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About the project

This study was developed within the project “Eniogc Economic Development Policies through
Building Czech-Moldovan Partnership”. The projestjointly implemented by the EXPERT-GRUP
think-tank (Republic of Moldova) and the EEIP cdtexucy company (Czech Republic). The project was
supported financially by the Moldova Soros-Fourmtatand the Open Society Fund—Prague within the
East-East Program.

The main goal of the project was to contributeht® advancement of partnership relations, espedially
the area of economic development, between the CReplblic and the Republic of Moldova as part of
Moldova’s European integration endeavor. This g@al achieved through a joint study of the policgs
economic development employed by the Czech Repabtitorities and exchange of experience between
Czech and Moldovan business and civil society secfbhe project finalized with this comprehensive
study and dissemination of the information on #muits of the project.

Working within a joint research program the Moldovand Czech partners aimed at assessing and
analyzing the current state of economic relatioevben the Czech Republic and the Republic of
Moldova. As result, a number of niches and oppdtiesifor economic cooperation have been identified
The key points of analysis were trade, investmadtlausiness contacts.



Executive summary

Since the breakup of the socialist bloc and Saviebn, both the Republic of Moldova and the Czech
Republic have stridden to build modern democrdtbtes and competitive market economies, as well as
to become legitimate parts of the European Unioertdinly, the Czech Republic has much more
progress to report with this respect. Its politieald economic transition culminated on May 1, 2004,
when the Czech Republic along with other nine coemitbecame member of the European Union.
Moldova’s transition has been much more uncertaid arratic up to the moment. Here is the first
purpose of the study to highlight the most impdrfeatures of the countries’ transition path andraw
important lectures for Moldova from the Czech eigrae. Furthermore, significant economic progress
and international openness might make the Czechlifiefan important destination of Moldovan exports
and source of investments to be attracted in M@Ad®o far progress has been rather modest. Thaus, th
second purpose of the study is to look closer atettbonomic cooperation between two countries, ¢o se
what the major impediments in the process are amdthis cooperation may be re-energized.

The structure of the study is as follows.

The fist chapter attempts to outline most contergtissues posed by the transition process in teelCz
Republic and to draw chief lessons on this basismer Czechoslovakia had a good starting poirtiet t
beginning of transition as a mid-developed indaktrountry at levels comparable to those of podekkst
members, Greece and Portugal. Generally, Czechitianfollowed path well-known in former socialist
bloc countries. It was based on so-called ‘Washbimgionsensus’, which most shortly can be expressed
by the following triad: liberalize, privatize, sitibe. The first period of transition (up to 199%as quite
successful featuring robust economic growth, modwtdtion or reorientation of exports westwards.
However, in the 1997-98 economy trembled mainlyaasgesult of insufficient institutional changes,
delays in enterprise restructuring and in estalesfit of well-developed capital market. Another seur
of discontent was the manner in which governmennagad privatization. This process is paid
considerable attention as Moldova chose the samatigation methods. Only after 2000 robust growth
trends have returned. Strong economic performaneanteally contributed to the country’s EU
accession.

This chapter also shows other important elememtishtblped successful transition in the Czech Réqubl
active involvement in global and European tradekingathe country an attractive place for FDI and
unleashing SME sector. And as this chapter showstiate has an important role to play: establishing
open and predictable framework for trade and imaent, and pro-active promotion of country’s and
companies’ interests both in the Czech Republicadordad.

Besides successful transition, there is one mgoecasnentioned of which Moldovan counterparts may
be envious: European integration. Hence, the sechagter looks in more detail at the way passed by
the Czech Republic in joining the European Clubklsince 1991 up to accession celebrations in 2004.
The process started with the Copenhagen critetighaMoldova has yet to fully satisfy, to the sdled
Maastricht indicators. The Czech Republic put ademsible effort to fully adjust its legislation thet
acquis communitaire, while hard work on the growsas strongly supported by PHARE Program and
others alike. However, as a result of accessionCrech Republic has had to apply common customs
policy, which might put additional stress on itsvgoercial relation with the countries out of the EU.
Furthermore, the chapter reflects on the shift$ tha Czech agriculture had to pass through in the
accession process and compares benefits of actgssicess to the EU markets, stronger negotiation
position towards partners from third countries, enmansparent domestic entrepreneurial environiment
higher inflow of FDI) with expected costsoutflow gfialified labor force to western member states and
higher inflow of foreign goods). As the Czech Rdjubecame fully-fledged EU member it obtained
more leverage over the European foreign policythia respect, the Czech Republic is mostly on side
with other new members supporting more EU involvenie assisting developing neighboring countries
in eastern Europe and keeping the EU doors opethdon.

The third chapter turns to Moldova, looking at eatlunsteady country’s progress in transition. The
Moldova had much worse starting point in transittban Czech Republic. Thus, early transition was
mainly featured by state-building efforts coupleithwather modest progress in economic domain. &hes
were further undermined by the military conflictbneak-away region of Transnistria. Despite alsthe

6



early in transition Moldova was considered ‘starf@ener’ amongst western CIS countries, while egdin
up as ‘reform laggard’ by mid-90’s as privatizatiand structural reform reforms went stunt. Moldova
was also very slow to reorient its trade and saffeenormously in the wake of Russian crisis of 1998
Economic fortunes have reversed since then. In 2006 GDP growth averaged 5.9%, while the GDP
per capita level of 1993 being reached by 2004.r&8lie questing how long this growth may last. It
remains heavily dependent on remittances sent dgdwa’s labor emigrants and concentrated mainly in
big cities, while modernization of economy is ratlséow. Most dispiriting, Moldova'’s trade patterns
have been changing quite slowly, being mostly aedrtoward CIS markets and concentrated in very
limited group of low value-added products categdg.surprise, Moldovan exports suffered immensely
as a result of Russian ban on wine imports fromdded. Moldova has fared comparatively poorly on
the FDI attraction as well. Unstable policy framekyaunfavorable business climate, weak governance
and rampant corruption have determined such outsome

All this being said, the fourth chapter attemptsemonomic comparison of the Czech Republic and
Moldova. In the nutshell, the chapter tries to agrswrucial question: why one should expect strong
economic cooperation between these two countrigdlafThe chapter approaches this question armed
with two theories: complementariness of economécigization and trade gravity. According to thesffi
theory, the Czech Republic and the Republic of Meédhave quite different specializations refledted
the structure of economy and of exports. Moldowalgent specialization lies with agriculture, foaod
beverages, while the Czech’'s one is more advanedtg bconcentrated on manufactured articles,
machinery and transport. Gravitational theory sstg¢hat Moldova's trade with the Czech Republic
should be comparable to other countries in theoreghis is however not the case. Trade with thec8z
Republic appears much weaker developed than withiaBla, Hungary or Poland for example. The
chapter also shows how the Czech Republic has eeoragional economic hub that may well become
important partner for Moldova in Europe. Further btoldova’s strong points are shown if the aim this
country to become one the bridges between EurogeAara is considered. The chapter also provides
interesting exercise of presenting business cudtafdoth countries, which exhibit both similaritiand
differences, but clearly showing compatibility betapproaches of Moldovan and Czech businessmen to
the way of doing business and setting economitioalships.

Next chapter looks at how bilateral trade betwdenRepublic of Moldova and the Czech Republic can
be advanced. The chapter starts with reviewing mstieps by which bilateral cooperation evolved,
looking closely at the changes brought by the Czamtession to the EU. Unfortunately, as analysis
shows, economic relations between two countrieainemvell below their potential. This underdeveloped
relation is closely mirrored by anemic evolutiontigfde between two countries. What reasons may hold
back development of bilateral trade? Probably, ¢usstion is best addressed to Moldovan and Czech
companies who do business with each other. For pheansurvey conducted among Moldovan
companies trading with Czech counterparts point lagk of information, cumbersome customs
procedures and high technical standards. On tleetr purveyed Czech companies also outline lack of
reliable information on eventual trade partnerMimldova, that's why they often act through dealdis.

the same time, it seems, Moldovan market so fésis attractive in regional comparison for the @zec
companies. The chapter concludes with identifyiotgptial niches for trade development.

The sixth chapter looks at possibilities of attiragiCzech investments in Moldova. It starts wittegiew

of current situation and shows that so far volume€£zech investments have been quite negligible.
However, it also shows that interest to invest iewgng ranging from soap production to irrigation
equipment production. Quite important is the fabgt these investors find Moldovan market quite
attractive and lucrative after all. This, howewdoes not mean that further efforts to attract muncine
investment are not needed. How this can be dondf @iech investors are not that different from
others after all. The recipe is well-known: imprayeneral investment climate. Putting foreign ingest
on par with domestic ones was a step in right doecothers like refraining from preferential theeent

of state-owned companies and an administrative mmeaadvancing further regulatory reform and others
should follow. The chapter concludes with 6 possiinivestment projects that would unite efforts of
Czech and Moldovan businessmen.

Next chapter looks at the relation between the RzZRepublic and the Republic of Moldova from
another angle. Namely, it looks at the way the Gzgmvernment assists development of Moldova via
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official aid provision since Moldova was declareg the Czech government as one of the priority
countries. It seems that opportunities to furthgrl@e the opportunities in this field are abouktbre
expressed and documented interest on Moldovarisigguired.



What the Czech Republic and the Republic of Moldova have in
common?

While not immediate neighbors, the Czech Repubiit the Republic of Moldova have many features to
share and many links to explore. Paradoxicallyt gy seem, both countries are located in thetlofar
Europe. While the Czechs are just in the centéhefolitical Europe (European Union), the Moldavan
live in the middle of the geographical Europe stigtg from the Atlantic to the Ural Mountains.
However while the Czech Republic has achieved 0426 strategic goal of becoming a fully-fledged
member of the European family, the Republic of Meta has only recently asserted its aim of accessing
the European Union.

Both countries have rich and plentiful history whitey are proud of. The Czechs have their Chévles
the winning Bohemian king in the f4entury and the Moldovans are proud of being theasssors of
the king Stephen the Great living in thé"1B" centuries and acclaimed by the Pope Sixtus IVtfaes “
Athlete of the Christ”. An interesting historicaldt is the Stephen the Great being ally of the Bxeuy
Jiti from Poabrady against the king Matias. The Hussitism, thestmimportant European religious
movement of the T5century, has exerted a certain influence in mamps of the historical province of
Moldova.

There are also a number of direct historical libksveen the two countries. For instance, in thesiGau
downtown there is one of the most beautiful OrgaadldHin the Europe with unique acoustics and
architecture. The Organ, comprising about 4000pgmed 41 ranks was made by the Czech company
“Rieger-Closs” in the early XX century. In the 186t Czech colony Novograd was founded in the
Southern Moldova close to Cahul town. Nowadaysnidme of the locality is Holuboaya and there are
about 100 Czechs descendents.

Presently the human links between the two countitesvery important. Czech Republic is one of the
most important recipient countries for the Molddaaor migrants. According to Moldovan estimates
there are about 10000 Moldovan citizens workinghiis country. Also, the Czech Republic provides
annually 4-6 high education scholarships for Mollstudents.

The Czech Republic is two times larger than theuRkp of Moldova but in relative terms both couagi
are geographically small and landlocked. Both @/ \densely inhabited by pleasant people, who are
well-known for their hospitality and traditions. jBging a unique geographical position north to the
Black Sea, the Republic of Moldova is famous fsroutstanding red wines produced throughout the
country. Excellent grapevines are also ripenechenatarm slopes of Moravia in the Czech Republic for
producing top quality white wines.

Unique combinations of traditions, culture and li#alu nature make both countries attractive for
visitors. While the Czech Republic is already apantant tourist destination, the Republic of Moldov
only begins to make use of its natural and culthesitage. In this respect, as well as in manyrsthbe
Republic of Moldova can learn a lot from the Cz&gdpubilic.



Key data about the Republic of Moldova and the Czech Republic

Republic of Moldova

Czech Republic

Area 33,800 km sq. 78,860 km sq.
Population 4.2 million 10.2 million

Labour force 1.9 million 5.1 million

Capital Chisinau Prague

Language Romanian Czech

Currency Moldovan leu (MDL) Czech crown (CZK)
Time zone GMT +2, daylight saving time GM1

+3

[ GMT +1, daylight saving time GMT +2
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1. Czech experience of transition: relevant lessons for the Republic
of Moldova

The Republic of Moldova may benefit greatly from the experience that the Czech
Republic has with economic and social transformation, the completion of a transition to
a market economy while maintaining broad access to basic services, and establishment
of the rule of law.

The following chapter should highlight the main failures and problematic issues posed
by the transition process of the Czech Republic. Since in some cases Moldova and the
Czech Republic followed the same way on their path to market economy, some best
and worst practices can be found to serve as a lesson for Moldova for its further
development.

In 1989, CzechoslovaKi@ntered the transition, a change from a plannedamy to a free market, as a
mid-developed industrial country. The economic lewas comparable with the least developed EU
member countries (Greece, Portugal). Despite thropeance level, the productivity was only 2/5 of
that of Germany. In comparison with other transit@mpuntries a position of the Czechoslovakia was
significantly better. The Czechoslovakia had higleeonomic performance, relatively low foreign
external debt and disequilibrium on domestic marketatively high qualification and educational
structure of population, very low inflation and hitgvel of domestic savings. Nowadays, it is thdugh
some Czech economists that these advantageouagstawhditions not only were insufficiently utilide
but were in large extent laid waste. One of theaaavas also low emphasis on institutional chaiiggs
should have supplemented a reform program baseWashington consensiyswhich is at present
considered as an incomplete that resulted in nunolbedeficits and failures of original transition
paradigm.

1.1. Experience of macroeconomic stabilization

The Czechoslovak transition process was based enfdlowing principles: fast and massive
privatization, price liberalization, liberalizatioof external relation and macroeconomic stabilaati
Price liberalization of most prices was reached&yuary 1, 1991 and establishment of new tax system
as of January 1, 1993. Concerning the externatioak liberalization, it was necessary to eliminate
legislative barriers of foreign trade, introducerency convertibility, eliminate customs barriensda
import taxes on import goods and negotiate withaeld NAFTA the removal of protecting measures on
export goods.

During the first period of transition lasting untl997 astute economic management led to the
liberalization of ca 85% of all price controls, amah inflation within the 10% range, modest budget
deficits, relatively low unemployment, a positivaldnce of payments position, a stable exchangeaate
shift of exports from former communist economicloarkets to Western Europe, and relatively low
foreign debt.

Box 1: The most important steps of the CR (Czechoslovakia) on the path towards market
economy during the first period of transition
1990

= Approval of economic reform scenario

The country before splitting into the Czech Repukld Slovakia on January 1, 1993

2 Reforms recommended by the IMF: fiscal policy ifine; redirection of public spending toward ediima,
health and infrastructure investment; tax refornflattening the tax curve, lowering the income tates on
proportionally high tax brackets (typically abovedian income), and raising the tax rates on th@gtmnally
low tax brackets (typically below median incomewering the marginal tax rate; interest rates trat market
determined and positive (but moderate) in real $gmompetitive exchange rates; trade liberalizatioaplacement
of quantitative restrictions with low and uniforariffs; openness to foreign direct investment; atization of state
enterprises; deregulation and prudent oversigfinahcial institutions; and legal security for pesty rights.
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=  First changes in legislation framework (laws on private entrepreneurship, joint stock companies, etc.)
= Repeated devaluation of the currency

= Start of restitutions

1991

Price liberalization as of January 1, 1991

Internal convertibility for legal persons

Foreign trade liberalization

First auction of small privatization

Establishment of the Consolidation Bank - transfer of 80% of bad debts to its balance sheet
Compilation of a list of companies selected for privatization
Public secondary security market opened

= Association agreement with the EC

1992

=  The first wave of voucher privatization

1993

The Czech Republic established

Introduction of a new tax system

Monetary separation from the Slovak Republic

Prague stock exchange launched

RM-System3 launched (off-exchange security market)
Essential changes in social security, health insurance systems
1994

=  The second wave of voucher privatization

1996

=  Submission of an application for EU accession

= Extension of exchange rate fluctuation band to 7.5%

1997

=  Full convertibility

This successful period was followed by a periodyawing imbalances (trade deficit of 16% GDP in
1996) with apparent deficiencies in structural nefe. During this period currency was attacked and
government collapsed. A recession in 1998 revediatdthe government still faced serious challeriges
completing industrial restructuring, increasing nparency in capital market transactions, fully
privatizing the banking sector, transforming theusing sector, reforming the health care system, and
solving serious environmental problems. The impurtaof institutional changes was acknowledged.

