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Since the adoption of the previous CountryStrategy, Mo | d ocerandtreent to and application of the political principlesstated in Article 1 of the
AgreementEstablishingthe Bank have notably strengthened following a political change in 2020-2021. Thenew reform-oriented authorities have
taken steps to strengthendemocracyand addressthec o u n tomggt@nding vulnerabilities, in particular in the field of justice, rule of law and the
fight againstcorruption Atthesametime, Mo | d orefan®asbitions require enhancingthe capacity of public administration, especiallyin view of
the magnitudeof the challengesit faces.

Moldova has a small economy, which for years has been constrained by serious structural weaknesses, including poor governance, limited

institutional capacityand an unevenbusiness environment Realincomes per capita lag other countriesin the regionand emigrationremains high,
particularly among youth. With limited FDIand investment, growth has been primarily driven by remittances fuelling private consumption, with low
value added products predominant among modest export volumes The EuropeanUnionis Mo | d omam &raling partner, accounting for two-
thirds of exports, which have increasedsignificantlyin the past twenty years, particularly following the signing of the AssociationAgreementin 2014

and Deepand ComprehensiveFreeTradeArea(DCFTAIN 2016. Nonethelesstrade to GDPremains unusually low for a small country. Overall, GDP
growth remainsvolatile, with the economyreboundingin 2021 after a major recessionin 2020 causedbythe COVIEL9 pandemic

Thecurrentgovernmenthas embarked upon an ambitious reform programme,drivenby Mo | d oBurap@amaspirationsand aimed at overcoming
longstandingvulnerabilities. Important steps havebeen taken in particular to combatcorruption and strengthen the rule of law. However,progress
has been disrupted by the energycrisis and War on Ukraine Recordhigh energy prices --with gas prices increasingthreefold --and soaringinflation
exceeding30 per cent havesignificantlyburdened the economy,with a major influx of refugees further straining public servicesand infrastructure.
Amidrising public deficits, the macroeconomicsituation has significantlyworsened,with GDPnow projectedto contractby 4.7 per centin 2022.

Thesepressureshave exacerbated longstandingand inter+elated vulnerabilities. Competitivenessis constrained by the small market size and
large but inefficient SOEsector which still benefits from significant subsidies. Critical governanceand institutional reforms still lag across an
ineffective public administration, notably the judiciary, while significantcapacity constraints hinder reform implementation. Publicservicedelivery

is impeded by poor physicalinfrastructure which has also limited trade integration. Finally,acute energyinsecuritystemmingfrom Mo | d olong 6 S
standing reliance on a single energysource and supplier and limited external connections continues to inhibit efforts to diversify the energymix
and advancegreentransition.

While these challenges are daunting, the E U @une 2022 decision to grant Moldova candidate status (along with Ukraine) offers an important
opportunity and should provide a strong impetus to accelerate critical reforms. In addition, the Bank is actively contributing to the multilateral
Moldova Support Platform (MSP), which is providing concrete political, financial and technical assistance to help the country overcome the
massivechallengesit faces, particularly from the War on Ukraine Sincecommencingoperationsin Moldova, the Bankhas investednearly(1.8
billion, much of it to support infrastructure as well as stabilise the banking sector. While a high degree of flexibility will be needed given future
economicuncertainty, the Bankwill look to build on these achievements,and stands readyto further bolsterMo | d ores#éiefice, including through
establishmentof pilot ReformSupportTeamsin key ministries to help strengthenits capacityto implementimportant reforms.
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With that in mind, the Bank is set to pursue the following strategic priorities in Moldova in 2020628:

A strengthening energy resilience and security and promoting a greemgonomy
A Supporting competitive and inclusive private sector development, more resilient financial infrastructure and improved goveraa
A Improvinginclusive infrastructuredelivery to support growth and enhance connectivity amchde.
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EBRD Investment Activities in Countras of February2023)
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1. Implementation of Previous Strategy (20-20D22) O

European Bank

for Reconstruction and Development

1.1. Key Transition Results achieved under previous Country Strategy

Strategic Alignment 201722021
Cumulative Annual Business Investment (ABI)

TC, grants and concessional loans Transition Impact Performance*

Off-track:
14%

Priority 1: Priority 2:
1% 37%

5
4 9
On-track:
86%

ETI:71.8
PTI:78.3

a 92
P

Priority 2:

riority 1:
49% y

63%
GET share49%

Priority 1: Improve Governance and strengthen Resilience by leading in the restructuring of the banking sector, and enhaaoergy security

SME:s financed through

8 intermediaries A Alongwith the IMF and World Bank, provided policy support to strengthen the independence of the Central

Bank,improve banking transparencyand supervisionand progressother reforms (e.g., AML)
A Contributed significantlyto Mo | d obarkifigssector transformation through two major equity transactions in

banks representing roughly50% of sector assets, removing nontransparent shareholders and pavingthe way
6 for new creditlines for the first time in 6 and 11 years,respectively
0 09m codinvestmentin MoldovaAgroindbank(MAIB)alongside two private equity funds, and
> 0 supportfor entryof a strategic investor(BancaTransilvanig to Victoriabank(VB),therebyhelpingto resolve
P long standing transparency and corporate governanceissues
A Furthersupportedthe bankingsectorthrough 085m in DCFTAEW Business)and MSMEcredit lines as well as
3 TFPand risk sharing products, including the first Womenin Businessloan in Moldovawith Prime Capital
A SignedUS30m frameworkagreementfor local currency swapswith the Central Bank to secure LC Yfor lending
2 A ExtendedUS$50m EmergencyGas PurchaseFacilityto mitigate the risk of supply disruptionand support route
diversification, provided 0300m Gas Security Supply Facility to provide emergencygas supply and source
1 diversification,and committed 020 m to co-finance the UngheniChisinaugasinterconnection with Romania
A Supportedfurther reform of the Moldovanenergy sectorthrough variouspolicy engagements
0

A Reuvisionof the Law on Natural Gasto align with the EnergyCommunityacquisand Third EnergyPackage
A Adviceon competitiveprocurementin renewableenergy tenders and improvingthe investmentclimate
A Developmentof a Corporate GovernanceActionPlan for Energocom the state-owned energycompany

2017 2018 2019 2020 2021

* Transition impact performance reflects how likely projects are to achieve the transition impB&{Edxfected of them at signialculated based on active mature (> 2 years) portfolio. 6



1. Implementation of Previous Strategy (20-20D22) g

Euronean Liank
for Reconstruction and Development

1.1. Key Transition Results achieved under previous Country Strategy

Priority 2: Enhance Competitiveness by supporting private firms in building capacity, and promoting commercialisation oicpuiilities and
infrastructure
No. of ASB clients reporting Key Transition Results

i ncr easedé Objective 1: Enhanced productivity and efficiency through increased competition, approximation with EU quality
160 standards Enhancedtrade throughglobalvalue chains
0 A Provided(185m to Kauflandto roll out new green concept storeswith sustainable building certification

