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MONETARY POLICY STRATEGY
OF THE NATIONAL BANK OF MOLDOVA FOR 2010-2012

(amended by decision of the Council of Administration of the National Bank of Moldova no.267 of
December 30, 2010, will be effective on January 1, 2011)

According to the Law on the National Bank of MoldoMo. 548-XIll as of July 21, 1995, the National
Bank of Moldova is the central bank of the RepubfidMoldova, is an autonomous public legal entitgtt
sets up and implements the state monetary andyfoexichange policies.

The monetary policy strategy of the National BahKoldova (NBM) for 2010-2012 has been elaborated
following the implementation and the promotion lo¢ imonetary and foreign exchange policies durieg th
year of 2009 and aims to complement the Strategheinonetary and foreign exchange policy for the
period of 2010-2012, published in the quarterly &tepf the NBM No. 4, 2008.

This monetary policy strategy has a medium-termugoand shall set the priority guidelines for the
activity of the National Bank of Moldova aimed atlfiiling its primary objective “to achieve and
maintain price stability”.

In order to achieve and maintain price stability, he NBM establishes an inflation objective -
measured by the consumer price index published mohnly by the National Bureau of Statistics

(NBS) - of 5.0 percent in 2010 with a possible detion of + 1.0 percentage points. During 2011—
2012, the NBM shall aim at a stable inflation raten mid—single digits.

Introduction

Following the approval in July 1995 of the Law twe National Bank of Moldova the primary objectivie o
monetary policy was to achieve and maintain théilgta of national currency, which determined the
NBM'’s monetary policy strategy and tactics.

Thus, until 2006, this ultimate goal of monetaryigoimplied two objectives: on the one hand, tcene
and maintain domestic stability of the nationalrency, approximated by the inflation rate and mestu
by the consumer price index, and on the other handchieve and maintain, additionally and in datal
external stability of the national currency meadurg the exchange rate against major foreign caresn

In 2006, following the approval of the Law No. 1814 dated June 30, 2006 regarding the amendments
to the Law on the National Bank of Moldova No. 548t from July 21, 1995, the primary objective “to
achieve and maintain the stability of the natianarency: was modified and the primary objectiveha
National Bank of Moldova “to achieve and maintarite stability” was adopted.

During 1994 — 2008 the monetary policy objectives\aahieved by targeting the monetary aggregates. At
that time, the decision to adopt the targeting ohetary aggregates was deemed appropriate given the
economic environment in the Republic of Moldova.

Implementation and promotion by the NBM of the ragiof targeting monetary aggregates led to a
decrease of inflation and to a macroeconomic stalibn, thereby leading to lower uncertainty arstts

in decision-making process in the field of investitse stronger public confidence in the financiadteyn

of the state; and a more efficient implementatibthe social reform.
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In 2009, the NBM has abandoned the regime of temgenhonetary aggregateand set the inflation rate
objective of 9.0 percent by the end of the yeahwipossible deviation of + 1.0 percentage poDising

this period the national economy was seriouslycédié by the global economic crisis, effects of vahic
materialized in significant reduction of the remittes from individuals from abroad, lower aggregate
demand and external trade. These effects haveetuakgative expectations of the population andl lega
entities which prompted the NBM to intervene on fibkeign exchange and monetary market in order to
stabilize the macroeconomic situation. Thus, thenemic developments that differed from those
forecasted pushed the need to reorient the monetdigy towards the real economy.

STRATEGIC GUIDELINES
OF MONETARY POLICY FOR 2010-2012

l. Explanation of monetary policy objective

Under the provisions of the 4th Article of the Lam the National Bank of Moldova, the primary
objective is to achieve and maintain price stapilit

Price stability can be defined as a situation incWiprices’ increase is low enough so that it doashave
a significant impact on the economic decisionshefdociety.

The National Bank of Moldova considers that “thé&@rstability” can be quantitatively defined by the
inflation rate measured through the consumer gridex published monthly by the National Bureau of
Statistics, given that: (i) the public is familiaith that index and less with other measures déiian; (i)
the consumer price index data are readily availabte(iii) are not subject to revision; and last bot the
least (iv) the principle of separation of interbéstween the institution that collects and calcsldtas
index (NBS) and the institution that has inflatemits policy objective (NBM) is preserved.

While achieving and maintaining price stabilitytli® fundamental objective of monetary policy, trgNN
also has secondary macroeconomic objectives, napmetyotion of economic growth and employment.
These goals are pursued to the extent they dofieat he NBM'’s fundamental objective.

