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Executive Summary 
 

The Program “Medium term debt management (2013-2015)” establishes the 
fundamental objective of the central government (CG) debt management process, 
namely: to ensure the financing of the activities set in the state budget law at a 
minimum cost in the medium and long term and at an optimal level of risk. 

Since the central government debt management is a continuous process, this 
document will be reviewed and updated annually based on the new 
macroeconomic trends, and financing needs. 

Another important objective is the development of the government securities 
market.  

Thus, to extend the maturity of the government securities in the primary 
market during the years 2013-2015, the issuance structure of the existing 
instruments will gradually change, preference being given to longer-term 
instruments. 

The Program “Medium-Term Debt Management (2013-2015)” focuses on 
analyzing the structure of the CG debt portfolio and the inherent risk factors.  

In developing the central government debt forecasts and the alternative 
medium-term central government debt management strategies, basic 
macroeconomic projections provided by the Ministry of Economy and coordinated 
with the International Monetary Fund were used. 

Therefore, a more modest economic growth of only 4 percent is assumed in 
2013, and of 5 percent in the years 2014-2015. The macroeconomic analysis 
reflects that the external trade, remittances and the private debt will remain the 
main transmission channels of the external shocks to the Republic of Moldova over 
the medium term. Thus, worsening of the external conditions could negatively 
influence the exports, remittances, capital inflows and economic growth 
respectively. 

Budget and fiscal indicators reveal a gradual decrease of the state budget 
deficit, which in the period of 2013-2015 will be within the range of 1.0-1.25 
percent of GDP. 

Regarding the central government debt dynamics, it is expected to increase by 
about 6.0 percent annually in the period of 2013-2015. In the structure of the 
central government debt, the CG domestic debt will decrease below the level of 30 
percent of the total CG debt portfolio. 

Despite the fact that it is assumed the gradual tightening of external financing 
terms from the World Bank, during 2013-2015, the central government debt 
portfolio will be characterized by a major percentage of concessional debt. 
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Although this situation is favorable in terms of costs, the structure of the debt 
portfolio implies a major exposure to the exchange rate risk.  

As a share of GDP, the central government debt is expected to decline till 
22.1 percent by the end of 2015, which is by 1.3 p.p. less than the value recorded at 
the end of 2011. The amount projected for the central government debt service will 
increase during 2013-2014, following a decrease in 2015. 

The general deficit of the state budget will be financed during 2013-2015, 
only from external sources. The central government external loans disbursed 
during 2013-2015 will be in proportion of 97.8 percent from multilateral 
institutions.  

The domestic net financing will follow a downward trend during 2013-2015, 
the main instruments being the government securities issued in the primary market. 

Regarding the risks associated with the central government debt portfolio, the 
greater exposure is caused by the market risks, namely the exchange rate risk and 
refinancing risk. The exposure to the exchange rate risk is caused by the foreign 
currency debt which is about 70 percent of the total central government debt. 
Nevertheless, the exposure to the exchange rate risk will be optimized through the 
diversification of the currencies which are part of the CG external debt portfolio. 

The exposure to the refinancing risk is caused by the central government 
domestic debt which is mostly short-term, with the average time to maturity of the 
central government domestic debt (ATM) totaling 0.7 years. 

In order to continuously monitor the risks and avoid major exposure of the 
central government debt portfolio to certain types of risk, several risk parameters 
were established based on the current structure of the debt portfolio. Depending on 
their evolution, the CG debt portfolio will be adjusted using the relevant debt 
instruments. Minor deviations from the proposed limits are allowed if such 
deviations do not cause additional financial risks. 

 
Risk parameters established for the period of 2013-2015 Value 

The share of the CG debt maturing within one year in the total CG debt ≤ 35% 
The share of the CG domestic debt in the total central government debt ≥ 20% 
The share of any foreign currency debt in the total CG external debt ≤ 50% 
The share of the fixed rate debt in the total central government debt portfolio ≥ 50% 

 
Together with the risk parameters associated with the central government debt 

structure, a sustainability indicator of the CG debt will be monitored, namely the 
central government debt service as a share of the state budget revenues by basic 
component - not more than 20% (this indicator is taken from Debt Sustainability 
Framework for Low-Income Countries prepared by the World Bank/ IMF. 

This indicator cannot be influenced directly in the debt management process, 
but it is important to be monitored as it can be used as a benchmark in funding 
decisions in a way that brings funding needs consistent with current and future 
central government debt redemption capacity. 

As well, the influence of the interest rates and exchange rates changes on the 
costs associated with the central government debt was analyzed, in order to 
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examine the volatility of CG debt portfolio exposure to the interest rate risk and the 
exchange rate risk. 

Thus, four shock scenarios regarding local currency depreciation and interest 
rates growth both in the external and domestic market were developed. The 
rationale for selecting these shocks was the exchange rates and interest rates 
fluctuation in the past two years, including their dynamics in the crisis year of 
2009. 

In order to monitor the effects of the shocks on the central government debt 
portfolio, the following indicators were analyzed: the share of the CG debt to GDP, 
the share of the CG debt service to GDP, as well as the share of the CG debt 
service to the state budget revenues and expenditures. 

The main conclusions based on the presented facts reveal that the central 
government debt volume is mainly exposed to the exchange rate risk and the 
central government debt service, is mostly exposed to the interest rate risk. 

 
Introduction 

 
According to the provisions of the Law no. 419-XVI of December 22nd, 2006 

on public debt, state guarantees and on-lending from state borrowings, the 
Ministry of Finance manages the central government debt and state guarantees. For 
this purpose, the Program “Medium-term debt management (2013-2015)” has been 
developed. The elaboration of the document is particularly important, as it is 
estimated that, over the medium term, the Republic of Moldova will obtain 
external financing at higher costs, as well as will explore new financing 
opportunities. This process might happen to be accompanied by the emergence of 
new risks or deepening of the existing ones that as well have to be considered 
within the central government debt management process. 

The Program establishes the essential directions of activity for the Ministry of 
Finance towards the achievement of the fundamental objective. It covers the 
central government debt portfolio, including government guarantees. 

The analysis period of the central government debt portfolio and the 
macroeconomic situation covers the previous two years (2010-2011), the current 
year (2012) and the following three years (2013-2015). 

This current Program is the updated version of the document “Medium term 
debt management (2012-2014)”. Thus, the fundamental objective, the specific 
objectives, as well as the tasks targeted towards achieving them remained the 
same. The macroeconomic, budgetary and fiscal forecasts and respectively those 
related to the central government debt portfolio have been updated. In comparison 
with the previous version, in the new document, the alternative financing strategies 
place greater emphasis on analyzing the possibility of permanent transition from 
the external concessional sources to the semi-concessional or non-concessional 
ones. 

The implementation of the Program “Medium-Term Debt Management 
(2013-2015)” seeks to reduce the central government debt expenditures, based on 
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the financial market conditions, as well as keeping risks related to the central 
government debt within reasonable limits. 

For an active central government debt management process, the Ministry of 
Finance shall decide on the debt composition and  establish parameters for 
maintaining the risks within safe limits. Those parameters will be calculated and 
published in the monthly statistical bulletins on central government debt. 
Improving the information on central government debt and the associated risks is a 
necessity for an efficient debt management. At the same time, the availability of 
timely and qualitative information is an important factor for the debt risks and 
costs assessment. 

The current Program is designed using the Medium term debt management 
strategy (MTDS) analytical tool, developed by the World Bank / IMF Group, to 
assist governments in their decision-making on how funding needs can be met, 
taking into account macroeconomic constraints and potential sources of financing. 
The tool provides quantitative estimates of cost-risk tradeoffs associated with 
different future financing strategies. 

