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Note

The Monetary Policy Report No. 1, 2010 was prepared bearing on
the most recent statistical data compiled by the National Bank of
Moldova, National Bureau of Satistics, Ministry of Economy and
Ministry of Finance.

Likewise selected were certain statistical data furnished by the
international community and by the Central Banks of the
neighboring countries.

Certain dtatistical data were calculated by the National Bank of
Moldova independently.
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LIST OF ACRONYMSAND ABBREVIATIONS

ANRE Nationa Agency for Energy Regulation

NBM Nationa Bank of Moldova

NBS National Bureau of Statitics of the Republic of Moldova
NBC Certificatesissued by the Nationd Bank of Moldova
CHIBID Chisinau Interbank Bid Rate

CHIBOR Chisinau Interbank Offered Rate

CIS Commonwed th of Independent States

EUR Common European Currency

CPI Consumer Price Index

PPI Producer Price Index

MDL Moldovan Le

OPEC Organization of the Petroleum Exporting Countries
GDP Gross Domestic Product

REPO Sde and Repurchase Agreement

USA United States of America

EU European Union

us USDoallar

VMS Government Securities
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II. Monetary Policy Promotion

Monetary Policy Instruments

During 2009 the National Bank of Moldova continued to make flexible use of the entire set
of available monetary policy instruments.

As aresponse to the global financial crisis, in the context of reduced inflationary pressures
and notable downturn of the economic activity, the National Bank of Moldova attempted
important measures to support banks liquidity and lending to economy under critical
situations.

Interest Rates Policy

Slackening monetary policy promoted by the National Bank of Moldova by lowering at the
extent of 2009 of the NBM base rate and decreasing required reserves ratio pursued the
scope of reducing interest rates in the market and offering possibilities of lending to real
sector of the national economy. Although the main operations of monetary policy (short
term sterilization as well as injection of liquidity) were done using the NBM base rate the
signals send by the NBM rates were picked up with a delay by the interbank market of
loans-deposits and by the government securities market and often failed to influence the
short term interest rates in these markets.

Thus, in November 2009 the average interest rate on interbank |oans/deposits dropped down
below the inferior ceiling of the corridor of interest rates, constituted by the interest rate on
overnight deposits, registered the lowest value - 1.00 percent annual — the situation produced
at the background of stagnation of the activity in this market generated by the excess of
Chart no. 2.1. Dynamics of interest rates corridor in 2009 ”qUi dity in banki ng system.
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(Chart no. 2.1).

The reference rate of the interbank market Chibor overnight, that in the first half of the year
had a distorted position in regard to the monetary policy rate got corrected towards the end
of the year registering relatively small fluctuations.
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However, overall in 2009 the interest rates in the interbank monetary market and on
government securities picked up descendent adjustments of the monetary policy interest

20

7 Grigore Vieru Avenue, MD-2005, Chisinau « www.bnm.md ¢ E-mail: official@bnm.md ¢
» Tel. (37322) 409 006 * Fax (37322) 220 591 -




I@{ National Bank of Moldova

rates. The average monthly interest rate on interbank loans/deposits maintained tendency
toward a reduction reaching in December the level of 3.02 percent, inferior to the one
registered in January — 18.84 percent. The average interest rate on government securities
placed in the primary market was also reduced from 17.45 percent in January to 4.51 percent
in December, while the yields on transactions with government securities in the secondary
market decreased from 17.22 percent in January to 3.72 percent in December 2009.

Open Market Operations

The divergent nature of the monetary market manifested during 2009 made the National

_ Bank to adopt the manner of
Chart no. 2.2. Development of daily balance of open market
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Slling NBM Certificates

Certificates of the National Bank of Moldova as the instrument for mopping up the liquidity
were actively used by the NBM at the beginning of the year (during the first months) as well
as at the end of 2009 (last days); excess of liquidity reported by the market in the second half
of the year as aresult of foreign currency purchases by the NBM aongside with reduction of
required reserves ratio which allowed the banks to lend to the real sector of the national
economy.

In the first two months of the year the National Bank of Moldova was holding weekly two
auctions for selling NBC while beginning with the second half of March the NBM
proceeded to holding the auctions once a week. Issued during this period were 7 days
maturity Certificates; by so doing the NBM has achieved the objective of issuing single
maturity NBC.

Daily balance of NBC issued in the first quarter of 2009 changed from maximum value
worth MDL 2518.5 million in January to minimum value worth MDL 89.0 million reported
at the end of March 2009.

At the end of the year, pursuing the scope of short term mopping up the excess of liquidity in
the banking system the NBM resumed operations of NBC placement by holding 2 auctions
for selling NBC with maturity terms of 14 and 28 days and upon 30 December 2009. These
auctions allowed the National Bank of Moldovato withdraw from the market liquidity worth
MDL 3080.3 million.
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Throughout 2009 the certificates were sold at the interest rate equivalent to the NBM base
rate.

In the first months of 2009 the base rate was lowered through two adjustments by 1.50
percentage points done on 20 January and 10 February 2009 up to the level of 11.00 percent
on annual basis. Thus, the interest rate on the issued NBC was brought down from 13.96
percent annual at the beginning of January to 11.00 percent annual in February-March 2009.
As a result of lowering the base rate in the subsequent period of 2009 applied to the
certificates issued in December was the annual interest rate of 5.0 percent.

Overal in 2009 the average weighted rate on sterilization operations was set at 10.62 percent
annual as compared to 17.00 percent applied in 2008.

Lowering rates on sterilization operations conducted by the NBM as well as insignificant
amounts (as compared to 2008) have lead to reduction of cost incurred by the NBM with
sterilization of the excess of liquidity from MDL 210.8 million in 2008 to MDL 32.8 million
in the reported year.

REPOQO Purchase Transactions

In the context of liquidity slump in the market reported at the end of Q | 2009, beginning
with May 2009 the National Bank of Moldova started injecting liquidity into the banking
system through REPO operations for purchase of government securities at the NBM base
rate for aterm of up to 6 months.

In May-June and in the first week of July conducted were REPO operations for purchase of
government securities based on negotiations; by using this instrument the National Bank of
Moldovainjected liquidity into the banking system to the value of MDL 346.0 million.

Beginning with November 2009, the National Bank of Moldova has reiterated its intention
to support revival of the process of lending to economy by accepting a commitment to
ensure permanent liquidity of banks by holding weekly REPO operations for purchase of
government securities through the auctions applying flat interest rate (NBM base rate) in
compliance with a schedule prepared for the period November 2009 through December 2010
and published on the official webpage maintained by the NBM.

Out of 7 auctions announced by the NBM bids were submitted only to the one held on 25
November 2009; the liquidity worth MDL 3.0 million was extended to a single bank at the
annual rate of 5.00 percent for aterm of 28 days.

The average weighted interest rate for REPO purchase operations conducted during 2009
amounted to 10.16 percent on annual basis with the average term amounting to 114 days.