Maintaining low level of inflation and quantitative objective of monetary policy

The most important objective of the NBM is to asleigrice stability and maintain the inflation rattea
low level so as to contribute to developing of &treely stable macroeconomic framework that will
enhance economic development and ensure a sustaimsth.

Specifically, the NBM considers that low and ralaty stable inflation will:

e maintain low nominal interest rates, which will encage the long-term investment and enable
legal entities to maintain their domestic and endécompetitiveness;

» discourage speculative activities and strengtheamfial stability;

* support long-lasting economic growth and job caegtiand will lead to productivity growth that
brings real improvements in the standard of livaighe population;

» protect the fixed income of socially vulnerable gvs, that are mostly affected by the high
inflation since it erodes the value of their inveeht income or social benefits (pension,
allowances, etc.).

! see Chapter II. “Monetary policy regime”
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For 2010, the National Bank of Moldova hereby set&n inflation objective, measured by the
consumer price index (CPI), of 5.0% per annum by ettyear’, with a possible deviation of + 1
percentage point

The inflation objective of 5.0% for end-2010, retle a number of short- and long-term considerations
the period ahead. The short-term factors in 20tude the current expectation of a gradual recooéry
aggregate demand and a slight growth of real GBPwell as the NBM’s current projections of key
international prices, notably energy and fuel. Agndine relevant long-term factors, the NBM considers
the continued convergence of the Moldovan econoawatd its main trading partners, systematic
productivity growth in all sectors and structunansformations in the economy. Therefore, the fivita
objective is set higher than by the European CeBaiak (ECBYto avoid systematic and fast appreciation
of the Moldovan Leu.

The tolerance band of + 1.0 percentage point is néed because of:
* the time lag between the monetary policy decis@ams their effect upon the inflation rate due to
the inertia of the national economy;
» the statistical deviations that occur in measuimfation, requires the existence of sufficient
margin for small changes in relative prices, thpdear consistently in each economy;
* the need to maintain some flexibility of the momggaolicy in responding to short-term shocks;
» the general uncertainty regarding the current econforecasts.

When some unforeseen shocks move or are expectadwue inflation outside the declared interval, the
monetary policy will have as a goal to bring inftat as close as possible to the objective during a
medium-term horizon. During the same time horizoonetary policy instruments will be implemented to
achieve the inflation objective without causing &ssive adverse impact on the economic activity.

Thus, monetary policy action would be warranted mawver the inflation outlook points to risks of
missing the target range, even if current inflati®nvithin the range; and conversely, a currentiaen
from the objective would not warrant action if eibn is expected to converge to within the toleean
band within a reasonable period of time.

At the same time, the NBM will take into accounatthin reality, there may be a range of shocks and
extraordinary events, whose reasons are whollarm@ely outside the control of the monetary poliog a
they are not under the direct control of the NBMeflefore, from the economic point of view, it woblel
irrational and costly for the monetary policy tg to reduce or eliminate the effects of such shackbe
short term.

Taking into consideration the above-mentioned factnd reasoning from the premises of the possible
erosion of credibility of the monetary policy meees) the NBM defines a set of exceptions that can
justify temporary deviations from the inflation ebjive. These external and unforeseen factorsdeclu

» the impact of the administrative prices over theegal level of prices;

« substantial deviations from the NBM'’s forecastdhed prices for raw materials, energy resources
and other commodities and services;

» significant changes in other external economicdiastincluding investor sentiment and the flow
of remittances, manifested in excessive and swestarchange rate pressures;

Z Inflation rate for the last 12 months.
% The primary objective of the ECB’s monetary polisyto maintain price stability. The ECB aims dftdtion rates of below,

but close to, 2% over the medium term.
3
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» considerable changes in the volume and the steictirthe agricultural output with the
corresponding changes of the prices;

» changes in indirect taxes (VAT, excises, etc.)

* natural disasters or similar extraordinary everith wost and demand impacts on prices.

However, once the shocks caused by exogenous $ddted above, have unwound, the NBM will adjust
monetary policy to bring inflation within the linsiof the declared objective.

Better understanding of some exogenous factorsbeilpossible through calculation and publication by
the NBS of core inflatich The NBM will continuously analyze the developngenf both CPI and core
inflation to separate endogenous factors from thafigenced by monetary policy.

Looking ahead, the NBM plans to continue aiming ainflation around mid-single digits—barring
substantial exogenous shocks—during the period.

