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Foreword

Under the tasks stipulated in the Medium-Term Strategy for
Monetary Policy (2010-2012), as a result of the reorientation of
the direct inflation targeting regime, the NBM has proposed an-
choring the inflation expectations overlapping with a broad me-
diatization of its activities to achieve the fundamental inflation
objective. The main means of communication and transparency
of the NBM during 2010 constituted the quarterly publication
of the Monetary Policy Report (depending on the frequency of
the forecasting cycle).

In order to streamline the communication process, the NBM
had revised the structure of the Monetary Policy Report, so that
starting with 2011 has approved the publication of the Inflation
Report, which is a continuation of the Monetary Policy Report.

The Inflation Report will reflect a detailed analysis of achieving
the set target in the context of potential risks that may affect the
achievement of the target, and in case of exceeding the inflation
rate and the inflation forecast above the established limits, the
National Bank of Moldova will submit a corrective action plan
to guide inflation back to the target range.

The National Bank of Moldova will further improve the com-
munication and transparency of its decisions so as to ensure
a predictable and integrated communications to achieve the
objective of the Medium-Term Strategy for Monetary Policy.

The analysis presented in the Inflation Report no.1, 2011 was
performed mostly based on the recent statistics available to the
National Bank.

The Inflation Report no.1, 2011 has been finalized on January
26, 2011 and approved within the meeting of January 27, 2011
of the Council of administration.
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Summary

Inflation developments and its causes

The annual inflation rate in December 2010 stood at the level
of 8.1 percent, by 0.1 percentage points higher the level of
September 2010. In this way, the annual rate of inflation is
largely in line with the projection published in the Monetary
Policy Report no. 4, November 2010, the actual value is 0.3
percentage points higher than the projected one (7.8 percent),
deviation caused by the recent developments in the fuel market
against the backdrop of increasing petroleum products prices in
foreign markets and depreciation of the national currency.

The annual rate of core inflation was 4.4 percent in December
2010 compared with the CPI inflation of 8.1 percent, which
shows the high contribution of non-monetary factors in rising
prices in Moldova. The food prices have contributed the most
to the formation of inflation rate during 2010, as a result of
weather deviations from the norm in the reference period and
food prices fluctuations in the world market. At the same time,
a major contribution has been exerted by regulated prices, as
a result of changes in tariffs for services with regulated prices
made in January and May. Fluctuations in oil prices on the
world market and the exchange rate developments in 2010
have contributed significantly to the increase of fuel prices. At
the same time, the second-round effects, caused by high fuel
prices and food prices, have caused inflationary pressure on
some goods and services related to core inflation.

The gross domestic product during January-September 2010
increased in real terms by 6.5 percent compared with the same
period last year. Quarterly evolution of this indicator shows a
more rapid recovery of economic activity in the third quarter
of 2010, during which there was an increase of 8.0 percent
compared with increases of 4.7 and 6.4 percent respectively
recorded in the first and second quarters of 2010 compared to
the similar periods of 2009. The domestic demand remains the
determining factor in GDP growth, and the foreign demand,
compared with the previous periods, boosted the economic
activity recovery to a greater extent. However, a significant
portion of domestic demand is oriented towards goods from
the outside, as a result of lower competitiveness of domestic
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products, which greatly hampered the economic recovery of the
Republic of Moldova.

In the third quarter of 2010, the NBS indicators show a de-
terioration of labor market situation in Moldova compared to
the third quarter of 2009. The unemployment rate rose by 0.8
percentage points compared with the third quarter of 2009,
representing 6.5 percent. This situation created on the labor
market shows a delay in the process of creating new jobs in
Moldova’s economy, despite the positive signals of economic
recovery at the beginning of this year. This suggests a reduced
flexibility of the labor market, and the unemployed reluctance
to consider the options available because of low salaries. In
January-November 2010, the average wage of a worker in the
national economy increased by 8.2 percent versus the same
period last year, the real wages remaining almost at the level of
the last year. During the analyzed period, both in the budgetary
sphere and the real sector of the economy has registered an
average salary increase of 7.7 and 8.4 percent respectively
versus January to November 2009.

Monetary Policy

National Bank of Moldova shall develop and implement the
monetary and exchange rate policy oriented towards ensuring
and maintaining price stability. In 2010, the monetary policy
of the National Bank of Moldova has focused on securing and
maintaining the annual inflation rate at the level of 5.0 percent
at the end of 2010, with a possible deviation of + / - 1.0
percentage points.

Quantifying the inflation outlook in the short and medium
term, in terms of possible uncertainties and challenges in the
reported period, as well as to anticipate inflationary pressures,
the National Bank of Moldova has promoted during 2010 a
prudent monetary policy. Also, the NBM continued to manage
the liquidity excess by money market sterilization operations.

In the fourth quarter of 2010, the National Bank of Moldova in-
tervened on the foreign exchange market mainly as a buyer, the
interventions being made to alleviate the excessive fluctuations
of exchange rate of the national currency against the foreign
currencies and to supply the domestic market with liquidity.

The evolution of monetary aggregates was influenced by the
situation in the national economy affected by the global eco-
nomic crisis in 2009, showing positive developments in terms
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of a pronounced economic growth during the fourth quarter of
2010.

With liquidity excess in the banking system and gradually re-
duction of credit risk, the interest rates of banks applied on
new attracted deposits and new loans granted to individuals
and legal entities have registered a pronounced decline in the
marked in 2010.

In order to alleviate the inflationary pressures, within the last
2010 meeting, the Council of administration of the NBM decided
to increase the base rate by 1.0 percentage point, up to the level
of 8.0 percent.

Medium-term inflation forecast

In 2010, the main challenge for most of the countries was
the management of the public debt, which also increased sig-
nificantly the high unemployment rate, compared with 2009
when the main problems were the economic recession and
identification of anti-crisis measures.

Global economy came out of recession in 2010, which was a
characteristic of this year, but with a slow and uneven recovery
pace and full of risks. Production and world trade recovered
faster than originally anticipated and the financial conditions
have improved. However, the developed countries are facing the
repercussions of the massive growth in debt and the developing
countries try to stabilize their economies.

Gradual depreciation in the first half of the single European
currency against the U.S. dollar and appreciation of Chinese
yuan renminbi and Japanese yen against the U.S. dollar in the
second half of the year have generated heated debates, which
caused some trade imbalances. The 2010 was marked by many
natural disasters that have been felt in the world economy,
the food prices reaching a record level in the world market in
December 2010 due to higher quotations for sugar, cereals and
oilseeds.

The risks for 2011 are related to the disturbances recorded in the
bonds international markets, which could significantly increase
the pressure on public finances, resulting in a loss of confidence
in the markets and causing a new significant decrease in the
budget of states that are still in recession. There is also the risk
of a further regression in the U.S. housing market and other
countries with advanced economies will not be able to alone
sustain the global growth.
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As a result of the record of economic growth higher than ex-
pected during 2010, the output gap will close at the beginning
of 2011. During the forecasting period, it will fall marginally
below the level of non-inflationary GDP. The aggregate demand
will have a slight disinflationary influence, being offset by the
incentive nature of real interest rates.

The annual inflation rate will be placed at the level of 7.9 and
4.5 percent at the end of 2011 and 2012, respectively. Com-
pared with the previous forecast round, the annual inflation rate
projection rose by 0.6 percentage points for 2011 and decreased
by 0.1 percentage points for 2012. The main determinants
of the prospective inflation are still the supply factors, which
will be reflected in the CPI mainly through food and regulated
prices.
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Chapter 1

Inflation developments

In December 2010, the annual rate of inflation measured by CPI
constituted 8.1 percent, by 0.3 percentage points higher the NBM
projection of the Monetary Policy Report no. 4, November 2010.
The annual rate of core inflation recorded a much lower value
(4.4 percent) compared to the CPI, the difference revealing thus
the increased contribution of the non-monetary factors in prices
increases in Moldova. The food prices, as a result of weather devi-
ations from the norm during the year and food prices fluctuations
on the world market, have contributed the most to the formation of
the annual inflation rate in December 2010. These were followed
by the contribution of regulated prices, as a result of tariff changes
of the services with regulated prices performed in January and
May. Fluctuations of oil prices in the world market, higher excise
taxes, and the exchange rate developments in 2010 determined the
significant increase in fuel prices. A reduction in the annual rate
of industrial production price index from 7.2 percent in September
to 6.5 percent in December was recorded in the fourth quarter of
2010, while the construction prices have recorded an increase of
3.5 percent compared to the fourth quarter of 2009.

1.1 Consumer price index

The annual rate of inflation, measured by the CPI, showed a
slight upward trend by the end of 2010, increasing from 7.7
percent in November to 8.1 percent in December. Within the
components structure, in December 2010, the largest increase,
compared to December 2009 (9.7 percent), was recorded for
services, followed by non-foodstuff prices (by 7.7 percent),
while foodstuff prices have registered an increase of 7.1 percent.

Thus, the annual rate of inflation is largely in line with the
projection published in the Monetary Policy Report no. 4,
November 2010, the actual value being of 0.3 percentage points
higher than the projected one (7.8 percent), deviation caused by
the recent developments in the fuel market. As compared with
the third quarter of 2010, a certain stability in the CPI annual
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rate was noted in the fourth quarter, its average during the
respective period (7.9 percent) constituting only 0.1 percentage
points higher than the previous period.

The annual rate of core inflation1 has experienced a downward
trend in the reference period.

Chart 1.1: The annual rate of CPI and core
inflation, %

-3

0

3

6

9

12

15

18

1
/0
8

3
/0
8

5
/0
8

7
/0
8

9
/0
8

1
1
/0
8

1
/0
9

3
/0
9

5
/0
9

7
/0
9

9
/0
9

1
1
/0
9

1
/1
0

3
/1
0

5
/1
0

7
/1
0

9
/1
0

1
1
/1
0

CPI inflation Core inflation

Source: NBS

Thus, it declined from 4.9 percent in October to 4.4 percent
in December. In this way, in the fourth quarter of 2010, the
difference between the rate of CPI inflation and core inflation
rate (from 3.1 percentage points in October to 3.7 percentage
points in December) has increased, which reveals the increasing
contribution of non-monetary factors in the growth prices in
the Republic of Moldova (Chart 1.1). In this respect, impressive
contributions have had the regulated prices, prices for fuel and
foodstuff prices, which evolution is influenced by factors such
as prices of certain goods on world markets, climatic conditions,
etc., factors that cannot be controlled by monetary policy actions
of the National Bank of Moldova.

Thus, the foodstuff prices, as a result of weather deviations from
the norm during the year and food prices fluctuations on the
world market, have contributed the most to the formation of the
annual inflation rate (by 2.5 percentage points) in December
2010. At the same time, the regulated prices had a major
contribution (of 2.2 percentage points), as a result of changes
in tariffs for services with regulated prices (gas, electricity, and
heating supply) made in January and May. Fluctuations in oil

Chart 1.2: The evolution of annual inflation
and subcomponents contribution, %
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prices on the world market and national currency depreciation
against the U.S. dollar in 2010 led to higher fuel prices, which
contributed to the annual inflation by 1.5 percentage points.
The increase of fuel prices in December 2010 increased the
contribution of this component compared with previous periods.
The increase of core inflation has contributed by 1.9 percentage
points to the formation of CPI inflation (Chart 1.2).

Core inflation index

For the third consecutive quarter, the annual core inflation
rate2 continued its downward evolution started in the first half
of 2010, so it fell from 5.4 percent in May to 4.4 percent in
December 2010 (Chart 1.1).

1Decomposition of CPI inflation in these components is made based on
the internal methodology of the NBM. Components of CPI inflation are: (1)
core inflation (2) food prices (3) regulated prices (4) fuel prices.

2Index calculated by the method of exclusion (there were excluded food,
fuel, products and services with administered prices), based on the CPI
calculated by the National Bureau of Statistics of the Republic of Moldova.
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According to commodity groups, the clothing, catering and
medications have contributed the most, whose prices increased
in December by 3.4, 9.5, and 5.4 percent respectively, com-
pared with the same month of 2009. The prices increases of
“detergent” – by 6.9 percent, “footwear” – by 3.1 percent, and
“building materials” – 3.2 percent have significantly contributed,
as compared to December 2009, but of a lesser magnitude. This
development was driven mainly by the second-round effects
that have emerged as a result of increases in fuel prices as well
as foodstuff, which have determined the increases of production
and transportation costs and foreign exchange market trends,
which has influenced the purchase price of several goods of this
component.