Money Lending

At the background of mopping up the excess of liquidity in Q | 2009, beginning with April
2009 the National Bank of Moldova changed its position thus becoming a lender for the
banking system (Chart no. 2.3).
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Expanding the accessibility
of lending resources of the
2000 MDL, million National Bank of Moldovain
2009 became possible as a
result of diversifying
destinations and increasing
the terms of lending to the
banks.
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Chart no. 2.3. Money market operations conducted by NBM in 2009
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real economy and protecting integrity of the banking system.

The amount of loans disbursed by the National Bank amounted to MDL 2,209.9 million
representing major share in total volume of NBM'’s refinancing operations. Lending
resources of the National Bank of Moldova were disbursed mainly for the purpose of
maintaining liquidity in the banking system and lending to the real sector of the national
economy.

Pursuing the scope of maintaining banks liquidity the National Bank of Moldova in 2009
disbursed loans to six licensed banks worth MDL 660.0 million; the balance of these loans
as at 31 December 2009 amounted to MDL 450.0 million.

Pursuing the scope of lending to real sector of economy the National Bank of Moldova in
May-August 2009 opened credit line for 9 banks for a term of one year to the value of MDL
960 million. At the end of the year the balance of the disbursed loans amounted to MDL
798.0 million. The aforementioned loans were allocated by the banks preponderantly in
industry and commerce (42.2 percent), agriculture and food industry (about 33.6 percent)
and energy and fuel sector (about 14.1 percent).

Lending for the purpose of maintaining banks liquidity and lending to real sector of the
economy were disbursed at the NBM base rate, fluctuating during the effective period of
lean contracts which over the year went down from 11.00 to 5.00 percent on annual basis.

Disbursing lending resources to the banks at the base rate of the National Bank of Moldova
contributed to reversal to a descendent trend of interest rates on the interbank market and
accordingly, interest rates on loans disbursed by the banks. These actions resulted in a
slowing down the slump of lending and helped to resume normal functioning of financial
and lending market.

During 2009 the National Bank of Moldova continued monitoring of loans disbursed in the
previous years to housing construction cooperatives. At the end of the reported year the
balance of these loans amounted to MDL 21.9 million. As aresult of timely repayments and
anticipated payments the balance of loans disbursed to housing construction cooperatives as
compared to the end of 2008 showed a reduction by 17.0 percent.
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The total balance of accounts payable of the banks due to the National Bank of Moldova as
at 31 December 2009 amounted to MDL 1859.8 million as compared to the debt worth MDL
26.4 million reported at the end of 2008 which was integraly represented by the loans
disbursed to housing construction cooperatives.

Rather essential changes in 2009 were made in the structure of collateral securing the
accounts payable due by the banks to the NBM. In the reported year accepted as collateral
when disbursing loans were the required reserves of the banks both in Moldovan lel and in
free convertible currencies maintained by the banks at the NBM as well as government
securities while in 2008 the pledge was constituted only by the monetary means available on
banks LORO accounts maintained at the NBM.

Permanent facilities

The mode of permanently functioning facilities (deposits and overnight lending) established
by the NBM alowed banks to manage efficiently their own liquidity and offered an
advantage of flexibility to the NBM in realization of its monetary policy.

Overnight lending facility. In the context of shortage of liquidity observed in the banking
system at the beginning of 2009, the National Bank of Moldova during February-May 2009 ,
pursuing the scope of ensuring adequate functioning of the interbank monetary market,
supplied monetary means through its overnight lending facility at banks demand the
average daily balance, which during this period amounted to about MDL 66.8 million.

During the aforementioned period the minimum value of the average daily value of balance
on overnight loans worth MDL 10.0 million was reported in February while the maximum
value worth MDL 126 million was reported in April 20009.

Overnight deposit facility. Reversal of NBM position in regard to banking system has not
excluded permanent formation of short term excess liquidity that was placed with the
National Bank of Moldova at the initiative of banks through overnight deposit facility.

Under condition when the National Bank of Moldova has ceased sterilization operations and
at the background of growing liquidity (as a result of liberalization of monetary policy and
enhancing foreign currency purchase operations by the NBM) and persistence of maor risks
of lending the banks were often appealing to overnight deposit facility thus showing good
capacity of short term management of own resources during a period of crisis.

The average daily balance of overnight deposits throughout the year showed an ascendant
trgjectory moving from MDL 59.9 million in January to MDL 3069.1 million in December
2009; the size of balance growing dependent on the increase of liquidity in the banking
system.

Required Reserves

In 2009, besides using interest rate policy, the Nationa Bank of Moldova continued to
actively use the mechanism of required reserves pursuing the scope of achieving its
monetary policy objectives.
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The efficient use of required reserves instrument by the NBM during the reported year was
basically marked by gradual decrease of the required reserves ratio — the action justified by
the necessity of increasing liquidity injection in the banking system at the background of
downsizing lending activity by the banks.

During June-September 2009 pursuing the scope of preventing further recession and
resuming normal functioning of the lending market, the Administrative Council of the
National Bank of Moldova concomitantly with the decrease of the base rate approved (four
times) the decision on reducing the required reserves ratio:

On 18 June 2009 the required reserves ratio was lowered by 1.5 percentage points, being
established in proportion of 16.0 percent of the calculation base beginning with the period of
observation of the borrowed funds: 21 June 2009 through 5 July 2009.

On 16 July 2009 the required reserves ratio was lowered by 2.0 percentage points, being
established in proportion of 14.0 percent of the calculation base beginning with the period of
observation of the borrowed funds: 21 July 2009 through 05 August 2009.

On 6 August 2009 the required reserves ratio in Moldovan lei was set at 10.0 percent while
such in free convertible currencies at 12.0 percent of the calculation base (a decrease by 4.0
percentage points and 2.0 percentage points accordingly) beginning with the period of
observation of the borrowed funds: 6 August 2009 through 20 August 2009.

On 3 September 2009 the required reserves ratio in Moldovan lel and in free convertible
currencies was set at 8.0 percent of the calculation base (a decrease by 2.0 percentage points
and 4.0 percentage points accordingly) beginning with the period of observation of the
borrowed funds. 6 September 2009 through 20 September 2009.

Successive decrease of the required reserves ratio has generated ample amounts of excess
liquidity in the banking system thus influencing banks lending capacity — the paramount
condition for economic growth recovery.

During 2009 the level of required reserves constituted by banks was determined by the size
of required reserves ratio as well as by the development of borrowed funds.

During January through May 2009 period while maintaining constant required reserves ratio
of 17.5 percent of the calculation base, the required reserves maintained in Moldovan lei
went down by about 19.0 percent due to negative development in borrowed funds as a
consequence of the global financial crisis.

The descendent curve shown by the required reserves during June-November was
determined by the lowering the required reserves ratio as well as by maintaining a
descending trend of funds borrowed by the banks during the specified period.

In December 2009 the trend for the required reserves maintained in Moldovan lei reversed
showing an increase during two successive periods of observation of borrowed funds,

The amount of required reserves maintained in Moldovan lel constituted by the banks
according to the period of observation of borrowed funds. 6 December 2009 through 20
December 2009 and maintained at the end of the year amounted to MDL 1,041.9 million
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showing a decrease of MDL 1,844.4 million or by 2.8 times as compared to the same period
of previous year.

