
rierms (consumption expenditure per person).

"Ri2. Proportion of people under the national absoly
poverty line (absolute poverty rate).

RI3. Poverty depth index.

RI4. Proportion of the poorest quintile in national
consumption.

RT3. Reduce the proportion of people under the
extreme poverty line from 4.5% in 2006 down to 49
in 2010 and 3.5% in 2015.

RI1. Malnutrition incidence for under-5 children.
0]
RI2. Proportion of people living under the minimal
food consumption basket, expressed in energy vall
(2,282 kcal/day) (extreme poverty rate).

Revised Goal 2 Achieve universal access to general secondary etlonggrades 1-9)

RGL1. Ensure opportunities for all children to
attend general secondary education

RT1. Increase the gross enrolment rate for genera
secondary education from 94.1% in 2002 up to 959
2010 and 98% in 2015.

RT2. Increase the enrolment rate for pre-school
programs for 3-6 year-old children from 41.3% in
2002 up to 75% in 2010 and 78% in 2015, and for ¢
year-old children from 66.5% in 2002 up to 95% in
2010 and 98% in 2015, as well as reduce by less t

between disadvantaged and middle-income groups

5% the discrepancies between rural and urban areaskI5. Rate of children enrolled in the first grade with

RI1. Gross enrolment rate for general secondary
education.

RI2. School drop-out rate.
o in

RI3. Proportion of children who are enrolled in the
first grade and complete the general secondary
education cycle.

-RI4. Degree of children’s participation in pre-scho
institutions.
a

. previous participation in pre-school education
programs.

RG2. Maintain the literacy rate for the 15-24
year-old population at 99.5%

RI1. Literacy rate

Revised Goal 3. Promote gender equality and empom@men

RGL1. Increase women'’s representation in decision
making positions

RT1. Increase women’s representation in
decisionmaking positions. Increase women’s
representation at the decisionmaking level fron26.
in local councils in 2007 up to 40% in 2015, from
13.2% in raional councils in 2007 up to 25% in 201
from 18% women-mayors in 2007 up to 25% in 201
and from 22% women-Parliament members in 20054
to 30% in 2015.

RI1. Share of mandates held by women in the
Parliament.

RI2. Number of women elected to local public
administration bodies.

b RI3. Share of women'’s representation at the decis
Snaking level.

up

PP

te

e

on

RG2. Reduce gender inequality in employment.

RT2. Reduce gender inequality in employme
Reduce gender inequality on the labor market
reducing the discrepancy between salaries of wo
and men by at least 10% until 2015 (women’s ave
salary representing 68.1% of men’s salary in 2006)

RI1. Proportion of women employed in economy by
nEypes of economic activity.

m?giz. Share of the average salary of women in the
a%\énerage salary of men.
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Revised Goal 4. Reduce child mortality

RT1. Reduce infant mortality from 18.5 (per 1,000
live births) in 2006 down to 16.3 in 2010 and 1iB.2
2015.

RT3. Reduce the under-5 mortality rate from 20.7 (

15.3in 2015.

RT5. Maintain the proportion of under-2 children
vaccinated against measles at least at 96% by 201
and 2015.

1,000 live births) in 2006 down to 18.6 in 2010 an

RI1. Under-5 mortality rate.
RI2. Infant mortality rate.

RI3. Proportion of 2 year-old children vaccinated

r .
p%gamst measles.

Revised Goal 5. Im

prove maternal health

1,000 live births) in 2002 down to 15.5 in 2010 and
13.3in 2015.

RT2. Maintain the number of births assisted by

RT1. Reduce the maternal mortality rate from 28 (pdrI1. Maternal mortality rate.

RI2. Rate of births assisted by qualified medicalfst

qualified medical staff during 2010 and 2015 at 99%

Revised Goal 6. Combat HIV/AI

DS, tuberculosis anther diseases

RGL1. Stabilize the spread of HIV/AIDS by 2015
RT1. Reduce HIV/AIDS incidence per 100 thousa
population from 10 in 2006 down to 9.6 by 2010 &8n
by 2015.

RT2. Reduce HIV/AIDS incidence from 13.3 in 20(

2010 and 11 cases by 2015 in the 15-24-year
group.

RI1. HIV/AIDS incidence.

nR&l2. HIV/AIDS incidence among the 15-24-year ag
dgroup.

6

down to 11.2 cases per 100 thousand population by

age

RGL1. Have halted by 2015 and begun to reduce
tuberculosis.

RT1. Reduce the rate of mortality associated with
tuberculosis from 15.9 (per 100,000 population) in
2002 down to 15 in 2010 and 10 in 2015.

RI1. Mortality rate associated with tuberculosis.

Revised Goal 7. Ensure

environmental sustainability

RGL1. Integrate the principles of sustainable
development in country policies and programs and
reverse the loss of environmental resources.

RT1. Increase afforestation from 10.3% in 2002 up)
11% in 2006, 12.1% in 2010, and 13.2% in 2015.

RT2. Increase the share of protected areas to
preserve biological diversity from 1.96% in 2002 to
4.65% in 2010 and maintain it at 4.65% in 2015.

RI1. Share of afforested land.

RI2. Share of protected areas to preserve biodiver
to

RI3. GDP per one kg of domestically consumed

conventional fuel, MDL, current prices.

RI4. Carbon dioxide emissions from fixed and mob
stations, tons, per capita.

RI5. Emissions of chlorofluorocarbons, tons per

Sity

le

capita.




132

RT1. Increase the share of population with perman
access to safe water sources from 38.5% in 2008 U
59% in 2010 and 65% in 2015.

eRt1. Share of people with sustainable access to
pimproved water sources.