In 2011, the National Bank of Moldova will maintaiihe conditions necessary for the continuation of
disinflation process, will make effort to contrdiet inflation rates on a downward trend recorded and
projected for the years of 2010 - 2012.

Taking into account the delay in monetary policypuises on inflation and the national economy, aéig
degree of uncertainty over the internal and exteenanomic environment and the need to increase the
operational flexibility, the National Bank of Molda broadens the monetary policy horizon no latanth
24 months and broadens the objective range.

For 2012, the National Bank of Moldova will createnditions to set the inflation within the targahge
of 5.0 percent annually, with a possible deviatbr 1.5 percentage points.

[I. Monetary policy regime

In 2010-2012, the National Bank of Moldova will cotinue focusing on setting and achieving specific
inflation objectives.

The actual monetary policy regime, namely the regohmonetary aggregates targeting, does not gnable
under the existing circumstances, to achieve fullg primary objective due to the following
considerations:

» the relationship between the evolution of monetggregates and the inflation rate, in the
case of the Republic of Moldova, is less predi@atiie dynamics of the correlation between
them is diminishing each year,

» the existing monetary policy instruments, do natwea fully the efficient management of the
money supply (as a result of the monetary multijgienstability and the change in the
structural money demand), which would guarantesepstability;

» the need to calibrate the monetary policy accordangvolution of inflation rate, and not
according to an intermediate target;

» risks associated with the using of the exchangeaata nominal anchor, in the context of an
open economy and further liberalization of the ta@ccount.

Due to above-mentioned factors, the National Bahloldova considers that the adequate monetary
policy regime, which will allow achieving its primaobjective, is the regime that is focused on exinig

“ Price index that reflects the main inflationarggsure factors, which is determined by excludiogfthe consumer price

index the temporary shocks of the regulated prit®sindirect tax changes and other 4
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specific inflation objectives with a number of ned@t variables, such as monetary aggregates, sttere
rates, and the exchange rate, providing indiretagice for monetary policy in the short term.

In this context, it could be mentioned that suchime has more advantages in comparison with other
monetary policy regimes, namely it allows:

» to achieve and maintain price stability at modecatss;

* a more efficient anchoring of inflation expectaspn

* an increased responsibility of the National BankMdldova in achieving its primary
objective;

* a higher degree of communication and transparehttyeanonetary policy measures.

Besides all of the above-mentioned advantagestetpene of direct inflation targeting is more flebab
and operational, even in the case of an unstaldéamrship between monetary aggregates and inflatio
At the same time, the NBM will regularly monitoretlevolution of monetary aggregates during decision
process regarding monetary policy instruments actibras towards achieving and maintaining price
stability.

lll. Monetary Policy Instruments

Achievement of primary objective will be done thgbumain monetary policy instrument open market
operations, as well as througtuxiliary instruments: standing facilities, required reserves ratio and
foreign exchange market interventions. These ingnts have a direct impact on the level of nominal
interest rates on the money market over the short.t

The NBM will oversee the money market condition®rder to achieve the inflation objective by seftin
up the main short—term interbank market indicattire-base rate.

The level of the base rate will be set up by the @acil of Administration of the National Bank of
Moldova, according to Art. 26 of the Law on the Nabnal Bank of Moldova.

Open-market operations — main monetary policy instument. Open market operations will be
performed in the short term, aimed at balancingstiygply and demand in the money market, will allow
the NBM to influence the short-term interest ratethe interbank market.

Through open market operations, the NBM on theydadisis will oversee the money market in order to
ensure the maintenance of interbank rate (CHIBOR)sloort term at a level close to the base rate
approved by the Council of Administration of the MB

Accordingly, the National Bank of Moldova will anmace and publish in advance the schedule and the
terms of the open-market operations. The NBM waiiect liquidity only in case of lack of liquidityhithe
banking system.

Standing facilities conducted on the licensed banks’ demand limifltretuations of short-term interbank
interest rates (overnight), which can be significe@metimes and determine the interest rates corad
the short—term money market.

Interest rates of standing facilities (overnighpdsts and credits) will determine the thresholfishe
corridor of the National Bank of Moldova’s intereates.

Standing facilities will be available for the licged banks on demand, without limits, at the ragésis by
the Council of Administration of the NBM.
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The required reserveswill be an instrument of the monetary policy usedimit the excess of liquidity
and to smooth out its impact on the interbank ederates. They will play a prudential role as yvell
especially given the limited size of the Deposita@antee Fund. The required reserves are maintaimed
the licensed banks’ accounts opened at the NatiBaak of Moldova at the rates established by the
Council of Administration of the NBM.