Overall during the reported year the required reserves maintained in foreign currencies, same
as such maintained in Moldovan lei were influenced by the development observed in the
required reserves ratio and in borrowed funds.

The amount of required reserves maintained by the banks in US dollars and Euros as at 31
December 2009 amounted to USD 42.0 million and Euro 48.6 million respectively showing
a decrease by USD 68.4 million and Euro 73.7 million or by 2.6 and 2.5 times respectively
as compared to the required reserves maintained by the banks at the end of December 2008.

With the scope of cutting down the costs incurred with banking assets additionally imposed
onto the banks by the necessity of constituting required reserves, the National Bank of
Moldovain 2009 paid out to the banks on the rate of required reserves exceeding 5.0 percent
of the liabilities used to calculate such reserves the amount of interest worth MDL 31.1
million.

Foreign Exchange Market | ntervention

During 2009 the NBM conducted interventions in the foreign exchange market in its quality
of abuyer of foreign currency aswell asthe seller of such; that was done in order to mitigate
excessive fluctuations of the exchange rate of the national currency against US dollar.
During the reported period the net amount of NBM transaction conducted in the domestic
foreign exchange market amounted to the equivalent of USD 220.17 million, including USD
318.50 million purchases of foreign currency and USD 538.67 million selling foreign
currency in the interbank foreign exchange market.

It is worth noticing that during January through April 2009 the NBM sold in the domestic
foreign exchange market USD 513.66 million and on 28 September 2009 another USD

Chart no. 2.4. Dynamics of the official exchange rate of USD/MDL 25.01 million. At the same
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Transactions (net sales) in foreign currencies against Moldovan lei conducted by the NBM
in the interbank market in 2009 amounted to USD 220165.12 thousand.

Development of Monetary Indicators

Development of monetary indicators in 2009 could be split up in two stages with
diametrically opposed tendencies. The first stage before April 2009 was marked by the
ongoing reduction of monetary aggregates as a result of tightening monetary policy in
January-September 2008.

The monetary indicators marked stabilization and showed certain growth beginning with
April 2009 as aresult of phased out liberalization of monetary policy.

However, it is worth noticing that development of monetary aggregates was influenced by
the situation in the national economy affected by the global economic crisis.

Money supply
In January-December 2009 the money supply (M2)" decreased by 3.8 percent as compared

to 18.4 percent growth reported in 2008. In 2009 development of M2 reflected negative
tendencies accentuated in February-May 2009 while marking the highest drop by 21.9

Chart no. 2.5. Evolution of components of money supply percent In Ap“ l
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sales of foreign currency by the NBM.

At the same time, money supply (M3)® in 2009 went up by 3.2 percent while in 2008 its
growth rate was reported atl5.9 percent. Slower money supply M3 decrease pace as
compared to that of M2 is explained by the ascendant trend in the development of deposits
in foreign currencies recalculated in lei equivalent (Chart no. 2.6). Deposits in foreign
currency recalculated in lei have shown high pace of growth during the last 12 months —
18.5 percent while their growth in US dollar during the same period amounted to only 0.2
percent, i.e. USD 2 million.

1 Money supply M2 includes (MO0), depositsin lei and monetary policy instruments.
Monetary aggregate MO represents money supply in cash issued by the National Bank of Moldova less cash in vault of commercial banks and the NBM
M oney supply M3 includes money supply M2 and residents deposits in foreign currencies expressed in lei.
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Chart no. 2.6. Dynamics of the main components of money supply M3~ The highest growth pace of deposi ts
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these went up by 21.0 percent) thus
determining directly to the slump of M2 and the negative trend in the development of M2 in
2009.

The main reason explaining the slump of deposits in national currency attracted from legal
entities as well as from individuals was failing of current incomes; this in conditions of
maintaining reduced pace of economic activity has lead to the shortage of their monetary
resources.

The share of call deposits in total deposits maintained in national currency in December
2009 amounted to 36.0 percent showing an increase by 7.6 percent during the last 12
months. This regrouping in the structure of deposits maintained in national currency in favor
of call deposits shows the need of access to monetary resources with high liquidity for
businesses as well as for households.

The major part of total amount of time deposits attracted by the banks during the reported
year was determined by the enhancement of its components while the growth pace of
deposits maintained in foreign currencies has outrun such maintained in national currency
(25.9 percent as compared to 1.2 percent). Likewise, it is worth mentioning that observed
during February-April 2009 as well as in August and September 2009 was a trend of
growing interest to making savings in foreign currency as a consequence of pessimistic
expectations of devaluation of national currency and converting certain amounts of lei into
FCC. As aresult the share of time deposits attracted in foreign currency in the structure of
total deposits increased by 5.5 percentage points, thus determining the change in the share of
deposits maintained in foreign currencies from 46.0 percent in 2008 to 51.5 percent in 2009.

Growth of the amount of time deposits attracted in national currency by MDL 227.6 million
(1.2 percent) was at large influenced by the increase of the amount of time deposits
maintained by legal entities by MDL 1,446.2 million (34.3 percent) while the amount of
deposits in lel maintained by the natural persons decreased by MDL 1,218.6 million (8.7
percent).
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During the reported year, unlike previous year, time deposits attracted in foreign currency
showed higher development as compared to such attracted in foreign currencies. Thus the
amount of deposits in foreign currencies went up by MDL 4032.5 million (25.9 percent)
being conditioned by the enhancement of deposits made by natural persons by MDL 4,042.8
million (30.0 percent).

Under conditions of devaluation of the national currency and at the background of economic
environment showing signs of improvement the preference was given to short term deposits
maintained in foreign currencies, especialy to the ones with maturity term from 3 up to 6
months; the share of such deposits increased from 41.0 percent in 2008 to 48.1 percent in
2000.

Loans market

In 2009 the total balance of lending to economy” as compared to 2008 decreased by 4.9
percent showing a tendency opposite to
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4 According to IMF methodology excluded from total loans disbursed to economy (including interst on principal) should be interbank credits and such disbursed
to the government.
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expressed in US dollar was marked by more pronounced slump pace (17.2 percent) as
compared to loans disbursed in national currency; this was caused by the common factors of
both components of loans disbursed to private sector as well as by devaluation of Moldovan
leu against US dollar and Euro. It was aso due to intention of the private sector to avoid
risks bound to brisk devaluation of the national currency.

The most accentuated negative pace was reported on balances of loans disbursed to the
households; this amounted to 8.2 percent in January-December 2009 (Chart no. 2.8), being
determined by 30.0 percent slump in the balances of loans for consumption the share of
which in total loans disbursed to households at the end of 2009 amounted to 51.4 percent.

Dynamics of Newly Disbursed Loans

In 2009 the process of lending to economy has marked an accentuated decline of 48.8

percent (down to MDL 14246.4 million) as compared to 5.0 percent growth marked in 2008.

Such recourse in the process of lending to economy could be referred at large to the

pessimistic anticipations in real as well as in banking sectors determined by the cuts in

finances disbursed to the banks by the international organizations under conditions of

deepening global financial crisis and shortage of liquidity experienced by the banking
System.
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in the national currency is
subsequently represented by the loans disbursed to legal entities amounting to 84.9 percent
of total loans in lel showing a slump by 51.1 percent as compared to the previous year and
reaching the amount of MDL 6645.3 million. The slump in newly disbursed |loans was more
pronounced during April-June 2009. Similar development applied to loans disbursed to the
household which marked a decrease of 66.4 percent as compared to 2008, amounting up to
MDL 1182.6 million.

