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Background and purpose of the study
This analysis was initiated and developed in the context of the events as of 10 June 2015 when the
Moldovan policy makers indirectly decided upon the inadmissibility of a new program with the
International Monetary Fund (IMF). Although the IMF, World Bank (WB), European Bank for
Reconstruction and Development (EBRD), the European Union Delegation and other diplomatic missions
and major development partners insisted on the resolution of the existing problems in the banking system,
the leading Political Alliance for the European Moldova (APME), contrary to the expectations, has decided
and declared its intention to nationalize the troubled bank “Banca de Economii”. This decision gave clear
signals that the Gaburici Cabinet (previous Prime Minister) did not have any room and political mandate to
negotiate the issue related to the banking sector during the IMF visit to Moldova on the 17 June 2015,
requested by the Prime Minister who was intending to discuss about a new potential program.
The initial outcome has soon emerged: The Prime Minister Gaburici has announced his resignation on 12
June (after having sent an open letter to the Moldovan leadership, expressing his concern on the situation in
the banking sector), and on 13 June, the IMF announced, through its representative in Chisinau, the
cancellation of its visit to Moldova caused by the Government resignation. Later on, the World Bank
announced the impossibility to provide the financial support to the state budget planned for 2015. Then, the
European Commission announced that it was examining the possibility of suspending the budgetary support
for specific sectors and reforms, in the context of a missing program with the IMF and delayed or poorly
implemented reforms. Subsequently, the ambassador Pirka Tapiola announced the EU political decision to
suspend funding, particularly related to the budget support in 2015, intended for three key areas: justice,
energy and rural development.
Taking into consideration the high importance of the external funds consisting of grants (budgetary
support) and loans provided so far, in 2015 the Republic of Moldova is exposed to a high risk of
losing such funding and support coming from its external partners and donors. This will create large
discrepancies between the budget approved by the Government for 2015 undertaking responsibility and the
real financing possibilities.
Table 1: External financing and its share in the total revenues of the state budget.

1.Total revenue
Grants, total
Including:
Budget support
Projects funded from
external sources
For public institutions
2. Deficiency and
financing sources:
Internal sources
External sources

MDL
million
20091
1558

2012
% of total
revenue
100
7,76

MDL
million
22437
1958

2013
% of total
revenue
100
8,73

MDL
million
27717
3929

2014
% of total
revenue
100
14,18

2015 budget
MDL
% of total
million
revenue
30339
100
2766
9,12

760
708

3,78
3,53

704
1188

3,14
5,3

1606
2219

5,80
8,01

897
1849

2,96
6,09

51
1584,7

0,26

51
1464,4

0,23

94
1631,0

0,34

15
3976,5

0,05

401
1163,9

654
587,9

Including:
New entries
1763
1271
Refunding
-599
-683
Source: Information note to the State Budget for 2015, Ministry of Finance

498
1427,5

517
2823,4

2133
-706

3601
-778

Following the signals about suspending the financial support from the main development partners,
the Ministry of Finance responded by notifying the Moldovan authorities on the necessity to block
the expenditures approved under the budget for 2015. This measure is lawful and is perfectly appropriate
taking into consideration the macroeconomic context, which is now different from the one standing at the
basis of the initial budget for 2015, and the decisions on suspending external funding. The Ministry of
Finance has highlighted these risks during the drafting phase of the budget for 2015. Moreover, the
experience of blocking annual budget expenditures is not the first in the history of the Republic of Moldova:
in 2009, immediately after the elections of April 2009, the Grecianii Cabinet blocked budget expenditures at a
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rate of 20 percent, due to the isolation of Moldova at that stage. The lockouts were applicable on the
transfers from the state budget to local authorities as well.
Importantly, the financial support given to Moldova between 2010 - 2013 was based on the existence
of a program with IMF (2010-2013), the Memorandum of Economic and Financial Policies, which
included a series of structural reforms. Other conditions covered a series of social measures and the
financial support was meant to offset certain political costs related to the implementation of unpopular
reforms. Since May 2013, Moldova has not had any agreement with the IMF (the previous one expired and a
new program has not been negotiated) and the credibility of economic and financial policies became
questionable in the next years, after May 2013. The situation downturned in the context of a worsened
regional and internal macroeconomic framework. The internal macroeconomic situation was affected due to
inappropriate political decisions taken in the economic and financial sectors, often guided by group and
electoral interests of the ruling parties under election campaigns (between 2014 and 2015).
This study examines the immediate potential threats following the straightforward statements and
decisions made by the development partners on the suspension of funding to Moldova. These
dangers may lead to a high risk of eventual incapacity to honour the internal commitments
undertaken by the public sector. The scope of the study is to identify the key risks and vulnerabilities that
may affect public finances, functionality of state institutions, public debt and the impact on economic growth,
relationships with the development partners including the exposure to withdrawal of foreign direct investment
(FDI).
The authors based their findings on the Moldovan legislation, the State Budget Law for 2015 and the
explanatory materials accompanying the Draft State Budget Law for 2015, including subsequent
developments or amendments made, inter alia, by political decisions with macroeconomic effects.