Particularly on microeconomic level, economic tresbwere caused mainly by delays in enterprise
restructuring and failure to develop a well-funotitg capital market. These problems culminated in a
currency crisis in 1997. The current account defisiceeded 6% of GDP. This situation ended with
introduction of two austerity packages later in $peing (called vernacularly "The Packages"), whiah
government spending.

Another transition problem was too much direct amdirect government influence on the privatized

economy. The government established a restructuagency in 1999 and launched a revitalization

program to spur the sale of shares in state corepaoi foreign companies. Key priorities included

accelerating legislative convergence with EU measurestructuring enterprises, and privatizing Bank

and utilities. The economy, fuelled by increasepogkgrowth and investment, was expected to recover
in 2000.

The period since 2000 can be characterized agaiolnst growth (2005 and 2006 were the best years i
several decades with 6% growth), low inflation, mpéoyment slightly increased to about 10% (now
more subdued below 8% due to sound growth of ecghamd entry into EU in 2004 (a major plus for
the economy). However, many structural and instinal reforms impeding growth remain to be
completed, particularly reforms of health care eyst and pensions, labor market flexibility, judicia
efficiency, institutional and political accountatyilor corruption.

¥ RM means abbreviation for "Registracni misto" (R&gtion point) - traditional name stemming frone tperiod
of Czech privatization
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1.2. Experience from privatization

It was often argued that voucher privatization wasessary because of the lack of cash. The no-cash
argument stated that the free or almost-free digiion of vouchers was necessary since the citibads
no cash to buy shares.

Furthermore, in Czechoslovakia, a number of exppréderred fast privatization. The need of fast
privatization processes was often promoted as tlan roriterion for progress of transformation
processes. The argumentation followed a line oéedrof fast dominance of private sector in tramsiti
economies. It was believed that slow privatizatimuld make a free space for active participation of
representatives of previous communist regime. Bindiis partly happened.

Following facts characterize the Czech way of graadion:

= The heritage of the Czech fast mass voucher pratioin was a bunch of residual shares of a wide
range of companies, which remained in state hawrds fong time. The residual state property was in
the second half of 90"s rather extensive; accortiirte National Property Fund (institution founded
especially to take care about the state propehg)state held various share in more than 350
companies.

= Another anomaly was the fact that during the massiization representatives of old communist
nomenclature belonged to first wave of very acfitigatizators.

= Problem of effective control of privatization presewent along with all types of privatization
politics in transition economies.

Moreover, the following deficiencies impeded smopttbgress in privatization process:

=  Weak microeconomic bases of companies, especiallwaak and largely varying performance of
firms that had entered voucher privatization;

* Underdeveloped bankruptcy procedures resulting fpostponement of the Act on Bankruptcy from
1991,

» Weakened financial sector due to incautious craddd warrant policy of the state banks and their
subsequent prolonged privatization;

* Underdeveloped capital market with missing basiesrand enforcement;

» |nadequate institutional support of privatizatioroqgess resulting in unequal conditions for the
participants.

Czech privatization can be divided into "small" dilbily" privatization. Small privatization concerned
small and middle enterprises and its main form avaale via auctions. During the privatization ofj&a
enterprises, besides direct sale to foreign investo public auctions/TENDERS, voucher privatizatio
was used. Within the framework of two waves of éapgivatization a large part of state property was
transferred to hands of voucher holders. As a apresece of this form of privatization the propeiityhts
were split among large number of owners. Howeveoremthan two-thirds of these citizens were
unfamiliar with private investment and entrustedittvouchers to newly created investment funds that
grew to over 600 during the procésEhe most powerful investment funds were subsieaof state-
influenced banks.

Unlike investment firms in Western Europe and Noiiherica, these investment funds had immense
authority within the individual companies in whitltey invested. They frequently had representatives
the board of directors as in the West, but theytvaestep further by making more day-to-day decision
creating a highly distorted corporate structureéerestingly, in those companies in which rising tdeb
rather than profits were occurring, funds tendedtake a less active role. This phenomenon was
attributed to the investment funds owners' (barmtbgr interests. Due to the fact that the banks had
extended often large credits to the very same caimapaat that time in control by their investmenidu

* Kouba, K., Roberts, J., Vychodil, O. (2005)
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subsidiaries, they were extremely hesitant forfthmels to engage in dramatic downsizing, restructuri
or to initiate bankruptcies because of the risloah defaults.

Furthermore, the banks, which owned privatizationds, had an inherent interest in those companies
who could default on the bank's loans. Therefane, hank's indirect ownership of these companies
served as a way to protect themselves from loasudisf

Therefore, the investment funds owned by banksndidrestructure or declare bankruptcy when they
were also the primary lenders. While there wakeliiebate that several newly "privatized" companies
should either be drastically restructured or digswlaltogether, the number of bankruptcies had been
minimal. Thus, there was a serious systemic probitetihie Czech Republic with regard to its lack of
transparency in the market-place.

While number of state-owned banks had not beematized until 1999-2000, their managers were facing
conflicts of interests: they were about to folloanking prudential rules. At the same time they tmad
respect the interests of its majority shareholder §tate) lying often in lending to inefficienbropanies

in order to avoid unemployment that resulted in dekits.

1.3. Advancing the foreign trade

The Czech Republic is highly integrated into theld@conomy. Foreign trade thus plays a crucia rol

in economic development of the country. Since 1988,geographic distribution of merchandise trade
has continued to shift towards western Europe,ectfig the Czech Republic's (Czechoslovak)
continuing integration with western Europe. Expaitsl a surge in foreign direct investment were the
main factors that led the Czech economy to a reagdvem the 1997-99 recession, causing GDP grow
by 3.6% in 2000. In addressing the recession, litelgeved that the Czech government took significan
steps to enhance the economic climate, both thrdogiestic reform and by further trade and investmen
liberalization.

Character of the Czech foreign trade is shapethdydilowing facts:

= The Czech Republic is a member of a number of riatéwnal organizations. In view of its
involvement in global economic relations, and oé ttlevelopment of the national economy
including trade, of greatest importance for the dbz&epublic is its membership in the EU,
WTO, OECD, ECE and UNCTAD. From the point of view of the extereabonomic relations,
the trade policy of the CR has so far been basednembership of these international
organizations and on multilateral as well as brlteade agreementsee box 4)

= As of May 1, 2004 the Czech Republic had to addgtddmmon trade policy and the whole
acquis communitaire. Therefore it is fully bound tilateral and multilateral trade agreements
concluded between the EU and other partners, imdgugreferential agreements, and the
obligations ensuing from them. The adoption of Bt¢ common trade policy does not deprive
the CR of its own trade interests, but these asertexd and coordinated within the framework of
the trade interests of the 27 EU members.

= Currently the EU indicates October 2007 as a raferalate for enlargement Schengen area. The
Czech Republic declared its readiness to join Sphearea as of this date.

Box 2: The Czech Republic’s priorities for future

In the future, the Czech Republic will regard pesg in negotiations on the liberalization in adtice
and on the reform process as decisive. The CResttiv take a constructive approach in negotiaton
domestic supports which harm trade, on export digsi and on market access, which would
appropriately reflect non-trade concerns as argiatepart of negotiations on agriculture, and which
would include special treatment for the developoogintries. Modalities for negotiations must provjde
sufficient flexibility for taking into consideratiodifferent forms of agriculture and specific irgsts an

® Mejstiik et al. (2004), (1997)
® Economic Commission for Europe
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needs of the WTO members. From the point of viewhef CR, the important base for negotiationsJare
the reformed EU common agricultural policy, thergase in the competitiveness of domestic agriaeyfur
the development of rural areas, and respect farammental and quality standards, all with the ofije
of trade liberalization and support of sustainatgeelopment.

Another priority of the Czech Republic is improvintarket access of non-agricultural products. In|the
negotiations on tariff and non-tariff barriers, t8&® supports the participation of all WTO membgrs
without exception in the liberalization process,iebhwill include all trade sectors. It also supgsart
preferential treatment for the least developed trias) by the developed members. The CR seeks a
reduction in bound and applied tariffs, a resolutid the problem of tariff peaks and non-tariff tens
which prevent access to foreign markets for Czeatities, and the elimination of the most striking
differences among the customs levels of the WTO begm

In the negotiations on trade services, the CzegqhuRi is interested in the widest opening of fgre
markets with the preservation of national protecfior the sector of public services, and completibn
negotiations on the rules of domestic regulation.

(Source: Sirbova, L., Jenikova, M. (20p)3

Several institutions have been operating in thec€&epublic to give helping hand to Czech exporters
Among the most important ones one could name Czedel] Czechinvest, Economic Chamber of
Commerce Confederation of Industry of the Czech uRbp Association for Foreign Investments,
International Chamber of Commerce, furthermore 6Zexport Bank or Export Guarantee and Insurance
Corporation. For more details see Annex 1.

Besides export supporting institutions there exiditgersified range of instruments enabling Czech
companies their presentation abroad, facilitate #necess to financial means or simplify the beatamn
of both partners.

At first, providers of electronic trade opportuegti must be mentioned. Some Internet projects were
developed as specialized in a way focused on guather than quantity. Particular projects andrthe
details can be found in Annex 1.

Furthermore, company information on approximateB00,000 companies and individual entrepreneurs
is provided in several company registers; partifie of charge business directories and datalzasks
charged business directories or databases. Thekmoah are ARES (Access to Registers of Economic
Subjects) integrating data and links of all souregisters (Commercial Register, Trade and Craft
Register, Register of Economic Entities, ExciseyDamd VAT payers, Securities Center), electronic
version of the Business Registry provided by theidry of Justice (unfortunately available only in
Czech), the Trade and Craft Register (also onlyCiech language), Inform Net database, Czech
Exporters database (the directory of the Czechréen®), Kompass, EDB - European Databank database
or Quality System Certification (Database of Cextif Companies awarded ISO 9000, ISO 14000, QS
9000, VDA 6, CSN 732601

The Czech Republic belongs to the group of coumtnibere exhibiting has long tradition. Number of
trade fairs where Czech companies as well as for@igs has been present is significant from thieaglo
point of view as well. In 2005, 227 trade fairs andghibitions organized by 41 companies were held on
the total exhibition area of almost 1 mil. sq me$tntations of 32,289 exhibiting subjects attraotede
than 3,150,000 visitors. Major Exhibition Groundstlie Czech Republic are Brno Fairgrounds, Prague
Exhibition Grounds, PVA - Prague, Flora Olomoudeské Budjovice Exhibition Grounds. Up-to-date
information and terms can be obtained on websitevweletrhyavystavy.cz.

At second, export activity is being supported bg tbzech Export Bank. It is a specialized banking
institution (directly and indirectly fully state-owed) set up in 1995 to financially support expdntsugh

provision and financing of export credits and otlsarvices connected with exports. CEB thus
supplements the services offered by the domesti&ibg system by financing export operations that
require long-term financing at interest rates amdséolumes that are not available to exporters @n th

" For links to these databases see Annex 1.
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banking market under the current conditions. Thiswes Czech exporters to compete on international
markets under conditions comparable to those edjbyetheir main foreign competitors. The recipient
of supported financing may be a Czech exportetsoforeign customer. A manufacturer producing for
export or a Czech entity investing abroad may edseive some types of credits. The exporter's dbmes

bank or the importer's abroad bank may also bevedan these transactions.

Alongside the CEB, the Export Guarantee and Insir&@orporation (EGAP) was founded in June 1992
as a state-owned export credit insurance agensyring credits connected with exports of goods and
services from the Czech Republic against politasad commercial risks. EGAP, now part of the state
export support program, provides insurance sernticedl exporters of Czech goods irrespective efrth
size, legal form and volume of insured exports.alidition, they provide insurance of domestic
receivables. Insuring copes with political risksdaa combination of political and non-marketable
commercial risks. In addition to insurance of expmupplier and buyer credits against commercial and
political risks, EGAP also provides insurance @&dits for pre-export financing of production fompext,
insurance of Czech companies' investments in fore@untries and also insurance of bonds issued by
banks on behalf of Czech exporters for preparatind realization of export contracts. A daughter
company of EGAP, the Commercial Credit Insurancen@any EGAP, provides insurance against short-
term commercial risks, i.e. the risk of non-paymesgulting from insolvency or protracted defaultaof
foreign or domestic buyer.

These were the main steps and measures the Czeempgent adopted to advance the Czech foreign
trade. The financial forms of support provided byeral state institutions and agencies are in cests
designed for the Czech exporting side. From thistpaf view they can serve as a good or bad example
for Moldova either to follow or to learn from prasd cons of the established system. The same can be
stated about the promoting activities, which carabvely used even by the Moldovan private sphere
when looking for trading partners as they are ofteerated in English besides the Czech language.
Herein one big advantage for the Czech-Moldovaatdrial trade must be emphasized and that is a
possibility to use the Russian language as a conuaiion language, as it is spoken by majority of
Moldovan and Czech population since in the CzechuBkc it was the second language taught at
schools before 1989.

Since business environment plays crucial role fmntry’s foreign trade, it is worth noting at thede
that there are no significant barriers to staraupusiness activity in the Czech Republic. Thetrigfh
every individual to transact business and to cattyother commercial activities, and the right teno
property is stipulated in Article 26 of the CharbéiFundamental Rights and Freedoms, which is agbar
the Czech Constitution. The conditions and limitasi for carrying out certain activities may be
determined exclusively by law. A basic public lawgulating the basic relationships between
entrepreneurs and the state and the basic corglifimn commercial activities in the majority of
entrepreneurial activities of legal and physicdites is Act No. 455/1991 Coll., on business dtitg
(Small Business Act) as amended. Pursuant to thisadoreigner intending to pursue a busineswiacti
(trade) in the Czech Republic is authorized to peisuch activity only upon a duly issued tradeniése

1.4. Attracting FDI: key features of an enabling in  vestment climate

The Czech Republic is one of the most successéuisition economies in attracting foreign direct
investment. The introduction of investment inceasivn 1998 has stimulated a massive inflow of FDI
into both green-field and brown-field projects aidce 1993 more than EUR 46 bn in FDI has been
recorded (for development see Table 1). The pagtion of few remaining government stakes in state-
owned enterprises is expected to further attraciifscant amounts of FDI and the major inflow oegn-
field projects is expected to continue.