Food prices

In the second half of 2010, the annual rate of increase in
foodstuff prices showed a slight upward trend, being higher
in the fourth quarter (7.0 percent) compared with the previous
period by about 0.6 percentage points, and in December reached
the level of 7.1 percent.

The increase in annual terms of foodstuff prices in December
was mainly determined by the price increases of “vegetable oil”,
“milk and dairy products”, “vegetables” and “milling and baking
products” with 41.7, 10.8, 9.0 and 7.5 percent respectively
compared to December 2009. The vegetable oil price increased
because of the increase of raw material prices, as the harvest
in the Black Sea region was smaller. Prices increase of “milling
products” has been influenced by the fuel prices increase and
by the effects of heavy rainfall during the harvest period, which
affected the quality and volume of wheat harvest this year.
An important factor that has contributed the prices increase
of “milk and dairy products” was the fuel prices increase in
December, which directly affected the transport costs, but at
the same time, the procurement prices of raw material have
increased. The prices increase of fresh vegetables was influenced

Chart 1.3: The annual rate of inflation sub-
components, %
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both by lower production volumes and by lower values of the
average temperature. Besides the internal factors, the increase
of foodstuff prices was determined by the increase of global
foodstuff prices, increasing in December 2010 with about 24.6
percent compared with the same period last year. The prices
reduction of “potatoes” – by 16.6 percent and “meat and meat
products” – by 0.8 percent had negative contributions, as a
result of increases in production volume.
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Regulated prices

In the fourth quarter of 2010, the services with regulated prices
did not record increases, thus this indicator had a relative
constant evolution during this period. However, the annual
growth rate of regulated prices registered a declining growth at
the end of this year, decreasing from 16.3 percent in September
to 14.3 percent in December 2010.

Prices increase of services with regulated prices in December
2010, as compared to December 2009, took place after the prices
increase performed in January and May, the root cause being the
increase in gas import prices, further determining the growth
of related services prices. In this context, in January 2010,
following the increase of purchase prices of natural gas from JSC
“Gazprom” of the Russian Federation, the electricity purchased
by the CERS Moldova, other objective factors influence upon
the costs incurred by the energy companies, Management Board
of the National Energy Regulatory Agency (ANRE) has decided
to increase the heating tariffs for residents of the capital with
about 30.0 percent. Simultaneously, the tariffs for electricity
and gas supply increased on average by 20.0 and 14.0 percent
respectively. In May, the tariffs for natural gas have increased
by over 13.0 percent and, for heating supply with more than
15.0 percent.

Within the structure, the biggest contributions to higher prices
for services with regulated prices in annual terms were de-
termined by the increase in electricity prices and natural gas
pipeline network by 20.4 and 26.2 percent respectively. The
increase in tariffs for district heating in annual terms by 25.3
percent had a significant contribution too. Passenger transport
has experienced a more modest increase (3.4 percent) in De-
cember 2010 compared with the same period last year, with a
smaller contribution to the evolution of the above-mentioned
indicator.

Fuel prices

In the fourth quarter of 2010, the annual growth in fuel prices
had an upward trend, increasing from 17.5 percent in Septem-
ber 2010 to 25.1 percent in December. This evolution of fuel
prices was due mainly to oil prices increases on international
markets. Thus, the price of Urals brand oil reached the weekly
values over U.S. dollar 90.0 per barrel in December, registering
the maximum value for the last 26 months. This evolution has
conditioned premises in the analyzed period to increase the
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import prices of domestic petroleum products. However, the
dynamics of domestic fuel prices was influenced by the devel-
opments on the domestic foreign exchange market. Another
reason that led to an increase in annual terms of fuel prices
was the increase of the excise duty on these products at the
beginning of 2010.

Within the structure of the fuel price increases, the largest
contributions to this dynamics constituted the higher prices of
earth coal and fuel with 22.2 and 25.7 percent respectively
in December 2010 compared to December 2009. The price
increases for gas from cylinders of 29.8 percent in the reference
period had a smaller contribution.

1.2 Industrial production price index

According to the National Bureau of Statistics, in the fourth
quarter of 2010, the annual rate of industrial production price
index decreased from 7.2 percent in September to 6.5 percent
in December. Within the structure, the largest increase was

Chart 1.4: The annual rate of IPPI, %
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recorded in the prices of the energy industry, which is 18.4
percent higher compared with December 2009, while prices in
manufacturing and mining have registered similar growth rates
in annual terms (4.4 and 4.9 percent respectively).

Prices increase in annual terms of industrial production was
determined by higher prices for raw materials and food products
in international markets and the exchange rate of MDL against
the currencies of the major trading partners of Moldova.

1.3 Construction Prices Chart 1.5: Evolution of construction price
index (%, compared to the same period last
year)
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In the last three quarters of 2010, the annual rate of increase
in construction prices has returned on a positive track after a
period of almost a year when it had negative values as a result
of the global economic crisis, which had a severe impact on
construction sector in Moldova. Thus, according to the National
Bureau of Statistics, the prices of construction and assembly
rose by 3.5 percent in the fourth quarter of 2010 as compared
with same period of 2009.

Within the structure of the national economy sectors, the largest
price increases in the fourth quarter of 2010, as compared to
the fourth quarter of 2009, were recorded in construction and
assembly works in telecommunications (17.4 percent), other
construction (9.7 percent), in electricity sector (by 9.5 percent)
and forestry and wood processing (by 6.8 percent).
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Chapter 2

Economic developments

2.1 Demand and supply

The National Bureau of Statistics data on gross domestic prod-
uct revealed a pronounced economic recovery that occurs after
the severe economic decline registered in 2009, as a result of
global economic crisis in the country. In this context, the gross
domestic product increased in real terms by 6.5 percent during
January-September 2010 compared with the same period last year.
Quarterly GDP developments indicate a more rapid recovery of
the economic activity in the third quarter of 2010, recording an
increase of 8.0 percent compared with increases of 4.7 and 6.4
percent respectively recorded in the first and second quarters of
2010 compared to the same periods of 2009. However, taking into
account the fact that during January-September of 2009, the GDP
declined by 7.7 percent, the significant increase recorded this year
indicate rather a return to the level up to the economic crisis.

The domestic demand remains to be the determining factor in
GDP growth and the foreign demand, to a greater extent than
in the previous periods, has boosted the recovery of the economic
activity. However, a significant portion of domestic demand is
oriented towards the goods from the outside, as a result of lower
competitiveness of domestic products, which greatly hampered the
economic recovery of the Republic of Moldova. By categories of
resources, in the third quarter of 2010, for the second consecutive
period the economy entrance in the recovery phase is confirmed by
the positive developments in all sectors, and the construction sector,
that had a negative development for a long time being affected
by the economic crisis, has significantly contributed to the GDP
growth during the above-mentioned period.

The operative information on monthly indicators of real sector of
the economy shows clear signs of recovery process of the Moldovan
economy in the fourth quarter of 2010 as well. In October and
November, the exports rose by 43.6 and 48.0 percent respectively
compared to the same periods last year, while imports values for
these months were 22.6 and 23.1 percent respectively. The indus-
trial production increased by 16.8 and 7.6 percent respectively in
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October and November versus the same months of the previous
year. During the first two months of the current year’s fourth
quarter, both the retail trade and the services have been growing in
real terms compared to the values recorded in 2009. The annual
rate of transported goods, although it had a downward trajectory
in the last three months, has recorded positive values, so its value
in November was 5.5 percent.

Demand

In terms of uses, in the third quarter of 2010, the contribution
structure of the GDP components has undergone significant
changes compared to the previous quarter (Chart 2.1). The do-
mestic demand remains the determining factor in GDP growth,
but compared to the previous period to a lesser extent, due
to a reduced contribution from the gross capital formation,
which increased by 37.8 percent in the third quarter of 2010.
Household consumption rose by 6.2 percent, similar to the
second quarter of 2010, this component contribution to GDP
has remained almost unchanged.

Chart 2.1: Contribution of demand compo-
nents to GDP growth (percentage points)
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Further increase of household consumption shows restoration of
people’s expectations about the national economy development
following the signals from both outside and inside the country
about a possible end to the economic crisis, but also the increase
of the funding of consumption. Government final consumption
increased by 2.4 percent compared to the third quarter of 2009,
and the contribution to GDP growth was negligible and even
lower than the previous period.

In the third quarter of 2010, a positive fact is the increase in ex-
ports with 14.7 percent versus the same period last year, which
determined the impressive contribution to GDP growth and
thus the external demand, to a greater extent than the previous
periods, has boosted the recovery of the economic activity in
this period and offset some of the diminishing contribution of
the domestic demand.

Another positive aspect is the less negative contribution of
imports compared to the second quarter of 2010, reducing
to a lesser extent the positive contribution of the components
above-mentioned. However, the imports rose by 15.5 percent
in the reference period compared to the third quarter of 2009,
thus identifying the fact that, although to a lesser extent, in
the third quarter of 2010, a significant portion of domestic
demand is driven for goods from abroad, as a result of lower
competitiveness of domestic products, which greatly hampered
the economic recovery of the Republic of Moldova.
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Household consumer demand

In the third quarter of 2010, the household consumption con-
tinued the upward trajectory begun in the first half of this year,
registering a growth of 6.2 percent compared to the same period
last year, following the restoration of people’s expectations
regarding the development of national economy.

Chart 2.2: Contribution of final consumption
of households (percentage points)
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The costs of procuring goods for final consumption of house-
holds maintained the upward slope in the third quarter of
2010, by 4.4 percent higher compared to the same period last
year. This development is mainly due to the increase of non-
foodstuff retail sales. With a share of 67.8 percent of total
sales, in January-September 2010, these have increased by 10.1
percent compared to the same period last year. However, the
expenditure on services purchase at the expense of individual
budget recorded an increase in real terms of 6.0 percent. The
biggest contribution during the above-mentioned period was
determined by the final consumption of goods and services in
kind, which recorded an increase of 12.4 percent compared to
the third quarter of 2009. This evolution was mainly due to the
gross agricultural output growth in households, which increased
by 8.7 percent in January-September 2010 as compared to the
same period last year.

Chart 2.3: Contribution of sources of fund-
ing to the growth of real household con-
sumption (percentage points)
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Household consumption growth was driven largely by the in-
crease in main financing sourcese3 (Chart 2.3). Thus, in the
third quarter of 2010, the household consumption had a positive
trend, recording a 7.4 increase in real terms4 versus the same
period of 2009. Similar to the previous period, this dynamic
was mainly determined by the volume of remittances increase of
12.6 percent. Despite the low weight, a significant positive con-
tribution was driven by the impressive growth (about 3 times)
of loans to households. The main source of funding, in the third
quarter of 2010, remains the overall cost of labor (payroll fund),
with a 42.3 percent share of total funding sources. It registered
a decrease of about 0.6 percent in real terms, generating a
negative contribution on the dynamics of funding sources. A
similar contribution was caused by a decline in real terms of
the volume of social insurance payments by about 1.4 percent
compared to the same period last year.

Government consumption

Final consumption of public administration had a slow evolution,
increasing by 2.4 percent in the third quarter of 2010 compared
with the same period last year, contributing marginally to the
GDP growth.

3Main funding sources are approximated by the sum of the payroll, social
transfers, and transfers in the form of remittances from workers abroad

4In 2000 year prices
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Budgetary developments5

After a year of recession, 2010 shows a pronounced recovery
in the economy. Following the taken measures, during the
reporting period there was recorded an increase in all branches
of national economy, the business environment has improved
and the public sector has streamlined, which had a direct impact
on revenue collection in the budget. As the public revenues are
highly dependent on the economic activity and household final
consumption, the domestic demand has had a positive impact
on the budget.

According to the information provided by the Ministry of Fi-
nance, the revenue dynamics in the budget recorded an upward
trend during January to December 2010, registering an annual
growth rate of 17.1 percent (up to the level of 27550.9 million
lei), being on a positive level compared to 2009 (Chart 2.4).