RG2. Halve by 2015 the number of people without
access to improved sewerage systems.

RT2. Increase the share of population with access
improved sewerage from 31.3% in 2002 up to 50.3
in 2010 and 65% in 2015. Increase the share of
population with access to sanitation systems from
41.7% in 2002 up to 51.3% in 2010 and 71.8% in
2015.

RI1. Share of people with access to improved
sanitation.

téR12. Share of people with access to improved
tsewerage.

Revised Goal 8. Develop a global partnership fovel®pment

RGL1. Further develop a transparent, predictable
and non-discriminatory trade and financial system
based on rules through promoting exports and
attracting investments.

RI1. High added value exports.

RI2. Imports of machinery, technologies and
equipment.

RI3. Share of international trade transactions base
free-trade agreements.

RI4. Share of trade balance deficit in GDP.

RI5. Share of foreign enterprises in the local busineg
environment.

RI6. Stock of foreign direct investments.

RI7. Turnaround of enterprises established ,de nov
with foreign capital.

RI8. Share of direct official assistance for main soc
services.

l on

SS

al

RG2. Settle the issues of land lock of the Republic
of Moldova through upgrading the transport and
customs infrastructure.

RI1. Traffic capacity of international road arteries.

RI2. Share of investments in the transport sector out

of the total public investments.

RI3. Share of investments in air and naval transpor
development.

RI4. Traffic capacity of customs points.

t

RG3.Monitor the external debt issue.

RI1. Foreign state debt.
RI2. Foreign state debt servicing in relation to the
state budget’s fiscal revenues.

RG4. Develop and implement youth strategies.

RI1. Unemployment rate among the 15-24-year ag
group.

[0}

RG5. Ensure access to major drugs at reasonable
prices to the population

RI1. Number of settlements with primary health car
institutions, but without pharmaceutical services.

[}

RG6. Build and information society.

RI1. Fixed telephony lines and subscribers of mob
networks per 100 population.
RI2. Personal computers per 100 population.

le

RI3. Internet users per 100 population.
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ANNEX 3: Poverty Measurement Note
Introduction

This note describes in detail the methodology fovgrty measurement, adopted by the National Budfau
Statistics in consultation with the Ministry of Hmamy and Trade. For a more detailed note, inclutiegnical
annexes, see the Informative Note on poverty measemt in 2006, owww.statistica.md

Previously, poverty measurement and analysis wetke btarried out by the Ministry of Economy and Tead
however, since 2006 these responsibilities wereated to the NBS, which has the responsibility atcalate
the poverty line and the main welfare indicatoreisTmethodology was revised in light of internatibbest
practices, taking into consideration national sfiegiin particular changes in the HBS.

Poverty indicators and the HBS database are tor®wéded annually to the Ministry of Economy and dea
which in turn will concentrate its efforts on potyeanalysis and provision of explanations on povéends.

Poverty measurement can be divided in three magest
1) Modelling the main welfare indicator: consumpti@yeegate for welfare analysis;
2) Determining the poverty line, and
3) Calculation of poverty indicators.
The present Note follows the above algorithm amvigles four tables.
(i) 1. Consumption aggregate for welfare analysis

Poverty in Moldova is measured using a ‘basic neagproach and uses consumption expenditure as an
indicator of life standards (see, for example, Ministry of Economy and Trade report on “Povertyldolicy
Impact”). The same approach was also applied ey World Bank, and the same broad approach is
consequently used in the present methoddfogy

However, consumption expenditure can be calculasiny different methods depending on the purpodeuaa

of the aggregate. It is important to be awarehaf difference between the consumption aggregatieof
national accounts and the one used for welfareyaisal Indeed, when using consumption expenditare f
poverty measurement the objective is to make intersehold comparisons, which requires the following
adjustments:

1) For items which are purchased infrequently, butenmften than once a year, data collected through
the appropriate retrospective module shall be usedexample, apparel expenditure is both recorded
during the month of the interview (in the houdehdidry), as well as the six months preceding the
interview. The six month retrospective expendisieuld be used and adjusted on a monthly basis;

2) Expenses for items generally purchased within waisrlonger than one year (namely durable items)
shall be exclude from the consumption aggregatpo#sible, include the annual consumption flow
derived from the use of durable items;

3) Rental costs shall be excluded, or otherwise ireltice attributed rent of the dwelling for all
households;

4) Adjust services-related expenditure, taking intcoamt the compensations received by the households;

5) Adjust for price differences over time and acrogferent regions of the country (namely urban and
rural areas);

6) Household expenditure shall be calculated at thesétaold level to determine individual consumption
level.

®1 The estimation obasic needs cost is one of the objective approanh@sverty measurement. Objective approaches try
to determine the poverty threshold by taking imtocaint normative criteria, which guarantee the eghinent of some basic
requirements. These approaches differ in termé@ftiegree of normative criteria used in determifiagic needs. There
are also subjective approaches to poverty measutefieese do not imply the identification of sonigeative minimum
living standards, but consider people’s perceptibthe minimum income levels (minimum spending animum social
needs) necessary to conduct a decent life.
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1. Expenditure adjustment for items purchased infugently

Households were asked to recall their expenditaréhe first interview for a number of itefis(clothes,
footwear, textile items, seasonal expenditure fditias, education, etc.). This information waarnsformed in
monthly figures and factored in the consumptionraggte. Whereas, there are cases when househeoids ca
indicate expenditure for the same goods both inhbesehold register and the retrospective moduig; o
expenditure recorded in the module was used.