A Financeda new production line and providedi1m in emergencyworkingcapital to Glass ContainerCompany
120 | A AllocatedUSs36m in workingcapital as part of US$180 m syndicatedfacility to agr-commoditiestrader to increase

100 the volume of agricultural products sourced from farmers,including organic and high oleic sunflowerseeds
80 A Continued to expand ASB projects, with 192 out of 327 clients reporting productivity improvements and 29
60 reporting increased exports
40 A Supported increased competitiveness and implementation of EU standards through 0100m in loan financing to
20 330 SMEsvia partner banks under EU4Businesscredit lines
) A Continuedto support the EconomicCouncil,an advisorybodyto the Prime Minister on businessclimate reforms
Objective2: Commercialisationand restructuringof public utilities and transport infrastructure
A Alongwith the EUand EIB,financed rail infrastructure rehabilitation and supported SOEreform, includingthrougha
m Turnover  mProductivity (23.5mincreasein the MoldovaRailwaysRestructuring Project
® Employment A Launchedthe first solid waste managementproject in Moldovawith a G9m loan to the city of Chisinauto upgrade
the Tintarenilandfill in compliancewith EUstandards
CO2 Emissions Reduced A Provideda (02.5m loan (supportedby an E5P grant of (1.2m) with the city of Balti to provide energyefficient, low-

2017 2018 2019 2020 2021

(Ktlyear) floor trolleybusesunder the Green Citiesprogramme
A Helpedfacilitate amendment of the existinglaw on public supply of water and wastewater,in order to strengthen
100 100%  costrecoverytariffs for water utilities
80 80% Objective3: Increasedenergyand resourceefficiency gains realised acrosssectors

A CommencedPhasell ( 14 m) of Balti District Heating Project,which aims to further modernise and improve district

0,
o0 oo heating infrastructure, enhance energyefficiencyand reduce gas and heat consumption
40 40% A Agreed Green City Action Plans for both Chisinau and Balti to identify and prioritise major urban challenges
20 I 20% in energyefficiency,transport, waterand wastewater,industry and waste management
- 1 Cofinanced 30m of a 75m Projectfor energyand resource efficiency upgradesin public buildings with the EU

0 0%

A
G (viathe Neighbourhoodinvestment Platform)and EIB
PP P PP P A Signedthe first GEFFGCHoan in Moldovawith MAIB( Bm), supportingrenewableenergyand energyand resource
efficiencyinvestmentsin the residentialand business sectors
A Advancedthree energyperformance contracts (EPCsunder the ChisinauBuildings Project,which aim to increase
====GET Share (rhs) energyefficiencyin public buildings

EER CO2 Emissions Red. (Kt/year)
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1. Implementation of Previous Strategy (202022) 0

European Bank

for Reconstruction and Development

1.2. Implementation Challenges and Key Lessons

Context for Implementation

Moldova is a small country constrained by serious structural weaknesses,including poor governance, limited institutional capacity and an uneven business
environment Thecountryhas experienceda number of challengesin recentyears includinga constitutional crisisin 2019 that led to changein governmentand a
major recessionin 2020 caused by the COVIEL9 pandemic. Emigrationremains high, particularly among youth. Althoughthe current governmenthas embarked
upon an ambitious reform programmedrivenbyMo | d oBurapdamaspirations, progresshas been disrupted by the Waron Ukraine with the refugee influx further
straining public servicesand infrastructure. Themacroeconomicsituation also significantlyworsenedin 2022 , with inflation exceeding30 % publicdeficits risingand
GDPgrowth stalling. These pressureshave exacerbatedlongstandingvulnerabilities, such as the large but inefficient SOEsector, a still fragile financial system,
ineffective governance andacute energyinsecuritystemmingfrom Mo | d olongstarglingreliance on a singleenergysource and supplier. Howeverthe E U duse
2022 decisionto grant Moldova candidate status should accelerate critical reforms. While a high degree of flexibility will be needed given future economic
uncertainty, the Bank stands readyto further bolster Mo | d oresdiefice (includingthrough multilateral initiatives such as the MSP),strengthenits capacityto
implementimportantreformsviathe pilot ReformSupportTeamsand supportits transitionto a moderneconomy

Implementation Challenges

Small market size, limited exports and a lack of enabling infrastructure
havelimited Europeartrade integrationto date

Key Lessons & Way Forward

Seek to capitalise on renewed reform momentum from EU candidate
status,leveragingnstrumentssuchas DCFT/And EU4BuUsiness

Despite someimprovements,continued deficienciesin the rule of law and
businessenvironmentstillimpactthe bankingsectoranddeter FDI

Alongwith the EUand IMF, continue to support reformsin the banking
sectorandbusinessenvironment,anchoredaround EUapproximation

Limited institutional capacity within the governmentremains a key barrier
to reformimplementation

As in other EBRD CoOs,embedding Reform Support Teams in key
ministries can instil crucial skills and improve delivery of transaction
linked policyobjectives while alsoadvancingbroadersectorreforms

Limited appetite for PPPsand privatisation to date, coupled with weak
institutional capacity in SOEsand public utilities, which has also led to
delaysinimplementingpublicinfrastructure projects

Continue to utiise PSCsas a vehicle for financial and operational
improvements(includingrelated policyengagement,e.g., on tariffs) while
advocatingfor greaterPSPand governancemprovementslongerterm

Limited traction to date in improvingenergyefficiencywith fragmentedlocal
publicadministrationalsolimiting scopefor sustainablemunicipalprojects

Greencredit lines can extend the reach of energyefficiency measures,
while GreenCitiesinitiatives can catalyse action at the municipal level,
alongwith critical capacitybuilding

Despite large potential for wind and solar, renewable energy sources
remainundevelopedabsentaregulatoryframeworkforauctions

Continueto provide policysupportto remove obstaclesfor commercially
viableprojectsin the renewablessector

Slow progresson energyinterconnectionsand limited political appetite in
the pastfor unbundlingthe energysectorhasinhibited energysecurity

Continue to strive for greater regulatory convergence and better
integrationwith EUenergymarkets, includingthroughimplementation of
the ThirdEnergyPackage

PUBLIC
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2.1 . Macroeconomic Context and Outlook for Strategy Period

Moldova-Main macroeconomic indicators

2017 2018 2019 2020 2021

DP h
GDP growt 42 41 36 8.3 13.9
(% yo-y)
CPI inflation
(%avg) 6.6 31 4.8 3.8 5.1
Government balance
(% of GDP) -0.6 -0.8 -1.4 5.2 -1.9
Current account balance
(% of GDP) -5.8 -10.8 9.5 1.7 -11.6

0,

Net FDI (% of GDP) 15 2.3 4.0 1.3 1.7
[neg. sign = inflow]
External debt
(% of GDP) 71.8 65.3 63.4 73.2 65.9
General government gross
debt (% of GDP) 34.3 31.2 28.3 36.7 33.0
U I t

nempioymen 41 3.0 5.1 3.8 3.2
(% pop)
Nominal GDP

omina 9.5 113 117 115 137
($ bn)

Source: National authorities, IMF and EBRD calculations

A Moldovais a small economywith real incomeslaggingbehind other countries

in the region. Faster convergence is constrained by serious structural
weaknesses Weak governance, poor public services and an unstable
business environmenthave had negative effects on investments and caused
sizeable emigration of the youngand active population. With an insufficient
level of investments and especially FDI, growth is predominantly driven by
remittances that fuel private consumption, while low value added products
predominate in modestexportvolumes.