Also, the Program is developed according to the best practices established in 
the Instrument of Debt Management Performance Assessment (DeMPA), 
developed by the World Bank to assist emerging countries in improving their debt 
management. Thus the elaboration of a medium term debt management document 
represents one of the 15 indicators included in DeMPA which focus on the 
achievement of sustainable debt management practices.   

The Program “Medium-term debt management” will be updated annually, 
along with the macroeconomic projections. This will allow for timely and adequate 
redefining of established objectives and activities depending on the economic 
development, market evolution and results achieved during the implementation of 
the Program.  

 
Chapter I.  Debt management objectives for the period of 2013-2015  

 
The fundamental objective of the debt management is to ensure the financing 

of activities set in the state budget law at a minimum cost in the medium and long 
term and at an optimal level of risk. 

The fundamental objective is established for a medium term (three years) and 
covers the central government debt portfolio. According to the Law no. 419-XVI 
of December 22nd, 2006 on public debt, state guarantees and on-lending from state 
borrowings, the state debt (meaning central government debt) includes all the 
present and actual outstanding contractual monetary obligations and interest due 
and unpaid of the Central Government, whether incurred as principal or surety as 
contracted by the Government, through the Ministry of Finance, on behalf of 
Republic of Moldova, in national or foreign currency.  

In addition, the Program refers as well to the state guarantees, but only to 
describe the debt dynamics, without being included in the risk or sensitivity 
analyses. 
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In order to achieve the fundamental objective, there have been established 
several specific objectives of the central government debt management for the 
period of 2013-2015: 

1. Limit the provision of government guarantees to cases which promote 
priority investment projects for the national economy, provided that all legal 
requirements are fulfilled. 

2. Continue the gradual reduction of the government debt to the National 
Bank of Moldova on previously contracted loans. 

3. Undertake efforts towards increasing the maturity of the government 
securities by longer-term issues, in order to support the creation of a higher yield 
curve, and developing the domestic primary market. 

The Ministry of Finance will undertake the following tasks, in order to 
achieve the proposed objectives. 

1. Monitor the debt sustainability 
The central government debt management process should be consistent with 

the economic and financial policy implemented by the country.  
The debt management authorities are not directly responsible for maintaining 

the debt indicators at sustainable levels. However, a close monitoring of the trends 
of the most important debt sustainability indicators will be considered to inform on 
time the Government whether the indicators' dynamics exceed the acceptable limits 
or could have a significant negative impact on the national macroeconomic 
stability. 

2. Maintain the cost of debt at an acceptable level over the medium and 
long-term  

In July 2011, the financial terms for the loans to be contracted by Moldova 
from the World Bank / IDA, have been changed from the „Hardened terms” to 
“Blend terms”, which implies a loan maturity of 25 years, including five years 
grace period and an aggregate interest rate of 2,0% (including 1,25% - interest rate 
plus 0,75% - service charge for the loan).  

Thus, this change of the IDA terms will result, over the medium and long 
term, in an increase of the central government external debt service expenditures. 

In order to maintain the central government debt costs at an acceptable level, 
according to the budget planning, and in line with the situation on the financial 
market, the following measures will be undertaken: 

a. Selecting the optimal central government debt instruments before 
contracting new loans, which will allow to identify the most favorable financial 
terms (amount, maturity, type of interest rate, currency, etc.). 

b. Supporting the gradual development of an efficient and liquid domestic 
financial market, in accordance with specific market conditions, which will 
contribute to the steady extension of the yield curve and will have a positive 
impact on the debt service. 

3. Optimize the risks related to the central government debt portfolio  
This task refers to undertaking efforts in order to create an optimal structure 

of the central government debt, which would minimize costs and risks, including 
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currency asymmetry, adverse effects due to the interest rates fluctuations and the 
refinancing. This task will be focused on the following: 

Optimizing the market risks (refinancing risk, exchange rate risk, interest 
rate risk): 

a) optimizing the refinancing risk for the central government domestic and 
external debt - it is intended to contract loans mainly with a medium and long-term 
maturity, taking into account the cost/risk efficiency border and the financial terms 
of such instruments as compared to the short-term instruments. Also, there will be 
followed a more uniform distribution of the central government debt service 
amounts, by selecting maturities for the new loans, so as to avoid  the formation of 
payment peaks for short-term periods. 

b) optimizing the exchange rate risk through diversification of the currencies 
that are included in the central government external debt portfolio and avoid a 
particular foreign currency hold the major share in the central government external 
debt portfolio. 

c) maintaining a majority share of the fixed interest rate debt in the total 
central government debt portfolio. This measure will aim at limiting the risk posed 
by the increase of the reference interest rates and at reducing the uncertainty about 
the budget effort required to make the annual interest payments. 

Optimizing the credit risk 
 Optimizing the credit risk refers to diminishing the risk on the budget caused 
by the possible activation of the government guarantees. 

The risk of assuming payments by the Ministry of Finance as a guarantor 
under the guarantees provided from the state budget will decrease both due to the 
full repayment of the government guaranteed loans until the year 2014, as well as 
due to the fact that the granting of guarantees will be reduced as a result of the 
provisions of the Law no. 419-XVI of December 22nd 2006 on public debt, state 
guarantees and on-lending from state borrowing. According to this law the 
provision of guarantees will be made only for strategic projects for the national 
economy, after following certain stages to prove the credibility and repayment 
capacity of the guarantee beneficiaries. 

Optimizing the operational risk  
The following aspects will be taken into account to optimize the operational 

risk: 
a) implementing adequate internal control systems and upgrading the existing 

software for recording and monitoring the central government debt; 
a) maintenance of data security, which refers to the existence of detailed 

descriptions of procedures for processing, recording and validating debt data, as 
well as to accuracy of data entry. Another issue is related to the access to debt 
recording systems and keeping back-ups of data from the informational systems in 
a secure location, which would ensure business continuity in case of unforeseen 
events. 

b) staff activity, including activities separation for some key functions and 
continuous capacity-building of the personnel. 

4. Development of the domestic debt market  
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The development of the government securities market is an important 
objective of the central government debt management, given the role it can play in 
mitigating external shocks on the economy and in ensuring a stable demand for 
government securities. For this purpose, the medium-term directions of action aim 
to extend the maturity of government securities on the primary market, to diversify 
the resident investor base, the transparency and predictability of the market. 

For the extension of the government securities maturity in the primary market 
during the period 2013-2015, the issuance structure of the existing instruments will 
gradually change, preference being given for longer-term instruments. Therefore, 
in the structure of issued treasury bills, are expected changes in the increased 
supply volume of treasury bills with a maturity of 182 and 364 days and the 
gradual reduction of the supply volume of treasury bills with a maturity of 91 days 
by approximately 5% quarterly, starting with 2013. Additionally, the issuance of 2-
year government bonds with floating interest rate will continue and issues of 3-
year government bonds with fixed interest are planned by increasing the 
attractiveness of these instruments. 

The development of the non-bank resident investors sector, especially 
institutional investors, is particularly important for ensuring a stable demand for 
government securities and for extending the maturity of the issues. In this regard, a 
broad campaign will be launched to promote the government securities by 
elaborating and printing leaflets and brochures concerning essential characteristics 
of the government securities and advantages of investing in these financial 
instruments; sending the Investor’s Guide to government securities 
(http://www.mf.gov.md/ro/publicdebt/statedebt/intern/), communiqués about 
launching of government securities, auction results of the government securities 
placement etc., to potential investors by e-mail; organizing seminars, meetings, 
television and radio shows about the government securities market, etc. 