2. Durable items and imputed rents

Both the computation of the consumption flow froorable items and the calculation of imputed rent®ive
certain difficulties related to the complex caldida of these indicators. In particular, giventthize housing
rental market is basically inexistent in rural areaf the country, estimates appear to be very rarit
Therefore, both expenditure for durable items awtua rent payments have been excluded from the
consumption aggregate.

3. Compensations

Since August 2006 households connected to cerdisakreceived a subsidy for gas consumption equitéden
50% of the price increase in gas for the first @bic metres of consumption (the Government paidatly the
utility companies, whereas households saw theis béduced). However, those households which osted
gas paid the full price. Similarly, municipalitipsoviding central heating also introduced a conspéon. In
Chisinau, households paid only half of the certiegdting bill. These price distortions were corddb account
for the actual benefit that the household received.

4. Price difference adjustment

Nominal expenditure has been adjusted againsttimfleand regional price differences through the seha
price index, constructed using data collected i shrvey, as well as data from the official Consumece
Index. The index is modelled at the level of priynaampling unit for each month, and implies a tiaml
region-based price difference.

5. Equivalence scale

In adjusting household expenditure to individuapenxditure it is important to take into considenatitne
different needs of household members. It is nattraexpect that there are economies of size thakem
consumption ‘cheaper’ for large households, andestguasi public goods’, whose costs tend to be genjlar
regardless of the number of members in the houdefsoich goods are generally durable items and hgusi
related services). For instance, heating costaffoapartment of a fixed size are the same regardé the
number of people living in it. Therefore, simplgjasting household expenditure to the number ofskbald
members is inappropriate. Although these argumargswidely accepted, it is more complicated to ldisth
what should be the parameters used in making doadjastments. For international comparisons inCOE
countries there are some established equivaleralessand such scales have been adopted also Yertpo
analysis in Moldov&. These scales take into account both the ecomsonfisize, as well as different needs of
children and adults. The same scales were ustbe ipast by the Ministry of Economy and Trade.

[I. Determining the poverty line

If the 2006 HBS data was comparable with previolBSHdata (see the “Informative note on the 2006
Household Budget Survey”, available on the NBS tebswww.statistica.me for explanations on
comparability issues), we could have used the pgpvere computed in 2005 and simply adjust it tflation.
However, since we have a new dataset which is ulbt Eomparable with the previous one, it is esisrid
compute a new poverty line, which would corresptmthe collected data.

The method used to determine the poverty line é ‘tost of basic needs’ methodology, which is wydel
recognised and used in many countries (see Ravallio(1998): “Poverty lines in theory and practiceSMS
Working Paper 133). This methodology should idgrdi poverty line that is linked to a notion of ‘mrinum
necessity” consistent with the standards existmyyloldova. This approach identifies the consumptiondle
believed to be adequate for basic consumption neasisd on nutritional requirements. In particueGording
to this methodology, the poverty line is calculatedwo stages: 1) first we estimate the food congmt and 2)
the non-food component is calculated based ondbieaf meeting food requirements.

52 Trials were performed in previous HBS surveys ntify appropriate recall periods.

%70 be precise we use the old OECD scales: 1 fofirdtehousehold member, 0.7 for any other adult @&dfor children
less than 15 years of age. The modified and ctiyrapplied scales in OECD countries are respedti¢eD.5 and 0.3.
However, old equivalence scales do adapt betterttimmodified ones to the situation of Moldovagcsi food consumption
still accounts for a relatively high share of tatahsumption.
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The food component of the poverty lineis based on the need to meet certain minimum tiaurtal
requirements. The Academy of Sciences provides ses@mmmendations on what should be the caloridénta
for people of different age, sex and type of perfed activity. These calorie-intake levels wereduseset a
minimum per capita averagerequirement of 2282 calories per day (this was rdguirement used by the
Ministry of Economy and Trade in previous calcudas). However, if instead of considering averagegapita
requirement we consider the avergme adult equivalent requirement, the minimum calorie requirement per
adult equivalent would be 3004 calories per day.

Recommended daily calorie intake (Kcal)

Minimum calorie intake Population breakdown Calories

age group male female male female

0 593 0.01 5
1-6 1536 0.07 107
7-16 2201 0.18 390
17-54 2721 2334 0.24 0.27 1276
55-59 2721 2042 0.03 0.03 143
60+ 2042 0.18 362
Owerall 1 2282

Source: Academy of Sciences and 2006 HBS.

However, calories intake per person is not a goitefor people’s welfare assesment, instead sudtitional
requirements are used to set the minimum expemrditobat would allow people to reach the respective
nutritional intake. In other words what is reletanthe cost of buying such calories. It wouldoabe possible

to follow further the recommendations of the AcagleshSciences and consider the recommended foodl&un
that people should consume in order to guaranteenttnimum calorie intake, although such normative
approach is often too different from actual constionphabits. Indeed, an infinite variety of fooddkets,
differing in price, could be consistent with atiaimp a certain level of calories, but choosing whitgms to
include in the basket would be extremely arbitrary.

Therefore, we use the HBS data and include alltéms consumed in the food basket by a specifiafation
group. Their relative weights are also based omahcionsumption patterns observed in the data.

We consider the reference population to be the ldaeer of the distributionfrom the second to the fourth
deciles In fact, focusing on the population locatedts tower end of the welfare distribution, we arereno
likely to reflect the preferences of the poor adl a® the costs/prices they must bear.