Main reasons explaining this slump in demand for loans was the downturn of economic
activity and reduction of income for businesses as well as for individuals.

Slight mitigation of the lending process was experienced in the second half of 2009
following application of monetary policy measured adopted by the NBM on disbursing loans
to the banks for lending to businesses acting in real sector of economy and maintaining
banks liquidity. During 2009, in parallel to reduction of base rate the NBM proceeded to
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reduce the required reserves ratio on financial resources attracted by the banks. This measure
was also meant for stimulating the process of lending to economy.

Besides, the lending institutions were maintaining prudent lending policies under which they
did not reduce the interest rates down to the potential of easing. They managed to maintain
Chart no. 2.10. Dynamics volume and averagerates on credits hlgh cost of newly disbursed
extended in foreign currency loans due to shortage of

lending  resources and

12000 , P milfion % 160  development of unfavorable

1 140 i
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800.0 -/ v 100 conditions of the global
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Average rate on credits in foreign currency lendi ng in national currency

(39.9 percent) and amounted

to MDL 6418.5 million (equivalent to USD 577.5 million). The slump occurred basically at
the expense of loans disbursed to legal entities for a term of more than 12 months which
contributed 66.5 percent to this slump. Despite al that the share of loans in foreign
currencies in total new loans disbursed in 2009 increased as compared to the previous year
showing a change from 38.4 to 45.1 percent as a result of more pronounced decrease of
lending in national currency as well as due to the statistical effect generated by devaluation
of the national currency and enhanced expectations bound to the exchange rate devel opment.

Jan. 2009

| nterest Rates and Monetary Policy Transmission Mechanism

During 2009 the National Bank of Moldova proceeded to relax its monetary and foreign
exchange policy by lowering NBM base rate which fact has lead to the increase of liquidity
in the banking sector. Thus, it could have been expected that the average interest rates at the
background of pronounced deflation will mark a descendent trend complying with the actual
economic conditions.

The accentuated transfer of monetary policy was noticed only in deposits maintained in the
national currency (decrease by 2.1 times) and in deposits maintained in foreign currencies
(3.1 times). The interest rates on deposits maintained in national currency decreased from
20.69 percent (in January 2009 reaching its maximum for 2009) down to minimum 9.79
percent (in December 2009). Same tendency was marked with the interest rates on deposits
maintained in foreign currency; these have decreased from maximum 11.81 percent in
January to minim 3.81 percent in December 20009.

In regard to disbursed loans this transmission mechanism did not function at full due to the
downturn of the economic activity caused by the global financial crisis. Thus, the maximum
interest rate on lending in national currency amounted to 23.25 percent (in January 2009)
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while the minimum amounted to 17.84 percent (in August 2009) showing a difference of
5.41 percentage points. During 2009 the dynamics of interest rates on loans disbursed in
foreign currencies was at large similar to that of national currency the difference marked by
somewhat higher accentuation of such. Thus, the maximum interest rate on loans in foreign
currencies was marked in February and amounted to 14.06 percent while the minimum of
10.58 percent was marked in December (the difference makes 3.48 percentage points).

The aforementioned data prove that monetary policy transmission mechanism is working

Chart no. 2.11. Dynamic volumes and averagerates of term un”atera“y and depends at Iarge
deposits attracted in national currency on banks behavior.
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In 2009 the average annual
interest rate on new time deposits attracted in foreign currencies showed a tendency towards
a decline picking up descendent adjustments of the reference rate for main short term
monetary policy operations. Under
these conditions, the average
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average annual weighted interest
rate on loans disbursed in national currency reduced by 0.65 percentage points as
compared to 2008 down to 20.31 percent in 2009.

Dynamics of interest rate reduction of was more pronounced in the second half of 2009
going down from maximum worth 23.30 percent in January to 22.23 percent May and
reducing notably in August down to 17.65 percent.
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Reflecting these influences the average interest rate on loans disbursed in foreign currency
was relatively stable during the first five months of the year while subsequently it picked up
adescending slope falling down to 10.58 percent in December.

The average annual weighted interest rate on new loans disbursed in foreign currency
amounted to 12.51 percent in 2009 as compared to 12.02 percent in 2008.

Chart no. 2.13. Dynamics of the banking margin on operationsin
national currency and in foreign currency (percentage points)
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During 2009 the bank margin
(difference between average interest
rates on loans and deposits) reversed
its descendant trend that was
reported for 2003-08. Thus, the bank
margin on operations using national
currency went up from 2.78
percentage points reaching the level
of 5.65 percentage points while that
associated with transactions using
foreign currency increased from 2.52
percentage points in 2008 and
amounting to 4.90 percentage points
in 2009 (Chart no. 2.13).

Foreign Exchange Market (exchangerate, real effective exchange rate)

During 2009 the official nominal exchange rate of the national currency against US dollar
devaluated by 18.3 percent and by 19.6 percent against Euro.
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Chart no.2.14. Dynamics of nominal and real effective
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no. 2.14 shows a trend
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real effective exchange rate of the national currency since February 2009 when this has
reached maximum level of appreciation of 40.0 percentage points as compared to 2000 and
of 7.6 percentage points as compared to the end of 2008.
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Marked during January through April 2009 was a trend towards devaluation of the national
currency against US dollar in the domestic foreign exchange market both in nomina and
real effective terms. Experienced as a spillover of the global financial crisis affecting the
countries from the region since September 2008 was a slump in the amount of liquidity in
foreign currencies in the domestic foreign exchange market. Thus, in the first four months of
2009 reported was a negative net foreign exchange flow of minus USD 455.9 million as
compared to the negative flow of minus USD 33.6 million during the same period of 2008.
Despite of the fact that the net negative flow of foreign exchange generated by
payments/proceeds from external trade dropped down from minus USD 933.5 million
reported for the first 4 months of 2008 to minus USD 595.8 million for the same period of
20009, it did not lead to slackening the pressure of devaluation of the national currency. That
was due to the following factors: (i) significant slump of net supply of foreign currency by
natural persons (from USD 722.2 million during the first 4 months of 2008 to USD 171.3
million during the same period of 2009 or by 4.2 times as compared to the first four months
of 2008), (ii) net negative flows referred to direct and portfolio investments and loans
contracted from the affiliated persons (minus USD 20.4 million during the first four months
of 2009 as compared to USD 74.1 million during the same period of 2008) and external
private loans, grants and technical assistance (minus USD 11.1 million during the first four
months of 2009 as compared to USD 103.6 million during the respective period of 2008).
Concomitantly, marked during this period was an enhanced demand for foreign currency on
behalf of natural persons conditioned by partial conversion of funds from national currency
into foreign one as influenced by the pessimistic expectations in regard to Moldovan leu
exchange rate development in relation to USD. Thus, applying fixed exchange rate as of 31
December 2008 one could see that during this period deposits in foreign currencies increased
by an equivalent of USD 125.2 million or by 13.1 percent while deposits in national
currency decreased by an equivalent of USD 289.5 million or by 21.2 percent. At such a
background, the NBM conducted net sales of US dollars in view of attenuating excessive
fluctuations of the nominal official exchange rate of the national currency against US dollar
and stopping the boom in the foreign exchange market.