Chart 2.4: Indicators of national public bud-
get
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As related to GDP estimated for 2010, the collected revenues
constituted 39.2 percent or by 0.3 percentage points more than
in 2009.

In the recent years, the budget dependence on household con-
sumption continued to increase due to increase in the share of
indirect taxes in total government revenue, while the increase in
imports has led to increased accumulation of financial resources
for national public budget from the payment of import duties.
Tax revenues continue to hold the major part of budget revenues,
the main source of income remaining to be, as in previous years,
the domestic taxes on goods and services, including the revenues
accruing from VAT. However, the ratio of direct tax revenue has
declined since 2008 due to the implementation of “zero” income
tax for reinvested profit of legal persons, peasant households
(farms) and private entrepreneurs. However, the latest infor-
mation of the Ministry of Finance shows that the income tax
increased by 6.3 percent during January to December 2010, as
compared to the same period previous year, while the domestic
taxes on goods and services recorded a superior value of 23.0
percent. Another significant contribution to the increase of
revenues is the national insurance contributions, which have
registered an increase of 7.1 percent versus the previous year. As
a result of these indicators increase, the tax revenues increased
by 15.4 percent.

Unlocking the financial assistance programs by the partners in
2009 has allowed the budget in 2010 to attract foreign financial
support in the form of grants totaling U.S. dollar 153.3 mil-
lion (1904.8 million lei) and loans totaling USD 212.0 million

5Information is provided by the Ministry of Finance: 2009 - final data,
January to December 2010 - operative information.



16 Inflation Report (BNM, no. 1, 2011)

(2619.2 million lei). The assistance offered to Moldova by the
international financial organizations and donor countries con-
stitutes a substantial contribution and is crucial to the economic
recovery and reforms implementation needed to modernize and
re-launch the Republic of Moldova.

During January to December 2010, the dynamics of budget
expenditures allocation registered an upward trend, recording
an annual rate of 7.2 percent (up to the level of 29328.9 bil-
lion lei.), as compared to 2009. The increase of expenditures
volume was mainly determined by the expenditures allocated
for education (by 16.0 percent), insurance and social assistance
(by 12.8 percent), and healthcare (by 3.9 percent).

Within the structure, the major part of public expenditure was
directed to achieve social-cultural programs - 73.0 percent, for
the national economy - 10.9 percent, defense, public order and
national security - 5.3 percent, for state services with general
duty - 4.6 percent.

Public expenditure to estimated GDP constitutes 41.8 percent
or by 3.5 percentage points less than in 2009. In the context
of recovery of the economic activity in Moldova, the major
components of the national public budget were characterized by
upward trends such as increase of expenditures and, to a greater
extend, of the total revenues. Thus, in January-December 2010,
the consolidated budget execution resulted in a much lower
deficit, constituting (minus) 1.8 billion lei, compared to (minus)
3.8 billion lei in January-December 2009. The above-mentioned
deficit, reported to the estimated GDP is 2.5 percent or by 3.8
percentage points less than in 2009.

The state debt amounted to about 18870.8 million on December
31, 2010. As a share of estimated GDP, this represents 26.9
percent as compared to 24.2 percent in 2009. The balance
of external debt increased by 44.3 percent compared with the
balance of January 1, 2010 and constituted U.S. dollar 1116.2
million. This increase is largely due to the inflows of foreign
loans, which exceeded the repayments of external loans of about
U.S. dollar 166.1 million. The domestic state debt compared
with the situation at the beginning of the year increased by 3.9
percent and accounted for 5304.9 million lei. The modification
of the domestic state debt occurred exclusively at the expense
of the increase of the state securities issuance.

Investment demand

In the third quarter of 2010, the gross capital formation had a
more moderate growth rate compared with the previous quarter,
increasing in real terms by 37.8 percent compared to the same
period last year.
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The gross fixed capital formation has increased the growth
rate, registering the biggest increase this year (by 37.0 percent
more than during the previous year), which contributed by 31.6
percentage points to the growth in gross capital formation. As a
result, the contribution of the “inventory variation” component
was more moderate (6.2 percentage points).

Chart 2.5: Gross fixed capital formation (%,
versus the same period of the last year)
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The increase in gross fixed capital formation was determined
by increases in the “capital investment”, “expenditure for the
development and acquisition of programs and databases” and
“expenditure for capital repairs of fixed assets”. At the same
time, the “purchase of equipment and inventory by budget
institutions” and “other’6 component have reduced but their
contribution to the evolution of gross capital formation was
insignificant (Chart 2.5).

Net external demand

In the third quarter of 2010, on one hand the exports of goods
and services increased in real terms by 14.7 percent, compared
with the same period of 2009, thus generating a significant
contribution to GDP growth, and on the other hand, the imports
of goods and services increased by 15.5 percent, signaling the
growth of domestic demand and increased competition for
domestic products.

External sector

In the first nine months of 2010, Moldova’s situation was
marked by a financial and economic stability, returning to
the level before the economic crisis, and there was created
prerequisites for the economic growth of around 6.5 percent.

Chart 2.6: Current account share in GDP
(%, seasonally adjusted data)
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In the third quarter of 2010, all the basic components of the
current account7 reported a slight increase. Thus, the average
current account deficit to GDP was 11.7 percent, being about at
the level of the previous period and increased by 3.3 percentage
points compared with the first quarter (8.4 percent). The trade
deficit in goods and services, whose share in GDP was 42.6
percent, constituted the determining influence on the current
account balance for the reference period (Chart 2.6).

6The components sum of “fixed capital value growth in cattle”, “stocks
variation for unmounted equipment”, “purchase of books for libraries”,
“expenses for geological prospecting” and “acquisition of literary and artistic
original books”.

7Standard terminology according to IMF methodology was not used for
the analysis of the current account. Total transfers of individuals include the
compensation for labor and employee transfers (current account items), the
remaining items, except those included in the Trade balance, are grouped in
the category Other transfers and other income
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Looking at imports and exports growth it is observed the same
increasing trend of these indicators, the growth of exports
is higher than that of imports in the third quarter of 2010
compared to the previous quarter (Chart 2.7).

Chart 2.7: The share of exports and imports
in GDP (%, seasonally adjusted data)
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The third quarter of 2010 was characterized by the growth
rate of exports in GDP to about 40.5 percent, after the 32.8
percent growth rate recorded in the second quarter, the share of
exports reaching almost the level of 2008. Revival in external
demand took place in all subcomponents. The share of agro-
food products increased the most by 3.5 percentage points in the
third quarter of 2010 compared to the previous quarter. After
the first three months, when the imports registered the lowest
share of GDP - only 68.8 percent, in the third quarter of 2010 the
imports recorded a share of 82.5 percent, the share increase was
determined by the share of non-foodstuff products including:
machinery and appliances, chemical products, base metals and
articles thereof, etc. The share of individuals transfers was 20.0
percent in GDP, thus maintaining the upward trend of the previ-
ous quarter (Chart 2.8). Compared with the pre-crisis years, the

Chart 2.8: Share of transfers in GDP (%,
seasonally adjusted data)
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transfers have substantially declined amid the financial crisis
and the difficulties faced by the country where the immigrants
work, as a result of the fiscal austerity programs that have been
implemented in European countries such as Spain, Italy, Greece,
Portugal, Ireland, etc. The transfers received from the CIS
countries have a share in GDP of 12.1 percent, the remaining
funds were transferred from other countries with a share of 7.9
percent of GDP.

Another important component of the balance of payments is
the financial and capital accounts that reflect the financial flows
(Chart 2.9), whose share in the third quarter of 2010 remained
almost at the same level as in the previous quarter, but was
higher by 3.3 percentage points compared to the first quarter of
2010.

Chart 2.9: Share in GDP of the movement
of financial flows (%, seasonally adjusted
data)
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Flooding that have affected the Republic of Moldova in the
summer of 2010, along with the consequences of the global
crisis, have determined the increase of external financing in the
form of loans. Similar to the first quarters of this year, with
significant shares in GDP, other investments were seen - by 9.8
percent, reserve assets and direct investments, each of them
recording a share of about 5.4 percent in GDP.

During the analyzed period, the direct investment flows were
mainly directed in the share capital of the enterprises and have
constituted 4.1 percent in GDP of 5.1 percent of total direct
investment (Chart 2.10). The direct investments, as share
capital accumulated up to 30.09.2010, have been directed to
the following sectors: financial activities (27.8 percent), man-
ufacturing (20.2 percent), retail and wholesale trade, repair of
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goods (20.2 percent). The stock of direct investment in GDP has
stabilized after the crisis, being of 43.6 percent at end of the
analyzed period.

Chart 2.10: Direct investment share in GDP
(%, seasonally adjusted data)
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During the first three quarters of 2010, in the total financial
flows, the component “other investment” hold the most signif-
icant weight of which net loans were 4.6 percent of GDP, and
net trade credit rate - 3.1 percent. The loans were distributed
by sector as follows: the government sector share - 4.2 percent,
and the monetary authorities - 2.0 percent (Chart 2.11).

Chart 2.11: The share of loans to GDP (%,
seasonally adjusted data)
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Other sectors have held an insignificant share. As for the
banking sector, the repayments of loans previously contracted
exceeded the new loans attracted from abroad, the net inflow
being on a negative track with a share of about 1.7 percent. The
lending stock has had a slow and steady upward trend since the
beginning of the year, representing 34.9 percent of GDP at the
end of the third quarter.

Foreign trade

The increasing trend of exports has accelerated in the first two
months of the fourth quarter of 2010. In November 2010, the
exports of domestic products recorded the highest level in the
last three years. Thus, in November 2010, the exports increased
by 48.0 percent more than in November 2009 and by 65.8
percent more than in November 2008, i.e. before the start of
the economic crisis, which shows a considerable recovery in
external demand for the domestic products and the removal of
administrative impediments for the export of domestic products
to the Russian Federation.

Since the beginning of the year, the exports rose by 20.4 percent
more than in January-November 2009, due to the considerable
increase of external demand from the CIS countries. However,

Chart 2.12: Developments in real terms of
trade in goods and services (%, versus the
same period of the last year)
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by the group of countries, the European Union countries has
the largest share of exports. Within the structure of commodity
groups, significant increases were recorded in “inedible raw
materials, except fuels”, “foodstuff and livestock”, “machinery
and transport equipment” and “beverages and tobacco”, which
amounted to values by 61.8, 28.6, 22.7 and 17.6 percent re-
spectively higher than in January-November 2009. At the same
time, the demand for “oils, fats, and animal / plant waxes” fell
by 12.2 percent in January-November 2010 compared to the
same period last year.

However, increases in imports were recorded in November 2010,
maintaining the upward trend begun in the second half of 2009.
Thus, in November 2010, the imports increased by 23.1 percent
compared to the same month last year, which confirms the
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recovery of the domestic demand. At the same time, for the first
time, in 2010 the level of imports was above the level recorded
in 2008 (by 3.4 percent more than in November 2008). Since
the beginning of the year until November, the imports rose by
17.1 percent versus January - November 2009, due to increased
demand for “machinery and transport equipment”, “manufac-
tured goods, classified mainly by raw material”, “chemicals and
derivative products unspecified elsewhere” and “mineral fuels,
lubricants and derived materials” with 27.9, 21.4, 13.9 and 12.0
percent respectively versus the same period last year.

Supply

By the categories of resources (Chart 2.13), the second consecu-
tive period, the entrance of the economy in the recovery phase is
confirmed by positive developments in all sectors. The increase
of net taxes on products by 14.8 percent had a significant
contribution in the GDP growth but this influence was of a lesser
magnitude compared with that during the first quarter, which is
a positive factor as the largest contribution comes from the gross
value added growth from the sectors of the economy, which
grew by 6.7 percent in the reference period. The contribution
from value added for services is significantly higher than that of
the property.

Thus, in the third quarter of 2010, the value added in services
increased by 7.9 percent, while the goods increased by 6.1
percent.