Consequences of blocking the external financing
Moldova
The immediate and medium term consequences, between 2015 and the first half of 2016, will be
evident on several key dimensions: budgetary, financial, economic, social and political. Further, we
plan to evaluate the risks and the potential quantifiable and qualitative consequences, entailing from the
decision of the development partners to suspend financial support offered to Moldova, upon the public
finances (budget) and public debt.

1. The budget remains without a consistent financial coverage
The state budget for 2015 was approved by the Government with delay and obtained the status of law
without Parliamentary approval (the Government assumed full responsibility). Thus at a large extent,
the budget for 2015 did not have political support. The political decision regarding the resolution of the
situation at the Moldovan Savings Bank is a clear sign that the government has no coverage and political
mandate for negotiations with the IMF and that the Government may not execute the budget for 2015 under
the established parameters.
At the same time, the budget for 2015 was approved and became a law after the deviations from the
macroeconomic forecasts became clear and evident. The increase of interest rates on state securities,
growing inflationary expectations, currency fluctuations at the beginning of the year - are just a few indicators
that questioned the realism of the budget approved for 2015 concerning both the revenue and the
expenditure commitments.
Upon the approval of the State Budget Law for 2015, the Ministry of Finance has clearly included the
absence of a new program with the IMF among the risks:
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Excerpt from the Explanatory note to the State Budget Law for 2015:
“Also, it should be stressed out that the conclusion of a cooperation program with the IMF is vital to
ensure budget sustainability, both on the short and medium term.
The lack of such a program could jeopardize obtaining external budgetary support, the amount of
which, under the draft State Budget Law is of about MDL 2 238.1 mln. (the equivalent of USD 116.0 mln.), of
which grants are of MDL 896.8 mln. (the equivalent of USD 69.5 mln.), whereas loans of MDL 1 341.4 mln.
(the equivalent of USD 69.5 mln.).
At the same time, in terms of obtaining external budget support it is necessary to mention the internal
risk - if the authorities fail to carry out public policy measures set out in the policy matrix for each budget
support program in part, the respective financial support shall be reduced accordingly.”
Hence, the budget for 2015 is achievable and sustainable only if all external funds provided under the
budget are allocated, either as grants or as new external loans to finance the budget deficit. This may
only be possible upon a valid program with the IMF. It should be noted that the estimates presented in
the Explanatory note did not cover all the effects of the memorandum with IMF. The assessment of the
messages on suspension of external financing shows that the impact is more complex, having a multiplier
effect, whereas the measures required will be more drastic. In addition, the problem is supposed to get
worse not only in 2015 but also in 2016, meaning in medium term.
The suspension of the financial support for the budget of 2015, even after a potential agreement with
IMF, will not ensure later in 2016 the availability of the resources allocated in the budgets of foreign
donors. The donors also follow the principle of annual budgetary allocation. In case a beneficiary country
fails to obtain the financial resources allocated, such resources are reassigned and are no longer kept for
other budgetary periods. Thus, out of the total external funding of MDL 6.4 billion (grants and foreign loans
granted to cover the budget deficit). (Table 1: MDL 2.8 plus MDL 3.6 billion) we may presume (based on the
budget execution for the first part of 2015), that the amount actually granted to Moldova in 2015 will only
constitute approximately MDL 3.5 billion. This could directly result in the failure to obtain external
financing of about MDL 3 billion.
Grants
Under the financing agreements with the donors, the total amount of grants to be provided for 2015
consists of about MDL 2.8 billion or 9.1% of the total revenue. Considering the latest declarations, we
may infer that a great part of them shall not be granted. Thus, budget support grants of approximately USD
46.5 mln. will remain suspended. The grants to support projects based on external sources (USD 95.8 mln.)
will most likely be offered only for the ongoing projects, whereas the new ones planned to commence in
2015 will be closed. As such, Moldova could lose almost half of the projected amount. The grants intended
for the budgetary institutions will be exposed to the risk of losing financing. In this case, the probability is
50/50 since certain funds are based on bilateral agreements, but still conditional. Table 2 reveals the
projected evolution of inflows of external grants in 2015.
Table 2. Evolution of inflows of external grants between 2012 and 2015