Table 1: FDI indicators in the Czech Republic (2008- 2005)

2000 2001 2002 2003 2004 2005
Annual FDI inflow (mil. EUR) 5,40¢ 6,29¢ 9,01z 1,86: 4,007 9,37¢
Reinvested earnings (mil. EUR) 1,03t 1,69t 2,08¢ 1,912 2,37t 2,62¢
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Annual FDI inflow per capita (EUR) 52¢ 61€ 88:¢ 18¢ 39¢ 914
Accumulated FDI stock (mil. EUR) 23,32: 30,717 36,88« 35,85: 42,03t 51,42
Accumulated FDI stock per cap. (EUR) 2,27( 3,00¢ 3,61¢ 3,51« 4,11¢ 5,017

Note: Data on reinvested earnings and other capateg been included into FDI flows.

Source: Czech National Bank

To summarize some important facts, foreign ownethgamies employ approximately 37% of the
workforce in industry, produce 52% of industry sad@d generate 60% of total Czech exports

The largest share in foreign investment belongsmtmcial intermediation and insurance sector (%9,5
followed by wholesale and retail trade and repawvestment in real estate and business services. As
regards the sectors of the economy, services atdoun50% of the total inflow of FDI, while
manufacturing has a 40% share. Of the other seotdestricity, gas and water supply also have a
significant share, accounting for almost 7% of kbthe Czech economy.

The largest share in the volume of foreign direntestment falls stably to the Netherlands (33%)
followed by Germany (20%) and Austria (11%). Thgheilargest investors also include France, the
United States, Belgium, the United Kingdom and 3eritand. EU countries account for 88% of the
inflow of investment into the Czech Republic, wilfe “old” EU countries representing a full 85%. Non
European countries account for a mere 8% of themelof direct investment in the Czech Republic.

Foreign investors have a dominant influence inrttagority of companies. Of the total number of about
3,900 foreign-owned companies, more than 73% adlyvbwned by foreign investors and in 20% the
share of foreign capital exceeds 50% of registeaguital.

Trends in indicators characterizing the performaoicéoreign-owned Czech companies in 2004 (sales,

number of employees, value added and exports apolrtenof goods and services) are positive. The same
can be stated about the balance of trade of formigred companies as wellFurther indicators to allow

for comparison of performance of private domestid foreign controlled companies are shown in Table

2.

Table 2: Position of foreign and domestic controlle companies within the corporate sector
2000 2001 2002 2003 2004 2005

Domestic private

ROA 0.6% 1.6% 2.7% 2.9% 5.2% 0.6%
ROE 1.5% 3.2% 5.4% 5.9% 9.9% 1.5%
Value Added/Assets 25.0% 25.4% 25.5% 26.7% 27.8% 25.0%
Equity/Assets 42.8% 48.2% 50.7% 49.4% 52.6% 42.8%
Foreign controlled

ROA 4.1% 4.0% 4.5% 5.7% 6.5% 4.1%
ROE 11.0% 10.6% 10.9% 12.9% 14.4% 11.0%
Value Added/Assets 26.8% 28.0% 27.9% 27.9% 29.2% 26.8%
Equity/Assets 37.4% 38.1% 40.8% 44.0% 45.3% 37.4%

Source: Ministry of Industry and Trade of the Cz&spublic

With respect to the comparison of share of takeowsr green-field investments, two periods can be
distinguished in the Czech Republic; the periodnmo 1998 and the period after 1998. Prior to 1998
take-over form of FDI prevailed, when the foreigiwastors acquired the existing large companies and
there was a limited number of green field investtseAfter 1998, a significant increase in FDI was
recorded not only due to the renewed privatizapimtess, but also due to new green-field investsnent

8 Survey of the Czech Economy 2004, Ministry of Isiy and Trade, 2005

° This percentage can be biased due to the factNibtiterlands is considered to be "a tax heaven"fareign
investors from the United States, Japan and othantdes often invest in the Czech Republic throtigé country.

9 The Czech National Bank Survey
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The involvement of foreign investors in the Czedp®blic is facilitated by Czechinvest, the Investine
and Business Development Agency. It is an agendleoMinistry of Industry and Trade. Established in
1992, it contributes to attracting foreign investmand developing domestic companies through its
services and development programs. Czechinvestpatsnotes the Czech Republic abroad and acts as
an intermediary between the EU and small and mediaad enterprises in implementing Structural
Funds in the Czech Republic. Moreover, it is exgklyg authorized to fill applications for investrrten
incentives at the competent governing bodies aegdgre draft offers to grant investment incentiviss.
task is also to provide potential investors curmgia and information on business climate, investme
environment and investment opportunities in theadBZRepublic.

In the course of its existence, the agency hascpmated in more than 500 investment projects with
total value exceeding CZK 400 bn (more than USDbaR These projects should gradually bring the
Czech Republic more than 100 thousand of directigtdished jobs.

To further promote the investment and businessrenwient of the Czech Republic Czechlnvest together
with the Association for Foreign InvestmErgstablished a joint project ,Partnership to Supporeign
Direct Investment to the Czech Republic’. The prbjaddresses all stable companies interested in
supporting foreign direct investment and in takpagt in improving the business climate in the CRhwi
the aim to support the competitiveness of the Cascdmomy and to promote dialogue between foreign
investors, state administration and Czech companies

Public support programs are important constituefithe Czech investment environment. These include
primarily a system of investment incentives foraatment into the manufacturing sector, and a specia
program for the support of investment into techggleenters and strategic services. The tax incentiv
has two forms. If a new company (legal entity) gablished for the investment project, the new
company is eligible for corporate tax relief for wgpten years. If the investment is made as anresipa

or modernization project within an existing Czedmpany (legal entity), the company is eligible for
partial tax relief for up to 10 years. The tax eélis terminated when the company has exceeded the
maximum level of eligible state aid. Annex 1 shothe number of companies having received an
investment incentive with total amounts.

The Czech Republic also offers other opportunitessh as support for the creation of new jobs in
regions with high unemployment, help to foreign pamies in their search for suitable domestic
suppliers, and support for the development of itrihlszones. The objective is to improve conditidois
capital construction projects in the processingigtgy, strategic services and technology centartise
mainly by regenerating old disused industrial zopegparing new ones, and by constructing and
restoring rented buildings.

Companies or projects that for some reason famhéet the requirements of the Investment Incentives
Act can use other forms of support available in @@ech Republic, such as the Operational Program
Industry and Enterprise (OPPP), co-financed by EucBiral Funds, which offers subsidies to smadl an
medium-sized enterprises of the manufacturing itrguend related services especially for a varidty o
projects from the purchase of technologies to supfaw human resources development. Moreover,
certain OPPP programs support the development efbtisiness environment, science and research
infrastructure, as well as provide support for tteeoperation of entrepreneurs and universities, the
establishment of clusters, etc.

As mentioned above, the Czech Republic has atttantny foreign investors over the last decade. The
development and “maturing” of its economy is ndtynaflected in the structure of incoming investme
and change of system of incentives. In contrasth® 1990s when most investment went into
manufacture, a trend towards more sophisticatedities is recently becoming increasingly evident.
Besides research and development, foreign investwigim high value added is currently being directed
at strategic services (shared services, client@tpgoftware development, multi-language clienmttees,

" The Association for Foreign Investments represamup of service companies with local experience
that support the entry of foreign investors to @mech Republic and offer a wide range of profesgdion
services to foreign investors entering the localkeia
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high-tech repair centers, software developmentecsntand expert solution centers). This shift in
structure of recent foreign investment indicateg the Czech Republic is moving from quantity tasdear
guality. Minimum equity threshold has been recemtyo reduced to allow viability of more small and
medium size projects and domestic companies.

The Czech Republic tries to maintain favorable strent climate to support FDI. It is important tte
country’s economic policy has been consistent ardiptable. A strong and independent central bank
(the Czech National Bank) has maintained a highesegf currency stability since 1991.

Under Czech law foreign and domestic entities ezatéd identically in all areas, from protection of
property rights to investment incentives. The gowant does not screen any foreign investment piojec
with the exception of those in the defense and ipgnkectors. Moreover, the country has signed a
number of bilateral treaties, which support andtgobforeign investments. The Czech Republic is a
signatory to the Bern, Paris, and Universal Coprigonventions, therefore ensuring protection bf al
forms of intellectual property rights including pats, copyrights, trademarks, and semiconductqr chi
layout design. Trademark law and copyright law @mpatible with EU directives. No limitations exist
concerning the distribution and expatriation of fggoby Czech subsidiaries to their foreign parent
companies, other than the obligation of joint staokd limited liability companies to generate a
mandatory reserve fund and pay withholding taxeésceSJanuary 1, 2002, foreign companies with a
registered branch office in the Czech Republic #rat authorized to conduct business in the Czech
Republic can acquire ownership title to most typéseal estate in the Czech Republic, with the
exception of agricultural land and forests. Othweign legal entities and individuals often usezadh
legal entity (e.g. a limited liability company) ageans of acquiring real estate in the Czech Republi
Legal entities founded under Czech law, even foreigned entities, and Czech individuals can
purchase real estate without any restrictions.esMay 1, 2004, foreign individuals who are holdefs
the residency permit for citizens of some EU memdtate can acquire Czech real estate with some
exceptions relating to agricultural land and fasest

Box 3: Conditions how to be good investment locatio

> no restrictions on the level of investment or ovehgr

» askilled and disciplined workforce

»  high level of knowledge

» low labor costs

» good location of a country

» quality infrastructure

» the expansion of telecommunication networks andd® national priority

» good conditions for green-field investment, suitainidustrial sites and buildings around the coutitag have a clear title
industrial zoning permission and a plan for delvef infrastructure to the border of the site

» aprogram on the development of industrial zones
» aprogram of investment incentives

» existence of an investment promotion agency

> privatization projects in preparation

The data for 2006 show that a total of 176 investm@rojects that might in the future bring in
investments of CZK 114 bn were announced. As datieprojects that received investment incentives,
34,824 jobs might be created in the future. Dedpi¢efact, that this figure seems to be high, tima sf
CZK 114 bn, that is expected to be raised throbghinvestment incentives promised last year, adsoun
for only 14% of the overall volume of the last yesanvestments in the Czech economy (amounting to
some CZK 780 bn). Therefore, the significance akstment incentives for the growth of the Czech
economy should not be overestimated.

As well as in previous chapter there is also oside of the story - costs by which the Czech Stageall
taxpayers are burdened. This tax burden can harimerperformance of economy and increase
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immediate pressure on the state budget. Next &athat the major part of investment in the Czech
Republic flows into automobile industry, which cée criticized as too deep specialization. The
influence of foreign capital on export and GDP stupe is rather obvious. The effect on unemployment
is not unambiguous too since investment incentivene location can increase employment and growth
at the expense of other location. Some expertendlaat investment incentives bring employment i th
relevant company, which is multiplied by subcontgdc works and services, but do not solve
unemployment, as they can cause only local shiflsbor force on the labor mark&tThe major part of
investment incentives is granted to big multinagiocompanies because of the minimal investment.limi
This threshold is too high for SMEs. Thereforegems that the program gives preferential treatrigent
above-mentioned big companies. It is therefore tipugable whether the investment incentives cannot
distort market environment.

1.5. Unleashing small- and medium-sized businesses

The main turning point with regards the developn@n8MEs and business environment was the year
1990, when after the Velvet revolution politicaldasocial conditions totally changed and consequence
of these changes started to take effect in sewdffatent fields of economy. The development of SME
sector can be divided into several periods. In-pggblution period there was a huge boom in thitese
Besides new small firms, small business units estisid separate from their mother companies. Thie hig
growth of SMEs was supported by tax advantagesewegulation in state companies, which caused a
transition of well-paid activities in favor of pate entrepreneurs, and a good access to creditheOn
other side there were hidden problems, which casseidus troubles in subsequent period - lack of
readiness of legislation, state administration, kivan sector and also insufficient experience of
entrepreneurs. The result was then a high humberobfepaid and qualified loans, which were not
secured by sufficient guarantees or were provided t low knowledge and experience of bank
employees. In 1991 the number of trade licensegisincreased from 380 thousands to almost 1,060
thousands. The fast development of this periodextdo slow down in 1992 when the problems came out
and new legislation measures needed to be approhedegislation developed quite fast and as the ne
amendments accumulated the first euphoria from ogvortunities started to disappear. The growth rate
of number of entrepreneurs was decreasing and $B2% the number of entrepreneurs has stabilized.

The state "Concept of development of small and omaediized enterprises for the period 2007 — 2013",
which assesses position of SMEs in the Czech ecpiieae Table 3), confirms that the position of $mal
and medium-sized enterprises in the past 7 yeassr@latively stable. In total, 3,751,000 trade Hiees
had been issued in the Czech Republic as of Deaegihe2005. However, not all enterprises holding
trade authorizations reported consistent activitessued in order to make profit. According to figs
from the Czech Statistical Office, there were 993,8MEs active in the Czech Republic as of December
31, 2005. Concerning foreign trade indicators, SMEgorts have been growing constantly since 1997
(an increase by 139%). The share of SMES” expotistal exports was 39.7% in 2005. In the same,year
they accounted for 54.4% of total imports.

Table 3: SWOT matrix for SMEs according to the "Corcept of development of small and medium-
sized enterprises for the period 2007 — 2013", MIT

Strengths Weaknesses

= Capability of the state to attract massive investmenhlarge| = Insufficient natural motivation for enterprise cadsby the
enterprises from abroad with positive impacts andkerall| disruption of business traditions over the peribédiazens of
economic growth and the development of marketSfdEs.| years.

= Tradition of industrial production and handicraft. = Complicated tax system

= Tradition of the vocational school system. = Low effectiveness of law enforcement.

= Created system of tools for support of SMEs, excsteof| = Administratively demanding manner of setting up nafw
specialized institutions promoting enterprise. enterprises.

= Geographic advantages of the territory of the stafer Insufficiently developed system of specialized sEy
availability of important markets, transit potehtia (financial, trade, technical etc.) for micro entisps and

= Prerequisites for the development of an activeisour small enterprises.

2 This is valid mainly in case of insufficiency cdnicularly skilled workforce, which is difficulbtsubstitute,
when part of employees is drawn out to a new compan
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Good telecommunication infrastructure.

Relatively high level of qualifications and professal
adaptability of the labor force.

General advantages of SMEs (flexible response ®
development in the market, knowledge of local mimke
Adaptability of the labor force

High level of the company
(commitment)

owners’ motivati

Opportunities

= Creation of long-term financial resources for ediocetl and
consulting services aimed at development of enisepr
Simplification of procedures for setting up of cosmaial
(business) entities.

Strengthening of creditors rights and creatiorconditions
for constructive procedures for the solution obinsncy of
both enterprises and individuals.

Improvement of protection of intellectual property.
Improvement of communication of entrepreneurs wita
state administration using the ICT.

Goal-directed promotion of entrepreneurship.
Simplification of the taxation system.

Introduction and development of the system of lifeg
education.

Increased supply of the venture capital for tharficing of]
innovation projects of small enterprises with ayviemited
history.

Creation of new manners of effective implementatiafr]
tools of direct support for enterprises.

Elimination of temporary administrative barriers the
penetration of the EU markets by local companies
Extension of the scope of support for SMEs to @ersa far
unsupported activities.

Penetration of new parts of the single Europearketar
Development of trade with the countries of Easteumope]
and Asia, building on traditions of deliveries ofvéstmen
and consumer goods to markets offering good préspec
Increased co-operation of companies in common ést
areas within purchasing, sales and cooperationarksaand
clusters.

Introduction and use of common trade marks.

More extensive use of support programs or EU funds.
Development of R&D for the benefit of SMEs.
Cooperation of SMEs with universities and
institutions.

researchack of labor force trained in technical and haraficlines

= Insufficiently developed system of life-long (canting)
education of enterprises and their employees.