Also, through Moldova’s Banks Association and the National Bank of 
Moldova, acting as the fiscal agent of the State, there will be held regular 
consultations with the participants on the domestic market (primary dealers, 
investors, etc.) to ensure both transparency and predictability of the domestic 
government borrowing and of the domestic debt management, as well as regular 
evaluations of the investment needs in the domestic market and expectations 
concerning market conditions. 

Likewise, regular and timely publications of relevant information for investors 
on the amount and structure of domestic debt, the schedule of government 
securities selling auctions, official communiqués on government securities 
placement and on auction selling results etc., on the website of the Ministry of 
Finance will be ensured. 
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Chapter II. Macroeconomic trends, budget indicators and main market 
indicators related to central government debt 
 

Current macroeconomic framework and medium-term evolution of the 
macroeconomic indicators 
  

1. Trends of the world economy 
 According to the IMF forecast, the world economic activity will slow down, 
but a decline will not occur, most developed countries being able to avoid the 
recession. 

In emerging countries, the growth perspectives will worsen due to 
deteriorating of external and domestic conditions and the domestic demand 
weakening. The countries of Central and Eastern Europe will be subject to the 
strongest negative effects, since they have tight trade and financial relations with 
the Euro zone countries.  

 
2. Recent trends and forecasts of the national economy  
During 2011 the Moldovan economy was in progress, driven mainly by the 

increase of exports and the investment activity recovery.  
In 2011, the gross domestic product (GDP) totaled 82.2 billion lei, increasing 

by 6.4% as comparing to 2010. The GDP increase was mainly caused, by the 
recovery of the external demand for goods manufactured in Moldova and of the 
domestic demand due to final consumption. 
 In 2011, exports of goods have increased more rapidly than imports. Thus, the 
exports increased by 43.8%, while the imports - by 34.7%. The significant gap in 
the evolution of the exports and imports in 2011 resulted in the accumulation of a 
trade balance deficit by 28.6 percent higher than the one registered in the same 
period of 2010.  

 The evolution of the main macroeconomic indicators during 2010-2015 is 
presented in the Table 2.1. 

Table 2.1.  
The evolution of the main macroeconomic indicators, 2010-2015 

Indicators 2010 2011 20121 2013 2014 2015 
1. The nominal 
Gross Domestic 
Product (GDP), mil. 
lei  

71 885.5 82 174.1 87 900.0 97 400.0 107 400.0 118 400.0 

2. GDP growth 
comparing to the 
previous year, % 

+7.1 +6.4 0.0 +4.0 +5.0 +5.0 

3. Trade balance2, in 
% versus the 
previous year: 

Exports, in % 
versus the previous 
year; 

Imports, in % 

 
+16.0 

 
+20.1 

 
 

+17.6 

 
+28.5 

 
+43.8 

 
 

+34.7 

 
+0.2 

 
+0.1 

 
 

+0.2 

 
+4.0 

 
+8.1 

 
 

+5.8 

 
+7.3 

 
+15.6 

 
 

+10.0 

 
+7.5 

 
+10.8 

 
 

+9.9 
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versus the previous 
year. 
3. Average annual 
inflation rate, % 

+7.4 +7.6 +4.7 +5.5 +5.0 +5.0 

 
Notes: 
1. Data for the period of 2012-2015 are taken from the Updated forecast of the 

macroeconomic indicators for the period of 2013-2015, as of November 14th, 2012, elaborated 
by the Ministry of Economy and coordinated with the International Monetary Fund (IMF). 

2. Data regarding Exports (FOB) and Imports (CIF) of goods are taken from the National 
Bureau of Statistics.   

 
In 2012, especially, the worldwide situation and the deepening of the 

sovereign debt crisis in the Euro zone will lead to increased negative expectations 
of the business environment and the public regarding a new wave of crisis, which 
will impact the real sector and the imports, but at the same time, will contribute to 
the decrease of the inflationary pressure. 

Therefore, the gross domestic product at the end of 2012 will not register a 
significant change as compared to 2011. For the period of 2013-2015, a GDP 
growth from 4.0 to 5.0 percent annually is projected. This increase will be 
supported by the improvement of the global economic and financial context, a 
more intensive promotion of exports, development of the real sector of the 
economy, including attracting foreign direct investments into the national 
economy, etc. 

It is estimated that the annual average inflation rate in 2012 will reach 4.7%. 
As for the period of 2013-2015, the maintenance of the relative exchange rate at 
the same level will contribute to price stability, the consumer price index being 
established at the level of about 5.0%. 

In 2012, exports will increase insignificantly by 0.1 percent as compared to 
the last year, while during 2013-2015, exports will increase by about 11.5% 
annually. The factors that will contribute to the gradual increase of exports over 
the forecasted period are: the liberalization of the access to the markets of the 
World Trade Organization member countries and the use of preferences obtained 
from the European Union, as well as the qualitative growth of exports. 

The market indicators which directly influence the cost of debt are the 
exchange rates and interest rates. Their evolution is presented in Table 2.2. 

Table 2.2.  
The official exchange rates and interest rates evolution, 2010-2015 

Indicators 2010 2011 2012 2013 2014 2015 
1. Official exchange rate of the 
Moldavian lei in US dollars, annual 
average1 

12.366 11.737 12.12 12.45 12.57 12.76 

2. Official exchange rate of the 
Moldavian lei in Euro, annual average1  16.40 16.337 15.51 15.81 15.96 16.20 

3. The 6-month USD Libor rate, annual 
average2 0.519 0.507 - - - - 

4. The 6-month EURIBOR rate, annual 1.084 1.638 - - - - 
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average3 

4. The weighted average interest rate for 
government securities issued on the 
primary market, % 

6.99 11.43 - - - - 

 
Notes: 
1. Data for the period of 2012-2015 are taken from the Updated forecast of the 

macroeconomic indicators for the period of 2013-2015, as of November 14th, 2012, elaborated 
by the Ministry of Economy and coordinated with the IMF. 

2. Source: http://www.global-rates.com/interest-rates/libor/american-dollar/2011.aspx 

3. Source: http://www.euribor-ebf.eu/euribor-org/euribor-rates.html 
 
3. Foreign exchange market (exchange rate) 
The national currency exchange rate during 2011 registered a 3.6% 

appreciation in nominal values against the U.S. dollar and a 6.4% against the Euro 
as compared to the end of 2010. The main factors that determined the exchange 
rate changes were the foreign currency inflows from abroad, expansion of the 
external trade as well as fluctuations of the U.S. dollar exchange rate against other 
currencies in the international foreign exchange markets.  

In 2012, the annual average exchange rate of the national currency is 
estimated at around 12.12 lei per U.S. dollar and 15.51 for a Euro. For the period 
of 2013-2015, a depreciation of the Moldavian lei against the US dollar and the 
euro by about 1.7 percent annually is projected. 

 
4. Interest rate policy 
During 2011, the Board of Directors of the National Bank of Moldova decided 

to change the base rate applied to the main short term monetary policy operations 
for four times. Therefore, the value of the base rate has reached 8.5 p.p. in 
December, which is by 0.5 p.p. higher than the value from January 2011. 

This decision is based on the anticipation of the fact that in 2012 will deepen 
the disinflationary pressures generated by the consequences of the Euro zone 
sovereign debt crisis and the global economic slowdown.  