Chart 2.13: Economic sectors contribution
to GDP growth (percentage points)
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The trade and “other services” component, which have increased
by 9.1 and 5.5 percent respectively, had higher contributions
in the reference period compared to the same period last year.
Moreover, another positive moment is the significant contribu-
tion to the GDP growth from the construction industry, a branch
that had negative development for a long time being affected by
the economic crisis, and in the second quarter, although positive,
its contribution was modest. In the third quarter, its gross value
added registered a significant increase (18.1 percent), thus
contributing to the GDP growth. Important contributions are
generated by the development of transport and communications,
agriculture and industry, which grew during this period by 8.8,
6.9 and 5.6 percent respectively, compared to the same period
last year.

Internal trade in goods and services

During January - November 2010, the commercial units sold
goods by 8.9 percent more than during the same period in 2009,
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this growth being driven by the increase of sales of foodstuff
by 11.1 percent and non-foodstuff by 4.0 percent. Since the
beginning of the year until November, the officially registered
units have provided paid services rendered to the population
by 5.3 percent more than in January-November 2009, which
is largely due to higher volume of services rendered to the
population in Chi̧sinău and Bălt, i.

Chart 2.14: Evolution of internal trade (%,
versus the same period of the previous
year)
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During the first two months of the fourth quarter of 2010, both
retail and services have been growing in real terms compared
to the values recorded in 2009. In this regard, in November
2010, the volume of retail sales registered a 12.7 percent in-
crease compared with November 2009, being the largest annual
increase recorded in 2010 (Chart 2.14).

Similar to the trade in goods, which recorded a steady growth,
the trend growth of trade in services has increased during the
last three months, so, in November 2010, the value of services
rendered to the population by the officially registered units
recorded an increase of 7.2 percent compared with November
2009.

Goods transport

Chart 2.15: The volume of transported
goods (%, versus the same period of the
previous year)
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The annual growth rate of the transported goods recorded a
slowdown since September 2010, so its value in November was
just of 3.7 percent, by 12.6 percentage points lower compared
to the previous month. However, the volume of transported
goods continues to be higher the volume of the same period
last year since the beginning of 2010 (3.8 percent) despite the
negative developments recorded at the beginning of this year
(Chart 2.15).

Industrial production

Chart 2.16: Evolution of industrial produc-
tion in real terms (%, versus the same pe-
riod of the previous year)
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In January-November 2010, according to the National Bureau
of Statistics, the industrial production in all forms of property
has increased in real terms by 7.6 percent compared to the
same period last year; the same rate of increase was registered
in November this year compared with November 2009. It
should be mentioned that the annual growth rate of industrial
production has decreased in November, compared with the
months of September (6.3 percentage points) and October (9.2
percentage points) (Chart 2.16). The increase of industrial
output, compared with January-November 2009, was caused
by the increase in manufacturing production by 8.6 percent,
extractive industry by 6.0 percent in the energy sector by 0.9
percent.
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The increase in manufacturing output was due to increased
industrial production in the following activities: “food and
beverages”, “production of clothing, fur preparation and dye-
ing”, “tobacco products” and “production of leather, leather
products and footwear”, which have contributed to the increase
of industrial production by 3.6, 1.0, 0.8 and 0.5 percentage
points, respectively. The high degree of influence of the food
and beverage industry has led to the growth of 2.3 times of the
volume of sugar produced in that period due to triple sugar beet
harvest in 20108.

However, in the reference period, compared with the same
period of 2009, there were reductions in volume production
of the following components: “the manufacture of vegetable
and animal oils and fats”, “manufacture of fabricated metal
products, except machinery and equipment” and “production
of other non-metallic mineral products”, which have reduced
the annual rate of overall production index by 0.5, 0.3 and 0.2
percentage points, respectively.

Overall, the industry continues its upward trend started in
January 2010, but at the same time did not reach the level
before the crisis.

2.2 Labour market

The unemployment rate in the third quarter of 2010 constituted
6.5 percent, increasing by 0.8 percentage points, as compared to
the previous year, indicating a deterioration in the labor market
situation in Moldova despite positive signals from the beginning of
the year regarding the economic recovery. In January-November
2010, the average wage of a worker in the national economy
increased by 8.2 percent compared to the same period last year,
the real wage remaining to be almost at the level of the last year.
During the analyzed period, both in the budgetary sphere and in
the real sector of the economy was registered an average salary
increase of 7.7 and 8.4 percent respectively, compared to January
to November 2009.

Labour force

In the third quarter of 2010, the indicators provided by the NBS
showed a deterioration in the labor market situation in Moldova
compared to the third quarter of 2009. Thus, the economically

8http://www.agravista.md/article/76956/index.html
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active population declined by 1.0 percent versus the same period
last year. At the same time, the number of people employed
in this period declined by 1.8 percent versus the third quarter
of 2009, which resulted in decrease of population employed in
agriculture and industry.

Chart 2.17: Evolution of unemployment
rate, %
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Within the structure of the active population, the employment
weight was 93.5 percent, decreasing by 0.8 percentage points
compared with the third quarter of 2009, which contributed to
the increase of unemployment rate at the country level up to
6.5 percent. It should be mentioned that, seasonally adjusted
data show a slight improvement in the labor market situation,
so the unemployment rate in these conditions was 7.4 percent
in third quarter of 2010 compared to 8.1 percent in the second
quarter of 2010. This situation shows a labor market delay of
the process of creating new jobs in Moldova’s economy, despite
the positive signals of economic recovery.

A slight improvement compared with the second quarter of
2010 in the reference period is confirmed by the information
contained in the Beveridge curve (Chart 2.18). In this regard,
there has been a decrease in the number of registered unem-
ployed in the third quarter of 2010 compared to the second
quarter of 2010 of about 5100 persons, while the number of
vacancies decreased by only 1200 vacancies.

Chart 2.18: Beveridge Curve (seasonally
adjusted, thousands)
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However, the large number of vacancies, in the context of socio-
economic conditions less favorable to reveal a reduced flexibility
of the labor market, and the unemployed reluctance to accept
the available vacancies because of low salaries.

By the distribution on the activities of the national economy,
the largest concentration of population employed is registered
in agriculture. Its share was 31.3 percent in the third quarter
of 2010, dropping by 1.2 percentage points compared with
the same period last year. The weights of employed in “public
administration, education, health and social care”, “commerce”
and “industry” have remained relatively constant compared with
the third quarter of 2009, recording values of 19.9, 17.3 and
12.1 percent respectively. The “transport and communication”
sector has the lowest concentration of employment in the third
quarter of 2010, representing 5.4 percent of its weight.

Incomes

According to the National Bureau of Statistics, in January-
November 2010 the average wage of a worker in the national
economy increased by 8.2 percent compared to the same period
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last year, the real wages remained almost at the level of the
last year. In the analyzed period, both in the budgetary sphere
and the real sector of the economy has registered an average
salary increase by 7.7 and 8.4 percent respectively compared to
January to November 2009.

Chart 2.19: Real average wage in
industry * (%, versus the same period last
year)
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The annual growth rate of the real average salary in the econ-
omy has continued an upward trend since the second quarter of
2010 (Chart 2.19). The November 2010 was marked by a 2.8
percent increase in wages in the economy (by 0.8 percentage
points more than in October 2010).

The annual growth rate of the real average wage has accelerated
the most in the agricultural sector. In November 2010 the
accelerating pace (14.6 percent) is about 10.3 percentage points
more than in October the same year. The industry and services
have experienced significant changes in real average wages in
the second half of 2010, recording in November 2010 annual
increases of 5.1 and 2.1 percent respectively.

The annual growth rate of real average wages in the public
sector remains negative since the second quarter of 2010. In
November 2010, there is a decrease of 2.9 percent (7.1 percent-
age points less than in the first quarter of 2010), being a lot
below the level recorded previous years because of budgetary
spending constraints.

In November 2010, the annual growth rate of labor productivity
was 10.4 percent (about 9.7 percentage points less than in
October 2010), while the real average wage rate in industry
amounted to 5.1 percent, slightly above the level of October
2010 (by about 0.6 percentage points) (Chart 2.20).

Chart 2.20: Real average wage in industry
(%,versus the same period last year)
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The annual average real wage growth in the mining industry
continued to grow in the first quarter began in 2010, passing
to a positive track in November 2010, thus the annual rate of
wage growth was 3.0 percent (about 4.1 percentage points more
compared to October 2010), which correlated with increased
production in the mining industry: extraction of sand, gravel
and clay. The energy industry is experiencing a decrease of
2.1 percentage points in wages in November 2010 versus the
previous month, thus recording the unique decrease in indus-
tries, caused by the decrease of the production of electricity and
steam and hot water supply. The annual growth rate of real
average wage in manufacturing was 4.0 percent in November
2010 (by about 1.5 percentage points more than in previous
months), this was caused by the increase in production of meat,
chemical industry, manufacture of machinery and equipment,
etc.
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Chapter 3

Monetary policy

3.1 Monetary Policy Instruments

During the forth quarter of 2010, the National Bank of Moldova
has used the monetary policy instruments to ensure the achieve-
ment of the objectives set out in the Medium-Term Strategy
for Monetary Policy for 2010-2012 in order to maintain price
stability, contributing to macroeconomic and financial stabil-
ity. National Bank of Moldova has adequately managed the
liquidity in the banking system, thus enhancing the process of
normalizing the interest rates on the interbank money market.
At the same time, in order to anchor the expectations of in-
flationary pressures, the interest rates on monetary regulation
instruments were increased by 1.0 percentage points during the
last 2010 meeting of the Council of administration of the NBM
(the decision came into force on 07.01.2011).

Interest rate policy

During the reporting period, assessing the macroeconomic situa-
tion, trends and projections of the medium term macroeconomic
indicators, also quantifying the inflation outlook in the short
and medium term, with eventual uncertainties and challenges,
the NBM has decided to increase the interest rates on monetary
policy instruments at the end of December 2010. Thus, from the
beginning of this year, the NBM has conducted three upward
adjustments of the base rate by 1.0 percentage points: on
February 2, March 30, and December 30, 2010 (from 5.0 to 8.0
percent).

Chart 3.1: Monthly evolution of interest rate
corridor, %
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However, the interest rate on the deposit facility was increased
from 2.0 to 5.0 percent annually during 2010 and on the lending
facility rate - from 7.5 to 11.0 percent annually, with effect from
the respective dates (Chart 3.1).

With interest rates on monetary regulation instruments main-
tained during the fourth quarter at the same level, the yields of
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state securities (SS) of 91 days, like the two previous quarters,
recorded values around 7.0 percent annually, while the average
interest rates on credit / deposits interbank market, although
they remained in the NBM interest rate corridor, recorded diver-
gent trends.

In October, the average monthly rate on interbank loans /
deposits recorded a similar level as at the end of the previous
quarter (5.13 percent), so that in November it advanced up to
8.7 percent, approaching the upper limit of the interest rate
corridor and in December dropped to the level of 5.21 percent.

Chart 3.2: Average monthly reference rate
in the interbank market and the base rate
of the NBM, %
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This development is explained by the small number of trans-
actions in the interbank market, as a result of liquidity excess
persistent in the money market.

During the reporting quarter, CHIBOR interbank reference rate
of one week (1W) has remained at the level of the end of
September, recording values slightly higher the base rate of the
NBM (between 7.24 and 7.33 percent) (Chart 3.2).

Open Market Operations

NBM Certificates-selling operations

During the fourth quarter of 2010, the excess liquidity in the
banking system remained high and was drained exclusively
by selling NBM certificates. The operations were carried out
according to the schedule published on the official website of
the NBM, two weekly auctions with the announcement of the
maximum interest rate equivalent to the NBM base rate.

In the 27 auctions for the sale of NBC, the NBM has fully
accepted the banks offers. The issued NBC had a maturity
of 7 days, except an auction held at the end of December with a
maturity of 6 days. Over the period of October - December 2010,
the daily balance of sterilization operations has evolved from a
minimum of 2761.4 million lei, which was held just two days, to
a maximum of 3664.2 million lei, both recorded in October. The
quarterly average balance of sterilizations constituted 3394.7
million lei, by 147.6 million versus the level recorded in the
third quarter of 2010.

During the reporting period, the banks submitted requests only
with the maximum rate announced by the NBM. Thus, the
average interest rate on NBC issued by the NBM in the forth
quarter of 2010 has been of 7.0 percent annually.
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State securities (SS) REPO-buying operations

During the forth quarter of 2010, according the schedule posted
on the official web site, the National Bank of Moldova an-
nounced weekly auctions for cash payment operations within
seven days – state securities REPO-buying operations at the
fixed rate (the NBM basic rate); requests from banks were not
recorded.