HBS data contains information on both quantity aodt of about 100 different food items, thus makiing
possible to calculate the implicit prices by diwigicosts to quantity. Quantities consumed werel use
compute the per capita average food basket (tot@htities consumed by the reference population heen
divided by the respective population) and the adstuch basket was obtained by multiplying quaasitivith
median implicit prices observed in the referencpytation (as recommended by Bidani B. and Ravalltn
(1994): How robust is a poverty profileThe World Bank Economic Reviewol. 8, No. 1, pp. 75-102).
Afterwards, caloric conversion factors were usedramsform the identified food bundle into caloinéake™.
Cost and calorie intake were then adjusted to nteetper adult equivalent requirement implicit ireth
recommendations of table 3.1.

Theextreme poverty line was 404 Lei per montlper adult equivalent. Table 3.2 shows the comipwsdf the
food basket that ensures the minimum per capitarieaintake as well as the cost of this basketctvlin fact
represents the extreme poverty fihe

Composition of extreme poverty line (value and cahies of the minimum per adult food basket
equivalent)

54 Alcoholic drinks and tobacco as well as meals gtaerants were excluded from this calculation,expienditure for food
consumed outside of home was later included as dapdnditure that can provide the required calotizke.
% A more detailed table with all the food items isyided in the statistical annex.
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guantities calories expenditure
Monthly Calories % Lei per
(Kg, Lt) per day calories month %
Cereals and cereal-based products 154 1510 50.3 78 19.2
Meat and meat products 2.8 182 6.1 92 22.6
Fish 1.0 22 0.7 18 4.5
Milk and milk products 4.5 150 5.0 43 10.6
Eggs 0.3 6 0.2 2 0.5
Fats and oils 18.9 473 15.7 39 9.7
Fruits 1.9 94 3.1 14 3.5
Vegetables 18.6 324 10.8 86 21.4
Sugar and sugar products 1.7 201 6.7 23 5.6
Seasonings, coffee, tea and beverages 21.9 42 1.4 10 2.4
Total 3004 100.0 404 100.0

The costs for meeting nutritional needs alone caepastitute the poverty line since it would ignaher
fundamental basic needs: being healthy and alppartiicipate in society requires spending on shetfiething,
health care, recreation, etc. This is why it iseedial to consider a non-food component in deteingi the
poverty line. However, identifying the non-fooérits to be included in the minimum consumption biaake
their amount is generally a controversial issuee @ay to avoid the appreciation of the non-foeuns is to
link the non-food component with the normative jodmt involved in the extreme poverty line. Theatage
of this method is that the non-food component camdsed on the actual consumption behaviour dieserece
group and not by a pre-determined non-food andEs\bundle.

Common practice is to determine the absolute ppvine by dividing the extreme poverty line to the
proportion of total consumption devoted to food emghiture by those households that spend for food
consumption an amount approximately equivalenthto éxtreme poverty line. The argument is thathése
households do not spend more on food consumptias,because also the non-food expenditure mustrnbe
essential part of their consumption.

A more strict approach is to consider the food shafr households, whose total expenditure is ecquahé
extreme poverty line, arguing that in such caselgesubstitute basic food needs in order to saiefpe non-
food needs. This second approach was used inasiehy the Ministry of Economy and Trade and wél b
applied in the present methodolgoy by the NBS.

We used the non-parametric method proposed by Ravdl998 already quoted) to compute the relevant
multiplier (the inverse of the food share expen@ilu The method requires computitite mean multiplier
among households whose total expenditure lies witha close interval of the extreme poverty line

The method is the following: it calculates the aggr multiplier among households whose expenditares
between plus and minus one percent of the extreaverfy line, plus and minus two percent, three @et,cup
to ten percent, and then it takes the averageeofeth mean multipliers. Such method identifiesudtiplier of
1.85, equivalent to a food share of 54%. Therefloe®verall poverty line is747 Lei per month

The calculation of the poverty line has been cotetlién per adult equivalent terms, but it can also be
expressed in per capita terms. Per capita poviey would be respectively 310 and 574 for theewe
poverty line and the absolute poverty fihe However, we need to remember that per capitaumregoverty
lines are more relevant for households of averameand composition, whereas they tend to undenasti the
poverty line for small households and to overedtiribe needs of large households. For instanceavbmge
calorie intake is lower than the actual requirerséntthe case of an adult, whereas it is overestichéor those
households with many children since individual c@oequirements vary by age and sex. Therefaeapult
equivalent adjustments provide a better assessoh@ebple’s needs.

Using the OECD equivalence scales it is possiblexigress household size as a number of ‘equivaléunlit
members’. For instance, a household of four mesmbede up of a husband, a wife and two childremade
of 2.7 equivalent members (1+0.7+2*0.5). Tablesh8ws poverty lines for different household meraksard
provides some examples of overall poverty lineshfmuseholds with different compositions.

Poverty lines in 2006 (Lei per month, at Januay 2@prices)

& Considering these lines and per capita consumpdiceid would generate approximately the same poveegsures, but a
different poverty profile.
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Extreme Member
poverty line  Poverty line equivalent size

One adult 404 747 1
Other adult 283 523 0.7
Child (<15) 202 374 0.5
Average per capita 310 574

Examples

Two adult household 687 1270 1.7
Two adults and one child 889 1643 2.2
Four adult household 1252 2316 3.1
Two adults and two children 1091 2017 2.7

[ll. Calculation of poverty indicators

The poverty line is an instrument of poverty meament, and is used to determine the poor categasiegell
as various poverty measures. People’s povertystaudged on whether they have the means thalowave
allowed them to consume the minimum consumptiotkétasTherefore, poor people are considered thdse w
who, regardless of how they spend their money, lsamsumption expenditure below the poverty line.