As regards the interest rates on the international markets, during the first 
seven months of 2011, the Euribor rate continued the steady ascending trend 
started in 2010. Starting with August till the end of the year, it followed a slight 
decrease, reaching in December an average value of 1.671%, which is 33.3 percent 
higher than the value recorded at the beginning of the year. During the same 
period, the 6 month USD Libor rate had a downward trend from February till June, 
followed by a steady increase till the end of the year. The monthly average value 
for December recorded 0.7799%, which is 71.3 percent higher than the value 
recorded at the beginning of the year. 
 

5. The current evolution of the state budget indicators and the medium-
term forecasts  

After a strong recovery of the economy in 2010, the year 2011 was 
characterized by a more moderate rhythm of the national economy development. 
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Therefore, the evolution of the state budget revenues annual growth rate 
indicated 8.6 percent in 2011 (comparing to 24.1 percent in 2010). As for the share 
to GDP, the state budget revenues amounted 22.7 percent, or by 1.2 p.p. less than 
in 2010. Fiscal revenues continue to hold the major share in the state budget 
revenues. 

In 2011 the dynamics of the state budget expenditures registered an upward 
trend with an annual growth rate of 6.4 percent (comparing to 9.2 percent in 2010). 
The share of the state budget expenditures to GDP amounted 24.3 percent in 2011 
which is by 1.8 percentage points less than in 2010. 

As a result of the revenues and expenditure evolution, the state budget 
execution in 2011 resulted in a deficit by 16.3 percent lower than in 2010. The 
share of the state budget deficit to GDP indicated 1.7 percent, which is by 0.6 
percentage points less than in 2010. 

Over the medium-term the Government's actions will have the purpose to 
continue the structural reforms and the budgetary and fiscal adjustment measures 
initiated in 2010-2011, which correspond to the goal of reducing the share of the 
state budget deficit to GDP. 

During the period of 2013-2015 a constant increase of the state budget 
revenues is expected, while their share to GDP will follow a declining trend. 

Similar to the evolution of revenues, the state budget expenditures will 
register a constant increase during 2013-2015. 

The state budget deficit is expected to register an increase of about 12.9 
percent in 2012 compared to the previous year, having a share to GDP of about 1.8 
percent. During the forecasted period, the state budget deficit will have a 
downward trend, while the share of the state budget deficit to GDP will be within 
the range of 1.0 to 1.25 percent annually. However, the accomplishment of the 
budgetary projections depends, in a large extent, on the realization of the 
macroeconomic indicators forecasts. 

 
6. Country rating 

 In 2010, Moody's assigned a B3 rating to the Republic of Moldova, which is 
six steps below the threshold of the investment recommendation with a stable 
outlook. Analysts of the rating agency state that the low rating is due to the narrow 
economic base, which is highly dependent on remittances. 

 
7. The debt sustainability analysis update for Moldova 

 The updated debt sustainability analysis of Moldova was developed by the 
International Monetary Fund in 2012 and indicates that the risk of debt distress 
remains low and that public debt dynamics generally falls within safe limits. 
However, public debt vulnerability increased compared to the previous evaluation 
under the influence of worsening external environment that contributed to lower 
medium-term projections of the macroeconomic indicators. 

The analysis results show that all external debt indicators remain well below 
the thresholds under the standard bound tests and alternative scenarios. The public 
DSA suggests that the overall public sector debt dynamics are sustainable unless 
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there is a substantial and prolonged adverse growth shock. Nevertheless, the 
authorities––both central and local governments––should continue to be prudent 
with their borrowing strategy. 
 

Chapter III.  The structure and dynamics of Moldova’s central 
government debt portfolio and medium-term forecasts 
 

Section 1. Central government debt instruments during 2010-2011  
1. During the period of 2010-2011, the central government external debt 

instruments were the following:  
1) External government loans. During 2010-2011, government loans have 

held the largest share in the structure of the central government external debt. As 
for the structure of the external government loans, these are mainly from 
multilateral institutions, which amounted to 77.5 percent at the end of 2011. 
According to the destination, the external government loans have been directed for 
projects financing and for budgetary support. 

  
2) SDR allocation. Has been allocated in 2009 and requires no principal 

amount to be reimbursed, only regular interest payments, based on a floating 
interest rate that changes weekly. Therefore, this instrument carries a moderate 
interest rate risk. 

3) Assumed government guarantees. The stock of the assumed external 
government guarantees followed a declining trend during 2010-2011. Due to the 
share of less than 1.0 percent of the central government debt portfolio, this 
instrument poses insignificant risk to the central government debt. 

2. The central government domestic debt instruments include the following: 
1) Government securities issued on the primary market. In 2010-2011, 

government securities issued on the primary market have held the major share in 
the central government domestic debt portfolio. The structure of the government 
securities issued on the primary market includes: short-term GS (treasury bills with  
21, 91, 182 and 364 days maturity) and medium-term GS (2-year government 
bonds and bonds issued by subscription). 

CG external debt composition 
by instruments, 2010-2011 
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2) Converted government securities. This debt is being rolled-over annually 

based on an agreement between the Government and the National Bank of 
Moldova about the stock of the government debt previously contracted from the 
National Bank. According to the agreement, the converted government securities 
are rolled-over annually and are not exposed to major refinancing risk. During 
2010-2011, the stock of converted government securities remained unchanged. 

3) Government securities issued for maintaining the financial stability. This 
instrument was issued in 2011, with the purpose of taking over the claim of “Banca 
de Economii” S.A. for BC “Investprivatbank”, which is in the liquidation process. 
The government bonds issued for maintaining the financial stability have a 
maturity of 4.2 years and a fixed interest rate of 0.01% and thus are not exposed to 
major financial risks. 
 

Section 2. Central government debt dynamics during 2011-2015 
1. The central government debt stock slightly increased in 2011 as compared 

to 2010, by about 1.9 percent. This trend is based on the increase of the central 
government domestic debt stock by 10.1 percent in 2011, mainly due to the 
issuance of government securities for maintaining the financial stability. At the 
same time, the increase of the central government debt was mitigated by the 
reduction of the central government external debt stock, denominated in 
Moldavian lei, by 1.3% in 2011 as compared to 2010. 

During the projected period of 2012-2015, a steady increase of the central 
government debt stock is expected, supported by the upward trend of the central 
government external debt, and by the slow increase of the central government 
domestic debt stock. 

  
2. The structure of the central government debt, at the end of 2011, was 

characterized by the increase of the domestic debt share, so that it reached slightly 
above the 30 percent level in the total central government debt portfolio. However, 
this trend will reverse over the medium term, the share of the domestic central 

Central government debt 
dynamics, during 2010-2015 
(mil. lei) 

CG domestic debt composition 
by instruments, 2010-2011 
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government debt registering a downward trend in the total central government debt 
during the period of 2012-2015. This is caused mainly by the faster increase of the 
central government external debt. 

  
3. During the period of 2012-2015, a steady decline of the total central 

government debt share to the GDP will be followed, a trend started in 2011. This 
trend is caused by the faster increase of the GDP as compared to the volume of the 
central government debt. 

  
4. The central government debt service increased by about 21.0 percent at the 

end of 2011, being influenced to a greater extent by the increase of the domestic 
debt service. Thus, as compared to the situation at the end of 2010, the central 
government domestic debt service increased by about 30.2 percent. This fact is 
related to the increase of the interest rates on government securities issued on the 
primary market, which entailed simultaneously an increase of the interest rates on 
the converted government securities. 

During 2012-2015, the central government debt service amounts will not 
follow a well defined trend. Therefore, the central government domestic debt 
service will decrease in 2013 as compared to 2012, and then will slightly increase 
in 2014 and 2015, provided that the interest rates for government securities on the 
domestic market will remain at about 8.0 percent annually. The central government 
external debt service highlights a slight increasing trend during the period of 2013-
2014, followed by a decrease by the end of 2015. 