Lending Activity

Under the conditions of credit agreements between the National
Bank of Moldova and the licensed banks, concluded in 2009
and 2010 (according to which banks were opened credit lines
to credit the economic agents from the real sector of economy),
in the forth quarter of 2010, the National Bank of Moldova has
granted loans to banks in the amount of 41.2 million lei.

The amount of reimbursed loans during the reference period
constituted 235.4 million lei, including the loans granted to
banks for crediting the real sector of economy - 117.3 million
lei, to maintain the liquidity - 100.0 million lei, to protect the
integrity of the banking system - 17.0 million lei, and to credit
the construction of housing cooperatives - 1.1 million lei.

Thus, on December 31, 2010, the licensed banks creditor debt
to the National Bank of Moldova amounted to 976.4 million lei,
being represented by the loans granted to banks to protect the
integrity of the banking system - 507.9 million lei, to credit the
real sector of the economy - 450.5 million lei, and to credit the
construction of housing cooperatives - 18.0 million lei.

On December 31, 2010, compared with the end of the previous
quarter, the balance of loans granted to banks decreased by
194.2 million lei, or about 16.6 percent.

In the fourth quarter of 2010, within the pledge structure, which
assures the credit debt and relating interests of the banks to
the NBM, no changes have occurred. On December 31, 2010,
the pledge was represented of state securities, required reserves
in Moldovan lei and required reserves in freely convertible
currency held by banks in the NBM.

Standing Facilities

The operating regime of standing facilities (deposits and overnight
credits), established by the NBM, allow banks to manage effi-
ciently their liquidity and offered to the NBM more flexibility in
implementing the monetary policy.
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In the fourth quarter of 2010, the average daily balance of
overnight deposits constituted 280.6 million lei, decreasing by
15.1 million lei, or by 5.1 percent compared to the previous
quarter. The overnight credit facility was not required in the
reported quarter.

Required Reserves

In the fourth quarter of 2010, the required reserves mechanism
continued to exercise the monetary control and the management
of the banking liquidity system.

Required reserves maintained by banks in MDL. The amount of
required reserves maintained by banks in MDL, according to
the attracted means tracking period of December 6 – 20, 2010,
maintained by banks during December 21, 2010 to January
5, 2011, constituted 1294.9 million lei, increasing by 71.4
million lei, or by 5.8 percent compared to the tracking period of
September 6 – 20, 2010, maintained by banks during September
21, 2010 - October 5, 2010.

Required reserves maintained by banks in FCC. The amount
of required reserves maintained by banks in U.S. dollars and
Euros on December 31, 2010 constituted USD 44.5 million and
EUR 51.8 million respectively, increasing by USD 0.8 million
(1.8 percent) and EUR 0.3 million (0.6 percent) compared to
September 30, 2010. The increase of required reserves both in
MDL and FCC has been determined by the positive development
of funds attracted in those currencies.

Interbank Market for Loans/Deposits

In the fourth quarter of 2010, the interbank money market
recorded a significant increase of the transaction value, return-
ing to the amounts recorded in the first two quarters of the year.
Thus, the total volume of transactions in the interbank market
amounted to 219.3 million lei, increasing by 138.6 million lei,
or 2.7 times compared to the previous quarter.

Loans/deposits interbank operations hold the most transactions
in the interbank market in the fourth quarter of 2010, about 92
percent. Their volume amounted to 201.7 million lei, increasing
by 149.5 million lei, or 3.9 times compared with the third quar-
ter of 2010. The average interest rate on interbank transactions
in the reference quarter increased from 4.27 to 7.70 percent
annually, by 3.43 percentage points higher than that recorded
in the previous quarter.

The transactions with a minimum market maturity have dom-
inated in the analyzed period, the share of these transactions
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representing 50.0 percent of total turnover. The average term
of interbank transactions has seen a relative increase, from 8 to
23 days, compared to the previous quarter.

Intervention on the Domestic Foreign Exchange Market

National Bank of Moldova has promoted a flexible exchange
rate policy in the fourth quarter of 2010, and has monitored the
developments in the domestic foreign exchange market.

During October to December 2010, the NBM intervened on
the domestic foreign exchange market as a buyer of foreign
currency to alleviate the excessive fluctuations of exchange rate
of the national currency and to supply the domestic market with
liquidity in lei.

Chart 3.3: Evolution of the official foreign
exchange rate and the daily volume of NBM
transactions, fourth quarter of 2010
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Thus, during the fourth quarter of 2010, the net volume of
purchases of the National Bank of Moldova on the domestic
foreign exchange market constituted the equivalent of USD
37.05 million (Chart 3.3).

3.2 Dynamics of monetary indicators

Monetary indicators showed an increase in October-November
with a higher annual rate compared to the third quarter of 2010,
decreasing significantly towards the end of December, which is
reflecting the positive impact of monetary policy pursued during
2009-2010. At the same time, the quarterly growth of these
indicators was the highest compared with the previous quarters.

Money supply

Towards the end of December 2010, the money supply in MDL -
M2 rose by 18.3 percent compared to the same period of 2009.
In annual terms, the growth rate of this indicator recorded a
reduction compared to September 2010. However, despite the
components robust growth in October-November, in Decem-
ber the growth rate recorded a relative slowdown. Thus, the
deposits in MDL have increased by 21.3 percent and money
in circulation - by 14.2 percent. The evolution of money in
circulation (M09 monetary aggregate) reflects a decrease of the
annual growth towards the end of 2010, due to the base effect.

9Money in circulation is the cash outside the banking sector
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During October - December 2010, the money supply M2 grew
by 7.6 percent, the highest quarterly growth in 2010, due to the
increase of balance of deposits in MDL by 5.8 percent compared
to September 2010 and due to the money in circulation increase
- by 10.2 percent, the annual major increase of the components
was recorded in October 2010.

The money supply M2 structure reflects insignificant changes,
the share decline being characteristic for deposits in MDL by
1.0 percentage points – up to 59.2 percent, in favor of money in
circulation - 40.8 percent.

The revival of the economic activity and of the lending process
has determined the increase of money multiplication in the
economy, and respectively, the increase of deposits in national
currency, directly contributing to the increase of M2 monetary
aggregate in this period. Towards the end of the forth quarter
of 2010, the share of sight deposits in the total of deposits in
national currency constituted 38.3 percent, increasing by 0.3
percentage points compared to the previous quarter. Within the
structure of deposits in MDL, the sight deposits increased by 6.6
percent due to the increase of 13.4 percent individuals’ deposits
and by 4.4 percent of deposits of legal entities, while the term
deposits have increased by 5.4 percent following the positive
development of individuals’ deposits - by 5.5 percent and of the
legal entities deposits - by 4.8 percent compared to the third
quarter of 2010.

The dynamics of money supply M3 in annual values was charac-
terized by the growth of this indicator during October-November
by 21.4 and 19.4 percent, respectively, values that exceed the
increase throughout 2010. However, money supply M3 has
reduced the growth pace in December to 13.4 percent. It should
be mentioned that money supply M3 development has been
largely affected by the dynamic of components in MDL, the
deposits denominated in MDL increasing only by 4.6 percent.

Chart 3.4: Evolution of the components
of M2 monetary aggregate (annual in-
crease,%)
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During the fourth quarter of 2010, money supply (M3)10 in-
creased by 6.6 percent compared to the third quarter of 2010,
exceeding the increases recorded in the second and third quar-
ters of 2010, and the reduction recorded in the first quarter
of 2010. The evolution of M3 monetary aggregate was de-
termined by the upward dynamics of all components: money
in circulation, deposits in MDL, deposits in foreign currency.
It should be mentioned that the deposits expressed in MDL
increased by 4.6 percent versus the third quarter of 2010, while
the deposits expressed in foreign currency - by 3.4 percent.
At the same time, the share of deposits in foreign currency in

10Money supply M3 includes money supply M2 and deposits in foreign
currency of residents expressed in U.S. dollars
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total deposits decreased from 45.9 percent at the end of the
third quarter to 45.6 percent at the end of the fourth quarter of
2010. The reduction of share of deposits in foreign currency in
total deposits was recorded throughout 2010 and represents a
positive signal for improving the monetary policy transmission
mechanism.

Credit market

During 2010, the growth of new granted loans registered an
upward trend, recording a level by 64.5 percent higher the
level recorded in 2009. This can be due to the first signs of
economic revival in 2010 and the base effect, as a result of
drastic reduction in lending in the economy in 2009, the period
in which Moldova has experienced the severe effects of the
global economic crisis.

In the fourth quarter of 2010, the credit growth has shown a
more pronounced increase compared to the previous quarter,
recording an annual growth rate of 77.4 percent, thus reaching
a value of 7153.3 million lei (Chart 3.5). The volume of credits
in the reporting quarter rose by 23.4 percent compared to the
third quarter of 2010, in the context of a pronounced economic
recovery.

Chart 3.5: Evolution of new credits (annual
increase, %)
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Within the structure of new loans, the increase occurred on
the account of the component in foreign currency. Thus, the
volume of new loans in foreign currency has doubled compared
to the fourth quarter of 2009 (reaching the level of 3666.9
million lei). The development of credits in foreign currency is
mainly due to the increase of 2.0 times of loans granted to legal
entities to finance the foreign trade operations. In turn, the new
loans granted to individuals recorded a spectacular growth rate,
increasing by 3.7 times compared to the fourth quarter of 2009.

The new loans in national currency had a more modest de-
velopment, registering an annual growth rate of 54.4 percent
compared to the same period of 2009 (reaching the level of
3486.3 million lei). Similar growth could be seen for both client
categories: new loans granted to individuals - 56.1 percent and
new loans granted to legal entities - 54.1 percent, compared
with the fourth quarter of 2009. In terms of maturity structure
of loans in national currency, the new loans with the term of
over 12 months held the major share.
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Deposits market

The annual growth rate of new attracted deposits has recorded
a downward trend since the third quarter of 2008, thus being
on a negative level for the entire year of 2010. In this context,
in the fourth quarter of 2010, we observed the adjustment of
the downward trend, from minus (-) 6.4 percent in third quarter
of 2010 to minus (-) 1.4 percent in the fourth quarter of 2010,
compared to the similar periods of 2009, reaching the level of
9387.0 million lei (Chart 3.6).

The aforementioned adjustment occurred exclusively at the ex-
pense of the growth rate increase of the component in national
currency (by 10.8 percent compared with the fourth quarter
of 2009, up to the level of 5472.6 million lei), which occurred
on the account of positive developments of term deposits in
national currency of the legal entities.

Chart 3.6: Quarterly evolution of new at-
tracted deposits (annual increase, %)
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As for the term deposits in foreign currency, the reduction (by
14.5 percent compared with the fourth quarter of 2009, up to
the level of 3914.4 million lei) was recorded for both client
catgories.

The pronounced reduction dynamics of new attracted term
deposits was conditioned on one hand by the people’s reluctance
to place deposits under a fragile global economic recovery. On
the other hand, people’s low income and lower interest on
deposits as a result of liquidity excess in the market, were the
main factors that have discouraged the banking investment.

Interest rates and monetary policy transmission
mechanism

Chart 3.7: The average interest rate on
new attracted term deposits and on new
deposits granted from 6 to 12 months in
MDL, %
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According to the provisions of the Monetary Policy Strategy
of the National Bank of Moldova for 2010-2012, to ensure
transparency of the decision-making process, during 2010, there
were quarterly published Monetary Policy Reports containing
an analysis of the macroeconomic situation, a medium term
forecast of inflation and the main macroeconomic indicators.
In order to assess the monetary policy, starting with 2011, the
National Bank of Moldova will quarterly publish the Inflation
Report, which will be a continuation of the Monetary Policy
Report.

This document will contain a more detailed analysis of achiev-
ing the fundamental stated objective, risks analysis for further
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achievement of the fundamental objective and if the inflation
rate and inflation forecast are above the established limits, the
National Bank of Moldova will submit a corrective action plan
to bring inflation back to the target range.