= Limited possibilities for the national economy teeate 4

thvidely structured financial market.

= Administrative demands placed on the process ddininig
direct support for entrepreneurs.

pm Insufficient interrelatedness of R&D and the comrian

sphere.

= Absence of support tools for innovation projectssaiall
firms with a very limited business history.

= Relatively generous social system with insufficipnéssure
on a particular part of the population to partitgpén the
work process.

= Insufficient interrelatedness of employee profesaioand
language skills and practical experience.

= Structure of supply of the labor force in terms it$
qualifications and localization.

= Limited scope of experience and management skifis
particular in the area of management and marketing.

= Insufficient capital resources, in particular of almand
medium-sized enterprises and self-employed napaaons.

= Qutdated technical equipment of a part of the corigs
outdated technology.

= Insufficient available free funds for the proteatioof
intellectual property and industrial rights.

= Limited number of own trade marks, the absenceadfition
of a trade mark for medium-sized enterprises.

= Qutdated design.

= Poor orientation in opportunities of support for 54

= High energy consumption of production.

= Prevailing production with low added value.

= Low productivity of labor by comparison with the H
average.

= Insufficient emphasis on human resources developmen

Threats

= Failure to harmonize procedures of the governmert

er regions related to the focus of activities promgtmterprise

= Unbalanced structure of direct and indirect toaisnpoting
enterprise and priorities of the development of SME

= Insufficient implementation capacity for the useirdreaseq
extent of resources from the Structural Funds.

= Insufficient support for investment activities df1§s.

of business.
= Competition of large companies.
= Immigration of highly skilled employees.
= Continued trend towards technical

and technolog

retardation

Source: The Ministry of Industry and Trade

National SME Support Programs valid as of 200

‘7udes following programs:

U

ical

Simplification of the market access to externalaficing for start-up projects and

implementation of commercial projects by SMEs ia torm of interest-free loan or preferential

bank guarantee with or without a financi

al subgahthe guaranteed credit

Certification enabling to obtain ISO certificati@amd facilitating the participation of SMEs in

commercial and public tenders in the form of a &lyptowards certification or guarantees for

proposals for public tenders

Design targeted to support the integration of desitp business strategies and assist enterprises

in the selection of a suitable designer, to improwaditions for effective collaboration with
entrepreneurs, to support the creation of origiv@ks and to promote high-quality design
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= Development supporting the participation of SMEsasearch and development projects within
the EU’s 7th Framework Program for Research andeBpment provided in the form of
subsidy for set activities

= Alliance aimed at improvement in the competitiveneE SMEs on foreign markets by applying
international market activities to an alliance pded also as a subsidy for specified range of
activities.

These programs are being approved by the governaighe Czech Republic and by the Ministry of
Industry and Trade (MIT).

Furthermore, the Ministry of Industry and Trade stantly and systematically seeks to develop busines
in the Czech Republic via Business Environment Dgraent Council (RRPP), an interdepartmental
advisory body. RRPP is the main platform for coapien between businesses and state administration.
The Council launched the ‘Simplification of adminéive procedure in the start-up and developmént o
business’ project. This project should enable assrentities and enterprises to start up operatinds
make changes in their registration at trade licemsifices.

The Economic Chamber of the Czech Republic operatgsoject named "Information points for
enterprises”. The aim of this project is to setaugentrally managed, clearly defined network of
information points within the regional and sectwusture of the Economic Chamber that would be able
to provide up-to-date information for SMEs. The lerpentation of the project comprised period 2003-
2006. These points provide following services: infation about business, information on the region,
area, contacts to consulting institutions, govemmale departments, information on enterprising
conditions within the EU, Czech legislation for repreneurs, possibilities to receive funding uritier
SMEs support programs at national or regional leasetl funding from the Structural Funds of the EU,
range of available educational and training prograconsulting services, provision of individual
consultations concerning EU issues, transmissiczcoofmercial offers and enquiries inland and abroad,
information about products and services of CEl, ®EB EIC, Regional Advisory and Information
Centres, Business Innovation Centres, CzechTraddZRB (the Czech-Moravian guarantee and
development bank) etc. Since nowadays the infoomagoints handled more than 40 thousand of
enquiries, mainly about possibilities how to finarfarther development of enterprises and how td fin
relevant business contacts, how to interpret sigdeijislation etc.

The Czech Ministry of Regional Development providagoport for instance within the frame of
"Regional program in support of the developmeninaistrial enterprises in the NUTS 2 territories of
North-West and Moravia-Silesia, and other regiorighintensive State aid" with the aim to foster
conditions for the creation of new jobs by promgtinusiness plans in selected regions with intensive
State aid while respecting the maximum effectiveraa®l efficiency of financial expenditure.

For export support see chapter 1.3.

Support for SMEs is also provided through prograetsup by some commercial banks. The support is
provided in the form of a soft investment loan, f@nich a contribution is made to the payment of
interest, in the form of venture capital and depglent capital investments, a current account with
preferential interest rates for individual intereste brackets and a simplified overdraft facilitgicro
loan and small loan for businesses (provided froefunds of the credit line granted by the European
Bank for Reconstruction and Development in the fooh investment and operating loans),
comprehensive services associated with accessidhetcEU (information, assistance obtaining EU
grants, project financing), a prompt and simplifiedn for SMEs with reduced time of the approval
process, low demands on collateral and the loweefdethe application evaluation etc.

Following accession to the EU, the Czech Repuldic draw aid from the EU resources. The Multi-
annual Program 2001-2005 is an instrument for #ietsy aimed at enhancing the growth and
competitiveness of business, especially SMEs. TA® Mupports the Euro Info Centers network or the
financial instruments and policy development. Fra@®7 many MAP activities has been continuing
under the Competitiveness and Innovation frameviRsdgram (CIP). CIP roofs three specific programs
within its framework: Entrepreneurship and InnovatProgram (aiming at help enterprises to innovate
by providing access to finance by sharing risks @avdard with private equity investors and providing
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counter or co-guarantees to national guarantearsesheperated by Ef, ICT Policy Support Program
(stimulating the new converging markets for eletitaetworks, media content and digital technolggie
and Intelligent Energy-Europe Program (encouragider uptake of new and renewable energies and
improve energy efficiency).

Since SMEs do not need only financial assistandealso the expertise, there are over 25 Business
Innovation Centers (BIC's), Science and Technol®grks and Business Incubators in the Czech
Republic. The BIC founded by the Czech Technicaivensity in Prague is one of the most important
on€™. Its mission is to initiate and to support the elepment of small and medium-sized innovative
firms, and it participates in a range of nationad anternational projects.

To conclude, in 2005, CZK 6.4 bn (USD 0.27 bn) wased in support of almost 8,000 SMEs. In 2005,
business support also benefited from a significantribution of CZK 757 mil. (USD 31.6 mil.) coming
from EU funds, i.e. Phare and the Structural Fuads, CZK 1,398 mil. (USD 58.4 mil.) flowing from
financial market resources. A certain portion & fupport (31.2%) is returnable, i.e. these aralinett
subsidies but soft loans. It can be stated thaintipdlementation of the supported projects is beradfto
the national economy and to the reduction of unegmpent in the Czech Republic.

13 EIF’s (European Investment Fund) activity is cedeupon two areas, venture capital and guarant&éss
venture capital instruments consist of equity itwests in venture capital funds and business irtonbahat
support SMEs, particularly those that are earlgestand technology-oriented; EIF's guarantee insgnisnconsist
of providing guarantees to financial institutiohattcover credits to SMEs.

4 The Technology and Innovation Center of the CZB®thnical University in Prague
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2. Republic of Moldova learning from Czech experience of European
integration

2.1. Czech Republic meeting basic EU integration cr iteria

After the fall of the communist regime in 1989, firech Republic set the entry into the EU as one of
the main goals of foreign policy. The Czech Repubkcame the EU member state on May 1, 2004,
along with other nine countries.

Table 4: History of the CR’s accession to the EU

In December 1991, the Czech and Slovak Federal litepureached an agreement regarg
accession to the EU, the result of which was tkention to join the Union.

ng

On January 1, 1993, the two countries became imdkgme and the Czech Republic and Slovak
Republic had to enter and ratify the agreementaigal 993.

In 1993, the European Committee held a meeting @ape@hagen and accepted the purpdrted
Copenhagen criteria. The conditions for new apptiedor the EU membership were defined. For
example, these criteria included the existence sffate of law, democracy and functioning market
economy.

The European Parliament approved the accessioeragré in 1995, and it thus became valid.

=

In Rome, the Czech Republic represented by Vaclaussubmitted an official application for ent
to the EU.

Yy

In July 1997, the European Commission agreed ks @il accession with the Czech Republic. TThe
talks were opened with five other candidates.

The document named Agenda 2000 was approved isaime year, EU budget for the period from
2000 to 2006 being a part of this document. Thegbtidook into account the entry of the new
countries. The European Commission highlighted timsatisfactory conditions of the public
administration, agriculture and power engineermthe Czech Republic at that time.

The accession talks between the Czech RepublictttendEU commenced in March 1998. Pavel
Telicka represented the Czech side.

The first stage of the talks began in the same, yaat focused on the assessment of the legal system
and its compliance with acquis communautaire; dledacreening.

The screening of all 31 chapters regarding the Kigal system was completed.

Additional screening took place. Three chaptersthaf screening were completed and 10 were
completed in advance. Further 18 chapters remaiped, which required quick rectification, or jan
interim agreement period.

The Czech Republic applied for the interim period.

In December 2002 during the European Union SummitCbpenhagen, accession talks were
completed and all chapters closed. The date foett@gement of the European Union was set for
May 1, 2004.

On April 16, 2003, in Athens, the agreement of @mech Republic’s accession to the European
Union was signed.

According to the Constitution of th@zech Republic, citizens had the right to expries bpinion or
EU entry. The president of the Czech Republic anned a referendum for June 13 and 14, 2
55.21 % of voters turned out for the referendum ané@ % voted in favor of the entry.

On May 1, 2004, the Czech Republic became one oeidmember states of the European UnioT.

The basis for the accession of the Czech Repuhbticadher new Member States to EU was set by the
Copenhagen criteria. Particularly, they requires é¢listence of a functioning market economy, as wel
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as the capacity to cope with competitive pressaceraarket forces within the EU. The main conditions
according to which the progress towards Copenhagtaria was assessed were following:

= demand-supply equilibrium achieved through free petition of market forces;

= full liberalization of prices and trade flows;

» the existence of a developed financial sector witlamy obstacles to market entry and exit;
= enforceability of law, including ownership rights;

= macroeconomic stability, including price stabiligystainable public finances and sustainable
international financial accounts;

= a broad consensus on the principles of economiicypolr a sufficiently developed financial
sector capable of channeling savings into prodedtivestment.

After the accession these criteria were replacednbljcators set in Maastricht aimed at country's
preparation for euro area entry.

In order to become the EU member, the Czech Rephhblil also to accept the common policies of the
EU, as well as partially to coordinate its own pigls before its accession to the EU. It devoted
considerable effort to implement all directives,ieththe EC issued. European law regulates mairdy th
free movement of goods, services, capital and patsnand competition policy. Therefore the most
important change was to adopt the European lawesystvhich was valid in all member countries,
besides the national legislation while having ihaapects priority to the national law. Transforimat
and reforms, to which candidate countries bountdedselves, were importantly supported by PHARE
program, representing substantial financial soufoesSCEE countries. This aid was established as a
consequence of situation, when euphoria of we&arnpean politicians was replaced by fear of pdssib
threat for already achieved results of integrataond discussion between advocates of widening or
deepening came back to fifeA series of laws and law amendments became aféelby May 1, 2004,
the most important ones are mentioned in the Ardnex

Concerning the trade relations the Czech Repuldit to adopt the measures of other EU member
countries within the frame of common trade policg, common customs policy, so that the Czech
Republic applied similar duties to non-member coasteven if contracted terms were different and in
some cases more advantageous for the Czech Repliiibocconcerned China, some Asian countries and
other.

Hereto it is worth mentioning the situation in &giture sector between and after accession, shise t
issue is of high relevance for Moldova. This simatwas determined mainly by the conditions
negotiated during the accession negotiations. Hered to new members a transition period for direct
payments tied with agricultural production, whicvk the largest share in the production subsidizati
Besides, a system of up-evening payments TOP-UPsetadVithin this system new members can even
up direct payments at most by 30% (of the old memskaes level) above what they are entitled to and
consequently cannot overreach 100% of older membatilement in some sectors.

Table 5: Transition period for direct payments for EU-10

Direct payments
from EU budget
Year as a share of EU
15 direct
payments (%)

Up-evening
payments from
own resources

(%)

2004 25 30

> Among examples of measures, which were the mdtitul to enact, standards for agriculture, ingeltiual
property trademarks and denomination of origirhe EU, technical and construction standards fotipblildings
or standards of reporting for EUROSTAT can be nmamd. The newest information concerning this ismaethe
first European Court of Justice Decisions agaimst@R (C-203/06, C-204/06) on freedom of establestitm
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2005 30 30
2006 35 30
2007 40 30
2008 50 30
2009 60 30
2010 70 30
2011 80 20
2012 90 10
2013 100 0

Source: Accession Agreement of the Czech Republice EU

Generally, it can be said that the production guetare set at level of production before acces&en
Annex 1). Therefore, it can be stated that thesiteam of the Czech agricultural system to Common
Agricultural Policy (CAP) including consequencesitsfreform in 2003 meant a problem mainly due to
characteristics and specifics of the Czech agucailtsector, which were shaped during pre-revatutio
era and reformed during transformation. Collecttin brought about such a sector structure, irchwhi
big producers dominated small family farms. Subsatjundustrialization and modernization led to
higher efficiency and competitiveness. These faagate that agricultural producers tended tootsll
often a direction counteracting the new CAP treoards preference of non-production function of
agriculture and payments for termination of product Within the EU framework, agricultural
production must reflect the importance of productomsts, ability to abide with legislative paramgte
and a fact that it enters managed competition niyt @n internal market of other 24 members but &lso
export.

2.2. Negotiations with the EU and impacts of the en  try to the EU

The main expected impacts from accession to thenete higher competition pressures on domestic
markets, easier access to EU markets, strongetiatgo position towards partners from third coiegy
more transparent domestic entrepreneurial envirohraed higher inflow of FDI. The opportunities,
which the Czech Republic benefited from, stemmathfeasier communication with EU companies,
easier technical equipments approval proceedindghaeir introduction on the Czech market, posdipili

to attract new customers, easier transfer of westempanies’ production and other activities to the
Czech Republic. Following threats were perceivadflon of qualified labor force to western member
states, higher inflow of foreign goods since thenpanies were not forced to have some larger base in
the Czech Republic to supply their goods on theczamarket (own employees, logistic infrastructure
etc.).

One of the most important aspects of the Czech raeship in EU is the possibility to draw aid froneth
Structural Funds. During the pre-accession pernigmgbsrt programs (Phare, ISPA, SAPARD) played the
most important role in environmental investmentfieAthe entry of the Czech Republic to the EU
access to other forms of financing was introduced:

* Pre-accession aid - until the end of started ptsjec

» Financial resources directly at disposal, admiaistt by authorities in Brussels, with application
submitted directly to Brussels (environment andrgyeinnovation and 8D, education,
healthcare and security)

= Structural Funds and Cohesion Fund
= Indirect support - via financial institutions (Edlventure capital, guarantees, EIB, EBRD)
= Other forms of aid - non-financial, external co@iem

Implementation of "Operational programs" mentioriadthe chapter 1.5 falls within the frame of
Structural Funds.
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According to the latest proposal of the Europeatiglet for 2007-13, the Czech Republic could receive
the net income of CZK 93 billion annually. Simikatb other new member states, the Czech Republic is
likely to face problems with acquiring the financbkecause the knowledge regarding finance distabut

is not sufficient.