From May through November 2009 marked in the foreign exchange market was stability
accompanied by certain periods of appreciation of the national currency. Registered during
this period was the growth in the net supply of foreign currency by natural persons, net flow
referred to external private loans, grants and technical assistance as well as a downturn of
the conversion from national currency into foreign ones. The average monthly net flow
during May-November 2009 amounted to USD 30.5 million as compared to the average
monthly net flow reported for the first four months of 2009 (minus USD 114.0 million).
During this period the real effective exchange rate of the national currency devaluated by
11.1 percentage points.

In December 2009 the net flow of foreign currency exceeded by far the average monthly net
flow reported for May-November 2009 and amounted to USD 116.0 million; this fact was
conditioned by the essential increase of net supply of foreign currency by natural persons
(USD 257.7 million in December 2009 as compared to the average monthly value of this
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indicator reported for May-November 2009 and worth USD 180.6 million). In December
2009 the official nomina exchange rate of the national currency against US dollar
devaluated more pronouncedly, i.e. by 10.8 percent. At the background of deflationary trend

Chart no. 2.15. Foreign exchange reser ves expr essed the NBM used this opportunity for
inimport months strengthening  its  international
reserves by conducting active
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end of 2009 to USD 1,480.3
million, which is sufficient to cover about 4.7 months of import (Chart no. 2.15).

[11. External Environment

Following two years since the eruption of economic and financial crisis, severe decline in
the global activity has gradualy freed some space for re-launching business in the key
emerging markets as well as in some advanced economies. Contraction of world economy
reported for the last quarter of 2008 and for the first quarter of 2009 was followed by growth
registered in Q 1l and Q 111 2009. If at the onset of 2009 it seemed that the world’'s largest
financial institutions will become insolvent then subsequently the world economy has taken
a different turn. Due to measures taken by the governments of the United States, Europe,
Japan and China to support of banks and other financia institutions it became possible to
avoid the collapse while the latter began reporting profits generated in Q |1 and Q 111 2009.

The industrial production remained key driving force underlying the growth in line with
further extension of services. The world trade having recovered from unprecedented
downturn has resumed the positive growth.

Thus, the two most powerful world economies — the USA and China seem to have passed
over the most difficult period of the global crisis: China reported 8.9 percent growth in the
third quarter of the year. The rea estate sectors in the USA and Great Britain started to
recover in line with the rise of housing prices and resuming activities in construction sector.
Germany and France, following a profound recession during few consecutive quarters, in the
second quarter of 2009 reported 0.7 percent and 0.3 percent economic growth accordingly
due to enhanced volume of export, industrial production and household consumption.
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Likewise, Japan in the third quarter of 2009 reported 1.2 percent economic growth as
compared to the second quarter.

Although there are indicators of globa economic stabilization, including signs of recovery in
the stock exchange and in regaining consumers trust at the background of reduced interest
rates on loans, still the short term perspective remains uncertain and there are still major
risks that could inflict prejudices to the economic and financial stability in the countries
around the world. Despite re-launching of the economic activity in few countries around the
world, there are still serious problems linked to capitalization of banking sector and public
sector debt management.

Despite of the fact that world economic outlook expectations remain uncertain the global
risks of doing business are in general balanced out. On the one side, the effects are stronger
than the anticipated ones resulting from application of extensive ensured macroeconomic
inceptives as well as from monetary policy measures. Regained trust could further improve
in the future while the international trade could recover significantly. On the other side,
certain concerns still persist in connection with negative more powerful and long lasting
feedback as well as in connection with new rises of price on fuel and other goods at the
background of escalading protectionist pressures.

The costs incurred with saving the economies were huge while the obligque consequences
could get further aggravated. The economic crisis, including implementation of economies
safeguarding plans has lead to increase of current account and budget deficit. The
subsequent efforts targeted towards financing these deficits could trigger growth of inflation,
growth of ail price, downturn of profits, higher rate of unemployment and then stagnation.

Maintaining adequate economic policies in 2011 will allow for higher level of investments
and private consumption although moving at a more modest pace bearing in mind the
contradictory environment determined by high rate of unemployment and insignificant
growth of incomes. Thus, the economic and financial crisis imposes new ambitious reforms
that could generate global economic growth.

The United States of America

The economic standing in the USA has improved while the economic activity started to
recover towards the end of the third quarter of 2009. Real GDP grew 2.8 percent a an
annualized pace in Q3 2009 as compared to Q2 2009. Revival of the economic activity
reflected an increase of consumer spending as well as a powerful jump of investments in
residential real estate and exports. Stimulating measures promoted by the government
supported temporary private demand especially in such sectors as automobiles and
residential real estate. Improvement of financial standing and final demand will contribute to
progressive consolidation of private investments during 2011 even if the investment rate will
remain inferior to long term media until the end of 2011. The medium term prospects remain
marked by the uncertainties caused by gloomy projections for the rest of the world and
tensioned markets.
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The Eurozone

Following five quarters of economic contraction the Eurozone real GDP registered positive
growth in Q3 2009. The recent studies show positive growth of real GDP in Q4 2009 as
well; from the short term perspective the economic growth should benefit on positive
contribution due to bigger stocks and exports. At the same time, macroeconomic incentives
and measures adopted with the scope of resuming good functioning of the financial sector
will also produce favorable results. Still, the uncertainty will persist since a great number of
these factors are featuring temporary nature. Pursuant to projections the Eurozone GDP in
2010 will manifest moderate growth of 0.3 percent on annual basis in 2010, which will
strengthen the process of economy re-launching. The IMF is projecting inflation rate growth
for 2010 at 0.8 percent. As for 2011, more favorable financial conditions and adequate
monetary policies will determine growth of private demand by the end of 2011.

The Russian Federation

In Q3 2009, following three consecutive quarters of decline the Russian Federation is seeing
signs of recovery in the economic activity. Despite of these signs Russia continues to suffer
from the effects of the global crisis. The shadow economy in Russia following years of
contraction reversed its tendency in line with the aggravation of crisis. Expansion of
unofficial sector will inevitably result in shrinking revenues generated by taxes and duties.
For the future, stabilization of external demand and development of prices on goods as well
as the expansionist fiscal policies will contribute to recovery of the national economy. The
surplus of trade balance in 2010 will grow due to better conditions of trade exchange
followed by its reduction in 2011 once the tendency towards growth of imports is back in
place. The net private capital flows will progress thus alowing for replenishment of
reserves. The banking system will remain tensioned as the process of its recovery will be
impeded by negative growth of the volume of loans.

Ukraine

In Ukraine the economic and financial crisis is getting more profound. Thus, in the third
guarter of 2009 the country’s economy decreased by 15.9 percent as compared to the same
period of the previous year. Inflation registered in Ukraine remains one of the highest in
Europe. According to some estimates by the end of 2011 the inflation rate will go down to
7.2 percent.