A set of poverty measurements often used in theisied literature are those proposed by FostezeGand
Thorbecke (1984J. This set of measures is summarized by the foligviormula:

q _ a
p,=ny[Zh
i\ Z

wherea is a positive numbeg, - the poverty liney - consumptionj — individual persons; - total number of
individual persons, ang - number of individuals with consumption below ti@verty line.
The most common poverty measures are three, whéakes the value of zero, one or two. Whetd, we get
the poverty rate, or the percentage of populatibnsg consumption is below the poverty line. Thithe most
widely used poverty indicator, mainly because iteégy simple to understand and easy to interprstwever, it
has some limitations. It does not take into accénant close or far the consumption levels of therpare with
respect to the poverty line or the distribution agthe poor.
The poverty deptho=1) is the average consumption deficit of the papah relative to the poverty line. The
greater the deficit, the deeper the poverty, tloeeanting for the limitations of poverty rates.
The severity of povertyo=2) represents the distribution of consumption agnttve poor, thus transfers among
the poor will not affect the poverty rate or poyetepth.
Note: Only the aggregate use of these three indiaroffer an adequate description of poverty atidfy two
famous axioms of poverty measurement (Sen 1976):
1. even if the number of poor is the same, but therewelfare reduction in one poor household, aitatdr
of poverty should reflect an increase of povertyis(tincrease would be captured by the poverty depth
index);

2. even if the average welfare of the poor is the saftlere is a transfer from one poor householdrtother
poor household, relatively better off, a measurpaderty should reflect an increase of povertys(thiould
be captured by an increase of the severity of ggyer

Furthermore, these poverty measures satisfy twoverdant features necessary for aggregation and
decomposition. In fact, it is possible to genertdite absolute poverty indicators by summing up izl
poverty indicators, therefore it is possible to @epose these indicators for various subgroups pliladion

and obtaining the overall indicator by aggregating poverty indicators of the subgroups under aaly-or
instance, it is possible to compute the povertytldép different areas of the country (North, Soatid Centre)
and the sum of these weighted indicators will bea¢tp the poverty depth for Moldova.

" Foster J, Greer J., and Thorbecke E. (1984): 4sbf decomposable poverty measurEsgnometrica
Vol. 52, pp. 761-765.
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Table 4.3 displays the poverty indicators for 2Q@&ing into account the extreme and absolute ppliees.
Poverty indicators, 2006

Absolute poverty Extreme poverty

Poverty rate  Poverty  Severity of |Poverty rate Poverty  Severity
(PO) depth (P1) poverty (P2) (PO) depth (P1) of poverty

Cities 20.6 5.6 2.2 35 0.8 0.3
Towns 30.1 7.9 3.1 5.0 1.2 0.5
Villages 34.1 8.8 3.3 4.7 1.1 0.4
Total 30.2 7.9 3.0 4.5 1.0 0.4

To determine the extent to which poverty measurésnare sensitive to the level of poverty line, weduced
the cumulative distribution function of monthly camption per equivalent adult (see figure). Foriemn
consumption level on the horizontal axis, the cunagicates the percent of the population with anadar
lower level of consumption on the vertical axisotfe thinks of the chosen consumption level agptheerty
line, the curve will show the associated povertie réheadcount), and hence it can be seen as artgove
incidence curve”. It is then simple to assess havehmthe poverty rate will change when the poveirig is
shifted upwards or downwards. The vertical lineshia figure represent the value of the extreme pipJme
and the absolute poverty line. The steeper isciimee where the poverty line intersects the curnudat
distribution function the more sensitive are poyeneasurements to the level of the poverty line.

Cumulative distribution consumption function and poverty line, 2006

T T T
(0] 1000 2000 3000
Real per adult equivalent consumption - Lei per month
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ANNEX 4: Forecast of Macroeconomic Indicators for 208-2010 (basic scenario)

2003 | 2004 | 2005] 2006 2007 200B 2009 20010
Indicators M.U. De facto Eastggw Forecasted

Nominal Gross I\EIIZ;]L 27.6 32.0 37.7 44.1 50.0 56.4 62.V 68\5
domestic product

VS. previous yearin % 106.6 | 107.4| 107.9 1040 105 106 105 105
comparable prices
Consumer Price
Index

annual average % 1116 11204 1119 11p.7 110.609.31] 107.5| 105.5

end of year % 115.7 112.6 110{0 114.1 110.0 (Q.08.107.0 105.0
Foreign trade
Export md”s'%” 790 | 985 | 1091| 1052 1250 1440 1595 1755

VS. previous year % 122.y  124j7  11Q.8 96.4 119 15 1 111 110
Import mL'J”S'%” 1402 | 1769 | 2292| 2693 315 3620 3990 43P0

VS. previous year % 1351 126j]1 129.6 11}.5 117 115 110 108
Trade balance md”s'%” 612 | -784 | -1201| -1641] -1900 -2180 -2395 -2565
Industrial Production I\EIJIISL 16.0 17.6 20.8 22.2 25.3 27.6 29.5 31|16
in current prices

VS. préevious year in % 115.6| 108.2| 107| 931 1085 107|/5 1075 107
comparable prices
Agricultural bin. 4 L
Production in current MDL 10.4 11.8 12.7 13.7 12.8 14. 15.6 16,3
prices

VS. previous year in % 86.4 | 120.8| 100.8 98.9 91 115 104 103
comparable prices
Fixed capital I\EIISL 3.6 5.1 7.8 10.9 13.5 15.4 18.¢ 206
investments