The Council of Administration of the National Bank Moldova will determine the level of the required
reserves ratio, in national and foreign currencgoading to the medium- and long-term inflationntte

the evolution of the macroeconomic indicators dmel forecasts of the macroeconomic and monetary
indicators in the medium and long term, inflatiofpectations, etc.

The interventions on the foreign exchange market ahforeign exchange policy

The National Bank of Moldova will continue to protaca prudent foreign exchange policy, consistent
and correlated with the primary objective to achieand maintain price stability, and will invest the
official international reserves into investmenttioments that meet the safety and liquidity requeats.

The National Bank of Moldova will continue to maaitt the floating exchange rate regime.

The efficiency of achieving and maintaining pri¢atslity will be supported by the floating exchangge
regime, because the systematical adjustment aéxbleange rate can lead to changes of the intextest r
that can be inconsistent and opposite to thoseatfgadopted under the inflation objective. As sulite
the National Bank of Moldova will not establish eegetermined exchange rate of the Moldovan Leu
against other currencies.

However, the National Bank of Moldova reservesrigbt to intervene on the foreign exchange maréet t
smooth out the excessive fluctuations of the dfie@xchange rate and to supplement the internationa
foreign exchange reserves.

At the same time, the NBM reserves the right toegkionally intervene on the foreign exchange market
when it is necessary to complement effects of tlennpolicy instrument in achieving the inflation
objective.

The instruments of the foreign exchange policy idlas follows: the direct interventions on the dstit
foreign exchange market, reversible foreign excbamgerations as SWAP, as well as forward
transactions.

The NBM will foster the implementation of the hedgiinstruments by the banking system, which will
mitigate the foreign exchange risk

IV. Transmission mechanism of the monetary policy

During 2010-2012, the NBM will continue to analyaad model the transmission mechanism of the
monetary policy, in which the interest rate plalge main role in influencing the monetary, creditd an
foreign exchange markets.

In general, changes of the NBM’s base rate area&gddo affect the lending and borrowing rateshim t
economy, as well as the exchange rate of the ratiomrency. Thus, the base rate is expected to
determine the monetary conditions under which @téonal economy operates.
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Ultimately, changes of monetary conditions will baan impact on the demand of goods and services.
Low interest rates, for example, stimulate theease of spending and decrease of savings, as slea
depreciation of the national currency, which camslate exports and discourage imports. Similattg,
increase of interest rates encourages the decoéasernal spending and the appreciation of thigonal
currency that can result in the decrease of ex@odsthe increase of imports. High demand for doimes
goods and services generates additional pressupices in the case when it exceeds the economy’s
capacity.

The National Bank of Moldova will permanently manmitand analyze the impact of monetary policy
decisions upon lending behavior of the banks, dsasehe effects of banks’ activities on the reattor.
Factors that may weaken these channels (undergeeklinancial markets, excess structural liquidity,
etc.) would merit special attention, as would dfdio develop alternative transmission channels.,(e.
promotion of de-dollarization to strengthen thediey channel).

Despite the fact that, during the last two yedrs, Nlational Bank of Moldova has been using activiedy
base rate as a monetary policy instrument, thectsffef it on the interest rates in the economy ted
existence of a low elasticity between the real m@conomic variables and the interest rate isatitlajor
concern.

Because of all these considerations, the NatioaalkBf Moldova will further promote the interestea
channel of monetary policy transmission, will mgdihe data collection of the interest rates on gewl
granted credits and attracted deposits by the hgnkector in accordance with the international
standardy which will allow to increase the modeling and lgeis capacity, especially of monetary policy
transmission mechanism.

Meanwhile, monetary policy decisions of the NatiorlaBank of Moldova are expected to have an
impact on the inflation and the national economy wh a time lag of several quarters.

A chain of events is activated which influencesd¢basumption, sales, production, employment as agell
other economic indicators. This means that mongdaligy should be based on macroeconomic forecasts.
The National Bank of Moldova must evaluate the énirmonetary conditions and must take measures to
maintain sustainable economic growth.

At the same time, the efficiency of the transmissizechanism as well as the realization of the ftiita
objective depends on the stability and developnoérthe banking sector. In this regard, the National
Bank of Moldova will continue to monitor and wilbotribute to the increase of the degree of cratibil
of the banking system.