5. The share of the central government debt service to the state budget 
revenues by basic component registered a value of 4.0% at the end of 2011, which 
is by 0.4 p.p. more as compared to the same period of the last year. During 2012-
2015, according to the forecasted data, the central government debt service share to 
the state budget revenues by basic component will follow a declining trend 
reaching the value of 3.2% by the end of 2015. 

Central governement debt 
structure, during 2010-2015, % 

Central government debt to GDP 
evolution, during 2010-2015, % 
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6. The structure of the central government debt service highlights the major 

share of the central government domestic debt service, which exceeds 60 percent 
of the total debt service. At the end of 2011, the share of the central government 
domestic debt service reached the value of 72.2% , while during 2013-2015 it is 
expected to fall below 70 percent. 

Consequently, although the central government domestic debt has a share of 
only about 30 percent of the total central government debt portfolio, it engages 
about 60 percent of the central government debt service. 

  
 
Section 3. The financing sources forecasts for the period of 2013-2015 
1. The medium-term financing needs of the Government are based on the 

state budget forecasts, taking into account the budgetary and fiscal adjustments 
initiated during 2010-2011. Therefore, the net financing is one of the main factors 
contributing to the increase or decrease of the central government debt volume. 
The forecasts of the state budget deficit and its financing sources for the period of 
2013-2015 are presented in the Table 3.1. 

Table 3.1.  
Forecasted financing sources, during 2013-2015 

 Indicator Unit of measurement 2013 2014 2015 
Primary deficit mil.lei 540.3 454.5 411.0 
Interest payments mil.lei 672.8 755.2 744.1 
Fiscal deficit mil.lei 1 213.1 1 209.7 1 155.1 
Debt redemption mil.lei 15 623.9 15 189.3 14 855.4 
Gross financing need mil.lei 16 837.0 16 399.0 16 010.5 
Privatization mil.lei 250.0 240.0 230.0 
Other sources mil.lei -151.4 -587.5 -354.6 
Financing need mil.lei 16 738.4 16 746.5 16 135.1 
External financing mil.lei 1 609.8 2 057.9 1 886.5 
Domestic financing mil.lei 15 128.6 14 688.6 14 248.6 

  

Central government debt service 
structure, during 2010-2015, % 

Central government debt service 
in nominal values and as a share of 
the budget revenues by basic 
component (BRBC),  
during  2010-2015, mil. lei 
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 The net financing for the period of 2013-2015, will be characterized by a 
declining trend in terms of domestic financing sources, and respectively the 
general deficit will be covered mainly from external sources. This evolution shows 
that Moldova is highly dependent on the external financial markets. Thus, the net 
domestic financing will indicate a decrease by 20 percent in 2014 as compared to 
2013 and by 9.8% in 2015 as compared to 2014. During the same period, the net 
external financing will increase by about 55.8 percent in 2014 as compared to 
2013, followed by a decrease in 2015 by about 18.9% as compared to 2014.  

  
2. External financing sources 
During 2013-2015, it is estimated that the Government will attract inflows 

from external loans in an amount of about 5 554.2 million lei (440.9 million U.S. 
dollars). For the budget support will be used around 19.1% of the inflows of the 
central government external loans and for the projects financing - 80.9% of the 
external loans inflows. 

The structure of the external loans inflows by creditors shows that a share of 
about 97.8% will be held by multilateral institutions while the remaining 2.2% - by 
bilateral institutions. A more detailed analysis of the creditors shows that the 
external loans inflows will be distributed as follows: 

a) From the European Investment Bank – 32.7%;  
b) From the World Bank – 30.4%;  
c) From the European Bank for Reconstruction and Development – 22.1%. 
d) From the  Council of Europe Development Bank, International Fund for 

Agricultural Development and Government of Austria in a much smaller 
share. 

 The structure of the inflows of external loans by creditors shows that for 
Moldova, significant external financial support, especially from the Euro zone, will 
be available, which emphasizes the European integration direction chose by the 
country. 

Table 3.2.  
External net financing, during 2013-2015 

Indicators Unit of 
measurement 2013 2014 2015 

External net financing mil. lei 877.6 1 367,6 1 108,6 
1. Inflows of external government loans, 
including:   1 609.8 2 057,9 1 886,5 
     Investment projects mil. lei 1 086.9 1 668,3 1 746,1 
     Budget support mil. lei 522.9 389,7 140,4 
2. Principal repayment mil. lei 732.2 690,3 777,9 

External and domestic net financing, 
during 2013-2015,mil. lei 
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External net financing mil. US dollars 70.5 108,8 86,9 
1. Inflows of external government loans, 
including:   129.3 163,7 147,8 
     Investment projects mil. US dollars 87.3 132,7 136,8 
     Budget support mil. US dollars 42.0 31,0 11,0 
2. Principal repayment mil. US dollars 58.8 54,9 61,0 

 
3. Domestic financing sources  
During the period 2013-2015, in order to finance the state budget deficit are 

expected to be traded additional government securities on the primary market in an 
amount of 1 326.9 mil. lei, including 480.0 mil. lei in 2013, 432.7 mil. lei in 2014 
and 414.2 mil. lei in 2015. Also, it is expected to decrease the debt of the 
Government to the National Bank of Moldova on previous contracted loans by 
150.0 million each in 2013, 2014 and 2015. During the period 2013-2015 the 
redemption of government securities issued for maintaining the financial stability 
will continue by 93.1 mil. lei each year. 

Table 3.3.  
Domestic net financing, during 2013-2015 

Indicators Unit of 
measurement 2013 2014 2015 

Domestic net financing mil.lei 236.9 189.6 171.1 
1. Government securities issued on the primary 

market, including: mil.lei 480.0 432.7 414.2 
   Government securities issued by auction mil.lei 550.0 450.0 450.0 
   Government securities placed by subscription mil.lei -70.0 -17.3 -35.8 
2. Converted government securities mil.lei -150.0 -150.0 -150.0 
3. Government securities issued for 
maintaining the financial stability mil.lei -93.1 -93.1 -93.1 

 
As regards the government securities issued by auctions, during 2013-2015, 

the issuance of short-term government securities (treasury bills with a 91, 182 and 
364 days maturity) will continue. The issuance of the treasury bills will focus on 
increasing the volume of the longer maturity instruments, as the 182 and 364 days 
treasury bills. Meanwhile, the supply of the 91 days treasury bills will gradually 
decrease. 

Additionally, will continue the issuance of 2-year government bonds with a 
variable interest rate, as well it is planned to issue 3-year bonds with a fixed 
interest rate by increasing the attractiveness of these instruments. 

 
Chapter IV. Implementation measures of the medium-term debt 

management  
 

Section 1. Instruments of the central government debt during 2013-2015 
In order to achieve the fundamental objective of the central government debt 

management and to maintain a reasonable structure of the central government debt 
portfolio, there will be monitored the central government debt structure by 
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instruments and the risks related to each separate instrument. Thus, during 2013-
2015, the structure of the will be monitored debt will include the following 
instruments: 

1. Government securities issued on the primary market. During 2013-
2015, the government securities issued on the primary market will continue to hold 
the major share of the will be monitored domestic debt portfolio. The structure of 
the government securities issued on the primary market includes: short-term GS 
(treasury bills with a 21, 91, 182 and 364 days maturity) and medium-term GS (2-
year and 3-year government bonds with fixed or variable interest rate and 
government bonds issued by subscription). The stock of the government securities 
placed by subscription will decrease gradually, these being fully repaid by the end 
of 2015. 