During 2009, the program of Ukraine's cooperation with the IMF was revised three times.
The IMF stated a set of requirement to the Cabinet of Ministers of Ukraine, such as increase
of excises on tobacco and alcohol, balancing the budget of Naftogaz, increasing tariffs on
natural gas for households, stopping increase of social payments and seizing a good share of
budget expenditures. Due to failure by the Ukrainian government to fulfill provisions set
forth by the program of cooperation with the IMF as well as of populist actions exerted by
some of the political powers cooperation with the IMF was suspended which could lead to
destabilization of budgetary system, creation of enormous debts on social payments and
generate unanticipated consequences for the entire economy of Ukraine.
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Romania

Since the end of 2008 Romania was placed amongst countries most vulnerable to the effects
of the current crisis. During this time in order to overcome the crisis Romanian government
applied four sets of anti-crisis measures, although the effects of many of the initially
promoted measures are late to appear. In the third quarter of 2009 the pace of economic
contractions has considerably reduced thus determining acceleration of exports and
moderation in depleting the stocks. Envisaged for 2010 is the annual inflation rate of 3.6
percent and GDP growth of 5.5 percent.

Development of Price on Natural Gas and Oil

During the recent years price on oil became a rather important financial indicator in the
global economic system. The oil market acquired high volatility inherent in financial
markets with accentuated fluctuations of prices against relatively slow change of redl
demand for oil. This volatility poses one of the threats to the global energy security since it
produces a significant impact on the economy of producers and consumers of raw material
aswell as on the entire world financial system. The problem acquired special relevance once
the oil price has registered maximum values and subsequently, in the middle of 2008, a
collapse at the background of financial crisis. The financial crisis and a slump in the
economic growth produced rather notable impact on the development of energy resources
markets. In July 2008 a barrel of oil was sold at USD 132.0 while closer to the end of the
year it was not exceeding USD 40.0 per barrel. Hence, it is extremely important to
understand the factors underlying oil market dynamics among which one could mention the
following: fundamental, geopolitical, financial and speculative. Distinguished among the
fundamental factors are: demand (growth of world economy, and seasonal factor), supply
(export and production capacity of OPEC and non-OPEC countries), stocks and oail
processing. Among geopolitical factors one could identify such as conflicts, risk of
terrorism, effects produced by the environmental policies. The financial factors include:
GDP growth, interest rates, exchange rates and raw material markets.

Despite of the fact that during the last 5 months of 2009 the average price on oil was
maintained at approximately USD 73.0 per barrel, this level is not sustainable for medium
term. For short term perspective it could be determined by the tensioned situation in the US
oil market, unsustainable growth of demand for oil on behalf of China, creation of oil
reserves in some countries, devaluation of US dollar which reduces profits of oil exporting
counties (US dollar is a traditional currency of settling under oil delivery contracts). The
projections show that during 2010-11 the oil price will vary from USD 75.0 up to USD 80.0
per barrel. These values could be registered not only due to certain fundamental factors but
also as a consequence of speculative actions attempted by the players in the oil market.
Bearing in mind the af orementioned motives one could see that there exists a certain share of
inaccuracy associated with long term projections of oil price. Thus, it is envisaged that
phased out recovery of world economy will take off in the second half of 2010 and this will
determine enhancement of petroleum products consumption and at the end of the day will
result in slight rise of oil prices.
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Development of price on import of natural gas during 2009 was characterized by quarterly
decreases (Chart no. 3.1). Thus, the price on imported natural gas was set at USD 255.7 and
USD 186.6 per thousand cubic meters in the second and third quarters of 2009 while in the

Chart no. 3.1. Evolution and forecast natural gas fourth quarter of
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well as the change in the reduction coefficient, which for 2010 will be set at 0.9, one could

assume that the price for imported natural gas during 2010 will vary between USD 233.0

and USD 261.3 per thousand cubic meters. It is projected that in 2011 the price on gas will

amount to USD 290.3 per thousand cubic meters since beginning with this year the reduction
coefficient will not influence onto the imported gas price formation.

V. Medium Term Macroeconomic Projection

The medium term macroeconomic projection (for 2 years) was prepared by the National
Bank of Moldova based on the Law on the National Bank of Moldova and the Monetary
Policy Strategy for 2010-12 pursuing the scope of identifying required monetary policy
measures in order to achieve its fundamental objective within the stated frameworks.

Current Macroeconomic Outlook
External Environment

Economic development of the key trade counterparts of the Republic of Moldova was
gravely affected by the aggravation of the global financial and economic crisis.

In Q3 2009 the GDP in the European Community decreased by 4.0 percent in real terms as
compared to the respective period of the previous year being, likewise, positioned below its
potential level. The annual CPI inflation rate was continuously decreasing until June 2009
after which the trend has reversed registering in December 0.9 percent growth due to
measures of supporting the economy taken by the European monetary authorities.
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The gross domestic product in the Russian Federation showed negative development starting
with the first quarter of 2009 while in the third quarter of 2009 it showed a decrease by 8.9
percent in real terms as compared to the same period of the previous year being placed by far
below its potential level. This downturn of the economic activity was basically caused by the
reflux of foreign capital. Drop down of private sector demand has generated, accordingly,
continuous slump in the annual inflation rate amounting in December 2009 to 8.9 percent.

The ail price in the international markets has reached its minimum level of USD 39.5 per
barrel (URAL) in December 2008 following which it showed a tendency towards gradual
increase and was stabilized at the level of USD 73.1 USD per barrel in December 2009.

Domestic Conditions

Worsening of economic situation with key trade counterparts of the Republic of Moldova
resulted in deterioration of domestic conditions manifested by slump in the amount of
remittances as well as in the reduction of demand for domestically manufactured products.
Gross domestic product in Q3 2009 decreased by 7.5 percent in real terms as compared to
the same period of the previous year. The inflation estimated on the basis of consumer price
index was continuously decreasing until September 2009 following which the trend was
reversed reaching the value of 0.4 percent in December of the same year. Thus, the interest
rate on government securities with 91 day maturity was 2.8 percent in December 2009 as
compared to 23.8 percent reported for April 2009. As a consequence reported was a decrease
of the real interest rate, so that the value of its gap* was close to zero producing a neutral
influence on the real sector. Similar situation was also reported in case of gap of real
effective exchange rate”. It is worth mentioning that following reduction of the volume of
investments inclusively there took place a slump of productivity in the national economy
which fact has lead to a decrease in the velocity of appreciation of the rea effective
exchange rate.

During 2009 the nominal exchange rate® showed a tendency towards devaluation amounting
as at 31 December 2009 to 12.30 MDL/USD. This development resulted from the downturn
of supply of foreign currency on the one side and decrease of the interest rates as well as
required reserves ratio on the other side.

Elaboration of medium term projection (for 2 years) requires knowledge of inflation
determinant factors as well as internal and external assumptions that allow for a more clear
perception of the inflationary process in the Republic of Moldova alongside with possible
chances of such.

! Gap of the real interest rate represents a difference between real interest rate and its trend. The real interest rate is calculated as difference brtween nominal
interest rate and expected inflation. In case when the gap of the real interest rate is positive the monetary policy is restrictive while when the ga pis negative the
policy of the interest rates becomes expansionist.