TheEUis Mo | d omaia fiading partner, accountingfor around two-thirds of
exports (up from one-third in 2000). Thesigningof the AssociationAgreement
in 2014 and Deep and ComprehensiveFree Trade Area (DCFTA)n 2016

significantly contributed to this expansion Nevertheless,the trade to GDP
ratio remains unusually low (at 30.7%) for a small economy Expandingtrade
and increasingparticipation in globalvalue chains would boostgrowth.

Despite some progress, the business environmentfaces multiple constraints
Low survival rate of firms reflect a difficult business environment and lack of
business continuity. Informality remains a significant factor in the Moldovan
economy and has become a more pressing issue for fair competition.
Informality is being perpetuated by the low quality of public goods and
services, the low level of transparency of budgetary spending, low tax
compliance, poor quality of public institutions and regulations, and higher
profits from partially or fully hiddenrevenues

Just as the new government embarked on an ambitious reform program, it

was disrupted by the impact of the War on Ukraine Due to the fragile

economy and an already constrained institutional capacity, Moldova has

struggledto cope with an influx of Ukrainianrefugees strainingthec o u n t
resources and infrastructure Besides these direct implications, Mo | d o
macroeconomic stance has significantly worsened, with inflation running

above 30%, public finances deteriorating and GDPlikely to contract by 4.7

per cent in 20221. On the other hand, the granting of EUcandidate status in

June 2022 could facilitate the acceleration of reforms, with a focus on

strengtheningthe rule of law.

1EBRD REP February 2023
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C ompetitive (4.75)

A Economy is open to international trade
and investment, but access to the EU
marketshould be leveragedmore.

A Markets are distorted by state-owned
enterprises (SOEs)and significant state
subsidies

A The private sector has limited capacity to
generateaddedvalueand innovate.

A Investment environment is not attractive
for foreigninvestors

A Institutions and regulations from a
competition standpointare mostlyformally
alignedwith EUstandards.

A The IT sector has become a key growth
driver and a source of employment in
recentyears

BEEPS survey most pressing issues

=2011 =2018

Electricity —mmm—
Customs anees tradeé
CoUMS  —
Corruption
Accessto finance I —
Compet it i o —t———= &
Tax rates e ———
Political instability E———
Labour skills 5

0 5 10 15 20 25

Wellgoverned (4.88)

Rule of law and anti-corruption frameworks
have been ineffective despite legal and
institutional foundationsin place.

Improving the quality of the judiciary and
strengtheningjudicial independenceis central
to advancingwidergovernancereforms.

Limited government capacity continues to
hinderimplementationof broaderreforms

Despiteslightimprovements,corruption is still
a systemicchallenge Moldovaranks 105th in
the 2021 CorruptionPerceptionsindex

The state share in the economyis large and
concerns regarding transparency and
corruptionare highinthe SOEsector.

The institutional framework for SOEsis also

fragmented, prone to sudden changes and

hasled to blurred institutional responsibilities
Governance indicators

e |\IDA EEC  e==\\/B

Voice and
accountability

Control of Political
corruption stability
Government
Rule of law .
effectiveness
Regulatory
quality

O R, NWSA~OG

Green (3.81)

Energy and carbon intensity are
significantly higher than the EUaverage

The final energy consumption mix is
dominated by fossil fuels and renewable
sources remain scarce and dominated by
biomass

Delays in finalising the regulatory
framework have held back green economy
investments

Prevalence of Sovietera structures limits
energy efficiency, and resourceefficient
technologiesare mostlylacking

Mo | d ostrictiral conditions make the
country highly vulnerableto climate risks.

A Air pollution posesserioushealthrisks.

Energy intensity in terms of primary
energy and GDP, 2019
(MJ per 2017 USD PPP)

Moldova
Georgia
Armenia
North
Macedonia
Latvia
Romania

Source: EBREEIBWorld Bank Enterprise Survey.

Source: World Bank's qulgjg'\gf\cGovemance Indicators 2021.

Source: International Energy Agency.
10
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Inclusive (5.64)

A Labour marketdeficiencies cause

emigration, skills mismatches and high

informal employment.

A Labourforce participation is especially
low for youth (18%), women (36%) and
in rural areas (37%). Socialnorms and
a lack of affordable childcare constrain
female workers while youth emigration
is high. Firmsreport a worseningskills
shortage

A Thep o p ul adcdess to @avices is
insufficient, particularly in terms of
financial and physicalinfrastructure.

A Gender bias formally is low, but in
practice, women still tend to face
discrimination

A There are rural and gender gaps in
accessto broadbandand computers

Labour force participation rate 2021
(per cent)

| Gender| Area | Age group

Source: National Bureau of Statistics of the Republic of

Moldova

65 and over

Resilient (5.74)

Financial stability and energy security are
both vulnerableto adverseshocks

Financial resilience is adversely affected
by legal proceedings against banks for
legacyissues as well as vulnerabilities in
the fast growingnon-bank financial sector
requiring closersupervisionarrangements

Financial and capital markets are

underdeveloped

Credit penetration is low and there is a
lack of financing opportunities for MSMEs
through official channels, leading to an
increasein informal lending

Energy resilience still suffers from the
inherited high concentration of the energy
mix from a singlesourceand supplier.

Thepotential to diversifyenergysourcesis
limited due to constraintsin connectivity.

Non-performing loans
(per cent)
20 =2020 122015

15

[Rape——
1
1
l

10

(63
. A
Latvia 1
4
W
. =====
Romania

o
Georgia l}

North
Macedonia

Source: World Bank.PUBLIC

Armenia
Moldova

Integrated (5.12)

Externaltrade has much a smaller share in total
output than similar small economiesin the EBRD

region

Crossborder integration could be enhanced by
improving infrastructure, logistical competence,
administrative processesand services

Export intensity is constrained by logistics

deficiencies

Public investment in infrastructure has been very
limited and inadequately managed, resulting in
poor condition of road, rail and port infrastructure.
Insufficient municipal infrastructure limits the
efficient provisionof utilities services

Digital connectivity is goodbut so far has failed to
promote further integration into the global
economyand help Moldovamove to highervalue
addedsectors.