At the same time, there are monthly meetings of the Council of
administration of the NBM, where it is evaluated the current
macroeconomic situation, trends and medium term forecasts
of macroeconomic indicators. In addition, the inflation outlook
on short and medium term is considered in terms of possible
uncertainties and challenges that may arise in the future. Fol-
lowing the drawn forecasts, during the last 2010 meeting of
the Council of administration of the NBM, it was decided to
increase the interest rates on monetary regulation instruments
by 1.0 percentage points. At the same time, the NBM continued
to manage the liquidity excess by money market sterilization
operations.

Chart 3.8: Average interest rates in MDL,
%
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Under these conditions, the evolution of deposits attracted in
MDL and loans granted in national currency with terms from
6 to 12 months continued its reduction started in the previous
quarter. Only in December they showed a slight increase by
0.23 percentage points and 0.12 percentage points respectively
(Chart 3.7).

Quarterly values of the interest rates on term deposits in MDL
fell by 1.02 percentage points and accounted for 6.71 percent
compared to the third quarter of 2010. Quarterly average yield
on loans granted in national currency stood at the level of 15.25
percent, by 0.82 percentage points less than the previous quarter
(Chart 3.8).

The banking margin (the difference between the average rates
on loans and deposits) was affected by the decrease, to a greater
extent, of rates on new attracted loans, combined with the
reduced rates on new loans.

Chart 3.9: Evolution of banking margin in
operations from 6 to 12 months (percentage
points)
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It should be mentioned that the margin on national currency
transactions with terms of 6 to 12 months decreased from 5.40
to 4.95 percentage points compared to the third quarter of
2010, while on foreign currency transactions – from 5.29 to
4.47 percentage points (Chart 3.9). Thus, it can be seen the
downward trend of interest margins in the conditions a relative
stabilization of the economic situation, which partly contributed
to cheaper new granted loans.

However, based on the national economy trends, the level of
liquidity and increased demand for money, in the first quarter
of 2011 it is expected to further reduce the interest rates on
new loans and to increase the interest rates on new deposits
attracted in national currency and respectively to reduce the
banking margin.
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Foreign exchange market (the exchange rate, real
effective rate)

During the third quarter of 2010, the official nominal exchange
rate of the national currency against the U.S. dollar depreciated
by 1.1 percent and against the euro – has appreciated by 1.5
percent.

The nominal effective exchange rate of national currency (NEER)11

appreciated by 2.4 percentage points. At the same time, the
real effective exchange rate of the national currency, calculated
under the weight of the major trading partners, has appreciated
by 2.6 percentage points versus the end of September 201012.
This appreciation was mainly determined by the significant
nominal depreciation of the most foreign currencies of the
countries from the region (e.g. EUR - by 2.6 percent, the
Romanian leu - by 3.1 percent), which have a considerable
weight in the foreign trade of the Republic of Moldova.

Chart 3.10: Real and nominal effective ex-
change rate dynamics of the national cur-
rency calculated based on the share of the
major trading partner (Dec.2000 - 100%)
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Thus, almost all of Moldova’s main trading partners have con-
tributed to the real effective exchange rate appreciation. Ukraine,
Russian Federation and Romania have particularly contributed
to the appreciation of the domestic currency in real term.

The fluctuation of currency exchange rate during the fourth
quarter of 2010 has reflected mainly the changes in the volume
of liquidity in foreign currency on foreign exchange market
following the changes related to foreign currency inflows and
outflows.

Chart 3.11: Contribution of major trading
partners of Moldova to the real effective ap-
preciation during the forth quarter of 2010
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Thus, the negative net flow of foreign currency in the amount of
USD (-27.1) million on the foreign exchange market has created
prerequisites for the national currency depreciation during the
fourth quarter of 2010, being mostly determined by: (i) the
reduction of the net supply of foreign currency from individuals
(by USD 71.1 million compared to the third quarter of 2010), (ii)
the increase of negative net flow of foreign currency related to
the payments / receipts for foreign trade (by USD 75.1 million).

The lower degree of recovery of net sales of foreign currency
of the licensed banks to legal entities with the net supply of
foreign currency from individuals, which accounted for 97.5

11Calculated compared to December 2000
12Methodology of calculation of real effective exchange rate of national

currency has been amended during 2010, including bringing to 18 the
number of countries – the major trade partners of Moldova, whose share in
foreign trade was more than one percentage.
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percent, decreasing by 4.9 percentage points versus its level in
the third quarter of 2010 (102.4 percent) has also contributed
to the exchange rate depreciation during the fourth quarter of
2010.

The positive net flow of private external loans, grants and
technical assistance amounting to USD 83.0 million contributed
to the reduction of the negative net flow and, therefore, to the
mitigation of the exchange rate depreciation of the national
currency.

Chart 3.12: Evolution of foreign exchange
reserves expressed in months of goods and
services imports
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During the fourth quarter of 2010, the foreign exchange re-
serves rose to USD 98.4 million, or by 6.0 percent, from USD
1619.3 million on September 30, 2010 to USD 1717.7 million
on December 31, 2010, covering 4.6 months of imports (Chart
3.12). The growth of foreign exchange reserves was mainly
conditioned by the receipt of the first tranche of EUR 40.0 mil-
lion (USD 52.5 million) from the European Commission under
the Grant Agreement between the European Commission and
the Government of the Republic of Moldova and the National
Bank of Moldova, in the amount of EUR 90.0 million, signed
in Brussels on 16.12.2010 and by the receipt of the loan in
the amount of USD 25.4 million for budget support from the
International Development Association.
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Chapter 4

Medium-term inflation
forecast

The management of the public debt was the main challenge for
most of the countries in 2010, which has also increased signif-
icantly the unemployment rate, compared with 2009 when the
economic downturn and the identification of anti-crisis measures
were the main issues.

The 2010 year was characterized by the emergence from recession
of the global economy but with a slow recovery rate, uneven and
full of risks. The production and world trade recovered faster than
originally anticipated and the financial conditions have improved.
However, the developed countries are facing the repercussions of
the massive growth in debt and the developing countries are trying
to stabilize their economies.

The gradual depreciation in the first half of the year of the single
European currency against the U.S. dollar and appreciation of the
Chinese yuan renminbi and Japanese yen against the U.S. dollar
in the second half of the year have generated heated debates, which
caused some trade imbalances. The 2010 year was marked by
many natural disasters that have been felt in the world economy,
the food prices on the world market reaching a record level in
December 2010 due to higher quotations for sugar, cereals, and
oilseeds.

The 2011 risks are related to the disturbances in the international
bonds markets, which could significantly increase the pressure on
public finances, resulting in a loss of confidence in the markets and
causing significant decrease in the budget of states that are still in
recession. There is also the risk of a further regression in the U.S.
housing market, while other countries with advanced economy
will not be able to sustain alone the global growth.

As a result of higher economic growth than expected during 2010,
the output gap will close at the beginning of 2011. During the
forecast period, it will fall marginally below the level of non-
inflationary GDP. The slight disinflationary influence of the aggre-
gate demand will be conditioned by the appreciation in real terms
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of the real effective exchange rate being offset by the simulative
nature of the real interest rates.

The annual inflation rate will be placed at the level of 7.9 and 4.5
percent at the end of 2011 and 2012, respectively. Compared with
the previous forecast round, the annual inflation rate projection
rose by 0.6 percentage points for 2011 and decreased by 0.1 per-
centage points for 2012. The main determinants of the prospective
inflation are still the supply factors, which will be reflected in the
CPI mainly through food and regulated prices.

4.1 External environment

The world economy emerged from recession, but the pace of
recovery is slow, uneven, and full of risks. The production and
world trade recovered faster than originally anticipated, and the
financial conditions have improved. However, the developed
countries are facing the repercussions of the massive growth in
debt and the developing countries are trying to stabilize their
economies.

Chart 4.1: Annual growth in advanced
economies and emerging economies, %
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Thus, after obtaining higher results than previously predicted
both in countries with advanced economies and those with
emerging economies, the International Monetary Fund increased
its forecast for 2010 regarding the economic growth from 2.1
to 2.7 percent for advanced economies and from 6.0 up to 7.1
percent for emerging economies. However, uncertainties on
financial markets have increased the risk of a weaker economic
growth than expected for the end of 2010 and 2011 respectively.
Thus, in 2010 the IMF has gradually decreased the amount of
expected growth in 2011, from 2.4 to 2.2 percent for coun-
tries with advanced economies and from 6.5 to 6.4 percent for
emerging economies.

One of the concerns of the International Monetary Fund for the
end of 2010 – beginning of 2011 is the disturbances recorded
on the bonds markets, which could significantly increase the
pressure on public finances, resulting in a loss of confidence
in the markets and causing a new significant decrease in the
budgets of states that are still in recession, which slows the
economic crises emerging process. There is also the risk of
a further regression in the U.S. housing market, while other
countries with advanced economy will not be able to sustain
alone the global growth.

The management of the public debt was the main challenge
for most of the countries in 2010, which has also increased
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significantly the unemployment rate, compared with 2009 when
the economic downturn and the identification of anti-crisis
measures were the main issues.

During the third quarter of 2010, the emerging economies con-
tinued to contribute to the recovery of the global level, recording
a more temperate growth than in the first two quarters of this
year amid the economic slowdown in developed countries. The

Chart 4.2: Unemployment rate in advanced
economies, %
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smallest increases were registered in countries where the fiscal
austerity and high unemployment have inhibited the domestic
demand, which is typical in particular for countries such as
Greece, Ireland, Portugal, and Spain, which try to solve their
budgetary debt problems.

Another global problem is the high unemployment. According
to data published by Eurostat, in 2010 the unemployment in the
euro area remained at around 10.0 percent, while in the USA the
unemployment rate has fluctuated between 9.4 and 9.9 percent.
Even if the developed countries, following the incentives on la-
bor market, have seen little progress, they are overshadowed by
exorbitant unemployment rates of the countries still in recession.
As for Europe, the highest unemployment rate was recorded in
Spain, where already for the third consecutive month it indicates
a value of 20.6 percent. In addition, a precarious situation can
be seen in the labor market of Ireland and Baltic countries.

Another phenomenon of 2010 was the gradual depreciation
in the first half of the single European currency against the
U.S. dollar and appreciation of Chinese yuan and Japanese
yen against the U.S. dollar in the second half. By the end of
2010, the single European currency has slowly appreciated
against the U.S. dollar. The 2010 year was marked by many
natural disasters that have been felt in the world economy. Food
prices on the world market reached a record level in December
2010 due to higher quotations for sugar, cereals, and oilseeds.
World food price index, published by the Food and Agriculture
Organization has increased for the sixth consecutive month,
registering a cumulative growth of 32.1 percent and hovering
just above the record level reached in June 2008.

United States of America

According to the third estimate, the gross domestic product of
the U.S.A. indicates an annual growth of 3.2 percent in the
third quarter of 2010 (U.S. Bureau of Economic Analysis data).
This value is higher than the second estimate and indicates an
acceleration of growth rate. The real GDP growth in the third
quarter of 2010 has primarily reflected the positive contribu-
tions from household consumption, private investment, and
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investment by non-residents, exports, and federal government
expenditure that were partly offset by the negative contribution
of residents’ investment and imports. It is estimated that the
economic growth for the years 2011 and 2012 will be 3.4 and
3.2 percent respectively.

Chart 4.3: The annual rate of inflation and
GDP in the U.S.A., %
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The labor market recorded a significant improvement towards
the end of the year, the unemployment rate indicating a value of
9.4 percent in December 2010, which represents a decrease by
0.4 percentage points versus the previous month. In December
2010, the U.S.A. annual inflation was a 1.5 percent, which is
above the limits projected by the IMF. The biggest influence on
the consumer price index increase was from food and energy
resources. For 2011, it is estimated an inflation of 1.7 percent.

Euro zone

In the third quarter of 2010, according to Eurostat data, the real
GDP of the European Union and euro zone recorded an increase
compared to the same period of the previous year by 2.2 and 1.9
percent respectively. The contributions to the economic growth
were largely due to sustainable growth in domestic demand and
net exports. According to the expectations, the real GDP of the
euro zone would grow in 2011 and 2012 by 1.5 and 1.6 percent
respectively.