Microeconomic impacts of Czech membership in EU tineed above obviously brought about
macroeconomic consequences. The first one was disputable improvement in economic and social
environment due to the adoption of European lawmigkership also means a stability of international
position of the Czech Republic. Next advantagéas the Czech producers are able to use brand "Made
in EU", which can make a way of Czech products sendices to European markets easier. This can be
supported by current gradual increase in work prodity and improvement in trade balance. EU
membership can strengthen FDI inflows given thé ekispeculative foreign investors, as well because
the investment risk decreased as the Czech Repbkliame a part of EU market. Substantial
macroeconomic impact of EU membership can be seehe tendency of rising price level and its
gradual convergence to the EU level. Generallyg tiain be achieved in two ways - by allowing higher
rate of inflation or admitting nominal appreciatiohthe CZK/EUR exchange rate. In both cases tisere

a danger that the productivity growth will not bélea to sufficiently compensate decrease of
competitiveness.

Integration into the EU is the basis for the cogeace of the Czech economy towards the advanced
market economies, especially those of the Westarofean countries, and the creation of conditions f
further growth of the integrated economies. Thed@itons are based on the fundamental principlab®f
EU: free movement of persons, goods, services amitat and the prospect of a single currency.
Indicators of convergence are important for thedmted entity since the closer the developments of
individual members are, the better absorption oérmal shock and better reaction to imposed ecanomi
measures in case of adoption of single curreneyc.dn other words a higher level of such conveoge
fosters greater similarity of long-run equilibriudevelopment, which decreases the likelihood oficgtl
misalignment. Furthermore, higher degree of coremeg prior to ERM Il entry and euro adoption
decreases the potential future pressures for the f@vel growth and equilibrium appreciation oé tieal
exchange rate.

The Czech economy’s strong trade and ownershig lvikh the euro area are the principal argument for
euro adoption, as they increase the potential israfsing from the elimination of potential fluettions

in the exchange rate. To be admitted to accept eum@ncy the Czech Republic has to fulfill the so-
called Maastricht criterfd indicating the level of country’s nominal convenge. At present, the Czech
Republic is compliant with the criterion on pridelslity, with the long-term interest rate critamiowith

the exchange rate criterion and conditions impasethe level of government debt, as well. However,
the current settings of the Czech Republic's pubhence parameters prevent it from satisfying the
government deficit criterion in a sustainable manféis issue is closely tied with for a long time
postponed pension reform and modification of ratfearerous system of social benefits.

In general, the obligation to accept euro currezay be understood as one of the most importantatapa
of the CR’s entry to the EU. This process will hawe stages - joining ERM Il depending on the Czech
Republic's ability to comply with the requiremenfsthis system and subsequent euro adoption after a
period of intensive technical preparations. A cotnment to adopt the single currency in the futures wa
one of the conditions for the Czech Republic's ssioa to the EU. The date of adoption rests on the
degree of economic convergence (fulfilment of Maastricht criteria) as well as the compatibilitiy o
national legislation with EU legislation.

% In summary: 1) Inflation rate (No more than 1.5%her than the 3 best-performing member statehi®f&U

(based on inflation); 2) Government finance (thioraf the annual government deficit to gross damgzoduct

(GDP) must not exceed 3% at the end of the pregefistal year); 3) Government debt (the ratio obsyr
government debt to GDP must not exceed 60% atrtie&the preceding fiscal year); 4) Exchange (applicant
countries should have joined the ERM Il under thdSHor 2 consecutive years and should not haveldated its

currency during the period); 5) Long-term inteneges (the nominal long-term interest rate musth®otore than
2% higher than the 3 best-performing member stat@sed on inflation)).
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2.3. Czech view on further European construction an  d Czech support to
Moldova’s European integration

At the beginning let us summarize the basic faglisvant to the current status of enlargement dssons
between the EU member states, which can a bifelie EU attitude.

With regards to next enlargement the EU often tisederm of "absorption capacity”, i.e. the ability
accept a new member into the EU structure. Howeiveis not quite easy to determine what this
"absorption capacity" means since there is no edafihition of this phrase. The only definition is
included in strategic document of the EC on enlagy@ from November 2005. This document states
that the speed of enlargement must reflect therptisn capacity of the EU and the EU must ensua¢ th
it will maintain the ability to act and decide withfair and well-balanced relations between its
institutions, will respect its budget limits andaliege common policies, which perform well and aghie
set targets.

Other difficulty stems from the fact that differemtembers states have different opinion on which
country to accept and which not. In general, thanties are polarized between two groups: UK,
Scandinavian countries and some new members froBh@Eone side, which principally do not want to
impede next enlargement and allow entry to whoeyglies; and France, Germany and Austria on the
other side proclaiming that Europe should havebitsders and there exist psychological, cultural,
economic and political limits which are necessarpé¢ respected. Other member states oscillate batwe
these two poles.

Generally, it can be said that the Czech Repuldi positive attitude towards further enlargemeit an
this attitude is approved through the whole pditispectrum even if each political party has défer
reasons why to support this view. A common genggaling is that the Czech Republic and the EU
should have positive stand towards all countrigsickv want to become members and that EU should
defend European strategic interests rather thaialsamchievements. However, the problem of the Czech
Republic is that it has not yet precisely definedrelations with the EU and with foreign countyias
well. Support of further enlargement exists, aldfout is very superficial, since CR does not exactl
know yet what it wants to achieve.

Nevertheless, the assessment of the CR’s attitufierther enlargement can be based upon following
basic interests of the Czech Republic, i.e. intsrekforeign policy, security and economical ietss.

The Czech Republic is not currently a neighborrof aon-member country, which is rather special and
advantageous position although a bit problematlight of determining its interests. Thereforesitore
difficult to identify preferred geopolitical regisrfor the Czech Republic than for other membeestat
which have relatively well-pronounced opinion hadwe tfuture EU should look like since it is in their
interest to have accepted their non-member neighbdmot to be a state with EU external borders. Fo
Hungary and Slovenia it is Croatia and states oh& Yugoslavia, for Poland it is Turkey since afte
Turkey Ukraine would follow, for Baltic states & stabilization of their eastern space and clear-cu
attitude towards Russia. The more integrated E¥, ltbtter negotiation position of the EU towards
Russia.

But what is more obvious is that the Czech Repudilimuld support access of small countries since one
of the priorities of the Czech foreign policy isdtwengthen its own membership in the EU. Smatksta
can stand out as potential coalition allies whepraging new proposal on institutional structuretiod

EU.

Concerning its security interests there would lzsoeable explanation if the Czech Republic supgdorte
the entry of states, which are members of NATO.

The last and rather crucial issue is the econoidie af the story. On the one side the Czech Republi
will try to maintain its relative status among peomember states to remain in a position of netivec

of financial resources. Its concern would also deavoid inflow of cheap and qualified working force
from potential new member countries. In the pastrtiajority of EU 15 countries did not open labor
market for the new members, which puts the CzeghuRe& as one of the formerly restricted countries
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in a position to rather decline the introductionpobtective measures for future new EU member state
On the other side, the Czech Republic has to adletme the fact that it will not receive net pogtiv
payments from the EU forever. Accession of poomuntries would obviously enhance pressure on
reform of financially demanding areas as CAP oriaeg policy. In case that these fields were not
reformed the EU budget would be threatened by eoesnburden. This situation has already happened
during 2004 enlargement when this problem was solbg setting of transition period for direct
payments within the CAP framework (see chapter.2lhg last but certainly not the least important
benefit from EU enlargement is potentially highrewse in foreign trade after removing all barriers
within the single market and access to new devetppiarkets.

To conclude, how the European structure will lotde lin future depends on several factors as the
number of accessing countries, their economic pmdace, date of enlargement, terms of accession
(transition periods etc.), present level of bilatenelations, security risks, threat to functioniogEU
mechanisms or a process of further integration. Thech Republic will participate in this procesoas

of full members that can influence it and withinigfhframe it can defend its interests. This wi#l b
supported by the Czech presidency of the EU shaittdSweden and France. The Czech Republic will
be the second presidency state from the new mestaters, after Slovenia. The Czech Republic should
become a presidency state in the first half of 2008 active enlargement policy is in the Czech
Republic interest, supported by public opinion sit2% of Czech citizens consider enlargement as a
positive step (Special Eurobarometer 251).
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3. Moldova in transition: mixed progress, tall order ahead

The transition process in Moldova has been veryptery contradictory and protracted. Started in 1991
since Moldova’'s independence proclamation, at Idast transitional aspects have been closely
intertwined: statehood, political, economic andis@conomict’” We believe that at least three other
transitions should be added: cultural, geopolitiead demographic transitions. Broadly speaking,
transition process in Moldova can be divided into tain periods: early transition (1991-1999) aaté |
transition (2000- present).

3.1. Early transition: state-building and economic reforms.

Early transition was marked by steep economic deand “muddling through” reform process, political
turmoil, short but bloody conflict with the sepasatTransnistria region in 1992 and soaring poverty
Although serious progress was made in statehodaunation, such as joining UN and other internationa
organizations as a distinct state entity, adoptbithe Moldovan leu as national currency (1993) and
passing the first-since-independence Constituti®94), the successes on the ground level wererrathe
modest. Difficult initial conditions, such as deigegration in the Soviet production structuregyhhi
dependence on energy subsidies from the Sovietnénzenter and over-reliance on agricultfinsere
compounded by uneven reform procEss.

Being ranked a “star reformer” in the first couplieyears when prices, exchange rate and trade were
swiftly liberalized, Moldova ended up as “reforngégmrd” as privatization and structural reform efor
were mostly botched.

The case of privatization process is quite eloquenhis respect. Law on Privatization adopted toy t
Parliament in 1991 laid the groundwork for this gges. The law envisaged three ways for the state
property to be privatized: the Mass Privatizatiosagfam (MPP), the management/employee buy-out and
the selling to strategic investors. However, piaation started only at the end of 1993. The Mass
Privatization Program was based mainly on the Czmchlel with issuance of vouchers (National
Patrimonial Bonds) and establishment of Investméntsts (IT) with all the failures characteristicthis
model, i.e. lack of real owner and transparenchief etc. Many citizens preferred to invest thends

in their apartment, which proved to be a much safdr Another privatization procedure, selling to
strategic investor, was often marred by suspiciineorruption and public scandals. Moreover, by the
end of the decade privatization process all buiesta

Moldovan enterprises and goods remained highly mpetitive and exaggeratedly oriented towards CIS
markets with 60% of exports directed to Russia.thAil$ left the Moldovan economy totally unprepared
for the next wave of exogenous shock in the wak&wésian financial crisis in 1998. By 1999 the
adverse impact of the Russian crisis was wide-gpréae economy was suffering fully-blown crisis as
nascent recovery of 1997 was reversed, outputactett again, national currency depreciated and many
more people were left unemployed.

Thus, in 1991-99 Moldova experienced enormous eoandecline: the industrial output has collapsed
to only 34% and the agricultural output to 50% fué 1990 level® In 1999 the GDP was only 33% of
the level of 1989, and the real wage fell to onk. ia 1999 about 73% of the population was living
below national poverty lin€. Along with poverty, the income inequality incredsmormously. The Gini
coefficient of earnings distribution slipped fron280 in 1989 to 0.441 in 1999 being quite high efeen

a transition economy.

17 See more in Weeks and others, 2005.

18 The break-up of the Soviet Union business, tradebaidgetary ties actually represented the firstenaf the
exogenous shocks from the “East” followed by theose and third waves in 1998 and 2006, respectively

9 International Development Association, Countryisssice Strategy, 2004.
2 GRoM, 2004;
ZpPPMU, 2002, a)
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To sum up, the early transition was a very hardogefor Moldova. Along with independence, very
serious tasks came, e.g. to reform and modernizeoadic and state institutions, offer a strateggion
for nation’s development and ensure decent lifetfi@ country’s disgruntled citizens. Unfortunately,
national elites were not always ready to find ohd to these issues and the prospects were laeklus

3.2. Late transition: growth, poverty and migration

In 1990s Moldova suffered one of the most protcheiad deep economic recessions (see Figure 1).
Apparently, Moldova'’s fortunes reversed in 200(hc8ithen the country has firmly been on the growth
track, growing 5.9% on average in 2000-2006, w@ilBP per capita reached 1993 levels by 2004. The
economic growth was chiefly supported by sound oeawnomic policies, favorable external
environment and burgeoning internal demand.

Figure 1: GDP growth in a regional prospective, 198=100%
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By 2004 poverty rate declined to 26.5% howeverpadiag to official estimates it increased to 31% in
2005. Inequality receded slightly: in 2000-2004, @ini coefficient has decreased from 0.38 to 6236.
Real wages, government transfers and remittaneesassidered main engines behind poverty reduction
in Moldova in 2001-2004. And all of them grew thghwut the period. For instance, real wages anything
but doubled in 2005 in comparison with 2000, grayi®% on average throughout this period. Reforms
in health and education sectors accompanied bypggrosocial public expenditure ushered recovery in
population access to basic social services.

Nonetheless, there are obvious question marks tbeesustainability of the current growth. Firstadif

the economic growth has been heavily dependertt@neimittances of Moldovan workers. According to
official estimates, remittances contributed apprately 31% to the GDP growth in 2005-2006, mostly
by fueling domestic demand. Furthermore, remittarmiayed crucial role in raising income and poverty
reduction in recent years. Notwithstanding currete of remittances they can hardly ensure sudtéena
economic growth. First of all, remittances are nyosised for current consumption and mostly for

22 Annual Evaluation Report on Implementation of Be@nomic Growth and Poverty Reduction Strategy Pape
2005.
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imported goods, and only a small share of them epdss productive investments. Secondly, no one can
ensure that remittances inflow will not be reversisl some tentative data show, the labor migrargs a
leaving at a slower rate. Moreover, some of thewobe legal residents in destination countries and
have started to take their family members to th& bountries. Therefore, at some moment in theréutu
there will be less people in Moldova to send moteyWith no structural changes, leading to better
business environment, enhanced international cotiveeiess and shifting to export-led growth the
current economic expansion is poised to flattevest.

Second factor is slow modernization of the econbéim@bviously, services’ share in the economy
exploded, while that of agriculture languished,exsply since 2000 (Figure 2). The most significant
growth was observed in transport, telecommunicatard construction branches.

Figure 2: Evolution of the GDP structure by resoures, % of total
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Source: NBS of Republic of Moldova

This new role of tertiary sector is not howevelaeted if we consider employment. More the 40% of
active labor force is still employed in agricultued reside in rural areas. However, this is eyaetlere
poverty rate started to grow since 2005 as farnmiecsime has dwindled.