Exports of goods and services

(per cent of GDP)
B Goods M Services
80%
60%
40%
20%
0%
- 8 8 88 g g 8 85O
o 2 2 5 5 38|lo 2 25 5 8
z 83 E£EEZz8¢8 € ¢e¢&C
O S z O S Z
rx < = rx < =
2000 2021
Source: IMF WEO April 2022. 11
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3. Government Priorities and Stakeholder Engagement..... u

for Reconstruction and Development

3.1. Government Reform Priorities

Followingthe confirmationof Mo | d oBUméntbershipcandidate

status in June2022,the Go v e r n medomtadendais likelyto

evolveand be shapedby reformsrelated to the accessionprocess

The Governmentwill also continue to advanceMo | d o exiatifigs
national development strategy, Moldova 2030, which is closely
aligned with the U N @30 Agendafor Sustainable Development

The strategy has four priority areas:

A Sustainable and inclusive economic development focusing on
inclusion, sustainability and growth. For a more inclusive
economy,the strategy aims to promote entrepreneurship and
the employment of vulnerable groups, reduce informality and
improve access to infrastructure. On sustainability, it
emphasises increased renewable energy generation,
investments in energy infrastructure and other measures to
address energy poverty by increasing efficiency. To increase
incomes and growth it focuses on facilitating SME access to
finance, reducing corruption and promoting innovation.

A Longterm human and social capital: aiming at expanding
accessto social services,improvingthe quality of public health
and education, promoting lifelong learning and professional
training and enhancing access to labour markets for
disadvantagedgroups

A Honestand efficient institutions: focusing on improving public
governance through combatting corruption, increasing the
independence and efficiency of the judiciary, combatting
discrimination against women, and improving the access of
peoplewith disabilities and the elderlyto public services

A A healthy environment centred around environmental
conservation,with an emphasison increasing forest coverage,
improvingwater quality and ensuringa cleaner air by promoting
e-mobility.

3.2. EBRD Reform Areas Broadly Agreed with Authorities

A

Enhance energy security and energy efficiency, capitalising on the progressive
reorientation of the energy market and promoting greater diversification of the
energymix

Support further development of renewable energy in the country, including
through strengthening the legal and re gulatory framework and promotinggreen
investments

Assistthe developmentand implementation of reforms and regulatorychanges
neededto meet EUaccessionrequirements

Provide capacitybuilding support to the government and promote institutional
strengthening to improve the reform environment and create an enabling
businessclimate

Promotegreaterlocal and regionalconnectivitythroughimprovedtransport links,
including further investmentsin road and railway networks as well as continued
support to developports

3.3. Key Messages from Civil Society to EBRD

A

CSOs endorsed the proposed priorities to foster good governance, energy
resilienceand security, green economy,private sector developmentand financial
and inclusive infrastructure. At the same time they noted that Mo | d o
business environment needs further support by building capacity in public and
private institutions, advancing legislative reforms, enhancing gender and
economicinclusion, and improvingaccessto financial instruments.

CSOsencouragedthe Bank to green the economy and advance sustainable
development by (i) diversifying access to financial instruments, and
(i) supporting social and green entrepreneurship, energy and food security,
waste management, SMEs, and publicprivate partnerships.  Digital
transformation can also be advanced by investing in ICT infrastructure, skills,
and FinTechsolutions.

CSOsexpressedconcern that the authorities have not involved them in policy
dialogue and consultations and urged the EBRDto support their engagementin
national strategies and roadmapsthat willadvanceM o | d orefandagenda

PUBLIC 12
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4. Defining EBRD Moldova Country Strategy Prioritie S s

for Reconstruction and Development

What needs to change ?
(Country Diagnostic)

A Structural reforms in energy sector and
integration with EU markets required

A Energy efficiency of electricity generation
needs to be improved

A Loss making SOEs in the energy sector

A Acute energy insecurity stemming from

W hat can the Bank do ?
(Institutional Capabilities)
A EBRD can facilitate more efficienand

reliable electricity generation,
transmission and distribution

Can it be changed ?
(Political Economy)

A Acceleration of energy reforms from
2021 energy crisis, with increasing
prices driving greater energy efficiency

AElectricity transmission synchronised
with ENTSEE in March 2022 A EBRD products can strengthen energy

AUpdated NDC contains ambitious targets, and resourceefficiencyand climate

reliance on single source/supplier and poor (including SDD) aiming for 70% reduction resilience (e.g., GEFFs)

interconnections, worsened by War on
Ukraine

A High carbon and energy intensity,
significantly above Elaverage

A 23.8% renewables share in 2019 but
unexploited potential of solar and wind

A Small market size limits growth and
innovation, with limited value added and
weak export performance

A Concentrated banking sector with low creditA Increased visibility and support from

penetration & limited financial alternatives

A Dominant but inefficient SOE sector distortsA SOE reform a major priority under the

the market
A Limited institutional capacity/enforcement

A Unstable business environment and serious market reforms, including adoption of

governance challenges persist, including
corruption, lack of judicial independence
and government ineffectiveness

A External migration, aging population and
high informality all limit human capital

A Refugee flows have further strained
resources and infrastructure

A Despite deeperties with the EU, adck of
transport infrastructure inhibits trade, with
roads in particular needing improvement

A Crossborder integration also suffers from
ongoing logisticschallenges

A Accessto broadband still marked by rural
and gender gaps and remains expensive

A Poor public service delivery constrains
equality of opportunity

A Fragmentedlocal public administration with
limited powerand resources

A Increased climate vulnerability, including
physical climate risks (e.q.. flooding)

in GHG levels by 2030 (with potential to A Considerable experience in advancing
increase to 88% with further support) renewable energyprojects by developing
Alncreased renewable energy can also appropriate regulatory frameworks
help improve energy security A Strong track record of institutional,
A Governmentexploring options for financial and advisory supportor green
procuring gas from global markets investment and climate policy

A Well tailored products to help SMEs and
corporates grow including credit lines
and nonfinancial tools through ASB

A EBRD digital approach can provide a
framework to support digital transition

A Strong track record in supporting
commercialisation and improved

t o copdrate @ovgrnaricé in 8@Es i a |
A Focused policy engagemento support
international standards in banking and institutional and business climate reform
financial regulation and supervision A Specialised expertise in developing

AT sector an increasing growth driver and capital markets and financial infra
source of employment A EBRD can promote skillenhancing

A Government focused on increasing solutions and greater financial inclusion
formal employment opportunities, and help address spillover effects from
including for vulnerable groups the War on Ukraine through the RLF

A Reform oriented government in place
and reform agenda likely to be boosted
by EU candidate status

donors given Russian War on Ukraine

IMF programme
AGovdét commitment

A EU accession candidacy should stimulaté Along withpartners, EBRD can finance
further reform implementation select transport projects to facilitate

A Proximityto Ukraine creates insecurity enhanced trade andconnectivity
but may galvaniseinternational support A EBRD can support digital infrastructure
for improved export/transshipment links  and connectivity