1.Total revenue
Grants, total
Including:
Budgetary
support
Projects based
on external
sources
For public
institutions

2012
MDL mln.

2013
MDL mln.

2014
MDL mln.

2015 budget
MDL mln.
% of total
revenue
30339
100
2766
9,12

2015 forecasts
MDL mln.
% of total
revenue
27000
100
1076,5
3,98

20091
1558

22437
1958

27717
3929

760

704

1606

897

2,96

65,5

0,24

708

1188

2219

1849

6,09

1003,5

3,71

51

51

94

15

0,05

7,5

0,03

Source: Author calculations based on Ministry of Finance data

Initially, the European Commission provided funding for 2015 in the form of external grants to support the
budget in the following areas: reform of the justice sector – MDL 280.5 mln. (the equivalent of USD 14.5
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mln.), boosting the economy in rural areas – MDL 250.8 mln. (the equivalent of USD 13.0 mln.), support for
the energy sector – MDL 220.0 mln. (the equivalent of USD 11.4 mln.). All these commitments are currently
suspended. The situation regarding the reform on the vocational education is not certain - MDL 65.5 mln.
(USD 3.4 mln.) and whether it is affected by the announced suspension.
The grants intended for projects financed from external sources come from three major development
partners, as follows.





The US Government - initially provided funds for foreign-funded projects totaling MDL 1396.4 mln.
(the equivalent of USD 72.4 mln.). These amounts have been almost fully capitalized, considering
that most of the projects are in the final year of implementation. However, failure in certain areas
could also occur.
The European Commission - initially planned funds for foreign-funded projects totaling about MDL
271 mln. There is a high risk of not obtaining such funding.
World Bank - has planned grants for foreign-funded projects totaling MDL 78.5 mln. (equivalent of
USD 4.1 mln.) and the obtainment of this funding is still certain.

Foreign loans
The state budget for 2015 provided inflows from external loans meant for budgetary support and for the
implementation of foreign-funded projects totaling MDL 3.6012 billion (the equivalent of USD 186.6
mln.). The structure shows the following destinations:
-

For projects financed from external sources – MDL 2 259.8 mln. (the equivalent of USD 117.1 mln.);
For budget support – MDL 1 341.4 mln. (the equivalent of USD 69.5 mln.).

The main creditors in 2015 are the following:
o

o
o
o

World Bank through the International Development Association (IDA) will provide funding in the form
of loans totaling MDL 1 767.3 mln. (equivalent of USD 91.6 mln.). The amount is also intended for
the operations of development policies (DPO) - USD 45.0 mln. (already announced as suspended
by the World Bank), education reform - USD 10.5 mln., social aid reform – USD 7.0 mln.,
modernization of the health sector - USD 4.3 mln., support for a competitive agriculture – USD 2.7
mln.).
The Japanese Government will grant loans of MDL 794.3 mln. (equivalent of USD 41.2 mln.).
The European Investment Bank, will provide funding in the amount of MDL 426.3 mln. (the
equivalent of USD 22.1 mln.).
The European Bank for Reconstruction and Development will provide funding in the amount of
MDL 285.8 mln. (USD 14.8 mln.).