2 Gap of the real effective exchange rate represents a difference between real effective exchange rate and its trend. The real effective exchange rate represents an
indicator of competitiveness of the domestically manufactured product in relation to main economic counterparts. In gas when its ga pis positive the domestically
manufactured product is less competitive and vice-versa.

$MDL/USD
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Inflation Determinant Factor

Rise in the general level of prices or inflation is influenced by a number of factors that
overal could be broken down into inflationary and disinflationary ones.

Analysis of the specifics of inflation in the Republic of Moldova showed that among the
inflationary factors at the moment one could list the following: administrative tariffs and
process, including on electricity, natural gas, municipal heating and hot water, increase of
VAT and excises. At the same time, it is necessary to mention significant rise of prices on
energy resources and food grade products worldwide in the second half of 2009, including
by 24.8 percent on natural gas, 20.8 percent on oil, by 31.3 percent on dairy products and by
60.7 percent on sugar. Devaluation of the national currency against key foreign currencies:
by 10.2 percent against US dollar and by 11.7 percent against Euro in the second half of
2009 has a so affected the level of prices.

Reversal of the inflation trend towards positive path was caused inclusively by the
aforementioned inflationary factors. But concomitantly it was tempered by the
disinflationary factors among which referred to the main ones could be the following:
moderate recovery of global economy which determined reduced demand for domestically
manufactured products, considerable slump in foreign direct investments as well as
remittances slump.

Besides the external disinflationary factors, serving to temperate return of inflation to
positive values domestically one could mention shrinking of public and private demand,
increase of unemployment and decrease of wages as well as high uncertainty in the banking
sector expressed through reduction of lending and maintaining significant mark ups.

Assumptions

Determining or adjusting the assumptions with a high degree of probability is one of the key
requirements vis-avis any viable projection made for medium term (for 2 years). The
assumptions used for preparing the actual projection could be broken down into external and
domestic ones.

Among the important external assumptions used for 2010 projections one could mention the
following:

1. Modest although visible recovery of the world economy, including: real GDP growth
in Eurozone up to 0.3 percent with inflation of up to 0.8 percent and real GDP growth
in the Russian Federation of up to 1.5 percent with inflation of about 8.9 percent.

2. Stabilization of prices on energy resources, including: USD 290 on natural gas and on
oil within the range of USD 75.0 to USD 80.0 per barrel.

3. Worldwide stability of prices on food grade products.
4. Grantsinflows.
Besides the external assumptions equally important are the domestic ones, including:
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1. Fiscal policy will be dlightly restrictive so as to alow for 2.0 percentage point
decrease of budget deficit, from 9.0 to 7.0 percent of GDP, due to increase of budget
revenues as a result of levying indirect taxes as well as growing level of grants. At the
same time, total budgetary expenditures will be cut by about 1.0 percentage points.
The assumptions in regard to fiscal policy are integraly based on the 2010 State
Budget Law.

2. Anincreasein excise duty and VAT and itsimpact on inflation.

3. When preparing the projection notice was taken of the rise of tariffs on the energy
resources for final consumers since the beginning of this year as approved by the
National Agency for Energy Regulation as well as the eventual changes of such for
medium term perspective.

4. Additional probable rise of regulated prices in January 2011 within the range of 10.0
to 15.0 percent.

5. Financial-banking stability and re-launching of lending activity.
6. Average crop yield during 2010-11.

Medium Term M acr oeconomic Projection

Medium term macroeconomic projection (for 2 years) was prepared arising from the
external economic conditions, the actual phase of the economic cycle in the Republic of
Moldova as well as on the basis of afore mentioned external and domestic assumptions by
taking into account the continuity of the monetary policy of the National Bank of Moldova.

Reversal of the inflation trend registered at the end of 2009 and its repositioning on the
positive band will continue in the first half of 2010. Pursuant to the projection, in March
2010 the inflation rate will be within the range of 5.5 to 6.7 percent for the first 12 months.
The maximum inflation values will be registered during August-September 2010 within the
range of up to 7.7 percent. Exceeding the stated range of inflation will bear temporary and
non-persistent nature as being based on certain objective factors, including temporary shock
registered at the beginning of this year as a result of rising tariffs on natural gas supplied
from the pipeline, on electricity and municipal heating by the National Agency for Energy
Regulation. At the same time, this shock is partially determined by the increase of excise
dutiesand VAT rates on certain products.

In line with exceeding herewith specified maximum there will take place a reversal of the
inflation trend; at the end of the year the inflation rate will match the range of 5.0 to 7.0
percent. Stabilization of the inflationary process and maintaining the inflation rate within the
stated range will continue into 2011 when the inflation rate will match the range of 3.7 t0 5.3
percent towards the end of the year.

The pace of inflation reposition will depend on decisions of monetary policy adopted by the
Administrative Council of the NBM.
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Medium term inflation projection (for 2 years) was elaborated based on the continuity of the
monetary policy which implies maintaining the actual level of monetary policy instruments,
Tightening monetary policy through the increase of rates on key monetary instruments will
stimulate more rapid reposition of inflation within the stated range although posing a threat
for GDP growth.

This development of inflation is in compliance with the increase of the interest rates on 91-
day government securities which is the most representative indicator of the situation in the
monetary market proving the efficiency of the monetary policy and of the transmission
mechanisms. Corresponding to the inflation rate the interest rate on government securities
will increase in the first semester of 2010 followed by subsequent reversal of the trend
matching the annual range of 6.5 to 8.9 percent in December 2010. Stabilization of the
inflationary processes in 2011 will influence positively on the interest rate on government
securities that will fluctuate insignificantly during the year matching the range of 5.3 to 7.5
percent in December 2011 (Chart no. 4.2)

The exchange rate of the national currency against key foreign currencies on the one side is
perceived as a determinant factor of the inflationary process while on the other side it
represents monetary policy instrument. When elaborating medium term macroeconomic
projection (for 2 years) taken into account was the present and future development of the
exchange rate of the national currency against key foreign currencies used just as an
assumption for bringing the main objective within the stated ranges. The NBM is drawing
attention to the fact that projection of the exchange rate of the national currency against key
foreign currencies serves only as aguideline for the future rather than an objective.

Projection of the exchange rate is determined by the development of interest rates,
realization of the fundamental objective and of dynamics of foreign currency flows in 2010-
11. High link between the exchange rate and macroeconomic situation will condition
temporary devaluation in the first quarter of 2010 followed by the slow and moderate but
sustainable appreciation during 2010-11. Pursuant to medium term projection the exchange
rate of the national currency against Euro in December 2010 will match the range of 16.5 to
17.3 and accordingly in December 2011 the range of 16.2 tol7.2 MDL/EUR. When
elaborating exchange rate projection taken into account was the impossibility of projecting
for aterm of 2 years the ratio between US dollar and Euro and therefore assumed was the
ratio of 1.44 USD/EUR. (Chart no. 4.4).