A Weakpublic finances andinstitutional A Expertise in improving customs/logistics
capacity have strained infraguality A Considerable experience developing

A Good digital connectivitcan help sustainable infrastructure via dedicated
Moldovafurther integrate into the global GET frameworks (e.g., Green Cities)
economy andhigher value added sectorsA EBRDGCAPS can spumore sustainable,

A Government priority to regionalise climate resilient cities/transport systems
municipal services beyond local and infrastructure, including to mitigate
boundaries and modernise infrastructure challenges fromrefugee inflows

Strategic Priorities

A EBRD can support energy market reform

PUBLIC

W hat We Want to see
(Key Obijectives)

(2023-2028)

A More resilient energysystems

A Increasedrenewable energy
capacity and a more diversified
energy mix

Increased energy and resource
efficiency and climate resilience

Strengthening
energy resilience
and secuiity and
promoting a greene! A
economy

Supporting
competitive and
inclusive private
sector development, A
more resilient
financial
infrastructure and
improved
govemance

A A more competitive, inclusive and

resilient private sector

Improved governance and business

environment

A Increased resilience through a
stronger financial sector

g]o T\ Te kW TSN A Improved quality and connectivity o
infrastructure transport networks and trade
delivery to support infrastructure

Gl e e iR = A Improved quality sustainability and
connectivity and inclusivity of municipal and

trade environmental infrastructue




5. Activities and Results Framework
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Priority 1: Strengthening energy resilience and security and promoting a greener economy

o Do

T ST S

Activities (Outputs)

In line with Moldova2030, continue to supportkey cross-border energyinterconnectors(both gas and electricity)for
better integration with EUenergymarkets, as well as infrastructure for a wholesaleelectricity market

Support more efficient power generation and balancing capacity as well as other investments to modernise and
upgradetransmissionand distribution networks, includingthrough potential privatisation

Continue to advance energy market reform through institutional support and policy engagementto implement the
EU Third Energy Package,including the unbundling of gas and electricity sectors and ensuring competitive third
party accessfor energysuppliesand sourcesof generation

Continueto explorebankable opportunitiesin the renewableenergysector, with an emphasison solarand wind

In conjunction with the above, continue policy engagementand technical assistance to support the establishment
of a morerobustregulatoryframework for renewableenergyauctions

Promote greater efforts to diversify the energymix, including selective considerationof options to enhance energy
security and connectivityand promote the transition to cleaner sourcesconsistentwith Mo | d ode@anisation
efforts and alow carbon pathway

Deploy further green intermediated financing (e.g., GEFFs)through gender responsive energy and resource
efficiency credit lines with PFIsand support other green investments and related advisoryin the private sector,
includingthrough ASB support

Supportfurther investments to enhance energy efficiency in public and residential buildings, including under the
GreenCitiesframework

Exploreopportunities to promote greater climate resilience, adaptation and decarbonisation including potential
technical and financial supportto implementMo | d oNateo@aByDetermined Contributionto the ParisAgreement
Look for opportunities to enhance circular economy, including through potential investments in the waste
managementsector

Continueto exploreopportunitiesto scale up energyperformancecontract investments

Tracking Indicators
(Outcomes)

A Total netincrease in

energy
infrastructure usage
and/or capacity
(BCM/MW)

Legal, institutional
and/or regulatory
improvements to
implement the EU
Third Energy
Package

Renewable energy
capacity installed
(MW)

Legal, institutional
and/or regulatory
improvements
supporting
renewable energy

Total CO2e reduced
(tonly)

Total primary energy
saved (GJly)
Number/volume of
EE loans extended
by PFls supported by
EBRD finance

Im pact Indicator Energy intensity (TPES/GDP)
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o



5. Activities and Results Framework
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Priority 2: Supporting competitive and inclusive private sector development, more resilient financial
infrastructure and improved governance

o 2o

ST ST S

T

o o

Activities (Outputs)

Provide direct finance to green, innovative, inclusive and exportoriented corporates and SMEs in order to
strengthen energy and resource efficiency, climate resilience and adaptation, value creation digitalisation, food
security and trade linkages in light of the ¢ o u n tEU iptégation ambitions, coupled with tailored advisory to
helpfirms scale up, strengthen governance enhance exportreadinessand better complywith EUstandards
SupportFDls includingin free economiczones,with a viewto develophuman capital and regionaltrade links
Support SME competitiveness and technological transformation through tailored business advice, skills
developmentand use of innovativedigital platforms

Facilitate accessto finance through partner banks via dedicated credit lines, risk sharing and related products,
complemented by targeted incentives and/or technical assistance as required to reach underserved segments
(e.0., SMEs,WiB,YiB,local currencylending), as well as increaseregionaltrade through TFP

Selectivelysupport bankable microfinance institutions and other NBFIstargeting niche and underservedareas,
such as micro businesses, women and youth, and promote digital access channels and alternative fintech
servicesto facilitate greaterfinancial inclusion

As part of the B a n kUBraine crisis response, provide assistance under the RLF to refugees and businesses
affected by supplychain and other disruptions or providingessentialgoodsand services

Alongsidecorporate clients and other partners, support enhancedvocational training and other skillsinitiatives to
addressgaps,includingto developgreenskills, and create a better qualifiedand genderinclusive workforce
Continueto exploreopportunitiesto supportdigitalisation(e.g., digital infrastructure, servicesand connectivity)

Look to supportimproved governance,equal opportunities and greater commercialisationof SOEsthrough policy
engagementand technical assistance, including support for restructuring, strategic workforce managementand
developmentof a state ownershippolicy

Strengthen reform implementation through a pilot deploymentof dedicated Reform Support Teamsto help build
critical capacity within governmentadministration and SOEs,includingin the energyand infrastructure sectors
Ona selectivebasis, explorepre-privatisationand privatisationsupportopportunities

Continue to support critical investment climate improvements, including gender mainstreaming and digital
transformation, in cooperationwith the EconomicCounciland other bodies,and bilaterallywhereappropriate

Continue active policy dialogue alongside other international partners such as the IMF and EU to strengthen
financial sector resilience, e.g.,, through harmonisation of regulations with EU standards and to ensure
transparencyand corporategovernancereformsare sustained

Assist with developing money markets, a capital markets strategy, and strong business modelsfor Mo | d o
capital market infrastructure, including the stock exchangeand central securitiesdepositorythat will contribute
to regionalintegration of Moldovanfinancial marketsand promote good governanceand businesspractices

Tracking Indicators

(Outcomes)

Number of clients
reporting increased
exports and/or
improved
operational
performance

Number/volume of
loans extended by
PFls disbursed for
SMEs

Corporate
governance
improved in
supported SOEs
Legal/regulatory
improvements to
the business
environment