In order to sustain the development of the bankygiem, the National Bank of Moldova will contintoe
monitor the efficient application of the banks’@mal procedures of evaluation and risk manageaaoht

will stimulate the improvement of the internal auslystem, based on the enhanced transparency of the
banking services.

V. Decision making process, the communication andhé transparency of the monetary policy

The Council of Administration is responsible foettlevelopment and approval of the monetary poésy,
well as approving thbase rate, the required reserves ratio and the staing facilities corridor.

Starting with January 2010, the Council of Admirasbn will discuss monthly the implementation bét
monetary policy. The schedule of the Council of Adistration meetings on monetary policy will be

® According to the methodology of the Internatioktnetary Fund and the European Central Bank.
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announced and published in advance. The Coundldafinistration reserves the right to decide on the
monetary policy issues outside the published sdeebfut only in exceptional cases. The monetaricpol
decisions made by the Council of Administrationl\wé& made public not later than the next day foltayv
the day the decision is taken.

In order to ensure the transparency of the decigiaking process, the National Bank of Moldova will
publish quarterly the Monetary Policy Report, whiefil contain the analysis of the macroeconomic
situation and a forecast of the medium—term irdlatand main macroeconomic indicators (2 years). The
first report will be published at the beginningFabruary 2010. The schedule of publishing the Manyet
Policy Report will be adopted by the Council of Admtration and published on January 2010.

Thus to evaluate monetary policy, starting from Z0dational Bank of Moldova will publish quarterly
Inflation Report, that will be the following of thdonetary Policy Report. This document in additvaili
include detailed analysis of primary objective ization, risk analysis of future objective achiewan
and in case of inflation and forecast of inflatmrershooting over the determined limits NationahBaf
Moldova will present a correction action plan faiidance of inflation within the established limits.

In order to highlight the key role of the inflatiamthe monetary policy of the National Bank of MoVa,
the NBM will begin with issuing a press release tiext day after the new data on inflation will be
released by the National Bureau of Statisticshla press release the main factors that had ancingra
inflation will be briefly analyzed and an assessth@#rthe inflation forecast will be made.

VI. Cooperation with the Government of the Republicof Moldova and the central public authorities

The National Bank of Moldova will continue to cooge with the Government of the Republic of
Moldova and the central public authorities in ortiepromote the monetary policy.

This cooperation requires permanent exchange ainrdtion and dialog regarding the fiscal policy,
especially tax changes, budgetary wage modificatiggensions and other social benefits and other
measures that may affect the price level.

In order to establish a monetary framework necgdsaachieve the primary objective, the NationahBa
of Moldova will cooperate with the National Bureadi Statistics and the National Commission of
Financial Market.

The National Bank of Moldova in cooperation with tidaal Bureau of Statistics will adopt a
methodology and will separate the responsibiliteggarding the monthly publication of the core itifia.

At the same time, the NBM and the NBS will cooperat ensure permanent exchange of information on
price, macroeconomic, external trade and othecatdrs.

In addition, the National Bank of Moldova will coeqate with the National Commission of the Financial
Market in the field of implementing the StandardizReporting Forms of non-bank financial market
participants designed to provide data necessarth®omonetary Survey of the financial sector, idoig
other financial institutions.

On the basis of this Survey the National Bank ofddwa will perform the analysis of the whole finzalc
sector, namely: claims on and liabilities to otkectors of the economy and to non-residents, espgeci
in order to analyze the amount of loans grantethbyfinancial sector.

This will allow the National Bank of Moldova to ifgment a monetary data collection system that will
comply with the internationally accepted standaassl will allow monitoring the dynamics of the
monetary aggregates within the financial sector.
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In this period the National Bank of Moldova will @gerate with the National Agency for Energy
Regulation (NAER) in order to obtain the information the level and the change of the gas prices,
electricity and others that have a big share irctiresumption basket of the population.

VII. Cooperation with the International Monetary Fu nd

During 2010-2012 the Government of the Republidvieidova, the National Bank of Moldova and the
International Monetary Fund will continue to implent the provisions of the Memorandum on Economic
and Financial Policiés

Also, the National Bank of Moldova, as a communaratink with the International Monetary Fund, will
report to IMF the main indicators related to thenetary market, credit market and foreign exchange
market and will request technical assistance paatily in the field of monetary and financial ssitts
and will enhance the analysis and modeling capacity

® To be approved by the International Monetary Fundanuary, 2010
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