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Dear Chairman,


Excellencies,


Members of the Government,


Deputies


Ladies and gentlemen





Mr Chairman presented the current situation in Romania, one of our most important trading partners. It is obvious that the situation in Romania is similar, at some extend, with the situation in the Republic of Moldova. 





The lessons learned in Romania are very useful to understand the importance of sound fiscal and monetary policies for ensuring the macro economical stability of a Country. Loose unsustainable fiscal policies in a Country may provide some short term comfort, but inevitably are leading to serious economical and social consequences.  





I would like to present briefly the key facts about the macro economical standing of the Republic of Moldova from National Bank perspective.








During and after the financial crisis in Russia in 1998, the RM has recorded a negative growth in GDP of -6.5% and -3.4% respectively. A fast recovery was recorded during 2000 and 2001, followed by a relatively stable growth of GDP till the new crises came.  





This chart clearly shows that the main factors for growth were constant increase in FDIs and the impressive growth and cash remittances. When these sources of dried up we faced the reality, and had a so called “hard landing”, a decrease of 6.5% in GDP in 2009. This also shows that the existing growth model is not sustainable and that RM should take all necessary measure to switch in mid term to an export driven growth.





In Q1 2010 RM has recorded a growth of 4.7% compared to Q1 2009. We have recorded growth in industrial and agricultural production and in services. However, the main contribution to this impressive figure has the exceptionally good tax collection result. 


As Mr Vice-Prime minister Valeriu Lazar presented yesterday, the investment in fixed assets in Q1 2010 recorded a negative growth of -22%. This shows the need to prudently analyze the results recorded in Q1 2010 and to focus on the measures needed to attract foreign and domestic investments.  





The figures on unemployment also shows the need to actively stimulate the capital investments. Otherwise, we risk to have a long term recovery in terms of unemployment, as it was shown already after the Russian financial crises in 1998.  





Historically speaking RM had a balanced budget. Following the chain of factors: decrease in remittances and FDIs, decrease in consumption, decrease in imports, and finally decrease in collected taxes, in 2009 RM recorded a significant budget deficit of -6.8%. 





The fiscal consolidation measure undertaken by the Government in late 2009 and 2010 and the support from our foreign partners, including IMF, were the only ways to stabilize in an extremely short period the budget deficit and to support the budget expense, especially payment of pensions and public entities employees.





It appears that 2010 will be a good fiscal year. The Government already approved an increase in the budget revenue and a smaller increase in budget expenses (mainly focused to social area). The additional surplus of the revenue over expenditures will be used to further reduce the budget deficit. 





Foreign debt is a “hot potato” topic these days in the World and particularly in Europe.





From this chart it is obvious that the current total external debt of RM is smaller than the figures recorded after the previous crises in 1998. The public and monetary debt looks more than comfortable, even if it recorded a 7 pp growth in 2009. The Countries which are now facing problems derived from external debt (and thus from budgetary pressure to service this debt) have public external debt much higher than 100% of GDP. 





In money figures, the public external debt shows a flat evolution around 1 bn USD. The increase in total external debt shows a growth in economical activities of private entities.





It is very important to analyze the structure of RM foreign debt.


 The share of public debt is decreasing over last five years and reaching 25.4% in 2009. RM’s external debt is contracted from IFIs on concessional terms, at below market interest rates. Therefore, there are no budgetary pressures to service this debt.


 Long term debt is increasing, which is a positive sign of higher trust in the RM.


 The external debt of banks are at a comfortable level. It should be noted that this debt is toward mother companies and IFIs. Actually a higher level is advisable, as foreign capital is cheaper and thus may contribute to decrease in the cost of lending to the economy.


  FDIs share is relatively constant during last three years. Of course it is desired to have a higher share of FDIs in total external debt.


 All these four components are relatively stable and have long term or no maturity.