Legal and
regulatory
improvements to

v a @he bank prudential

framework and
capital markets

Im pact Indicator Economic complexity index
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5. Activities

and Results Framework
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Priority 3: Improving inclusive infrastructurelelivery to support growth and enhance connectivity and trade

ST S SE

Activities (Outputs)

Where possible with multilateral donors, and takinginto account sovereigndebt capacity and Paris alignment,

look for opportunitiesto further supportthe sustainable, inclusive rehabilitation of key transportinfrastructure,

includingby:

o Upgradingroad networks, includingthose that are part of TENT;

o0 modernising the railway sector through further infrastructure rehabilitation and financing modern and
efficient rollingstock; and

0 continued operationalsupportand possibleexpansionof the Giurgiulestiport

In conjunctionwith the above,look for waysto improve and increase crossborder trade by enhancingcapacity,

upgradingand integratinglogistics and expandingmodalitiesto facilitate the transit of goodsand peoplein the

region, includingas part of the EUlUkraineSolidarityLanes

Continueto improve efficiency, transparencyand digitalisation of customs operations, including by advancinge-

Customsclearance processes,in line with EUrequirements

Continue to finance sustainable and inclusive municipal infrastructure and related services, including water
and wastewater, waste management, urban transport and district heating, combined with technical
assistance/capacity building to public utilities and municipalitiesto supporteffective financial and operational
managementand improve quality and efficiency of service delivery and compliance with EU environmental
directives,includingas part of the GreenCitiesFramework

In conjunction with the above, look for particular opportunities to support the provision of basic utilities and
vital public services,such as energyand transport, as partthe B a n IRésidienceand LivelihoodsFramework
Supportnature-based solutions and promote climate resilienceand adaptation acrossinfrastructure projects
On a selective basis, explore investment opportunities in sustainable municipal and environmental financial
instruments (e.g., greenbonds, sustainabilitylinked bonds)

Advancepolicy engagementinitiatives on tariff reform, inclusive procurement sustainability, transparency and
governancein municipal services, including regionalisation where appropriate, as well as alignment with the
goalsof the ParisAgreement

Tracking Indicators
(Outcomes)

Net increase in
transport
infrastructure usage
and/or capacity

Number of
individuals with
improved access to
transportservices
Number of new or
updated digital
technologies or
products introduced

Number of
individuals with
improved access to
services
(water/wastewater/
solid waste)

Total water saved
(m3ly)

ImpactiIndicator. Access tavater; LPcomponent for infrastructure
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6 . Mapping of Internatio@al P
iIn EBRD Business Areas o uamonean Bk

SRS NSRSl S Potential Areas ofC ooperation
Sectors Crosscuttlng Themes Q"‘%}O Competltlve

Financia A" Continue partnership with EUto improve

Industry, Commerce & Agribusiness SIEGIERC Instltutlo Strategic Initiatives export readiness, value creation and
Infrastructure .. - .

SME competitiveness via EUABuUsiness

and coordinate with Mo | d o@DADS
ensurecomplementarity

x@®;) Green:

A

2

‘D

>

[an]

= Cooperation with EU and EIB to
= strengthen energy interconnections and
enhanceenergysecurity
e A Continueto cofinance greenand climate
resilient investments leveraging EFSD+
and GCHunds

ﬁ Integrated:
Seek co-investment opportunities with

EU, EIB and WB to address large
investment needs in transport and
municipalinfrastructure

Indicative average

annual investments/
grants

(um, -2021) 7

Manufacturing &

Natural resources
Local Currency &
Capital Markets

Services
Banking & non-

Agribusiness
Property &
Tourism
TMT
BankFls
Inclusion &
Gender

®
®
DO O @ ey
© © 6 © nmeswue
© 9 906 0
@ © ©® @ crencconomy
Q© ©

Resilient:

A Maximise coordination with IFIs to
address rising external vulnerabilities
and geopolitical risks from the War on
Ukraine including via the Moldova
SupportPlatform

A Continue close cooperation with IMF

e pilapP and EU to safeguard banking sector

governance and resilience, including

harmonisationwith EUstandards

©)
®©00 00

C)
G ©®

U Area of significant investments @ Focus mostly on private sector

P Area of significant policy engagement O Focus mostly on public sector

Note: IFI activity mapping based on publicly av ailable information.
Significant IFI investment defined as projects exceeding 5% of annual investment and signed from 2@1JBTHe av erage exchange rate 2019 is used. 17



/. Implementation Risks and
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Environmental and Social Implications

Risks to the Strategy Implementation  Probability Effect

Environmental and Social Implications

A Macroeconomic risks, including from higher
inflation, rising energy prices, and continuing
borderand supplychaindisruptionsfromnRu s s i a
war on Ukraine could all undemine
macroeconomic stability and longer tem
investments

A Limited fiscal space and rising public debt
are likely to prevent public expenditures ‘
on large infrastructure projects, necessitating
substantial grant resources or concessional
finance

A Instability of the investment climate and weak
governancemay deter crucial foreign investment,
particularlyin the financialandreal sectors

A Continuedlow appetite for privatisation and PPPs
in public infrastructure could curb the EB RD 3 s
potential to promote relevant projects, andweak
administrative capacity could delay preparation
andimplementation

A Vulnerabiity to climate change may
negatively affect viability of municipal
infrastructure and agribusinessprojects

A Anyweakeningof externalreform drivers (e.g., EU
approximation) or loss of domestic political
supportfor such anchors,could negativelyimpact
the depthandscopeof EBRDengagement

A A continuedinflux of refugees may further strain
public servicesand infrastructure and dilute the
government'sreformfocus

Mssessmentand Managementof E&SImpacts Ensuredirect, indirect and cumulative
E&S impacts of projects (induding gender) are appropriately assessed, avoided and
mitigated. TCsupport to regulators with E&Srisks and impacts (includingbiodiversity
and water givenstresseson these systems)and strategic assessmentsmaybe needed,
alongwith supportto public sector dients with the implementationof E&Smanagement
systemsand contractormanagementaccordingto internationalstandards.
A.abourand Working Condiions Ensurec | i dabourspactices complywith EB RD 6
PR2, in particular wages, benefits and conditions of work; nondiscrimination and
promotion of equal opportunities and freedom of association TC funds may be
necessaryto support dients in addressingand prevening GBVHand child and forced
labour risks in their own operations, plus contractorsand supply chains by developing
and implementing appropriate policies and response mechanisms with special
attention onvulnerablegroups,includinginformal workersand refugees
AResourceEfficiency and Pollution Prevention and Controt Identify investments that
supportcircular economyand resource efficiency and preventenvironmental polluton
Supporttransition © a diversified low carbon and resourceefficient economy (such as
wind/solar energy, water and energy efficiency),and strengthenresilience to climate
change Projects and TCsaddressing air, water, and wastemanagement quality in
urbanareasand sustainabledevelopmentacrossall sectorsarepriorities.