VS. previous year in % 107 108 121 123 115 112 111 11D
comparable prices
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Executed Approved Estimated
2004 2005| 200§ 2007 2008 2009 2010
1 2 3 4 5 6 7 8
A. Revenues, total 35.3 38.6| 40.5 416 41.4 40.4 39.9
Revenues, total, no grants 35.0] 37.4| 39.8 39.8] 39.3| 39.8| 394
Revenues, total (no grants, transfers,
funds and special proceeds) 31.7| 34.1| 364 37.2( 37.0, 378| 375
except for SSIB and MHIF 22.9| 25.0 26.9 26.Y 25f[7 260 23.5
1. Current revenues 35.0f 37.4] 39.9 39.8 393 398 394
1.1 Tax revenues 2941 31.2] 334 34.6 34.5 35.2 35.0
1.1.1 Direct taxes 14.3| 14.0f 15 15% 14.9 15.2 15.2
except forSSIB and MHIF 5.6 5.1 5.5 5.1 3.5 3.4 3)2
1.1.1.1 Income tax for entreprenelr 24 21 2.4 24 0.8 0.7 0.7
activity
1.1.1.2 Income tax for natural 25 2.3 2.6 24 23 2.3 2.2
persons
1.1.1.3 Land tax 0.6 0.5 0.4 04 04 0.3 0.3
1.1.1.4 Real estate tax 0.1 0.1 0.1 0.1 0.1 0.1 0.1
1.1.1.5 Insurance premiums MHIF 1.0 1.1 1.2 19 21 2.4 25
1.1.1.6 Contributions to SSIB 7.7 7.8 8.3 89 93 9.4 9.4
1.1.2 Indirect taxes 151 17.2] 184 19.1 19.6 20.0 19.9
1.1.2.1 VAT 10.7 12.3] 14.1 14.9 15.6 16.2 16.2
1.1.2.1.1 levied on the territofy 4.5 4.2 4.7 44 53 55 55
the republic
1.1.2.1.2 refunded -3.1 -2.7 -2.5 24 -2.6 -2.3 -2.3
1.1.2.1.3 levied by customs 9.3 10.8| 11.8 12.4 12.9 13.0 12.9
1.1.2.2 Excise tax 2.8 3.1 2.4 24 24 2.4 2.3
1.1.2.2.1 levied 3.2 34 2.6 29 26 2.6 2.5
1.1.2.2.2 refunded -0.3 -0.3| -0.2 -0.3 -0.2 -0.2 -0.2
1.1.2.3 Taxes on foreign trade 1.5 1.8 1.9 19 16 1.4 1.4
1.2 Non-tax Revenues 2.3 2.8 3.0 29 2.6 2.6 2.5
1.2.1 Net revenue of the National Bank 0.0 05 04 0.3 0.0 0.3 0.3
1.2.2 Other revenues of the state budget 1.2 13 1.7 1.7 19 1.7 1.7
1.2.3 Other revenues of UAT budgets 1.0 09| 09 04 0.6 0.5 0.5
1.2.4 Other revenues -SSIB 0.1 0.1 0.1 04 0.0 0.0 0.0
1.2.5 Other revenues - MHIF 0.0 0.0 0.1 0.0 0.0 0.0 0.0
1.3 Special funds and proceeds 3.2 3.3 3.4 24 23 2.0 1.9
1.3.1. Special funds 0.3 0.4 0.5 03 03 0.3 0.3
1.3.2. Special proceeds 2.9 29 2.9 23 20 1.7 1.6
2. Grants 04| 1.2| 0.7 1.8 2.1 0.6 0.5
2.1 Budget support grants 0.1f 0.8| 0.1 1.1 1.3 0.2 0.2
2.2 Grants for externally-funded projects 0.3| 0.5| 0.6 0.7] 08| 04| 04
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0.0f 0.0 0.0 0.0
B. Expenditures, total 35.1| 37.0| 40.8 421 419| 40.9| 404
Expenditures, except for net lending 35.3| 37.2] 40.¢ 42.3 420 41 40.
Expenditures, except for state debt 32.7| 35.8] 39.9 40.9 40)7 39 39.
servicing
1. General state services 2.3 2.4 2.4 28 24 2.3 2.1
of which Customs Service 0.4 0.4 0.3 0.4 0.5 0. 0
2. External activity 0.5 0.7 0.5 04 05 0.4 0.4
3. Justice system and constitutional 0.3 0.3 0.4 04 05 0.4 0.5
justice
4. Maintaining public order, defence and 2.5 24, 27 29 26 2.8 2.8
state security
National defence 0.4 0.4 0.5 04 05 0.5 0.5
Maintaining public order and state 2.0 2.0 2.2 28 21 2.3 2.2
security
5. Social expenditures 22.0| 23.4 254 27.6 28.7 28.0 28.1
Education 6.8 7.2 8.2 83 8.7 7.9 7.7
Culture, art, sports and youth actions 0.8 0.8 11 09 0.9 0.9 0.8
Healthcare 4.2 4.2 4.8 54 58 6.1 6.0
Social assistance and insurance 10.2| 11.3] 11.7 12.8 13.2 13.1 13.5
6. Science and innovation * 0.3 0.4 0.5 0.4 0.7 0.5 0.5
7. Economic expenditures 4.2 5.2 6.2 54 4.9 4.5 4.2
Agriculture, forestry, pisciculture and 0.8 15 15 171 15 13 15
water management
including the Fund for the establishment 0.1 0.2 0.1 0.4 0.2 0. 0
of wine plantations
Industry and constructions 0.1 0.1 0.1 0.1 01 0.1 0.1
Transportation, road management, 0.6 0.6 1.2 1. 1.3 1.4 1.2
communications and information technolog)
including Road Fund 0.4 0.4 0.4 0.4 0.4 0. 0
Utilities and housing 1.6 1.8 2.3 1. 1.3 1.3 1.1
Fuel and energy sector 0.7 0.9 0.9 01 04 0.2 0.1
Other economic activity related services 0.4 0.3 0.2 03 0.3 0.2 0.1
8. Environmental protection and hydro- 02} 01 02 03 02 0.2 0.2
meteorology
9. Public debt servicing 2.4 1.2 1.0 13 11 11 0.9
- domestic 1.2 0.5 0.4 0.4 0.8 0.6 0.5
- foreign 1.2 0.7 0.5 084 03 0.5 0.4
10. Other areas 0.7 0.8 1.2 0.q 04 0.7 0.9
Supplementing state reserves 0.2 0.2 0.2 0.1 01 0.1 0.1
Expenditures not distributed to main 0.5 0.7 1.1 04 0.3 0.6 0.9
groups of expenditure
11. Net lending -0.2 -0.1| -0.1 -0.3 -0.1 -0.1 -0.1
C. General balance (deficit - ; surplus +) 0.2 1.5 -0.3 -0.5[ -0.5 -0.5 -0.5
D. Primary (cash) surplus 2.6 2.8 0.1 0.8 0.7 0.6 0.4
D. Public sector financing -02| -15] 03 04 05 0. 0
Net internal 2.6 0.4 0.1 0.1 0.1 0. 0
NBM 19| -03| -0.3 -0.§ -0.2 -0.2 -0.2
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Net commercial banks 0.8 0.7 0.4 04 0.3 0.2 0.1
Direct lending 0.2 0.1 0.2 0.4 0.0 0.0 0.0
State securities 0.6 0.5 0.3 04 0.3 0.2 0.1
Net non-banking -0.1 0.1 0.0 04 0.0 0.0 0.0
Net external -1.9 -0.1 -0.5 0.7 0.6 0.6 0J0
Disbursements 0.9 0.9 0.9 14 14 1.7 0.9
to investment projects 0.9 0.9 0.9 13 1.2 15 0.9
budget support 0.0 0.0 0.0 03 0.2 0.2 0.0
Amortization 2.7 1.0 15 1.4 0.8 1.1 0.9
Funds from selling and privatizing 0.3 0.5 0.9 0.4 0.2 0.p 0J2
public property
Privatization according to individual 0.1 0.0 0.0 0 0.0 0.0 0.0
projects
Other revenues from privatization and 0.2 0.5 0.9 04 0.2 0.2 0.2
sale
Changes in account balances 1.2 23| 0.2 0.7 -04 0.2 -0.4