Chart 4.4: The annual rate of inflation and
GDP in the euro zone, %
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Official statistical data show an uneven recovery of the economies
of member countries. The biggest increases in the third quarter
of 2010 were registered in Estonia, Slovakia and Germany.
At the same time, the difficulties of financing fiscal deficits
and austerity programs introduced in recent months in Greece,
Spain and Ireland have negatively affected the recovery of the
economies of those countries. The lack of uniformity reflects
differences in production patterns, adaptation problems increase
and the rebalances that continue to take place in the euro zone.
As regards to prices developments, according to preliminary
estimates from Eurostat, the annual rate of inflation in the euro
zone constituited 2.2 percent in December 2010 (in November
- 1.9 percent). Achieving this level was largely due to the
developments in raw material prices, prices for transportation
and housing. In the future, the inflation will be relatively stable
for 2011 and 2012, projecting a level of 1.8 and 1.7 percent
respectively.

Russian Federation

Annual growth of Russian economy in the third quarter of 2010
was 2.7 percent, indicating a decrease of approximately two
times versus the 5.2 percent increase recorded in the second
quarter of 2010. The increase in imports constituted one of



40 Inflation Report (BNM, no. 1, 2011)

the factors that contributed to the reduction of the gross do-
mestic product, in terms of insignificant increases in exports.
In the third quarter of 2010, the imports grew by 34.8 percent
compared to the same period last year, constituting the largest
increase in imports recorded in the last 15 years.

The drought of July-August 2010 caused an inability to meet
the domestic demand, which has directed the manufacturers,
especially those in the food sector, to be provided with raw
materials from foreign markets. Another consequence of the
drought of this summer, as well as of the increase in global
prices, has been the prices increase, especially in cereals, fruits,
and vegetables. For December 2010, the Russian Federal Service
for State Statistics announced an 8.8 percent annual inflation.

Chart 4.5: The annual rate of inflation and
GDP in the Russian Federation, %
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At the same time, the international market oil prices restoration,
revenue increase from exports of raw materials, investment
continuous increase, and domestic consumption stimulation are
factors that may contribute to Russian economic growth by 4.3
percent in 2011, in term of an inflation of 9.0 percent.

Romania

The economic downturn has continued in Romania in the third
quarter of 2010, recording (seasonally adjusted) a decrease
of 0.7 percent in the gross domestic product compared to the
previous quarter and by 2.2 percent compared to the same
quarter of the previous year. The economic downturn of 2010
was characterized by the reduction of gross value added in
construction, agriculture, and services. It was also recorded
a decrease in household final consumption and expenditure
for government final consumption, caused by the austerity
measures that provided pensions decrease by 15.0 percent and
wages in the budgetary system - by 25.0 percent, as well as by
the reduction of remittances that recorded in 2010 the lowest
level in the last five years.

Chart 4.6: The annual rate of inflation and
GDP in Romania, %
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However, the industry and financial activities have recorded
an increase in the third quarter of 2010. In addition, the net
exports development has had a positive effect on GDP, as a result
of higher increase of exports volume of goods and services as
compared to the volume of imports. For 2011 and 2012 it
is expected a slight recovery, the annual rate of GDP values
reaching the levels of 1.3 and 1.6 percent respectively.

In addition, it is seen deterioration in the labor market in the
third quarter of 2010, registering an unemployment rate of
6.9 percent, an insignificant growth compared to the previous
quarter and to the third quarter of 2009, (both with an unem-
ployment rate of 6.8 percent).
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Romania National Institute of Statistics announced an annual
inflation of 8.0 percent at the beginning of 2010 (December
2010 compared to December 2009), the main reasons being the
increase in VAT (from 19 to 24 percent starting with July) and
higher prices of food, fuel, tobacco and services. However, the
prices have been caused by the depreciation of the Romanian
leu against the U.S. dollar, and by the increase in commodity
prices worldwide, a problem persistent in 2011 as well, when
the inflation is estimated to be of 5.4 percent.

Ukraine

Chart 4.7: The annual rate of inflation and
GDP in Ukraine, %
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According to the second estimate in the third quarter of 2010,
the economic growth in Ukraine constituted 3.4 percent com-
pared to the same period of the previous year, by 0.1 percent-
age points less than its previous estimate. Sectors that have
continued with a stable rate of growth were manufacturing,
production, and distribution of electricity, gas and water supply,
transport and communications. Significant increases occurred in
retail trade, health, and social care, while in construction sector
for the first time in the past two years have seen an increase.
The financial sector continues to have regresses.

State Statistics Committee of Ukraine reported for December
2010 an annual inflation of 9.1 percent, while in 2009 recorded
a level of 12.3 percent.

Evolution of natural gas and oil prices

The evolution of oil prices on world markets in 2010 was
conditioned by the recovery of oil demand up to the level of
2007, oil demand increase in China and other Asian countries,
the situation on international financial and foreign exchange
market, and estimates of world oil demand growth for 2011.

Chart 4.8: Evolution and natural gas fore-
cast (USD/1000m3) and oil price (USD a
barrel)
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Analyzing the dynamics of oil prices13 in 2010, it can be seen an
upward trend, so that in the fourth quarter of 2010 the oil prices
on world markets increased by 15.4 percent and amounted to
U.S. dollar 84.8 per barrel compared to the same period last
year. It should be mentioned that in the analyzed period, the
maximum monthly average value was recorded in December
and amounted to U.S. dollar 88.7 per barrel.

The average oil price for 2010 was U.S. dollar 78.0 per barrel,
recording an increase of 29.2 percent compared with last year.

It should be mentioned that the oil prices increase in 2011 could
jeopardize the economic progress of the countries with devel-
oped economy. However, within the recent OPEC meeting on
December 11, 2010 was decided to maintain the oil production
level at the existing one.14 OPEC does not forecast an increase

13Marca Urals
14Source:http://www.opec.org/opec_web/en/press_room/1952.htm
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in production due to the persistence of significant global oil
reserves, but the current oil price increase is caused, in partic-
ular, by the severe climatic conditions in Northern Europe and
the U.S.A. However, it forecasts a boost in oil demand growth
due to global economic recovery. Besides those mentioned,
the International Energy Agency (IEA) has recently revised
the oil demand estimates for 2011 and said it will increase by
1.6 percent compared with last year. At present, the oil price
recorded stability, being at the level of U.S. dollar 90.0 a barrel.

In addition, the oil market was influenced by the dynamics
of U.S. dollar exchange rate against major world currencies,
affecting the prices of petroleum products denominated in U.S.
dollars.

It is estimated that the average price of oil will be within the
limits of U.S. dollar 98.8 a barrel for 2011 and U.S. dollar
100.4 a barrel for 2012. These values can be achieved not only
through the influence of fundamental factors, but also following
the speculative actions of the players in the oil market, which
is one of the significant factors of global oil price formation.
Considering the above reasons, there is a relative share of
inaccuracy associated with long-term forecasts of oil prices.

According to data announced by ANRE, the purchase price of
natural gas in the fourth quarter of 2010 was about U.S. dollar
268.9 per 1000 m3, increasing by about 0.7 percent versus the
previous quarter. In addition, in 2010 there was an increase in
natural gas prices of about 6.7 percent compared to 2009.

However, it is estimated that in 2011 the gas prices will increase
because starting with 2011 the reduction coefficient will not be
applied to imported gas price formation.

4.2 Medium-term forecast

Aggregate demand

The data on the GDP evolution in the third quarter of 2010
indicate the economic recovery started in the second half of
2009. The GDP growth was significant in the third quarter of
2010, reaching the level of 8.0 percent compared to the same
period of 2009, while the cumulative growth in comparable
prices from the beginning of 2010 against the same period of
2009 recorded values of 6.5 percent. In this context, there is a
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high probability that the output gap will be currently in close
proximity to the non-inflationary level of real GDP15.

During the process of economic recovery, the domestic demand
continued to be the main contributor to the GDP formation, the
gross capital formation, followed by household consumption,
has had the most significant contribution. It is also significant
that the export had an increasing contribution, this dynamic be-
ing determined by the recovery of world economy and especially
of the main economic partners.

Chart 4.9: Output gap estimation(%)

Source: NBS, NBM calculations

The output gap will be relatively stable and will vary slightly
under the non-inflationary level. In the first part of the forecast
period, there will be a slight increase, but at the end of the
projection horizon, it will redirect towards decrease, i.e. to
achieve the potential level of real GDP. According to the updated
projections, the real GDP will be in close proximity to the poten-
tial GDP and the output gap will indicate less negative values
and by the end of the forecast horizon will remain negative.

The interest rate levels will keep the incentive character in real
terms. On the other hand, the real effective exchange rate will
have a slight restrictive impact, and by the end of the forecasting,
it will move to a neutral level.

Amid the uncertainty associated with the tax policy develop-
ments in perspective, within the current projection was assumed
the same degree of expansion as in the previous projection.
Thus, the fiscal policy will slightly be expansionary over the
next two years.

Inflation

The current projection places the annual inflation at the level
of 7.9 percent16 at the end of the year, and at the end of the
next year close to the level of 4.5 percent. Compared with the
corresponding values published in the Monetary Policy Report
no. 4, November 2010, the annual inflation rate at the end of

15The output gap is the difference between the actual and potential GDP.
The negative putput gap indicates an excess demand over supply, thus
creating deflationary preassures, while the positive output gap creates pro-
inflationary preassures

16The pprojection of annual rate of CPI is carried out quarterly. Thus, the
expression “at the end of the year” means the average annual growth of CPI
in the fourth quarter versus the same period last year. It should be mentioned
that this rate should not be confused with the annual rate of CPI of December,
i.e. December / December. Although the annual rate of quarterly CPI is
calculated by a more complicated process, it can be approximated as the
average annual rate of CPI of the respective quarter.
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the year was projected at a level of 0.6 percentage points lower
than the projection of the current forecasting round. The main
reason for discrepancies between the current projection and the
Monetary Policy Report no. 4 represent the exogenous factors
that are beyond the control of National Bank of Moldova.

Chart 4.10: The annual rate forecast of total
CPI (% annual)
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Over the forecasting period, the main inflationary pressures
continue to be the supply-side factors. The biggest inflationary
pressures for both this year and next year will be caused by the
increase in regulated prices as a result of developments in world
energy prices, and their adjustment to the market. Another
factor that will have a negative impact on regulated prices is the
elimination of the reduction coefficient for natural gas import
price. As a result, the price of natural gas will reach the average
European price. They will have an upward trend in accordance
with the prices of petroleum products.

Also, significant pressure will be felt from the part of the food
prices. The dynamics in question will be due to the increases
in food prices on international markets. The evolution of the
latter is expected as a result of adverse weather conditions of
2010 in some countries. At the same time, because most of
the quotations on the stock exchanges are made in U.S. dollars,
food prices in forward contracts will increase as a result of U.S.
dollars depreciation.

The core inflation at the end of this year will reach values
higher than the level of 5.0 percent. As for the end of 2012, it is
expected values in close proximity to the amount of 4.0 percent.

Currently, the real GDP is below its potential, so for that reason,
the only influence factors on inflation are of supply-side. As
during the forecasting horizon, the output gap will continue
to be within the immediate proximity to the zero level, the
demand-side inflationary pressures are unlikely to manifest, the
supply-side factors being in the foreground.

Risks and uncertainties

The complexity of the process of inflation outlook is usually
determined by the existence of a number of uncertainties. In
this context, there are several internal and external risk factors
that can influence both negatively and positively the macroe-
conomic developments in general and inflation development
in particular. Within the current projection of inflation, the
balance of risks appears to be asymmetric, so that in the event
of their manifestation, the inflation could be above the central
projection.
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The drought, which may occur in the summer, represents an
increased risk for 2011. The high degree of probability is appar-
ent from the cyclicality of the phenomenon in question, at least
in Moldova. It should be mentioned that the last drought was
four years ago, in the summer of 2007. In case of realization of
that risk, it is expected a contraction in economic growth, on
the one hand, and an increased inflation, on the other hand,
particularly as a result of food prices increase.