Mealth and Safety. Improve occupational and community health and safety standards
across sectors. TC funds and stakeholder engagementon road, taffic and electrical
safetymaybe requiredto improvestandardsand raise awareness

ALand Acquisition, InvoluntaryResetiementand EconomicDisplacement Ensureany
projectrequiringacquisition of land and resettlement comply with EBRDcompensation
and livelihoodresibrationrequirements,with specialattention on preservinglivelihoods
ofinformal land usersand vulnerablegroups(e.g. ruralhouseholds,refugees)
MBiodiversityConservationand Sustainable Management of Living Natural Resources
Support clients with assessments o ensure species and habitats of conservation
importance are protected and ecosystemservicesand natural capital are sustainably
managedand resilient, especially in critical economic sectors, such as agriculture TC
funds maybe neededto supportthese activities.

ACultural Heritage Work with dients to ensure appropriate assessmenton construction
projectsto identifyimpacts,consultwith stakeholdersand preservecultural heritage
Arinancial Intermediaries Ensure Fl partners have adequate E&S capacity and risk
managementproceduresin place.

Astakeholder Engagement Support clients in delivering meaningful engagement,
project disclosure and incdusive consultation, accompanied with effective grievance
mechanisms,throughoutthe projectlifecycle.

PUBLIC
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8. Donor CeFinancing Assessment European Bask

for Reconstruction and Development

8.1. Needs Assessment for the New Country

Strategy Period

8.2. Potential Sources of Donor Funds

Donorfundingwill be neededto achievethe strategic objectivesof the

CountryStrategy,ncluding

A Grants and guarantees to cope with the fallout of the War on

Ukraine from refugeeinfluxto energyshortages

A CAPPBXGrantsto promote investmentsin greeninfrastructure and
diversify energysources,as well as policy and advisorysupport to

createanadequateregulatoryenvironment

A Coinvestmentgrants to further developkeytransport and logistics
infrastructure promotinginternal/regional integration

A Technicalcooperation grants for both the public and private sector
to improve governance, support legal reform and develop

institutional capacity

A Providedirect debt and equity finance to corporationsand SMEsto

diversifyand enhanceprivate sectorresilience

A Grantsto increasedigital connectivityand accessto broadband

Selected Affordability Indicators

EBRD regiona
percentile rank

GDP per capita (PPP, current.

th
$)2 15,637 58
ODA Country Yes N/A
ODA as share of Gross Nationi
Income (%) 0.77 547
ODAper capita ($- current 198.46 731

pricesy

Source: WDI (2019 or most recent year)

A

A

In light of its grant of candidate status to Moldova, the EuropeanUnion should be the

preferred donor funds source. The EUhas alreadybeen the largest contributor over
the last five yearsnotablythroughthe E B R [3thall Businessinitiative for the DCFTA
Most importantly, the EUmade Moldova a priority for its new energy sector EFSD+
guarantee programme,which coversinvestmentsin large scale renewables,gridsand

networks,aswellasin the nextgenerationof energytransitiontechnologies

Multlateral Climate Funds are also available to support green transition, including the
Green Climate Fund (GCF) The GCFhas already financed infrastructure projects in
Baltiand Chisinau MoldovacanalsoaccessClimate InvestmentFunds (CIF)

The largest bilateral donor, Sweden, has provided financial support and business
advice to Moldovan SMEs France, Japan, Korea and Taipei China can provide TC
grants to mitigate the effects of the War on Ukraine. Funds can be channelled via
Multi-Donor Accounts like the Ukraine Crisis Response Fund, Sustainable
Infrastructure Fund(SIF)and HighImpactPartnershipfor ClimateAction(HIPCA)

Within the EBRDShareholder Special Fund (SSF) Moldova is eligible to access the
Ukraine ResiliencePackagegivenseriousvulnerabilitiesrelated to the Waron Ukraine
TheEasternEuropeandthe Caucasug EECpotalsocoverstransactionalTCs

Donor finance dutfi Use of grants in 202021 5
300 TC grants Co-Investment Grants
250 and Loans
200 107 My 119, 4%
8%
150 51%
100
50
2%
|

2017 2018 2019 2020 2021
mTC
m Co-Investment Grant and Loans = Competitive = Green = Integrated

Simple percentile rank reported as the share of EBRD economies that are represented below Moldova.

= Resilient = Well governed » Inclusive

Source: OECD (2018)

SUFSE I

2017-2019 TC data is based on earmarks atthe project level.{Deestment grant amounts are based me ignings.
Based on the primary Transition Quality of grants earmarked (for TC grants) or signed with clients (faneestment grants) in2018 and 2019.
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Annex 10 Political Assessment in the Context of Article 1 European Bank

for Reconstruction and Development

Since the adoption of the previous Country Strategy, Moldova’s commitment to and application of the political principles stated in Article 1 of the
Agreement Establishing the Bank have notably strengthened following a political change in 2020-2021. The new reform-oriented authorities have
taken steps to strengthen democracy and address the country’s long-standing vulnerabilities, in particular in the field of justice, rule of law and
the fight against corruption. At the same time, Moldova’s reform ambitions require enhancing the capacity of public administration, especially in
view af the magnitude of the chollenges it faces.

For most part of the period since the adoption of the previous Country Strategy, Moldova witnessed political instability and democratic
backsliding while the independence of key institutions was seriously compromised by the excessive influence of vested interests. The presidential
election in November 2020 and the early parliamentary elections in July 2021 have changed considerably the country’s political landscape. The
reform-oriented candidate gained a convincing victory (57.7% of the popular vote) in the 2™ round of the presidential elections, while a pro-
reform party won parliamentary majority, providing for a clear alignment of the presidential, executive and legislative powers on a path of
reforms for the first time in the recent Moldova’'s history. Building on their strong popular mandate, the new Moldovan authorities have
embarked on a far-reaching programme of ambitious reforms, praised by relevant international institutions.*

Moldova’'s democratic reform agenda is closely linked to the country’s EU aspirations. Since 2014, these aspirations have been underpinned by
an Association Agreement, including DCFTA, with the EU. In June 2022, the European Council took a historic decision recognizing the European
perspective of Moldova and granting it the status of EU candidate country. Tangible progress on the path of EU approximation could help
strengthen the country’s political stability and reduce its geopolitical vulnerability. Molqu(a’s application to become an EU member, submitted
on 3 March 2022 in the wake of Russia’s full-scale invasion of neighboring Ukraine, was another indication of the country’s commitment to
democracy, the rule of law, human rights and fundamental freedoms.

In its Opinion on Moldova's EU membership application, the European Commission outlined a number of recommendations for Moldova to
implement, such as: ensuring the independence, integrity, efficiency, accountability and transparency of the judiciary and prosecution; fighting
corruption at all levels; “de-oligarchisation™ by eliminating the excessive influence of vested interests in economic, political and public life;
strengthening the fight against organized crime; stepping up implementation of public administration reform to increase the capacity to deliver
on reforms; enhancing the involvement of civil society in decision-making processes; and strengthening the protection of human rights,
particularly of vulnerable groups.?