Thus, the benefits of economic growth have not bgmead evenly throughout Moldova. The major
cities have reaped the most benefits, while snoalhs and villages have been left behind. So far, th
economic developments give no hope for great clemgthis respect. The third wave of trade shocks,
i.e. the trade barriers imposed by Russian Federain imports of Moldovan vegetal products and
alcoholic beverages hit Moldovan agriculture andeamaking industry quite hard. These products also
comprise the most important part of exports, whilmost 80% of Moldovan wine were exported to
Russia. At the same time, prices for natural ggmmed from Russia were raised twice in a row i6&0
and once again at the beginning of 2007, which egmently increased costs of production and thus
decreased competitiveness of the local productsralgmt on gas. At the same time, growing gas prices
increased burden on individual consumers. The iaend attempts to tackle consequences of these

2 NHDR, 2006.
24\WB, 2006.
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exogenous shocks by authorities and Moldovan comapamere slow. In 2006 economic growth rate
slowed to 4%, while industry and agriculture pluthgato recession. While international financial

institutions and European Union offered help inlidgawith these shocks, the success in this endeavo
depends mostly on Moldovan government and privatéos.

3.3. Lagging transition of Moldovan trade

Evolution of foreign trade reflects quite closeleaall development trends of the Moldovan economy
and its international competitiveness. A more fecu®ok shows striking difference between trajaetor
followed by foreign trade patterns in Moldova andrenadvanced CEE countries or Baltic countries. As
the latter successfully re-directed its trade wastlw to the EU market and away from COMECON
partners, Moldovan trade remained for most of @®&eply rooted in the old Soviet-era patterns. Thus,
throughout most of 90’'s Moldovan trade was mainigmted eastwards and specialized in low value-
added products with low capital and technologioglis, chiefly agricultural products and textil&sich

a specialization was quite convenient for Moldopanducers as belonging to old trade bloc allowed to
capitalize on remnants of Soviet-era business atiums, while low MSTQ permitted to avoid
significant structural and technological upgrades.

Russian crisis, however, served as a rude awakdoirigoldovan producers. Exports declined steeply,
many producers suffered huge losses. Since theildovian trade slowly started to reorient westwards
and its exports to the EU market more than doubljethe end of 2006. Somewhat perversely, the trend
was supported by Russia’s ban on main Moldovan regpim this country — wines and various
agricultural products (although meat, fruit and etedple exports were resumed recently, while wine
sector is languishing as a result of the shock)netleeless, with all the positive developments in
diversifying geography of the exports, the prodstaticture remains mostly the same. Moldovan exports
seem to be stuck in the category of low value adaed low competitive products, mainly wines,
agricultural products and textiles. This precludesolding of export-led growth and leaves Moldova
extremely vulnerable to vagaries of certain exaedgiimportant foreign markets. Moreover, the saone
Moldovan companies embrace international MSTQ tloeenprogress they will make on the European
markets; otherwise liberalized trade regime (curcgrATP granted this year) may prove of littleghébr
embattled Moldovan producers.

Table 6: Geographical concentration of Moldovan exprts, %

Export - total 100. | 100. | 100. | 100. | 100. | 100. | 100. | 100. | 100. | 100. | 100. | 100.
(0] o (0] (0] (0] (0] (0] (0] o o o o
CIs 62.6 | 68.3 | 69.6 | 679 | 54.7 | 58.6 | 60.9 | 54.4 | 53.6 | 51.0 | 50.5 | 40.3
Russia 58.2 | 53.3 | 41.3 | 44,5 | 43.7 | 37.1 39.0 | 359 | 31,8 | 17.3
Ucraine 5.7 7.7 7.0 7.5 10.1 9.5 7.1 6.6 9,1 12.2
Belarus 4.1 5.0 4.7 4.6 5.3 6.1 5.2 6.0 6,5 7.0
EU 11.6 9.8 13.4 15.7 | 28.1 26.3 249 | 26.6 26.7 | 30.1 | 29.7 | 35.0
Germany 3.7 3.8 7.2 7.7 7.1 7.2 7.1 7.2 4.3 4.9
Italy 2.7 3.5 5.5 7.7 8.0 8.8 104 | 13.8 | 12.2 | 11.1
CEE 21.3 16.3 8.0 10.2 | 10.2 8.8 7.5 9.6 12.4 | 10.7 | 11.1 14.4
Romania 10.0 | 10.2 | 14.8
Rest of the world 4.5 5.6 9.1 6.2 7.0 6.3 6.7 9.3 7.3 8.2 8.7 8.2

Surse: NSB and EG calculations

Table 7: Export structure by groups of goods, %, ilnot indicated otherwise

Export, total 874.1 | 631.8 | 463.4 | 471.5 | 565.5 | 643.8 | 789.9 | 985.2 | 1,091. | 1,051.
USD min. 3 6




Foodstuffs, 54.8 55.4 42.6 42.1 44.5 41.5 39.8 35.1 36.3 26.3
beverages,

tobacco

Textiles and 6.7 9.8 13.9 17.7 18.4 16.7 16.4 17.3 17.8 21.7
apparel

Vegetal products 8.6 11.3 14.7 14.0 13.9 16.5 11.6 12.2 6.1 13.0
Raw and process 1.4 1.7 2.8 2.8 2.0 3.6 5.7 7.9 6.6 2.2
leather, furs

Animal and 1.0 0.6 0.5 0.8 1.5 2.6 3.7 4.2 3.5 3.3
vegetable oils and

fats

Machinery and 5.2 6.5 5.9 5.1 5.4 3.9 3.8 4.0 4.2 5.1
equipment

Mineral products 0.4 0.4 0.4 0.6 1.1 1.8 2.6 3.1 1.8 2.6
Metals and its 1.0 1.5 3.5 2.5 0.5 1.1 2.5 3.0 4.5 7.2
derivatives

Other 21.0 12.8 15.7 14.5 12.6 12.3 14.0 13.3 19.8 18.6

Surse: NSB and EG calculations

3.4. FDI inflows to Moldova in the transition perio  d

Moldova inherited from the USSR an obsolete andalarited economy, which has suffered over the
entire transformational period of shortages of e@nd advanced managerial skills and technologies
As the experience of other transition countrieggests, only FDI can help overcoming such deficiesci
and these countries entered a fierce competitiomttoacting more FDI. Among the positive effects o
the FDI, one should acknowledge not only their ingpace as source of indispensable capital, butadlso
experience and knowledge, management practicegetirag innovations and technological know-how.
In the regional competition for luring more foreigvestors, Moldova was not very successful.

In terms of GDP, the net inflow of FDI has growmstantly since 2003 and is quite large by regional
standards. For instance, in 2005 the FDI equale@ff@&DP, while in the CEE countries the average was
5%. However, this indicator is mostly explaineddmyall size of the Moldova economy rather than by it
performance in attracting FID. Indeed, in per aapirms, the Moldova’s performance is similar tatth
of other CIS countries (USD 50 per capita in 20@&)jle in CEE countries the FDI inflow in 2005
averaged 370 USD per capita.

The breakdown of FDI by country in 2004, accordiopgNBM data, was as follows: Spain 34.7%,
Netherlands 12.1%, United Kingdom 8.4%, Romanids/.Russia 6.3%, United States 5.8%, Germany
3.9%, Cyprus 2.8%, Italy 2.5% and other countri@8%. The biggest foreign investors are coming from
Russia, Spain, Netherlands and Unites States. Wigbdtion of FDI stock by economic sectors is
shown in the Figure 3.
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Figure 3: The distribution of FDI stock by economicsectors
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As of January 2007 the total FDI stock in Moldowemonomy was about 1.3 billion USD. This is roughly
equal to the total amount of money sent home bydegMdn migrants. The relatively weak Moldova’'s
performance in attracting more FDI has influencedatively the economic growth. A World Bank study
suggests that foreign capital enterprises (i.eh aitleast 25% of the capital of the enterpriséjieae
higher sales and profit per employee. While counfor only 3% of the total active enterprises aftl 5
of the total of employees, in 2004 the enterpnisits foreign capital have posted 15% of total saled
23% of the investment activity.

Why was Republic of Moldova so slow in attractimgefign investors? Obviously, the FDI received by a
given country depends on geographic factors, sachize of the host-country, geographic location and
natural resources. However, economic and institatidactors like the policy framework, business
climate, the quality of governance and level ofrgption are even more important. Moreover, a cquntr
has to have an FDI absorption capacity, which dépem quality of its human resources and existence
of basic technology and premises for incorporatiegy technologies. Moldova has admitted failures in
both building an attractive institutional framewakd consolidating its absorptive capacity.
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4. Republic of Moldova - Czech Republic: an economic comparison

In this chapter two basic questions are addressed: Why would one expect that there is
a potential to strengthen the economic relations between the Czech Republic and the
Republic of Moldova and how large this potential can be. The chapter is based on an
analysis of the complementariness of economic specializations of the two countries and
on the gravitational trade theory. For the Republic of Moldova new economic
opportunities may derive from the Czech Republic emerging as a new economic hub in
Europe. The Moldova’s favorable geographic location and its traditional links to Eastern
markets may be attractive for the extension of the Czech trade. However, significant
effort by Moldova is needed to materialize its geo-economic advantages.

4.1. Complementary economic specializations

While having some general economic features in comgeconomic history of the second half of the
20" century, small and open economies) the produciiveé trade specializations in the Republic of
Moldova and the Czech Republic evolved differentBurrently the economic systems of the two
countries are to a significant degree complementeyshown in the Table 8. This provides a largenro
for advancing the trade between the two countudsch is currently rather small when comparing the
Moldova and Czech trade with other countries frtw@ tegions. In 2006, the trade equaled USD 36.5
million, including USD 30.9 million of Czech experand USD 5.6 million of Moldovan exports.

Table 8: Structure of Gross Value Added by sector2004, %)

Republic of Moldova Czech Republic
Agriculture, hunting, forestry and fishing 20.8 3.3
Mining and quarrying 0.4 1.4
Manufacturing 16.4 25.6
Electricity, gas and water supply 1.9 3.8
Construction 4.7 6.5
Trade 12.1 12.2
Hotels and restaurants 1.1 2.3
Transport, storage and communication 13.2 10.8
Financial intermediation 5.2 3.5
Real estate and business activities 6.5 13.1
Public administration 5.5 5.7
Education 5.9 4.3
Health and social work 4.0 4.1
Other community, social and personal services 2.0 4 3

Source: Authors calculations based on the Moldaagh Czech statistical offices information.

The Moldovan economy is dependent on the agriallsector (providing roughly 21% of the country
output), whereas in the Czech economy the sectwmohly a minor role (3.3%). Moldovan agriculture
employs about 40% of the labor force. Oppositehts, tthe manufacture sector in the Czech economy
posts the largest bulk in the gross value adde®%2ph while in Moldova it reaches only 16.4%. Energ
sector in the Czech Republic accounts for 3.8%hefdountry’s production, while in Moldova, which
largely depends on energy imports it accounts émyl.9%. The share of constructions in Moldova’s
value added is about 4.7%, which is slightly bekbw Czech, 6.5%, but this discrepancy is likely to
narrow in the future because of recent boom in ttoagons in Moldova. Trade, transport, storage and
communication sectors are equally important in bettonomies. The difference in “hotels and
restaurants” reflects the fact that the Czech Rlapishan important tourism destination, while Mol

is not yet so important. The financial intermediatiseems to play a bigger role in Moldova, than in
Czech Republic. Due to the recent arrival of fanelgnks in the Republic of Moldova the role of the
financial sector is likely to increase in 2007-2008e real estate and business-related servicanurk
more important in the Czech Republic than in thpuRéc of Moldova.
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Table 9: Composition of exports by commodity sectits, % of total, 2004

Republic of Moldova Czech Republic
Food and live animals 21.2 2.8
Beverages and tobacco 29.1 0.5
Crude materials, inedible, except fuels 0.2 2.9
Mineral fuels, lubricants and related
materials 3.1 2.9
Animal and vegetable oils, fats and waxes 4.2 0.1
Chemicals and related products. 0.9 6.0
Manufactured goods classified chiefly by
material 32.6 22.5
Machinery and transport equipment 7.1 50.9
Miscellaneous manufactured articles 1.6 11.4

Source: Authors calculations based on the Moldaaagh Czech statistical offices information.

As shown in the Table 9 the structures of the aspafrtwo countries are very dissimilar. Almost 50%
the Moldovan exports are concentrated in the “faod live animals” and “beverages and tobacco”
sections. In case of Czech Republic the “machirmery transport equipment” account for half of the
exports earnings.

Based on figures in the tables above, one can ededhat nowadays Moldova’'s specialization is to a
significant degree related to agriculture, food dmelierages sectors. These sectors are the main
contributors to the country’s GDP and exports; altllikely remain the main sectors in the neari.

As for the Czech Republic, its specialization isren@advanced and concentrated on manufactured
articles, machinery and transport. These dissiii#arare propitious for advancing the trade betwibe

two countries. Moldova is experiencing a ratheorggr economic growth and its investment needs will
only increase in the future, including the needs rfwachinery, equipment and transport (currently
representing about 20% of the total Moldovan imgorAccording to the recent statistical data in@00
the investment in the Republic of Moldova increabgdl7%. This is a real opportunity for the Czech
producers of machinery and equipment to increasie sales to Moldovan companies. As for the Czech
Republic, about 5% of its imports come as food laenkerages products, where Moldovan producers can
find their own niches. The statement that thera Bgh potential for Moldova to increase its expdd

the Czech Republic is also supported by the gravitgte theory, which is explained in the following
subchapter.

4.2. What the gravity trade theory suggests

The gravity trade theory purports that the expoftshe country A to the country B are positively
correlated with the economic and demographic sidebe country A and B and negatively correlated
with the geographical distance between the two emsn Obviously, one cannot ignore such factors as
trade regime, regional and bilateral trade agreésnesdjacent borders, cultural factors, common
language spoken, natural conditions, diasporasatiners. From this angle the analysis of the trade
between the Republic of Moldova and the Czech Rapisbquite interesting.

Let's look at Moldova’s exports to the region corsed of Czech Republic, Germany, Switzerland,
Austria, Poland, Slovakia and Hungary. With allsaeountries Moldova has practically the same trade
regime, all these countries are similar in termsuifure and religion and none of these countragsidrs
Moldova. The Table 10 highlights the distributiohtlbe Moldovan exports and imports to/from these
countries and the countries “gravity” parameternge(sof economy, population and distance from
Chisinau to the capital of the corresponding caggntr

Table 10: Moldovan trade with selected countries ahtheir “trade gravitational” parameters

GDP, billion Population, Distance from | Moldovan exports,  Moldovan
UsSD, PPP, 2006 million people,| Chisinau to the million USD, imports, million
2004 capital, km 2006 USD, 2006
Czech Rep. 198.9 10.2 1120 5.6 30.9
Germany 2605.4 82.5 1265 51.9 2141
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Switzerland 246.2 7.3 1619 14.2 17.2
Austria 286.7 8.2 945 13.1 23.4
Poland 526.2 38.2 812 39.2 73.4
Hungary 179.6 10.1 740 14.6 33.0
Slovak Rep. 93.3 5.4 889 22.7 13.4

Sources: IMF for the GDP and population, GeoBitsgeographical distances and NBS for exports volume

Domination of Moldovan exports to Germany — theésmt European economy with a large population -
is obvious. Moldovan exports to Poland, which istaer large economy and large country are als@quit

big. However, Czech economy is practically compleratith the Swiss and Austrian ones and larger
than Hungarian and Slovak ones. The Czech popol&imentical with that of Hungary and bigger than

that of Switzerland, Austria and Slovakia. Moregvier the Czech Republic there are a significant

number of Moldovan migrants. Despite this, as it ba seen from the Table 10, the Moldovan exports t

Czech Republic are the lowest as compared with réxpo other analyzed countries, which suggests a
significant room for increase in Moldovan expodgshe Czech Republic.