2. Converted government securities. This instrument does not expose the 
central government debt portfolio to major risks, as this debt is being rolled-over 
annually based on an agreement between the Government and the National Bank 
of Moldova, therefore not being significantly affected by the refinancing risk. By 
the end of 2015, the stock of converted government securities will decrease by 
about 32 percent compared with the situation at the end of 2013. 

3. Government securities issued for maintaining the financial stability. 
This instrument has a maturity of 4.2 years and a fixed interest rate of 0.01%, thus 
not being exposed to major financial risks. The government securities issued for 
maintaining the financial stability hold a very small share in the central 
government domestic debt portfolio, and by the end of 2015, will be fully repaid. 

4. External government loans. During 2013-2015, the external government 
loans from the multilateral institutions will continue to hold the major share in the 
central government external debt, which by the end of 2015, will amount to 
approximately 88.8% of the central government external debt portfolio. According 
to the structure by creditors, the first places are held by the debt from the 
International Development Association, the International Monetary Fund and the 
European Investment Bank. 

5. SDR allocation. This instrument represents international reserve assets, 
created by the IMF and allocated to its members to supplement their reserve assets. 
Allocated in 2009, it does not require the redemption of the principal amount, but 
only the interest payment based on a floating interest rate. Thus, it is being 
associated with a moderate interest rate risk. 

6. Assumed government guarantees. The share of this instrument in the 
central government debt portfolio will decline gradually, the last payment being 
made in 2015. The providing of new central government guarantees will be made 
only in the favor of strategic/ national interest projects, for which this type of 
instrument is absolutely necessary in a particular context, after conducting a 
rigorous risk analysis under the existing legal framework. 
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Section 2. Risk parameters of the central government debt during 2013-

2015 
The selected parameters have been determined based on the current structure 

of the central government debt portfolio, and will serve as a supporting element in 
monitoring of risks and avoiding the central government debt portfolio major 
exposure to certain types of risk. Consequently, the parameters will be 
continuously monitored, and adjustments of the portfolio structure will be ensured 
based on the relevant central government debt instruments. Minor deviations from 
the proposed thresholds are allowed, in case if these deviations do not cause 
additional financial risks. 

a) The share of the domestic central government debt in the total central 
government debt should not register values below 20%; 

b) The remaining maturity of the central government debt: the central 
government debt maturing within one year should not exceed the threshold of 35% 
of the total central government debt. 

c) The optimal share of the fixed rate debt in the total central government debt 
portfolio - not less than 50%.  

d) The currency composition of the central government external debt 
portfolio: the share of any foreign currency debt should not exceed the threshold of 
50% of the total external central government debt1. 

 Besides the risk parameters related to the central government debt structure, 
a debt sustainability indicator will also be monitored: 

e) The share of the central government debt service to the state budget 
revenues (excluding grants) should not exceed the threshold of 20%2.  
 This indicator cannot be influenced directly by the debt management 
authorities, but is important to be monitored because it can be used as a reference 
point in the financing decisions, in a manner which brings in line the financing 
needs with the current and future ability to repay the debt. 

 
Chapter V. The risks associated with the central government debt 

portfolio and the constraints that might affect the medium-term debt 
management implementation  

 
Section 1. The definition and analysis of risks associated with the central 

government debt portfolio 
The effective risk management aims at minimizing the risks while minimizing 

the costs at the same time. This goal can be achieved through proper management 
of the debt portfolio structure and optimal selection of new debt instruments. 

Volatility of the financial markets - either because of the fluctuating interest 
rates, exchange rates or inflation changes - results in an increased volatility of the 

                                                
1  This indicator does not take into account the currency baskets (e.g. SDR), but separate currencies which are part 
of the currency basket. 
2 This indicator is an indicative policy-dependent threshold from the Debt Sustainability Framework for Low-
Income Countries (DSF), prepared by the staff of the World Bank and IMF. 
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debt portfolio. These risks identified as market risks are the main types of risks 
associated with the central government debt of the Republic of Moldova and 
include: 

a) Refinancing risk; 
b) Exchange rate risk; 
c) Interest rate risk. 
In addition to the above mentioned, there is also the operational risk, which 

affects indirectly on the central government debt portfolio. 
1. Refinancing risk 
Monitoring the refinancing risk is particularly appropriate for the countries 

with high levels of debt, unstable macroeconomic conditions and an 
underdeveloped domestic market. 

The refinancing risk will be managed by preventing a major part of the 
payment obligations to be repaid simultaneously, as well as a proportional 
distribution of the maturity of new debt instruments over different periods of time. 

1) The redemption profile of the CG debt portfolio3  
Taking into account the projections for the redemption profile, a payment 

peak stands out in the first year of the forecast, represented especially by the 
central government domestic debt, which consists mainly of short-term debt. This 
segment of the domestic debt holds a share of about 6,1% of GDP and will be 
refinanced every year by new issues of government securities, which will not 
negatively affect the state budget, unless a major fluctuation of the interest rates on 
the domestic market occurs.  

  
As for the central government external debt, there is a relatively smooth 

distribution of payments over the long-term and respectively a low refinancing 
risk. However, starting with the year 2017, a gradual increase of the external debt 
payments can be followed, highlighting the payment peak in 2022. This trend can 
be explained by the fact that the financial terms for the loans to be contracted by 
Moldova from the World Bank/IDA have been changed.  

At the same time, the major share of the floating rate debt is concentrated in 
the first ten years, representing an exposure to the interest rate risk. This could 
create a certain pressure over the medium-term for the repayment of the central 

                                                
3 A specification concerning the debt redemption profile is that it does not include the debt to the National Bank of 
Moldova (NBM), converted into government securities, which is rolled-over annually based on an agreement 
between the Government and the NBM about the stock of the government debt previously contracted from the 
National Bank. Therefore, this debt is rolled-over annually and is not exposed to the refinancing risk. 

Redemption profile of the central 
government debt, by interest rate 
type, as of end-2011 (mil. lei)  
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government external debt, especially in case of major fluctuations of the interest 
rates on the international markets. 

Over the medium-term, the exposure to the refinancing risk might increase, if 
the payment capacity of the Republic of Moldova will be reviewed and the country 
will access more funds from the International Bank for Reconstruction and 
Development (IBRD). This is linked to the fact that in 2011 Moldova has received 
the CPIA4 score that places it in the category of strong performance countries in 
implementing policies that promote economic growth and poverty reduction. 

2) Average time to maturity (ATM) and debt maturing within one year  
 The higher the value of the average time to maturity indicator, the more 
secure it is considered and the lower is the exposure to the refinancing risk.  

Table 5.1. 
Refinancing risk indicators, as of end-2011  

 Central 
government 

domestic debt 

Central 
government 

external debt 

Total central 
government 

debt 
Average time to maturity (ATM), years  0.7 11.4 9.5 
Debt maturing within one year, % 94.5% 4.5% 31.8% 

  
 The value of the above indicators supports the conclusions drawn based on 
the redemption profile of the central government debt, namely a higher exposure to 
the refinancing risk of the central government domestic debt. It has an average 
time to maturity of less than one year and a share of 94.5 percent that matures 
within one year as of the situation at the end of 2011. Therefore, the short maturity 
of the domestic debt instruments associated with the possible fluctuations of the 
domestic interest rates could create significant pressure on the central government 
debt portfolio. 
 The central government external debt, due to long-term maturity instruments, 
mainly at fixed interest rates, stays within safe limits as concerning the refinancing 
risk, as of the end of 2011. 
 As for the total central government debt, about one third of it will reach the 
maturity date within one year. Although this value does not indicate a significant 
refinancing risk, the situation of the central government debt should be 
continuously monitored in order to avoid increasing of the risk indicators. 
 Similar to the redemption profile, in the calculation of these indicators, the 
debt to the National Bank of Moldova was not included, so as not to distort the real 
situation of the debt data.  