! Parliamentary Assembly of the Council of Europe (PACE): The Honouring of obligations and commitments by the Republic of Moldova, Resolution 2484, 26
January 2023.
? European Commission: Opinion on the EU membership application by Moldova, Brussels, 17 June 2022,
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Russia’s war on Ukraine has dramatically changed Moldova's geopolitical environment and created considerable challenges to the country’s
stability and security, also in view of its remaining geopolitical divisions. The war and the resulting large influx of Ukrainian refugees have also
added to Moldova’s growing economic and social pressures. Aggravated by record-high energy prices and high inflation, the worsening socio-
economic situation risks eroding the popularity of the Moldovan pro-reform government and emboldening political opposition.

The deteriorated geopolitical context has raised fresh concerns about the risks to Moldova’s stability linked to the Transnistrian conflict which
remains unresolved since 1992, challenging the country’s sovereignty and territorial integrity.

Free Elections and Representative Government

Free, fair and competitive elections
The Constitution of the Republic of Moldova provides citizens with the right to change their government through periodic elections based on
universal suffrage. During the previous country strategy period Moldova held presidential and two parliamentary elections.

The last parliamentary election took place in July 2021, on the basis of a fully proportional electoral system (following the change of the system
in 2019 back from a mixed one to address concerns previously raised by relevant international bodies). It was an early election, after a period
of political instability following the February 2019 parliamentary election. The OSCE/ODIHR-led International Election Observation Mission
(IEOM), while pointing to certain shortcomings related to the legal framework, campaign finance oversight and impartiality of the Central

Election Commission, concluded that the elections were “well administered, competitive, and fundamental freedoms were largely respected.”

The last presidential election was held in two rounds in November 2020. The OSCE/ODIHR-led international observers assessed the election as
“competitive” and concluded that “voters had a choice between political alternatives and the fundamental freedoms of assembly and expression
continued to be respected.” The IEOM, however, noted that “negative and divisive campaigning and polarising media coverage marred the
campaign environment and degraded the quality of information available to voters.”™

Separation of powers and effective checks and balances

3 O5CE/ODIHR Election Observation Mission: Republic of Moldova, Parliamentary Elections, 21 July 2021, Final Report, Warsaw, 22 December 2021, p. 1.
4 O5CE/ODIHR Election Observation Mission: Republic of Moldova, Presidentiol Election, 1 and 15 November 2020, Final Report, Warsaw, 26 February 2021,

p. 1.
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Moldova is a parliamentary republic, with executive powers exercised by the government headed by the prime minister. Legislative power is
vested in the 101-member National Assembly (parliament). The president is the head of state whose constitutional powers are limited but whose
public legitimacy is high due to the direct vote. At present, the government and president are political allies which makes cohabitation smooth.

Effective power to govern of elected officials

Moldova has put in place institutional and legal arrangements for elected officials to exercise their power to govern. Vested interests long had
excessive influence over the country’s political life and decision-making, raising concern by international monitoring bodies over the
accountability of elected officials. Moldova’s current authorities are committed to breaking the relationship between business and political elites.

Civil society, Media and Participation

Scale and independence of civil society

Moldova’s civil society has continued to grow in scale. The number of registered CS0s has reached over 13,000, however less than a third of
these organisations are believed to be active. The legal environment governing the C50 sector has improved following the adoption in June
2020, in consultation with civil society, of the long-pending law on non-commercial organisations. The law simplifies the registration procedure
and eliminates the registration fee and generally limits arbitrary interference by authorities in the activity of C50s. As to their financial viability,
CSOs continue to rely mainly on foreign grants. Donations from local individuals and companies through the 2% income tax designation
mechanism have decreased, partly due to the Covid-19 pandemic and the worsening economic situation. The pandemic restrictions also imposed
limitations on some of CSOs” activities.”

Independence and pluralism of media operating without censorship

The existing legal framework is largely in line with international standards and guarantees media freedom. Moldova’s media landscape is diverse.
While the circulation of print media is decreasing, a large number of broadcasters and a growing number of online media outlets are active in
the country. They, however, share a limited advertising market, which undermines the sustainability of media outlets and their independence.
Moldova’s ranking on the 2021 World Press Freedom Index improved by two places (89th among 180 countries) but remained low due to
concentration of media ownership, monopolisation of the advertising market, and lack of editorial independence and control of media
institutions by economic and political groups among other reasons. The political affiliation of major media outlets reduces pluralism and
influences the agenda of public discourse.®

® EU: Association implementation report on the Republic of Moldova, Brussels, 13 October 2021, p.6.
& Ibid, p.5; OSCE/ODIHR Election Observation Mission: Parliamentary Elections, 21 july 2021, Final Report, pp. 17-18.
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Multiple channels of civic and political participation

Moldovan citizens generally enjoy multiple channels of civic and political participation. However, C50s continue to call for increased transparency
in decision-making by public authorities. Cooperation between CS0s and public authorities remains sporadic and largely not institutionalised.
The involvement of civil society in decision-making at all levels needs to be enhanced.”

Freedom to form political parties and existence of organised opposition

The freedom to form political parties is guaranteed by the Constitution and implemented in practice. Opposition parties are able to campaign
freely and oppose government initiatives. 20 political parties and two electoral blocs contested in the 2021 parliamentary elections, providing
voters with a broad range of political alternatives. Three, including two opposition, parties and blocs are represented in the current parliament.

Rule of Law and Access to Justice

Supremacy of the law

Necessary legislative and institutional safeguards for the supremacy of the law are in place. The Constitutional Court played a critical role in
decisive political moments in 2020-2021. The right to a fair trial and freedom from arbitrary arrest or detention is envisaged in the legislation,
although the lack of independence of the judiciary and prosecution has undermined this right.

Independence of the judiciary

While the Constitution provides for its independence, the judiciary has continued to be faced with allegations of integrity issues and influence
of vested political and business interests. None of the major culprits of the 2014 bank fraud are currently behind bars and the assets lost in the
fraud have not been recovered. During most of the previous country strategy period, reforms of the justice sector stagnated although key laws
regulating judiciary went through major overhauls in 2020. There was some progress when the parliament adopted in November 2020 a new
Strategy for ensuring the independence and integrity of the justice sector 2021-2024. Nevertheless, judicial reform, including the composition
of the Superior Council of Magistracy, remained an important challenge.® Moldova’s current authorities have pledged commitment to
strengthening the independence, integrity, efficiency, and accountability of the judiciary and have launched a comprehensive justice system
reform, aimed at regaining public trust in the judiciary. A special Commission on the evaluation of the activity of judges and prosecutors (so-

T EU: Associaotion implementation report, p. 6.
8 EU: Association implementation report, pp. 1, 8-3.
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