Further, it is uncertain the situation regarding the emergence
from crisis of countries such as Spain, Greece, Ireland and
Portugal (which is facing severe fiscal austerity programs). De-
velopments in these economies can influence the projection
through various channels, which can not be so easily quantified
and often act in different ways. So, in case of deepening the
problems regarding the fiscal solvency, the investors’ distrust in
assets denominated in euro will increase, which will lead to the
depreciation of the currency. A possible depreciation would lead
to lower competitiveness of Moldovan exports to the euro zone,
with a restrictive effect on local economy, and thus creating
pressures to reduce the level of prices, as the economic growth
would fall below its potential. Also, a lower flow of currency
derived from exports would create downward pressures in the
domestic currency against the euro, and thus would generate
pro-inflationary pressures. On the other hand, a depreciation
of the Euro would boost the zone’s economy, where there is a
significant part of our citizens who work abroad, thus this would
lead to remittances increase, and, in terms of a larger volume
of foreign currency there would be more pressures regarding
the appreciation of the national currency, which would cause
deflation vectors.

Accelerating the global economic recovery would cause higher
than expected demand for raw materials, thus causing prices to
rise further. In this context, energy (oil, natural gas) and food
prices are relevant, which would increase the inflation both
directly and indirectly through the production costs.

In the conditions of a delay in the adoption of government
budget for 2011, the determination of the size of the fiscal policy
drive on the economy ahead seems to be difficult. However, the
development of better indicators than expected for the man-
agement of public finances, on one hand, and macroeconomic
indicators, on the other hand, could provide authorities with an
extra space to maneuver the increases of the social character of
the public budget (a greater than expected increase in pensions,
wages, compensations etc.). This event would lead to higher
demand, especially from households, thereby increasing the
price level.

In addition, it shall not be neglected the future development of
the domestic political situation. If the circumstances worsen,
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this may lead to the increase of uncertainty of investors, making
them distant from the implementation of lucrative projects,
which would determine a lower flow of foreign currency, with
subsequent repercussions on the exchange rate. On the other
hand, this would lead to lower economic growth, thus alleviat-
ing the upward pressure on prices level.

4.3 Comparison with the previous
forecast

The current forecast estimates the annual rate of CPI inflation
at the value of 7.9 percent at end of the year, which is by
0.6 percentage points more compared with the corresponding
values published in the Monetary Policy Report no. 4, November
2010.

Chart 4.11: Comparison of forecasts: total
CPI, (% annual)
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The difference between the two reports mentioned above is
largely due to the assumptions and exogenous pressures of a
different magnitude. In the Monetary Policy Report no. 4,
November 2010, the exogenous pressures were less persis-
tent than in the updated forecast. According to the current
projections, the prices on international markets for food and
petroleum products will have a much higher rate of growth,
which will create additional pressure on inflation.

In the Monetary Policy Report no.4, November 2010, the food
and regulated prices is forecast to have the biggest contribution
to the CPI. The regulated prices are forecast to have the greatest
contribution of 3.0 percentage points and the food is expected
to contribute by 2.5 percentage points at the end of 2011. In the
current projection, the regulated prices and food are expected
to contribute the most at the end of 2011 by 2.7 percentage
points and 2.1 percentage points respectively. Compared with
the projection published in November 2010, the fuel prices
contribution in CPI increased from 0.4 percentage points to 0.8
percentage points for the end of the year.

Unlike the previous projections, the output gap closes at the be-
ginning of 2011, fluctuating slightly around the non-inflationary
level of GDP. This difference comes from the review of economic
downturn for 2009 (from 6.5 to 6.0 percent), and from the
record of higher than expected growth during 2010. These
taken together have led to a review of the current phase of the
macroeconomic cycle.
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4.4 Comparison of forecast of Monetary
Policy Report no. 4 and inflation
development in the fourth quarter of
2010

Short-term inflation forecast published in Monetary Policy Re-
port no. 4, November 2010, envisaged an annual pace of 7.8
percent in the fourth quarter of 2010 (period average), which
implies an average increase of 2.4 percent of the price level for
the fourth quarter versus the third quarter of 2010 (period for
which there were already actual data for the CPI). Under these
assumptions, the primary contribution was determined by food
price increases largely due to seasonal effect, and due to the
increase in prices for these products in foreign markets.

Chart 4.12: CPI development and the pro-
jection of Monetary Policy Report no. 4,
November 2010
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Contributions of lower intensity were to be generated by the
increase of fuel prices as a result of fluctuations in oil prices on
world markets and by the depreciation of the national currency
against the U.S. dollar and by the increase of core inflation under
the pressures of second-round effects from price increases in
fuel and food, but also from the depreciation of the national
currency against the major trading partners. According to the
forecast of Monetary Policy Report no. 4, November 2010, the
increase of prices for regulated services was estimated to have
an insignificant contribution.

The CPI developments in the fourth quarter of 2010 corre-
spond mainly to the short-term inflation forecasts set out in
the Monetary Policy Report no. 4, November 2010. In this
respect, the CPI annual rate in the fourth quarter of 2010 was
7.9 percent (quarterly average) and thus, the forecast deviation
from the actual data was minor (0.1 percentage points), a
value that can be attributed to the track that was followed by
the fuel prices during this period. Their evolution was better
than expected, due to some factors, whose prediction now is
impossible. Thus, this component was originally made for a
price increase of approx. 1.3 percent (fourth quarter of 2010/
third quarter of 2010), which had to cover the increases in
coal prices that have occurred due to expectations of a colder
winter season. However, in December, against the backdrop of
oil prices increase on world markets and incentives, especially
the exchange rate, the retail operators of fuel have decided to
increase the prices of gas, oil and coal that resulted overall in a
higher than anticipated increase of fuel prices (5.4 percent).
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The sub-components, although there have been some irregular-
ities in some cases, they had different directions, and in this
case were they were compensated without compromising the
short-term forecast for the CPI.

In conclusion, the short-term prognosis of the NBM of the
Monetary Policy Report no. 4 on inflation had a high degree of
objectivity and the provisions relating to internal and external
inflationary pressures came out to be true at that time.
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Table A.1: Monetary policy rates, %

Ukraine Russian Romania Hungary Belarus Poland Kazakhstan Moldova Turkey Armenia

Federation

2008
Dec. 12.0 13.0 10.3 10.5 11.5 5.6 n/a 15.1 17.0 n/a

2009
Jan. 12.0 13.0 10.3 9.8 13.6 4.9 10.5 13.5 15.3 5.2

Feb. 12.0 13.0 10.0 9.5 14.0 4.2 10.0 11.1 13.8 5.7

Mar. 12.0 13.0 10.0 9.5 14.0 4.0 9.6 11.0 12.4 6.4

Apr. 12.0 13.3 10.0 9.5 14.0 3.5 9.5 11.0 11.4 6.8

May 12.0 12.2 9.6 9.5 14.0 3.5 9.5 10.6 10.8 7.2

Jun. 11.0 11.6 9.5 9.5 14.0 3.7 9.2 9.7 10.3 7.3

Jul. 11.0 11.2 9.0 9.4 14.0 3.5 8.7 8.7 9.8 7.3

Aug. 10.3 10.8 8.6 8.4 14.0 3.5 8.2 7.4 9.3 7.3

Sep. 10.3 10.6 8.5 8.0 14.0 3.5 7.7 5.5 8.8 7.3

Oct. 10.3 9.8 8.5 7.3 14.0 3.5 7.1 5.0 8.3 7.3

Nov. 10.3 9.4 8.0 6.9 14.0 3.5 7.0 5.0 7.9 7.3

Dec. 10.3 9.0 8.0 6.4 13.5 3.5 7.0 5.0 7.8 7.3

2010
Jan. 10.3 8.8 7.6 6.2 13.5 3.5 7.0 5.0 7.8 7.1

Feb. 10.3 8.7 7.1 5.9 13.3 3.5 7.0 6.0 7.8 6.8

Mar. 10.3 8.5 7.0 5.7 13.0 3.5 7.0 6.1 7.8 7.5

Apr. 10.3 8.2 6.5 5.5 12.8 3.5 7.0 7.0 7.8 7.6

May 10.3 8.0 6.3 5.3 12.2 3.5 7.0 7.0 7.8 7.4

Jun. 10.3 7.8 6.3 5.3 12.0 3.5 7.0 7.0 7.8 6.4

Jul. 10.3 7.8 6.3 5.3 12.0 3.5 7.0 7.0 7.8 5.6

Aug. 8.0 7.8 6.3 5.3 11.3 3.5 7.0 7.0 7.8 5.3

Sep. 7.8 7.8 6.3 5.3 10.7 3.5 7.0 7.0 7.6 5.1

Oct. 7.8 7.8 6.3 5.3 10.5 3.5 7.0 7.0 7.5 5.0

Nov. 7.8 7.8 6.3 5.5 10.5 3.5 7.0 7.0 5.9 5.0

Dec. 7.8 7.8 6.3 5.6 10.5 3.5 7.0 7.0* 5.3 5.0

Source: Official websites of the central banks of the respective countries
*As of December 30, 2010, the base rate has been increased to 8%
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Table A.2: Required reserve rates of countries in the region, %

2010

Jan. Feb. Mar. Apr. May Jun. Jul Aug. Sep. Oct. Nov. Dec.

Ukraine 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Russian Federation 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5

Romania 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0

Hungary 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Belarus 3.5 3.5 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Poland 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Kazakhstan 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5

Moldova* 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0

Turkey 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.5 5.6 6.0

Armenia n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Source: Official websites of the central banks of the respective countries
* As of January 27, 2011 the required reserve rate hase been increased to 11%

Table A.3: Annual consumer price index, %

2010

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.

Ukraine 11.1 11.5 11.0 9.7 8.5 6.9 6.8 8.3 10.5 10.1 9.2 9.1

Russian Federation 8.1 7.2 6.5 6.1 5.9 5.7 5.5 6.2 7.0 7.5 8.1 8.8

Romania 5.2 4.5 4.2 4.3 4.4 4.4 7.1 7.6 7.8 7.9 7.7 8.0

Hungary 6.4 5.7 5.9 5.7 5.1 5.3 4.0 3.7 3.8 4.2 4.1 4.7

Belarus 6.6 5.9 6.4 6.6 7.1 6.9 6.8 7.7 9.0 9.7 10.3 9.9

Poland 3.5 2.9 2.6 2.4 2.2 2.4 2.0 2.0 2.6 3.0 2.8 3.2

Kazakhstan 7.3 7.4 7.2 7.1 7.0 6.8 6.7 6.5 6.7 7.3 7.7 7.8

Moldova 2.9 6.5 8.1 8.1 7.9 7.8 7.6 7.8 8.0 8.0 7.7 8.1

Turkey 8.2 10.1 9.6 10.2 9.1 8.4 7.6 8.3 9.2 8.6 7.3 6.4

Armenia 7.0 9.4 8.8 6.8 6.3 5.8 7.8 9.6 8.6 9.1 9.6 9.4

Source: Official websites of the central banks of the respective countries
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Table A.4: Monetary policy real rates, %

2010

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.

Ukraine -0.8 -1.1 -0.7 0.5 1.6 3.1 3.2 -0.3 -2.5 -2.1 -1.3 -1.2

Russian Federation 0.6 1.4 1.9 2.1 2.0 1.9 2.1 1.5 0.7 0.2 -0.3 -1.0

Romania 2.3 2.5 2.7 2.1 1.8 1.8 -0.8 -1.2 -1.4 -1.5 -1.4 -1.6

Hungary -0.2 0.2 -0.2 -0.2 0.1 0.0 1.2 1.5 1.4 1.0 1.4 0.8

Belarus 6.5 7.0 6.2 5.8 4.8 4.8 4.9 3.3 1.6 0.7 0.2 0.5

Poland 0.0 0.6 0.9 1.1 1.3 1.1 1.5 1.5 0.9 0.5 0.7 0.3

Kazakhstan -0.3 -0.4 -0.2 -0.1 0.0 0.2 0.3 0.5 0.3 -0.3 -0.6 -0.7

Moldova 2.0 -0.5 -1.9 -1.0 -0.8 -0.7 -0.6 -0.7 -0.9 -0.9 -0.6 -1.0

Turkey -0.4 -2.1 -1.7 -2.2 -1.2 -0.6 0.2 -0.5 -1.5 -1.0 -1.3 -1.1

Armenia -1.7 -3.4 -2.2 0.0 0.8 1.4 -0.5 -2.1 -1.2 -1.7 -2.1 -2.0

Source: Official websites of the central banks of the respective countries
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