Recent development in the world economy and in the countries — key economic counterparts
of the Republic of Moldova, economic re-launching in Eurozone and in Russian Federation,
stabilization and tempering of the inflationary process, phased out reduction of the interest
rates create grounds for the growth of national economy starting with 2010. Pursuant to
medium term macroeconomic projection (for 2 years) and in case of managing to bring the
aforementioned indicators into the specified range, re-launching of the economic activity in
the Republic of Moldova and registering real GDP growth is envisaged within the range of
1.2 to 3.3 percent in 2010 and 4.8 to 7.3 percent in 2011. At the same time, it is necessary to
mention that bringing the national economy back to the level reported for 2008 will not
become possible before 2012. (Chart no. 4.3)
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Elaboration of medium term macroeconomic projection (for 2 years) required incorporation
of certain external and domestic projections and assumptions, which also have certain degree
of probability and the abatements of which will shift NBM projection off the stipulated
values. Therefore it is necessary to enumerate the inflationary and disinflationary factors that
could determine the abatement of the NBM projection, including the following:

1. Inflationary factors:

a. More pronounced rise of prices on energy resources as a result of more
accentuated re-launching of global economy.

b. Worldwide rise of prices on food grade products.
c. Changesin taxes, duties and excises.
d. Riseof administrative prices.
2. Disinflationary factors:
a. Sluggish world economic recovery.
b. More moderate growth of domestic demand.
c. Lending to national economy below the projected level.

Based on the aforementioned the NBM reserves the right to revisit its medium term
macroeconomic projection (for 2 years) and to adjust the promoted monetary policy
accordingly.

The medium term macroeconomic projection (for 2 years) elaborated by the NBM shows
one of the possible developments of national economy during 2010-11 based on the data
available at the moment of preparing this report and is not intended to replace projections
elaborated by the central administration authorities.

The projection made by the National Bank of Moldova is an estimate rather than a
promise.

This projection serves as the grounds for promotion of monetary policy by the NBM with
the scope of fulfilling its fundamental objection.

Monetary Policy Decision

Examining the medium term macroeconomic projection (for 2 years) and bearing in mind
that reversal of the inflation trend within the stated range depends on the monetary policy the
Administrative Council of the National Bank of Moldova decided as follows:

1. Increase base rate applied to the main short term monetary policy operations by 1.0
percentage point, from 5.0 to 6.0 percent on annual basis.
2. Increase interest rate:
on overnight lending by 1.5 percentage points from 7.5 to 9.0 percent on annual
basis;
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on overnight deposits by 1.0 percentage point from 2.0 to 3.0 percent on annual
basis;

3. Increase base rate on long term loans (more than 5 years) by 1.0 percentage point
from 5.0 to 6.0 percent on annual basis.

4. The rates specified in paragraphs 1, 2 and 3 should apply as of the date of
effectiveness of the present decision (date of its publication in the Official Monitor)
and remain in effect until the effectiveness of the new rates.

5. Maintain the required reserves ratio on monetary means attracted in the Moldovan lei
aswell asin free convertible currencies at 8 percent of the calculation base.

6. The next sitting of the Administrative council on the issue of monetary policy will
take place on 25 February 2010 as per approved schedule.

Analysis of the actual economic situation and medium term (2 years) macroeconomic
projection shows an accentuated reversal of the inflation trend on the positive band with
possible temporary excess over the range of objective stated for 2010 which will bear rather
temporary and short term nature.

It is necessary to mention that the neutrality of monetary policy promoted by the NBM (i.e.
maintaining the base rate unchanged) in regard to recent developments of prices, alongside
with potential developments, could lead to a more pronounced and lengthy abatement of the
inflation rate from the stated objective. At the same time, more restrictive monetary policy
that would assume bigger increase of the base rate could serve to ease the inflationary
pressure although posing a threat to the GDP growth in 2010.

Decisions of the Administrative Council of the NBM bear preventive nature while pursuing
the scope of reversing the inflation trend and namely, bringing it back in the ranges stated
for medium term. At the same time, the Administrative Council of the NBM recognizes the
need of finding a balance between ensuring and maintaining price stability and maintaining
conditions required to allow for sustainable economic growth.

Increase of the base rate from 5.0 to 6.0 percent is an adequate decision of moderate prudent
monetary policy pursuing the scope of anchoring the inflation with the range of intervals
stated for medium term. At the same time, this increase is pursuing the scope of guiding the
monetary market towards relative expensive financial means with 7-days maturity term
offered by the NBM to the banking sector. The NBM will resume in full sterilization of
excess liquidity in the banking sector in strict compliance with the announced schedule.

The increase of the base rate and sterilization in full of the excess liquidity in no case poses
any threat to the level of liquidity in the banking system. The volume of liquidity available
in the banking system is sufficient for carrying out normal current activity as well as for
resuming actively lending to national economy. Permanent and unlimited access of the
authorized banks to NBM sterilization and liquidity injection operations ensures optimum
level of liquidity in banking sector and creates conditions required for reducing the risk
margin included in the interest rate on loans disbursed by the banks. Thus created will be
conditions for further reduction of interest rates on loans disbursed to the real sector of
economy.
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Concomitantly increased were the interest rates on overnight deposits and loans from 2.0
and 7.5 percent to 3.0 and 9.0 percent respectively. Bringing the interest rates corridor in
symmetry is pursuing the scope of reducing the volatility in the monetary market and
creating equal conditionsfor all the players in the market.

Having examined the medium term macroeconomic projection the Administrative Council
of the NBM adopted a decision to maintain the required reserves ratio on monetary means
attracted in both national and foreign currencies at the actual level of 8.0 percent thus
confirming the temporary and non-persistent nature of the current development of inflation.

The NBM is drawing attention to the phenomenon of a lag by 3 to 8 quarters between the
date of adopting monetary policy decisions and the anticipated effect which is based on the
monetary transmission mechanisms as well as on the natural inertia of the national economy.
This lagging behind is obviously explaining the preventive nature of monetary policy
decisions and proves their timeliness. However, it is worth noticing that the increase of the
base rate along with sterilization in full of the excess liquidity will influence almost
immediately the interest rate on government securities and on call deposits. Analysis of the
medium term (2 years) macroeconomic projection shows that prompt response of the NBM
through increase of base rate will alow for maintaining the inflation under control with
subsequent phased out reduction of the base rate as of the end of 2010.

Meanwhile, the NBM will carry out an ongoing monitoring of macroeconomic indicators
and situation in the monetary, foreign exchange and loans market and will respond promptly
to all the domestic and external challenges while pursuing the scope of maintaining the
inflation rate within the range of objective assumed for medium term.

46

7 Grigore Vieru Avenue, MD-2005, Chisinau « www.bnm.md ¢ E-mail: official@bnm.md ¢
» Tel. (37322) 409 006 * Fax (37322) 220 591 -




National Bank of Moldova

Chart no. 4.1. Dynamics of inflation CPI (%, versus the similar period of the previous year)
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Chart no. 4.2. Interest ratesto 91-day T-bills (%, annual)
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Chart no.4.3 . Real GDP growth (%, versus the similar period of the previous year)
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Chart no. 4.4. Prediction of exchangerate (MDL/EUR)
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Chart no. 4.5. Prediction of exchangerate (MDL/USD)
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