* Expenditures for science and innovation will be ated annually in the State Budget Law to reach the
following shares of GDP: 0.7% in 2008, 0.8% in 2088d 0.9 in 2010.

Source: MTEF (2008-2010), except for 2008, the s®wf which is the draft state budget for 2008.
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ANNEX 6: Participation in the Design of the Nationd Development Strategy

Due to the importance of the National Developmemat&gy — a medium-term strategic
planning document, and to the participation expege of the stakeholders in the
development and completion of other documents itaporfor the whole society, the
Participation Council developed and approved theat&gy Development Participation
Concept.

1. OBJECTIVES AND PRINCIPLES OF THE PARTICIPATION P ROCESS

The Government of the Republic of Moldova and tivil society established the following
objectives in the process of Strategy development:

1) reaching an agreement on the country’s developipeatities for the immediately
following period;

2) ownership by the whole society regarding the meeliemm objectives and priorities
of the country’s development through an open amdicoous dialogue;

3) permanent and timely notification of stakeholddmsw the document development
progress;

4) establishment of participatory conditions for atikeholders during document
completion for increased cohesiveness within tlogesp

While implementing these objectives, the Governnwrnthe Republic of Moldova and the
civil society were guided by the following prinogs:

1) Transparencyof all document development stages — the syakem®ldill have the
possibility to monitor and/or participate in theppdas development;

3.1.1.1. Institutional and informational accessibility- the stakeholders will have
access to the institutions, commissions, workg sanpcharge of document development.
The public authorities will provide to stakehold@énformation of public interest (draft
laws, strategies, analysis reports, statistica,d&t.).

3.1.1.2. Equidistance / Impatrtiality— all participants in the process will benefit
from equal, non-discriminatory treatment, observihg@ right to opinion, access to
information, etc.

3.1.1.3. Responsibility The Government, together with the civil sociew] show
maximum responsibility for the decisions takenjatt and recommendations, as well as
for the quality of performed work.

3.1.1.4. Continuity. The joint actions of the Government and civil sbgiwill
ensure the continuity of the initial reforms andllwsontribute to their efficient
implementation.

2. INSTITUTIONAL FRAMEWORK

Given the experience acquired in the developmerd amplementation of EGPRSP
(Economic Growth and Poverty Reduction StrategyePajpand MEUAP (Moldova-EU
Action Plan), the establishment of the Participati©ouncil was proposed to ensure the
continuity and guarantee the observance of priasiptentioned above.

Thus, the Government Resolution No. 1495, of 12@86 provides that ,the Participation
Council shall ensure the involvement of the ciwkiety in the process of development,
monitoring and evaluation of the National Developingtrategy of the Republic of Moldova
for 2008-2011. In order to improve the dialoguehwihe stakeholders, the central public
authorities will strengthen partnership by areassluding by appointing within policy

analysis, monitoring and evaluation units a petisocharge of participation”. The Council is
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composed of representatives of the Government,ideresy, Parliament, civil society,
academia, business environment, and developmetmigpsr

3. STAGES OF THE PARTICIPATION PROCESS

The participation of stakeholders in the proces®bfS development was structured under
two distinct stages.