The relevance of trade gravitational factors iseéd by the fact that imports from the Czech Réipu

to the Republic of Moldova are much higher tharoiher three countries (Switzerland, Austria, and
Slovakia). This simple analysis based on the gatigial trade theory suggests that there is patiefoti

a substantial increase of the Moldovan exporthéoGzech Republic. In order to achieve this goal th
formal or informal trade barriers should be ideatf and removed and more attention be given to
establishment of the business contacts. This widlbée Moldova companies to benefit from the faat th
the Czech Republic is emerging as a new econontigrhEurope.

4.3. The Czech Republic: an emerging European econo  mic hub

The Czech Republic is often called as the couripatied in the heart of Europe. It is a landlocked
country with an area of 78,866 sq km sharing itsles with Germany, Poland, Austria and Slovakia. |
currently has approx. 10.3 million inhabitants. iUBD06 population level was decreasing, due to low
birth rates with immigration partially compensatitige decrease. The Czech Republic has a high
proportion of its population in the productive ageges of 40 — 54 and 20 — 25 years. This sti@ategi
location at the center of Europe, with good actesstablished western and emerging eastern maekets
good quality infrastructure, where investors camdfi¢ from a skilled and productive workforce, a
significant research and development sector atrgaacatively low cost brings substantial advantdges
economic development. External trade statisticsvskimat the Czech economy is highly open and
integrated into the economies of Western Europerebler, the Czech Republic is one of the most
successful transition economies in attracting tpralirect investment. These facts suggest thaC#eeh
Republic has eventually emerged as European ecariorhi

Economic growth is underpinned by foreign investmamnd growth in consumer demarnthe 1997
currency crisis and the subsequent restrictive agemomic stabilization packages brought about a
slight decline in real GDP, but combined with stanal reforms, ultimately led to a revival in 1999.
Since then, the Czech economy has been constaothjrgy by an average of 2.2% annually despite the
global downturn in 2001 (Figure 4). In 2007 GDR&imated to grow by 4.9 %.

Figure 4: GDP per capita in PPS (CZK) and GDP growh in real terms (%)
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Source: Czech Statistical Office

38



The structure of industrial production substantialhanged in the early nineties, caused by complete
restructuring of Czech industry transitioning froa centrally organized system to decentralized
capitalism. The basic trends were a decline ofalverdustrial production.

The Czech Republic has only limited energy resaurCeal is still the leading fuel for power genenat
but its role is declining. This trend acceleratdthwhe commissioning of a second nuclear powentpla
at Temelin. Oil and gas imports accounting to almi®®30% of domestic consumption are relatively
diversified.

Price stability characterizes the current statenftétion. Since 2002, the CPI index has moved within a
very narrow corridor. For 2007, the average ratimftdition is expected to rise to 3.0 %. Monetaojiqy

of the Czech National Bank follows the inflatiomgating regime. Since January 2006 inflation target
has been set as 3 % year-on-year increase of @RleRtial monetary policy of the CNB contributes to
keeping the year-on-year CPI below the inflatiomgéd due. Tight monetary policy and strong investor
confidence resulted also in a stable exchangeagdst currencies of major trading partners oker t
last decade (Figure 5). Starting in 2001, CZK agipted as a result of structural reforms. Conseigquen
appreciation and not deteriorating of deficit oide balance show evidence of growing competitive
ability of Czech exporters, especially on EU maskand reflects advancing convergence towards the
level of developed EU member states.

Figure 5: Exchange rates 1991 to 2007 - monthly anages
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External trade statistics show that the Czech eognis open and well integrated into the economfes o

West Europe. In 2002, exports to EU amounted td%8f all Czech exports, and imports from EU to

60.2% of all Czech imports. Such high levels ofdé&rgplace the Czech Republic among the most
integrated Central and Eastern European (CEE) edi@so Ratio of current account balance to GDP has
substantially improved in 2005. The forecast fod2@ 2.4 % of GDP and in longer horizon a tendency
toward balancing the current account should be.seen

Figure 6: Net exports and current account (CZK bn ad as % of GDP) in 1998-2007F
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Source: Czech Statistical Office
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The Czech Republic has a solid country rating (Ealele 11). Its rating among CEE countries is for
Moody’s and Fitch-IBCA rating exceeded only by ®liona.

Table 11: Foreign and domestic currency long-termavereign debt ratings

STANDARD AND

COUNTRY POOR’'S MOODY’'S FITCH-IBCA
Hungary BBB+ Al BBB+
Poland BBB+ A2 BBB+
Estonia A Al A
Slovakia A A2 A
Romania BBB- Bal BBB-
Russia BBB Baa2 BBB+

Source: Czech National Bank, August 2006

The Czech Republic is one of the most successfuisition economies in attracting foreign direct
investment (Table 12).

Table 12: Comparison of selected CEE countries acating to FDI flows and stocks

TUES FDI inflow per capita FDI stock per capita

Yest Czech R. Hungary Poland Slovakia Czech R. Hungary Poland Slovakia
1993 63.3 472.3

1994 84.0 221.0 48.6 51.0 440.0 685.2 98.3 110.7
1995 248.1 494.1 94.8 48.2 711.6 1,094.3 203.2 151.1
1996 138.5 320.0 116.5 68.8 831.0 1,288.1 296.8 232.1
1997 126.2 405.0 127.0 43.0 896.1 1,746.1 377.4 310.3
1998 361.2 324.8 164.6 131.1 1,396.4 2,019.4 580.9 394.9
1999 614.9 323.5 188.0 79.3 1,706.8 2,272.1 674.5 421.1
2000 485.4 270.7 243.0 357.3 2,107.0 2,239.7 890.1 692.7
2001 551.1 386.4 149.4 294.5 2,646.6 2,690.2 1,078.4 899.1
2002 831.2 296.7 108.1 761.1 3,789.3 3,565.9 1,269.9 1,585.7
2003 205.9 211.0 120.1 140.5 4,436.7 4,772.2 1,514.9 2,205.3
2004 486.9 460.5 337.1 234.4 5,604.8 6,202.3 2,242.0 2,853.4
2005 1,073.8 664.1 202.4 354.2 5,808.9 6,069.2 2,4454 2,844.6

Source: UNCTAD, Eurostat

The introduction of investment incentives in 1998 tstimulated a massive inflow of FDI into both
green-field and brown-field projeétsMoreover, the Czech Republic is strategicallyated in the center

of Europe, with good access to established Westedremerging Eastern markets, a good infrastructure
investors can benefit from a skilled and productiwarkforce, a significant research and development
sector at a comparatively low cost. Many multinadils, including Panasonic, Honeywell, Motorola and
Mercedes-Benz, run R&D or design centers in thailskkp. Both incoming and established investors
benefit from a range of incentives offered by tbgernment. Increasingly, investors are not jusatimg
their production facilities but are also setting ‘lpowledge-intensive” activities in the countryor
trends in FDI inflows see Figure 7.

% The FDI inflow into equity capital was mainly astdt of sales of large companies to non-residediesKy
Telecom, Unipetrol, Vitkovice Steel). The remainipgrt of investment was largely attributable tor@ases in
ownership interests of foreign corporations andetstablishment of new foreign-owned corporations.
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Figure 7: FDI inflows in 1995 — 2005

12000 12,0%
10000 10,0%
8000 8,0%
6000 6,0%
4000 4,0%

2000
0

2,0%
0,0%

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

= FDl inflows to the CR (USD mil.) FDIinflows/GDP (%) ‘

Source: Czech National Bank, Czech Statisticald®ffi

Concerning the tax policy, emphasis is shiftingnfrcncome taxes to consumption taxes. The main
consumption tax is VAT, set at two rates: 19% (baate) and 5% (reduced rate, applied mainly tal foo
products, medicine, heat, newspapers, journalskdhopassenger transport, and telecommunication
services). Other indirect taxes are excise taxes] tax, inheritance and gift tax, and real-estatesfer
tax.

Capital gains are taxed as part of company inc@nedend withholding tax and tax on interest paid i
set at 15%, with plans to reduce the dividend vattiimg tax in the future.

The standard rate of corporate income tax was 2¥ak periods ending in 2006. There are plans for
further reduction of corporate tax but no timetdids been set.

When comparing the Czech Republic with other EUntioes, PPS-adjusted per capita GDP in the Czech
Republic has already reached 60% of EU-15 leveloAgnother CEE new members, only Slovenia has
reached a higher level. A comparison of economifopmance of the Czech Republic with candidate

countries is shown in Table 13.

Table 13: Comparison of EU member countries

Labour General
productivity per Public balance as government debt
GDP per capita in Real GDP growth person employed Total employment Real unit labour  a percentage of as a percentage ¢
PPS (EU-25=100 rate - Y/Y, % EU-25=100 growth Inflation rate cost growth GDP GDP

2000 2005 2000 2005 2000 2005 2000 | 2005 2000 2005 2000 | 2005 2000 | 2005 2000 & 2005

100 3.9 . 1.6 0.8 . 22 . -0. . 2. 62.9

EU15 109.7 | 108.2 3.9 15 108 106.4 2.2 0.8 1.9 2.1 0.3 -0.4 0.5 -2.3 64.1 64.5

BG 26.5 33 5.4 5.5 314 34.1 -3.5 2 10.3 5 -5.4 1.7 -0.5 3.1 73.6 29.9

Cz | 64.7 73.7 3.6 6.1 58.3 66.1 -0.2 0.7 3.9 16 0.7 -0.9 -3.7 -3.6 18.2 30.4

ES | 921 98 5 3.5 97.9 97.1 5.1 3.8 3.5 3.4 -0.6 -1.8 -0.9 11 61.1 43.1

LV 35.3 48 6.9 10.2 38.4 47.3 -2.9 15 2.6 6.9 -6.9 -3.1 -2.8 0.1 12.9 121

LT 37.9 52.1 4.1 7.6 41 53.4 -4 2.6 11 2.7 -8.2 -2.3 -3.2 -0.5 23.8 18.7
HU | 53.9 62.5 8.1 4.2 62 713 13 0 10 3.5 -0.8 0.1 -2.9 -6.5 55.4 57.7
PL 46.7 49.8 4.2 3.5 53.3 59 -2.6 0.9 10.1 22 -2.3 -1.6 -1.5 -2.5 36.8 42
RO | 24.9 34.1 21 4.1 28 38.8 25 0.2 45.7 9.1 21.7 6.3 : -0.4 | 226623| 15.2
Sl 72.7 81.9 4.1 4 70 78.5 0.8 0.7 8.9 25 3.3 0.1 -3.8 -1.4 27.4 28
SK | 47.4 57.1 0.7 6 54.7 64.8 -1.8 14 12.2 2.8 -0.6 -1.8 -11.8 -3.1 49.9 345

Note:  numbers in yellow fields - Estimate, oranigéds - Forecast
Source: EUROSTAT

The above-mentioned macroeconomic indicators awodhiging development of the Czech Republic
place the country among candidates for a Europeanomic hub. From this point of view the Czech
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Republic could become an interesting partner folddea consequently with the CR’s strengthening
position in Europe and its expected EU presidency.

4.4. The Republic of Moldova: how to become a bridg e between Europe
and Asia?

Moldovan officials have long time boasted the fthett Moldova lies at the crossroads between Europe
and Asia in a fashion that presumed that Moldoggegraphical position is a value itself. However,
advantages of Moldova’'s geographical position dtenooverestimated and not properly assessed to
make use of. Moreover, in a new economic era fosumtry to become a bridge between one region and
another geographical position is not the sole d@mrdi Such factors as languages spoken by the
population may also become an advantage. Thusquiadty of a “bridge” may vary from simple
transitory territory, to production site for traeepansion for western companies eastwards and wther
around, to a location when business people fromtVilad East can meet avoiding restrictive visa
regimes and benefiting from the services of localtimgual population. In what follows we try to
analyze how Moldova’s geographical and culturatdesccan be employed for the country to become a
bridge between Europe and Asia and show how thehCeempanies will be able to benefit from the
advantages that Moldova offers. We outline theofeihg factors: physical infrastructure (roads)dea
openness (trade regime and procedures), cultudavement (languages spoken, etc.), and visa regime.

4.4.1 Infrastructure.

Quality of infrastructure is crucial for Moldovafe consider it as a “transit bridge” from Ceniaald
South-Eastern Europe to countries located in thetexme wedge of the former USSR and eastwards. It is
hard to make use of geographical position when @ategnfrastructure is lacking and roads are ddrel
Unfortunately, this is the case of the Republidvmiidova. The major roads have sufficient capaaity f
long-distance road transport, however, due to déichfinancing they are not maintained properly. @ller
Moldova possesses 3,325 km of national roads, Bt 8f them are in poor conditiGhAlthough 95%

of roads are those with hard cover, their conditsobad. While in most transition countries infrasture
investment normally averages 8-10% of GDP, in Maédthe investments hardly reach 3%, with most of
these going to telecommunications not transfidfor instance, only 0.45% of GDP was used for road
maintenance and construction in 26880or state of the roads significantly raises cobtsansportation
acroszg the country. For instance, in 2004 the \feh@peration Costs were estimated at 30 million
USD:

Furthermore, if eastern connection to Ukrainiant pafr Odessa is considered the transportation is
somewhat complicated by the fact that part of tedrpasses the self-proclaimed separatist region of
Transnistria. Another road connecting localitiesCafuseni and Palanca that bypasses the region could
help, however it needs complete reconstructionnd$imay improve somewhat in the forthcoming years
as development of road infrastructure was declaigdnal priority by the government supported by
international financial assistance under Millenni@hallenge Account, OECBS (Organization of
Economical Cooperation for the Black Sea) and sther

4.4.2 Trade Openness: formal trade regimes and info  rmal barriers.

Throughout the first decade of transition the Réipubf Moldova passed through serious trade
liberalization process culminating in accessiorin® World Trade Organization in 2001. At the same
time Moldova participates in a number of free tradeeements (FTA), most important of which are the
bilateral and multilateral Free Trade Agreement wie countries of Community of Independent States
and South-Eastern Europe. Trade relations wittEteare carried out under the GSP+ system; however
the granting of the more advantageous Autonomowasiel Preferences is negotiated. In this respect

2% White Book, FIA.
? Trade diagnostic study, WB 2004.
% Report on State Budget Execution, 2005.
* EGPRSP, 2004.
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situation of the Republic of Moldova is uniquecé&n boast FTAs both with western Balkans as well as
fSU states, while no other country in the regios bach an extended web of trade agreements. Tais is
real opportunity to reach many markets for any expoented productive enterprise located in Molaov

As much as CIS FTA is concerned, this actually fiems on basis of a string of bilateral deals, laes t
multilateral agreements signed in 1992 and 1994 wet ratified by the Russian Federation. Moldova
has signed bilateral deals with all CIS member pkdajikistan. These deals also provide for fremsit
through the territory of signatory countries. Altlgin these bilateral deals cover all goods, sontbesh
may be subject to exemptions. Such goods are deednannually by bilateral trade commissions and
are introduced in separate Protocols.

Besides this, CIS bilateral agreements have assefidisadvantages that undermine their efficierijy:

the dense web of bilateral and multilateral agregmeindermines transparency and hampers the
efficiency of the free trade area; (ii) exclusidram the free trade regime can be imposed unilbyera
(i) the agreements lack permanency; and (iv) gadeds and antidumping measures are applied on ad
hoc manner with little regard to WTO agreementstis mattef. At the same time agreements on free
transit of goods are not always respected, asténofiappens with Moldovan exports to Russia via
Ukraine. Nonetheless, this issue can be potentidlyed after Ukraine becomes fully-fledged WTO
member.