2. Exchange rate risk 
 The exchange rate risk refers to the high volatility of the central government 
debt portfolio as a result of the changes of the Moldavian lei exchange rate against 
other currencies. A major share of the foreign currency debt in the total central 
government debt supposes a significant exposure to the exchange rate risk. This 
                                                
4 CPIA – Country Policy and Institutional Assessment. CPIA is a country assessment conducted by the World Bank 
to evaluate the quality of a country’s present policy and institutional framework. One of the reasons the World Bank 
is calculating annually the CPIA score for different countries is to determine the relative size of grants and 
concessional loans to be provided to low-income countries. 
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risk is particularly important to be monitored in developing countries where the 
central government external debt holds a large part of the total central government 
debt.  
 This risk needs to be maintained within reasonable limits because the 
exchange rate fluctuations can affect both the costs of central government external 
debt, as well as the overall volume of the central government debt, denominated in 
Moldavian lei. 
 The case of Moldova is not an exception, as one of the main categories of 
risks associated with the central government debt portfolio is the exchange rate 
risk. This can be observed from the composition of the central government debt. 
Over the medium-term, the share of the central government external debt in the 
total central government debt will increase and will reach its highest value in 2015 
– 74.1 percent. Therefore, the exposure to the exchange rate risk will also increase. 

Table 5.2.  
Central government debt structure, during 2011-2015 

Indicators 

2011 2012 2013 2014 2015 
% of 
total 
CG 
debt 

% of 
GDP 

% of 
total 
CG 
debt 

% of 
GDP 

% of 
total 
CG 
debt 

% of 
GDP 

% of 
total 
CG 
debt 

% of 
GDP 

% of 
total 
CG 
debt 

% of 
GDP 

CG external 
debt 69.6 16.3 71.4 17.5 71.9 16.8 73.2 16.7 74.1 16.4 
CG domestic 
debt 30.4 7.1 28.6 7.0 28.1 6.6 26.8 6.1 25.9 5.7 

 Several conclusions can be drawn after analyzing the currency structure of the 
central government debt: 

a) About 50 percent of the central government debt are the SDR loans. This 
percentage will not change significantly over the medium term. 

b) Over the medium term, the share of the central government debt in 
Moldavian lei will decrease below the level of 30 percent of the total central 
government debt. Thus, the local currency debt is forecasted to register 25.9 
percent at the end of 2015.  

c) Over the medium term, the share of the central government debt in U.S. 
dollars will have a downward trend, while the share of the debt in Euro will follow 
a significant increase. Therefore, during the period of 2011-2015, the share of the 
debt in Euro will increase by more than 10 percentage points. 

d) With the breakdown of the SDR debt to component currencies, the major 
share is held by the U.S. dollar and the Euro. Therefore, while at the end of 2011, 
the Euro held a lower share than the U.S. dollar, by the end of 2015 this trend is 
expected to reverse, so that the highest exposure of the central government debt 
becomes to the Euro. This trend is mainly due to the increase of the financing 
sources from multilateral creditors from the European area during the period of 
2013-2015. 
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3. Interest rate risk  
The interest rate risk is determined by the exposure of the central government 

debt portfolio to the interest rate changes on the local and international markets. 
The identification and management of this risk is important as it mostly depends 
on external factors, which are in a permanent fluctuation. This fact makes the 
medium and long-term forecasting of the interest rates evolution quite difficult. 

Variations of the interest rates on the domestic and international markets are 
affecting the costs of the central government debt, especially when the fixed 
interest rate debt has to be refinanced or when the interest rates are to be re-fixed 
according to the new market conditions in the case of floating rate debt. This 
makes obvious the close connection between the interest rate risk and refinancing 
risk. 

1) The central government debt structure 
 The analysis of the structure of central government external debt by type of 
interest rate reveals a relatively low risk, since at the end of 2011 about one third of 
the central government external debt had a floating interest rate. Over the medium 
term, significant changes in the structure of the central government external debt 
by type of interest rate will not occur. 
  As for the central government domestic debt, over 90 percent of it is exposed 
to the interest rate risk, primarily because of the debt instruments with a maturity 
of up to one year and the floating rate instruments with a maturity exceeding one 
year. 
 The interest rate risk associated to the total central government debt, given the 
structure of debt by interest rate types, will decrease over the medium term. 
Therefore, the share of the floating rate debt is expected to decline from 50.3% at 
the end of 2011 until 46.4% at the end of 2015. This will be caused, in particular, 
by the diminishing of the nominal value of the central government domestic debt 
which is either short-term or floating rate debt. 
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The floating rate government external loans are based, primarily on the 6 

month USD Libor and 6 month Euribor rates. During the year 2011, the 6 month 
Euribor continued the upward trend started in 2010, after which in august this 
trend reversed and the rate followed a slight decrease. The average value of 
December 2011 was 1.671%, which is 33.3 percent higher than that recorded at the 
beginning of the year. During the same year, the USD Libor rate had a downward 
trend from February to June, followed by a steady increase. The monthly average 
for December reached the value of 0.7799%, which is by 71.3 percent higher than 
the value recorded at the beginning of the year.  

On the domestic market, the interest rates on government securities issued on 
the primary market depend on the base rate set by the National Bank of Moldova.  

Thus, during 2011, the base rate was kept constant at 8.0 p.p. from January 
until July. Subsequently, in order to anticipate the inflationary pressures, both in 
July and August, the base rate was increased by one percentage point, reaching the 
value of 10 p.p.  By the end of the year the base rate was reduced to 8.5 p.p. on the 
background of stopping of the annual inflation rate increasing trend started in 
February of the same year. 

2) Average time to re-fixing (ATR) and debt to be re-fixed within one year  
 Same as the average time to maturity indicator, the higher the value of the 
average time to re-fixing indicator, the more secure it is for the debt portfolio in 
terms of risk exposure. 

Table 5.3.  
Interest rate risk indicators, as of end-2011  

Indicators 
Central 

government 
domestic debt 

Central 
government 

external debt 

Total central 
government 

debt 
 Average time to re-fixing (ATR), years  0.6 10.2 7.7 
Debt to be re-fixed within one year, % 95.2% 28.9% 49.0% 

  
 The above interest rate risk indicators confirm that the central government 
domestic debt is exposed in a greater extent to the interest rate risk, since over 90 
percent of the central government domestic debt will be re-fixed to new interest 
rates within a year. Thus, an unexpected increase of the interest rates on the 
domestic market will have an immediate impact on the central government debt 
costs. The average time to re-fixing (ATR) for the central government domestic 
debt was 0.6 years at the end of 2011.  
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 The values of the interest rate risk indicators related to the central government 
external debt show a lower exposure to the interest rate risk. This situation is due 
to the fact that the fixed rate external debt also has a long-term maturity, meaning 
that the interest rates for the central government external debt will not be re-fixed 
to new market conditions for a longer period of time.  
 In the case of the total central government debt, 49.0 percent of it has to be 
re-fixed to new interest rates within a year, in this way highlighting the high 
exposure to the interest rate risk of the central government debt portfolio. 

4. Operational risk  
The operational risk includes the settlement risk and the risk of errors. The 

settlement risk arises when multiple data processing and recording activities are 
conducted manually, while the risk of errors is often based on the separation of 
activities for certain functions in the debt management process. Also, the 
operational risk refers to issues such as procedures and informational systems in 
place for keeping track of the public debt. 