Even if the state redirects the 2015 external debt policy towards “obtaining external loans on medium and
long term, while considering the cost / risk threshold” and focuses the internal debt policy on “further
development of internal state security market”, the constraints caused by the absence of an agreement
with IMF in 2015 and further suspension of external funding, will determine Moldova to increase
external and internal borrowing. Accordingly, under the existing circumstances it is certain that foreign
loans provided to finance the budget deficit in 2015 totaling MDL 3.6 billion will not include the World Bank
resources on DPO in the amount of USD 45 mln. or MDL 900 mln. However, due to the existing procedures
and based on previous experience regarding the troublesome on commencement of new projects with
external financing, there is a risk of failure to obtain other funding, about MDL 400-500 mln.
The cumulative direct and immediate effect is estimated at MDL 3 billion shortage of external
financing in 2015. The gap grants constitute MDL 1.7 billion and the new loans – MDL 900 mln. of this
amount. And a delay of other financing in form of foreign loans for new projects, amounting approximately
MDL 400-500 mln. is not excluded.
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The state budget for 2015 is directly affected by the lack of external funding of about MDL 3 billion.
This is caused by the fact that Moldova’s own revenues are hardly gathered in the 2015 budget due to
decreased consumption and slowdown of economic activities in the real sector and the growth of the price
on domestic loans (average interest rate on government securities increased from 5% at the beginning of
2014 to about 20% today).
Although the Government has initially approved a policy on primary market trading of state securities in
amount of MDL 600.0 mln. in order to finance the state budget deficit in 2015, it may be necessary to
increase loans from the domestic market due to insufficient external resources.

2. Deficit and state debt: scarce external resources and expensive
internal resources to cover the deficit
Excerpt from the State Budget Law for 2015:
Upon the scenario in which Moldova fails a part of external funding planned for the budget of 2015 and
increases the financing of the deficit by issuing additional state securities to those provided in the budget
(approximately MDL 400 mln.), by the end of 2015 we may have the following situation regarding the state
debt balance:
-

External debt:

State external debt,
USD, mln.
as % GSP

-

2012
1245,6

2013
1290,2

2014
1306,1

2015 budget
1472,4

2015 adjusted
1398,72

17,0

16,8

18,3

25,5

24,2

Internal debt:

State internal debt,
MDL, mln.
as % GDP

2012

2013

2014

2015
adjusted
7982,2

2015 adjusted + security

7075,0

2015
budget
7582,2

6158,9

6675,8

7,0

6,6

6,3

6,4

7,3

20,9

22982,2

Article 7 of the State Budget Law states that “on 31 December 2015, the domestic public debt will not exceed
MDL 7 582.2 mln., foreign state debt – USD 1 472.4 mln., and the balance of external state security will be
zero”.
This provision means that the guarantee issued by the Government in favor of the National Bank of
Moldova (NBM) to secure credits granted to commercial banks in difficulty will not become active in
2015. Also, the Law does not indicate the specific amount of the internal security issued by the Government.
In this context, from the legal point of view, the security issued based on Government decision (secret
decision, subsequently revealed), may not be assigned to public debt without adjusting the state budget for
2015 in case the security becomes active throughout 2015. On the other hand, the budget for 2015 does not
provide the costs related to the servicing of a national debt higher than the balance of MDL 7.6 billion,
although the costs are increasing due to the growing interest rates on government securities.
However, a possible conversion of the guarantee issued by the Government to the internal state debt
either in 2015 or 2016 would require an increase of about MDL 15 billion in domestic debt: from MDL 7
billion at the end of 2014 to about MDL 22 billion (in the case the beneficiary commercial banks will not
return the loans granted by the NBM). This could lead to a significant increase in costs of servicing domestic
debt in long term – with an additional amount of MDL 2.7 billion annually calculated at the current interest
rate of 20%.
Considering that the resolution of the problems related to the guarantee issued by the Government in favor
of the NBM for loans granted to commercial banks in difficulty serves as a precondition for the successful
negotiation of a potential new program with the IMF, we have hypothetically admitted that the guarantee is
assigned to the internal state debt. In this case, there are only two possible options: the repayment of loans
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by commercial banks (which is less likely to happen) or termination of the guarantee through its conversion
into the internal state debt. The second option, clearly involves long-term subsequent costs for the public
finance sector.
Moldova has no access to loans on the international or regional market. Therefore, it is difficult or
basically impossible to substitute the forgone external financial assistance. As such, the Government has
limited viable options and is confined to a few decisions, as follows: fiscal consolidation for the rest of 2015
with longer lasting effects and / or cutting (blocking) expenditures and / or contracting massive loans on the
domestic market at exaggerated and growing costs.
Under the letter issued on 01 July 2015, the Ministry of Finance already announced the expenditures
lockout. The analysis of the forgone external financing of approximately MDL 2.6 to 3 billion compared to
the scale of expenditures lockout, denotes that the measure established by the Ministry of Finance is quite
mitigating. Moreover, the slowdown of the economic activity and the increase in regulated tariffs will require a
review and reallocation of budgetary resources based on the priorities to ensure minimum operation of
budgetary institutions.