 The short term debt is the most risky part of the external debt, as it can flow out from the Country very quickly. However, it should be noted that the share of ST debt is decreasing over last five years. In addition in money terms ST debts would amount to 1.2 bn USD. The RM gross foreign reserves is amounted to 1.4 bn USD, which covers 120% of the potentially volatile ST external debt. This fact increases the confidence that NBM has appropriate resources to defend the local currency in case of significant external shocks, associated with the outflow of the foreign currency from the Country.

















The fundamental objective of the NBM is to ensure and maintain the price stability in the Country.





Up to 2009 NBM used a monetary aggregates regime to manage the inflationary process. Based on past experience it was noted that that regime was difficult to implement in Moldova. NBM used to have a reactive and pro-cyclical approach to control the credit growth in the economy. A significant increase in loans were boosting the inflation. When the inflation was growing NBM was reacting in order to bring down the credit growth. The decrease in credit was pushing down the inflation.





This is one of the major reasons way we had in the past this significant fluctuation in monetary aggregates.





The biggest pressure on monetary aggregates was recorded during 2008. At that time NBM has risen the level of minimum mandatory reserves to 22%. This dried up the liquidity in the market, which pushed down the credit growth in late 2008 and early 2009.





It should be noted that since the middle of 2009 the monetary aggregates M2 and M3 are in a continuous recovery process, and the level of loans in June 2010 is already higher than the level f loans recorded in June 2009.











The weaknesses of NBM’s previous monetary policies regime contributed to a significant volatility in prices, and to a double digit inflation since mid 2003 till early 2009. In 2009, one of the biggest effect of the crises was seen in a severe contraction of the economy, which contributed to a very dangerous deflationary process in RM.





In December 2010 the NBM has adopted a new mid term monetary policy strategy, which clearly stated that NBM is committed to implement a full inflation targeting regime.





Thus the goal of NBM is not to affect the volume of available liquidity in the market, but to manage the price of liquidity. By changing base interest rate NBM is aiming to affect the short term interest rates on the market. This on long term should contribute to the increase in the effectiveness of the monetary policy transmition mechanism and improve the ability of NBM to control inflation.





One of the major changes which occurred in the NBM’s regime, is to have a forward looking approach and thus to affect now the interest rates on the market in order to achieve in the future the required level of inflation. 





From this chart we should note that the inflationary pressure in 2010 is mainly generated by non-monetary factors, which are out of control of NBM. This is explaining why, even knowing that the 12 months inflation up to May 2010 is 7.9% (significantly above the mid term target of 5% +/- 1 pp), the NBM is not tightening the monetary policy. Based on NBM’s forecasts the inflation is returning to the target in 2011, and therefore there is not need to tighten the policy now.   








As discussed earlier, the GDP growth in RM was mainly based on consumption, which was mainly financed by remittances.





This is one of the main reasons why the current account deficit was growing since 2004. Of course, the crises contributed in 2009 to decrease the deficit to 2006 level.





The real effective exchange rate is one of the most important indicators which is showing the relative competitiveness of the Moldovan goods and services against our major trading partner.





In 2008 when the crisis hit the biggest part of the world, our trading partners performed and real depreciation of their local currencies. Due to the fact that in 2008 Moldovan leu was appreciating in nominal terms, the real effective exchange rate of Moldovan leu appreciated significantly against the currencies of our trading partners. This significantly affected the competitiveness of Moldovan products abroad and even on the local market, which aggravated the crises even more.





In 2009 the MDL recorded a relatively small depreciation of 16%. However, due to the fact that the inflation in RM was significantly lower than in other countries, the MDL real effective exchange rate depreciated significantly and reached an appropriate level, to sustain the economical growth in Moldova. The recent growth in exports of the RM is on of the factors supporting this conclusion.  





Changing to an inflation targeting regime, presumes also a more flexible FX regime. Thus, the NBM is limiting the interventions on the FX market at the amount and moments when is needed, without resisting to long term trend of the real effective exchange rate of the MDL.





However, as I mentioned before the NBM is closely monitoring the evolution on the FX market of RM and has sufficient resources to defend the local currency in the event of a significant external shock. 
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