At present, the operational risk is at a medium level. Over the medium-term it 
will be closely monitored and optimized by continuously improvement of the staff 
capacity and development of the internal control procedures within the Public Debt 
Department of the Ministry of Finance.  
 

Section 2. Constraints that might affect the medium-term debt 
management implementation 

This section covers the factors that might affect the implementation of the 
medium-term debt management, including the forecasted debt data and indicators: 

1) Macroeconomic factors – reflect the changes of the economic parameters 
that served as baseline projections. In particular they refer to: 

a) fluctuation of the national currency exchange rate; 
b) inflation rate dynamics; 
c) structural reforms; 
d) economic growth. 

2) Changes in the monetary policy. 
3) Changes in the fiscal and budgetary policy. 
4) Changes in the legislative and regulatory framework. 
In the context of the constraints that could affect the implementation of the 

medium-term debt management, the analysis of alternative scenarios related to the 
evolution of the market indicators that impact the central government debt service 
is appropriate. 

Section 3. Alternative scenarios related to the evolution of the market 
indicators that impact the central government debt service 

In order to examine the volatility of the debt portfolio to the market risks, 
namely interest rate risk and exchange rate risk, there has been analyzed the 
influence of potential changes in interest rates and exchange rates on the central 
government debt costs. 
 Four shock scenarios A, B, C and D, have been developed, based on changes 
in market conditions, namely: 
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A. The depreciation of the national currency, in 2013, against the: 
a) US dollar – by 35%; 
b) Euro – by 35%; 
c) Japanese yen – by 35%. 

B. The increase of the interest rates, in 2013: 
a. by 1.5 p.p. on the external markets, excluding the interest rates 
for concessional loans; 
b. by 5.0 p.p. on the domestic market. 

C. The increase of the interest rates, in 2013: 
a) by 3.0 p.p. on the external markets, excluding the interest rates 
for concessional loans; 
b) by 10.0 p.p. on the domestic market. 

D. The combined shock is the combination of the shock regarding the 
national currency depreciation by 15% against the U.S. dollar, euro and 
Japanese yen with the one from the second scenario (B). 

The rationale behind the choice of these shocks lies in the changes of the 
exchange rates and interest rates over the past two years, including their evolution 
during the economic crisis year of 2009. Therefore, as an example are presented 
the exchange rate movements of the Moldavian lei against the U.S. dollar, euro and 
the Japanese Yen. These currencies have been selected since they are the 
component currencies of the SDR basket, which holds the largest share in the 
central government external debt portfolio. 

The other macroeconomic indicators, such as the GDP, inflation rate, state 
budget indicators, etc., are considered not to be subject to changes for the analysis 
period as compared to the baseline scenario. 

Table 5.4.  
Evolution of the Moldavian Lei exchange rate against the US dollar, Euro and 

Japanese Yen, during 2010-2012 

         
Source: www.bnm.md  

 Several indicators reflecting the changes in the volume of the central 
government debt and in its costs have been analyzed, in order to follow the effects 
of the shocks on the debt portfolio. The mentioned indicators are: the share of the 
central government debt to GDP, the share of the central government debt service 
to GDP, and the share of the central government debt service to the state budget 
revenues (excluding grants) and expenditures.  
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Table 5.5.  
Evolution of the central government debt indicators under the influence of the 

shocks resulting from the market conditions changes, the situation as at the end of 
2015   

       
 

      
 The main conclusions that can be drawn based on the presented data are: 

a) The volume of the central government debt portfolio has the highest 
exposure to the exchange rate risk. Thus, under a depreciation of the Moldavian lei 
by 35% against the US dollar, euro and the Japanese yen, the share of the central 
government debt to GDP increases by 4.6 p.p. The growth of the interest rates does 
not significantly influence the evolution of this indicator. 

b) The central government debt service, meaning its associated cost, is 
mostly exposed to the interest rate risk. Consequently, under the significant interest 
rates growth shock, the share of the debt service to GDP increases by 0.2 p.p. or 
almost twice as compared to the baseline scenario. 

c) The most pronounced risk that could create considerable pressure on the 
central government debt portfolio over the long term is the exchange rate risk. As a 
solution to minimize this risk could serve the increase of the central government 
domestic debt share in the total central government debt. However, in terms of 
costs, the central government domestic debt is characterized by a much higher cost 
compared to external government loans. Another obstacle is the insufficient 
development of the secondary market for the government securities. Nevertheless, 
over the medium-term, the central government debt portfolio will stay within 
reasonable limits in terms of risk indicators. 
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Glossary 
Sensitivity analysis is a technique used to determine how different values of 

an independent variable affect a particular dependent variable given a set of 
assumptions. 

ATR (Average time to re-fixing) – the indicator measuring the interest rate risk 
of the debt portfolio. ATR represents the average period, expressed in years, for 
which the costs of the debt service are fixed. The larger the share of the short term 
variable rate debt, the higher is the interest rate risk and the lower is the ATR.  

ATM (Average time to maturity) – the indicator measuring the refinancing risk 
associated with the debt portfolio. The ATM is the average period, expressed in 
years, according to which the existing debt has to be repaid. The longer the 
maturity of the debt instruments, the lower is the refinancing risk and the larger is 
the ATM. 

Management of risks associated to the central government debt aims at 
maintaining an optimal structure of the central government debt portfolio. 
Nevertheless, it is a process closely related to and directly focused on such 
dimensions as: 

a) macroeconomic framework (economic growth of Moldova and of the rest 
of the world, inflation rate, global economic crises); 

b) fiscal framework (the volume of the financing needs); 
c) market conditions (the level of the interest rates on the domestic and  

international markets, exchange rates, demand for government securities); 
d) legal and institutional framework (changes in legislation). 
Market risks – refer to risks associated with changes of the market prices, 

such as interest rates, exchange rates, etc., and their impact on the debt service 
costs. 

Refinancing risk – this type of risk is closely connected to the interest rate risk 
and refers to the probability of the incapacity to obtain new financing sources as 
debt comes to maturity or to obtain financing at very high costs. This depends on 
the level of the domestic financial market development (liquidity and changes in 
the domestic interest rates, which depend on the macroeconomic trends and 
implicitly on market expectations concerning these trends), as well as on the trends 
on the international markets.  
 Given that the refinancing risk is confined to the risk that the debt could be 
refinanced at higher interest rates, this can be considered as belonging to the 
market risks. However, the incapacity to refinance the debt and/or a significant 
increase in the financing costs can evolve into a debt crisis and therefore can cause 
real economic losses. For this reason, in addition to the purely financial effects of 
the high interest rates, this type of risk is usually treated separately. 
 Operational risks – includes a number of risk types, such as errors at various 
stages of the execution and recording of transactions, imperfections or defaults in 
internal controls, or in systems and services, legal risks, security breaches or 
natural disasters which can affect business operations. 

Interest rate risk – refers to changes in interest rates on the foreign or 
domestic financial markets and is influenced by the volatility of interest rates, 
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monetary and fiscal policies, and international financial markets developments. 
These changes can influence asymmetrically the cost of debt in the state budget 
and can lead to deviations from the planned budget. The debt portfolio is exposed 
to the interest rate risk through the variable rate debt and through debt which 
matures and has to be refinanced. In both cases, interest rates are adjusted 
according to the current market rates. 

Exchange rate risk – is a component part of the market risks and refers to the 
possibility that the fluctuation of the exchange rates can affect negatively or 
positively the debt costs, having an impact on the state budget. The debt 
denominated in foreign currency increases volatility of the costs of debt service 
denominated in local currency. 
 
  