Stage |. Identification and coordination of prirorities and overall vision of the Strategy
with stakeholders (June 26 - July 30).

The aim of the first stage was to collect the dbntions of stakeholders to the draft NDS
(strategy document) through:

1) Organizing the launching event — NDS National Fgrum

2) Organizing 15 public discussions at national lewel order to identify the
stakeholders’ understanding of the strategic visiomedium-term development
priorities and the primary conditions for the reation of the Strategy;

3) Organization of 9 public discussions at regionakleinvolving the stakeholders, in
order to emphasize their understanding of the piesrproposed for the national level
and ensure the linkage to the regional problemspaiodities.

The 25 public discussions involved the participatiof representatives of CPA, LPA,
acedemia, private sector, NGOs, mass media, dawelgoippartners, embassies, other public
institutions, altogether accounting for 1,486 mapants. The highest level of activity was
manifested by NGOs operating in relevant fields %27 followed by central public
administration authorities — 24.6%, local publicmadistration authorities — 12.4%,
development partners — 11.3%, various public imsths — 7.8%, private sector
representatives — 6.8%, mass media — 4.6%, academi&%, and representatives of the
legislative authority — 1%.

Of the 25 public discussions organized during e July 30, 2007, 11 events took place
in the country (the towns of Basarabeasca, Flgr&stidanesti, Rezina, Comrat, Ungheni,
Cahul, Balti, Causeni, Nisporeni and Criuleni). Agyamately 485 persons from 27 districts
of the country participated in the regional puldiscussions.

During the first stage, the NDS strategy documesnelited of a significant number of

comments and recommendations, altogether 82 catitits®, from NGOs, development

partners, academia, private sector, and citizeritee @egree of particularization and
consistency of the recommendations is heterogenesarse of these having a general
character, others referring to particular provisiofiom the draft document. All the

contributions were placed on the official sievw.pnd.md thus each stakeholder can
visualize his/her own contribution, as well as twatributions sent by other stakeholders.
The Ministry of Economy and Trade, jointly with tihelevant central public administration
authorities, analyzed the contributions receivedinguthe first stage and will submit a
detailed report, specifying the accepted proposald providing arguments for non-
acceptance of others.

Communication in the process of NDS development wdsey element for ensuring the
participation of stakeholders. Therefore, the comication strategy for the NDS

% Contributions — written comments and/or proposadgrding the draft NDS were received by the Miwgisf
Economy and Trade and to the Secretariat of th&échetion Council following the public discussioasd
dissemination of the draft document.
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development was designed and approved by the mmt@sterial Committee and the
Participation Council. The objectives of the stgatare:

- Promotion of the Strategy as the leading mediumn-tgrategic document;
- Increasing the interest towards the Strategy aisthtathe level of awareness;

- Encouraging the debate process and creating ararkdor an efficient dialogue
between the stakeholders;

- Ensuring the collection of proposals through comimation within the process
of NDS development.

The public discussions form the first stage of Hi2S were continuously monitored by the
mass media through press-releases, publicationtiofes and interviews with civil servants
responsible for document development and indepéredgrerts. In the context of the above-
mentioned strategy, the identity of the NDS wa®eined by organizing a qualitative study
and developing the websievw.pnd.md

Stage Il. Development and consultation of the NDS dion Plan (September —
November, 2007)”

The aim of the second stage was to collect theriboions to the draft action plan, the
analysis of these, ways of stakeholder participaitiothe implementation of the Strategy. In
this vein, the following actions were proposed:

1) Organization of the process of consultation of asltalders on the draft NDS action
plan under 7Committees for evaluation and selection of propasaéntitied to
provide recommendations on the proposals presebtedine ministries. The
committees were created in line with the numbepradrities and prerequisites.

2) Organization and realization of public discussiah®oth national and regional level
for the discussion of the draft action plan in vietvimplementing the following
primary conditions and priorities: i) Macroeconomistability; i) Public
administration capacity building; iii) Consolidatioof a modern democratic state
based on the rule of law; iv) Regulation of thenBmistrian conflict and reintegration
of the country; v) Increasing the competitivenedsttee national economy; vi)
Development of human resources, reducing the urgmnt rate and promotion of
social integration; and vii) Regional development.

3) Organization of a public debate on the initiatieadjusting the indicators of the
Millennium Development Goals and setting (revisinbg intermediate and final
targets, involving the active participation of aeada, development partners and civil
society.

4) Organization of the summary event of the processN&IS development and
completion at national level, involving the actiparticipation of stakeholders and
decision makers.

In order to ensure the participation of the repnéstéves of civil society in the meetings of
the Analysis Committees, the Participation Couscibmitted to the Ministry of Economy
and Trade a list of experts from the civil socieglevant for the 2 prerequisites and the 5
priorities.

The communication within the second stage endedl wie launching of a set of 5 TV
broadcasts according to the number of prioritiesMmldova 1, involving the participation of
official decision makers, relevant experts, locablc administration representatives, etc.
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Another communication tool is the set of radio locasts dedicated to the process of NDS
development and EGPRSP implementation. The brotdtaise place weekly on 100.5 FM
or 873 AM at Radio Moldova. For dissemination afiov@al and regional levels, information
is published in the NDS newsletter, which inforrhe fpublic about the provisions of the

strategic document, treats issues of critical irtgyare, and presents opinions of the civil
society, private sector, etc.