3. Implications of issues in financial sector on the private sector and the
fight for financial resources
The situation in the financial sector, especially the banking one, has been caused by decisions
directly affecting transparency, credibility, certainty and development of both the financial sector and
the economy of the Republic of Moldova. The decisions on temporary funding suspension taken by the
development partners, should be regarded in the light of these internal decisions made by our Government,
on the one hand, and on the other - by seeking to impose a return to economic, financial and social coherent
policies on economic growth and development.
The costs generated by these decisions are materialized in financial problems that are further
conveyed to the state budget, i.e. the taxpayers. The burden of taking over the loans offered by NBM to
commercial banks in difficulty will lead to a further pressure on the reallocation of budget resources from
sectors traditionally being dependent on budgetary resources to serve a state debt growing by 3 times.
Considerable growing interest rates will be applied on the domestic debt balance, which increased from 5%
at the beginning of 2014 to nearly 20% today.
Figure 1. Weighted average rate on State Securities, primary market, %

Source: Ministry of Finances
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At the same time, due to budgetary constraints the Government will seek to actively contract loans
on the domestic market. Therefore, the public sector will directly compete with the private sector on
obtaining lending resources available in commercial banks. Commercial banks will favor offering loans to the
public sector (minor related refund risks, lack of administrative costs) than to the private sector, the latter
being largely affected by the uncertainty in the region and the unpredictable fluctuations on the internal
market. Considering the current difficult economic situation, the private sector is unlikely to access and cope
with expensive loans from commercial banks.
The increasingly restrictive monetary policy of the NBM leads to further pressure on economic
growth. Due to limited financial resources and the decrease of liquidity excess in commercial banks, loans
become more expensive and represent an unreasonable price to combat inflationary expectations. Potential
increase in regulated tariffs and loan granting in the form of exceptional financing provided to banks in
difficulty are two possible explanations of these inflationary expectations.
Both domestic and foreign investments are below expectations. One may notice investment
withdrawals (withdrawal of economic activities from the Republic of Moldova) during certain reporting
periods. This behavior of investors and potential investors could be caused by the political and economic
uncertainty and the anticipation of further increasing tax burdens.
The uncertainty and lack of clarity regarding the events in the banking sector in 2014, hinders the
inflows of funds in the form of remittances from Moldovan citizens working abroad. The proportions
and the possible intoxication of the entire banking system, discourage the potential depositors to trust their
savings to the national banking system.
From a medium and long-term perspective, Moldova’s macroeconomic environment is uncertain and
may cause unexplainable outbreaks and fluctuations. The consequences are financial and economic,
social and political. The political class is largely losing credibility due to the promoted “policies”. Certain costs
reconfigure in social costs, affecting more and more people including businesses, partnerships and projects.

Conclusions and Recommendations
The direct and immediate financial effect related to the suspension of funding by some development
partners will constitute about MDL 3 billion in 2015. It is important to note that this funding is vital for the
public sector and, in particular, for the state budget. Consequently, it will lead to significant optimization
measures in the public sector, which could be painful amid worsening economic conditions.
The identified short- and medium-term effects require urgent action to rectify the situation and
restore macroeconomic certainty and predictability in the Republic of Moldova. There are numerous
external and regional factors that generate uncertainty in Moldova too. Thus, the situation is the result of
hasty decisions taken by politicians, without assessing the possible options. Therefore, the self-isolation of
the Republic of Moldova promoted by politicians must be abandoned. Once the new government will be
formet, it will be necessary to endow it with a sound mandate and political support needed to resume
discussions and negotiations for a new agreement with the IMF. Accordingly, this step could restart the
deadlocked communication with other development partners, including the release of previously agreed
funding. This would allow reducing the uncertainty for the next period, both in the public and the private
sectors.
The new Government will need to urgently establish an anti-crisis plan covering a foreseeable
period, up to 2 years. This plan should include an agenda containing immediate actions to be implemented
and a set of reforms in order to ensure credibility in their communication with society and external
development partners. This plan should guide the activity, decisions and actions of the future Government,
benefiting from almost unconditional political support. The policy notes provided by the development partners
in February 2015 should largely serve as guidance for the anti-crisis plan.
The no. 1 priority of the next Government is the urgent adjustment of the budget for 2015 and adopt
an anti-crisis plan. The survival of the budget system and of the budgetary institutions depends on the
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urgent reassessment and adjustment of the macroeconomic framework, reassessment of the available
funding (grants and loans), both internal and external, and reassessment and fiscal consolidation for 2015
and adjusting expenditures to the respective potential.
It is in fact impossible to identify other financing sources for covering the deficit of the state budget.
Moldova does have the rating of a country that would allow it to contract loans on the international market.
Therefore, the stake is to revive the dialogue with the development partners and unlock the suspended
finance.
Although it may seem hard to believe, the crisis in the banking system in 2014 caused major
macroeconomic problems and the economic distortions in different sectors in the Republic of
Moldova. Extortion of the financial resources and their “drainage” to legally obscure jurisdictions from the
perspective of banking systems safety have created major changes and problems to the operation of both
public and private sectors. The interest rates increased due to the monetary austerity measures applied by
the NBM, which further lead to continuous slowdown in the economic activity and increased costs for
business operation in 2015. Fluctuations in the currency market already severely affected the profitability
indicators in 2015, the currency risks being materialized into financial loss and inability to execute obligations
under contracts. The Government should ensure a better coordination with the NBM in the decision-making
process in order to prevent situations when unilateral decisions affect the growth perspective in further
stages.
The guarantee offered by the Government in favor of NBM to secure the loans granted to troubled
banks pose a major risk to public finances. The Government has not considered the hypothesis of
including this debt into the public debt and, therefore, it did not allocate financial means for servicing the
eventual increasing domestic debt by “number of times”. Moreover, the interest rates on domestic debt are
growing in comparison to the initial calculations established under the budget for 2015. In these
circumstances, the Government must cease to issue guarantees for the exceptional loans granted by the
NBM. It should also evaluate the real opportunities and implement the appropriate measures to recover the
loans that have already been granted. The interest rate applicable to the assignment of the debt secured by
the Government to the public debt is the one practiced on the market. Therefore, the Government must
adjust the expenditures and tighten the internal loan to the Ministry of Finance. These measures would
reduce the interest rate applicable to securities issued on the primary market and, respectively, the interest
rate applicable to the secured amount, which would eventually be included in the public debt. Thus, the
Government must send clear message on the national market that it is not interested to obtain loans “at any
price”. That should reduce the appetite of commercial banks, which would have to focus on other sectors as
well.
“De-offshorization” of commercial transactions. Throughout 2009-2011, Moldova has undertaken
several attempts to achieve this goal, but without any success. Meanwhile, the transactions through these
special regimes and tax jurisdictions have reached proportions that threaten the safety and integrity of
financial flows in the country. This includes non-transparent shareholdership, takeovers of state assets,
extorting public funds and the income of the offshore participants by contracting assets, services and works,
whereas the payment is made in other jurisdictions. In other words, off-shore companies must be prohibited
to enter contracts involving public money. This measure will allow financial flows to serve the domestic
economic system and will exclude the possibility of tax havens. Finally, it will ensure fiscal consolidation.
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