Unfortunately, formal trade agreements still do matan unrestricted and lean flows of goods acitwess t
borders. The inefficient and costly border controksy significantly impede the process of bordemdita

of goods. Although some significant progress haznmty taken place, such as implementation of
ASYCUDA World and EU compatible Customs code, sysveonducted among companies point out a
series of persistent shortcomings: intricate, mangparent, and subject to frequent change customs
procedures, cumbersome procedures for clearingsgoodrassing through the border, difficulties in
applying modern Customs standards, such as the VEgéement on Customs Valuation and
corruption®* All in all, in order to amplify benefits of its ldral formal trade regime, Moldova is to
effectively fight its informal shortcomings.

4.4.3 Visaregime and language: a new business hub?

Currently Moldova has a very liberal visa regimepresenting a geographical point where West antd Eas
can meet “visa free”. Citizens of the EU, US, Camathpan, Switzerland, Norway, Iceland and all the
CIS countries except Turkmenistan do not need tasenter Moldova. This is again a unique situation
for the region that can be eventually replicatethm future by Ukraine. Thus, Moldova can serve as
perfect location for meetings between businesslpdopm the aforementioned countries with no nexed t
pass through lengthy and cumbersome visa procedures

Majority of population is bilingual speaking bottoiRanian and Russian, and young population is also
much more fluent in main European languages: Bmghsench, Italian, and Spanish. Learning a foreign
language in Moldovan schools and universities imymasory. This has already paved the way for
establishment of couple of international call centélowever, taken more broadly this may mean bette
workforce for multinational companies that mightcdie to establish in Moldova or business
consultancies providing logistical and intermedismpport for matching different business interéste

in Moldova.

4.5. Insights into the Moldovan and Czech business cultures

Business culture is one of the factors influenaegision by a company of whether to look for a et

in another country with the purpose to invest adé. Business culture is one of the fundamentalfes

of economic system, influencing in one way or asothow business is carried out, how partners are
communicating, the level of trust and desired peabaontact, role of uncertainty in making and

implementation of decisions, role and place of glswernment in market economy, etc. Obviously,

business culture to a large extent reflects thaidasthe economic system and its institutions have

30 1bidem.

31 bidem.
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developed, and how much open it has been to foragifilnences in this process. Analysis of the
Moldovan and Czech business culture indicates thete might be potential for establishing new
business contacts and working together in joinjgats since some important aspects of the business
culture are quite similar in the two countries (digh level of uncertainty avoidance).

4.5.1 The Republic of Moldova

Emerging Moldovan business culture is quite speaifithis respect. It is still “in transition” alsé whole
economic system is. In the early years of transitienainly represented an outcome of the confleesfc
Soviet business culture and informal economy ingurduring late Soviet Union. As time passed on,
growing openness of the economy has led to widee@ance of the features characteristic to global
business culture, bringing Moldovan counterpartsset to their western ones. However, Moldovan
business culture still retains a series of distifeettures. In what follows, we will chiefly focuso
outlining these features against criteria set fasiless culture analysis by Geert Hofstede in tah-w
know work “Culture’s consequences: Internationdfedences in work-related values”. In this work
Hofstede lays out four main criteria against whioh analyzes business culture: power distance,
collectivism vs. individualism, masculinity vs. famsm, uncertainty avoidance and long-term
orientation®

1. Distance from power.
This criterion generally refers to the degree bessnculture is subject to the government’s invokeim
Doing Business Survey, published by World Bankhveibme approximation can serve as useful tool in
measuring degree of government’s involvement inir@ss activities. Overall, government’s
involvement is quite high judging by OECD standaifisus, Moldova ranks 103 among 175 countries as
measured by the aforementioned sureljor example, starting a business or dealing viiinkes in
Moldova takes almost twice as much time and nurob@rocedures, and thrice as much money paid to
cover these costs as in OECD countries on avefidge comparison is somewhat better in the case of
registering property and closing business.

Such a strong involvement of the government in Ibisiness activities influences quite adversely
business culture in Moldova. It makes companiesenmone to corruption and cozy relations with
government officials in order to grease businessratpns, and precludes consolidation of honest
competition among companies. In the future the omgdegal reform aiming to cut red-tape will
certainly reduce the room for government involvemerbusiness operations.

2. Collectivism vs. individualism
Historically, collectivism is much more common inoMova both as a consequence of extensive rural
populace and preservation of traditional sociatitut$ons, as well as prevalence of Soviet business
culture amongst urban workers. This feature presemie advantages and risks at the same time. That
means the Moldovans are generally good team-warkesponsible to the working team interests and
obligations, showing high degree of corporate IltyyaAlso, this is often a characteristic of the tiea
relations within Moldovan companies between bosses workers. General managers often display a
sort of paternalistic “family attitude” towards thevorkers. This is often demonstrated by widesgrea
sayings “We are all people” or “Moldova is a snwuntry”.

However, such collectivist attitudes have thep-8ide as well. Lack of individualism often turnst @s
lack initiative as well. This negative feature igther worsened by Soviet legacy, when promotion of
collectivism served as one more instrument to cbnire individuals and stability and control prdedi
over creativity and initiative.

3. Masculinity versus feminism
There are two controversial trends in this resp@ct.one hand, the traditional structure of the etgci
envisions strictly designed roles on the gendeishagere a man is usually main bread-winner, waile
woman is housekeeper, taking care of the familyrarging up the kids.

32 Geert HofstedeCulture’s Consequences: International DifferenaeMork-Related value8everly Hills,
Califormia: Sage Publications, 198&e also: http://www.geert-hofstede.com/geert_adéstresources.shtml

% Doing Business SurveWorld Bank, 2006.
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On another hand, massive dismantlement of indusmnigerprises and overall steep economic decline in
the wake of Moldova’s independence left many methaevit jobs and resources to support their families.
Much more vigorous growth of service sector opewedking opportunities equally affordable to men
and women, while massive migration contributeditotion of traditional structure of relations betsve
genders.

Current data show no gender discrimination acaessdtication and jobs, situation of women is even
more favorable. Nonetheless, there is still sorserahination present regarding the income obtalmed
women and men. Apparently, women still earn ledsclvmay be explained that they find it harder to
move higher in their careét.

4. Uncertainty avoidance
Moldovan business culture is characterized by higtertainty avoidance meaning predilection for well
structured and predictable situations, unwillingnés involve in conflicts, disputes and confroraati
Often people avoid pronouncing conflicting opinipagad use intermediaries for solving their disputes
At the same time legislative process and regulatigglementation do not always follow this tide, and
are subject to frequent changes. However, situaiamproving as government is perfectly awarehef t
mood within the business community.

5. Long-term orientation.
The adverse social and economic effects of thekbmwen of Soviet economic system, followed by slow
consolidation of, otherwise unstable, business |ldgamework, expensive bank credit and dire
consequences of Russian economic crisis of latetiaBrdetermined quite high level of anxiety tovgard
uncertainty. No wonder, Moldovan companies are ip@sttive in areas where returns can be faster and
more easily obtained. Another striking exampléhisway the remittances received from the migrargs a
used by their relatives at home. Thus, most of masespent for consumption, much less is saved or
invested® This might indicate that Moldovan business cultise mostly short-term oriented.
Nonetheless, as legal framework becomes more staolecredit cheaper (with entrance of two foreign
banks in 2006 and other two expected in 2007) legsiculture will become more long-term oriented.

4.5.2 The Czech Republic

The Hofstede’s estimated scores for the Czech Riepdiffer in different sources. On the web pages
http://www.geert-hofstede.comthe power distance index reaches 35, individualissdex 58,
masculinity index 45 and uncertainty avoidance xndd. In the research of J. &Nk from 2003
conducted among 2,500 respondents, the resultitigeis are the following: power distance index 67,
individualism index 56, masculinity index 10 andcartainty avoidance index 70. Therefore there are
significant differences in power distance index amakculinity index. In the next paragraphs we vely

on the research of J. 8lik (2003) and A. Jatikova (2005) since it provides, besides numeriailies,
deeper supporting and explanatory information.

1. Distance from power
In the above-mentioned survey of the World Bankease of doing business in particular countries, the
Czech Republic ranked as"82Starting a business takes by one half more dags in the OECD
countries, which is by 20% less than in Moldovani&irly, regarding the costs of starting a busirtess
Czech Republic ranks between OECD countries andiddal.

According to Hofstede’s power distance index thed@zRepublic can be characterized as a culture with
large extent of power, where hierarchy, formaltiefeships and social status are very importantigboc
status in enterprises is reflected in expressioregpect to chiefs and senior workers; an exangpthe
usage of academic degrees. High extent of powerctsffalso delegation of competences to junior
workers and their participation on decision-makprgcesses of an enterprise. In Czech enterpriges th
employees do not participate in decision-making mulce power is rather concentrated in the hands of

34 National Human Development Report 20Q@&iality of Economic Growth and Its Impact Over Huma
Development, Chisinau 2006.

% Matthias Luecke, Toman Omar Hamoud, Pia Pinges| Kistitute for Global Economytudy on Migration and
Remittances in the Republic of Moldp2806.
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the chiefs and owners. The extent of power inflesncot only hierarchy of an organization but also
significant differences in salaries of managers @thér employees. Generally speaking, Czech masager
prefer hierarchical structures, underestimate gipgtion of employees in decision-making and their
potential.

2. Collectivism vs. individualism
Based on the individualism index, the Czech natidmasiness culture can be characterized as
individualistic, where an important role is playbg an individual not by a group. The interests and
benefits of an individual are preferred to the lieémef a group or society as such. In individutdis
culture the relationship between employer and eygalds based on mutual advantages, which can be
offered to each other, not on moral obligationgasllectivistic cultures. Recruitment of emplogesnd
their carrier promotion is based on their skillgl @bilities not on the advantages brought for aigro

3. Masculinity versus feminism
Regarding masculinity level in the Czech Republie research results differ vastly. While some
researches claim that the Czech culture is rarainine (S¥tlik, Kolman), others claim the opposite
(Novy et al.).

4. Uncertainty avoidance

For the Czech people high level of uncertainty dance is characteristic. They aim to avoid unknown
and uncertain situations. Such behaviour is reftbdh a need for creation of rules and norms, which
could solve such situations. People rely on ruleagh they know that these often do not workthi@
Czech enterprises this is reflected in a numbedivérse internal directives, guidelines and rules
regulating internal processes of an enterprise etdamty avoidance also leads to unwillingnessateet
responsibility for the work done.

5. Long-term orientation.
The scores for long-term orientation for the Cz&dpublic move around 25, which indicates rather
short-term orientation. Czech people seem to pnefigrer fast benefits and results. Short-tem oeent
cultures are not willing to save and traditionsiich cultures are not adjusted to new conditionshmu

Another view on national culture is presented bggdrompenaars, who in 1993 published the restilts o
an empirical research with the aim to find cultwtdferences among almost 50 countries includirey th
Czech Republic. According to the research, the Kzetture is rather particularistic, i.e. with pé®ijt is
dealt with regard to the specific instantaneougasibn and also to connections. Objective truth lmato
certain extent adjusted to conditions and differe@bple can perceive one specific rule differently.
Furthermore, the Czech culture is highly individstat, which complies with the results of the above
mentioned studies. Czech people also tend to sepidugir professional live from the personal ond an
the employees usually do not solve their persor@blpm at work. The social status is attributedhi®
people based on their origin, education level, estions to important people and financial situatdn
the family. It is usual that people let others ¢aBm by their academic degree. In addition, thecGz
culture is rather emotionally neutral and theatnigstures and loud speeches are not accepted/plysit
The culture is also considered as a culture witleiirorientation — Czech people do not believe ak,lu
fate and fortune much. They try to manage theidivon their own without reliance on predetermined
destiny. Czech culture can also be called synclugnsince the people are able to do more things at
time. During a business meeting it is not unusadiave phone calls and be interrupted by colleagues
some other issugA. Jarrikova. 2005. Czech National Culture in Context ainsigement, Il. Part.
Personal n. 4, p. 18-19)
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5. Advancing bilateral trade between the Republic of Moldova and
the Czech Republic

This chapter outlines the general framework of the bilateral economic relations and
analyses the trade dynamics between the Republic of Moldova and the Czech
Republic. It looks also to the cooperation experience that Moldovan and Czech
companies have and tries to identify new niches for increasing bilateral trade.

5.1. Trade and economic cooperation framework

The bilateral economic relations between the CzRepublic and the Republic of Moldova can be

featured as “positive” since no trade or investrramtflict has ever emerged between the two countrie
and both sides show increasing interest to eachr.ofburrently, there are 17 bilateral treaties and
agreements in force signed between the Republidobdiova and the Czech Republic. The most relevant
for bilateral economic relations have been theofeihg:

» Agreement on the international road transport @ig@openhagen 26/05/1998);
* Agreement on the air transport (signed Chisina022004);
» Convention on double taxation (signed Prague 1299®);

» Bilateral investment treaty (signed Prague 12.080)9 the Czech counterpart proposed
amendments to the treaty in line with its EU obiigas;

* Agreement between the Moldovan and Czech Goverrament commercial and economic
cooperation (signed Prague 11.05.1999, abolishadjiew Agreement on the cooperation
between the Moldovan Ministry of Economy and Traahel the Czech Ministry of Trade and
Industry was proposed by the Czech counterpartivibidovan counterpart has responded to the
Czech proposals;

* Agreement on cooperation in tourism (signed Mos68v06.1972);

* Protocol on cooperation between the Moldovan Mipist Economy and Trade and the Czech
Ministry of Trade and Industry (signed Prague 2220@6)

The agreement about trade and economic co-opettaidito be cancelled due to its incompatibilityhwit
EU legislation. However, the Protocol to the Cortienbetween the Czech Republic and the Republic
of Moldova for the Avoidance of Double Taxation,rAgment on Investment Protection, Air Transport
Agreement and others remained valid. Concerning frade, the Czech Republic has not signed any
bilateral agreement on free trade with Moldova. réfae standard relation EU/Moldova applies.
Particularly, The Republic of Moldova has been adbeiary of the EU Generalized System of
Preferences (GSP) since 1 July 1999. According, tdaldovan exports to the EU markets are partially
or totally exempted from customs tariffs. Sinceutay 1, 2006, the Republic of Moldova benefits from
the application of GSP+ offered by the Europearobnit covers a broader range of products tharethos
included in GSP, which are exported to the EU uredital exemption of customs tariffs.

From the other side, the basic document of cust@misne in Moldova is the Act on customs with its
amendments. In general, the Moldovan tariff policipased on the trade regime established by the WTO
The country's consolidated classified list is ratligeralized: the weighted average tariff is 4.3%e
average customs tariff for agricultural product42s65%, while the average customs tariff for indabk
products is 3.95%. Tangible assets whose cost dgdd®L 1,000 per unit (about USD 78), imported as
fixed assets to contribute to the creation or iaseeof the statutory capital of a certain entityg a
exempted from the payment of customs duties. Tdenéie system and procedures have been simplified
in 2002 through the establishment of the Chambdriagnsing - the official authority for issuance of
licenses, as the number of activities requiringnge has been reduced from 106 to 49 over thedperio
2001-2005 (Southeast Europe Investment Guide 2003dova, www.seeurope.net).
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A number of sporadic meetings between the Moldarah Czech official representatives have been held
so far. In 1992 in Prague the Government of theuBkp of Moldova and the Government of the
Czechoslovak Federative Republic signed an agreemeneconomic and commercial links and
technical-scientific cooperation. In November 2a06 first working meeting of the Moldovan-Czech
inter-governmental committee for economic, comnayacientific and technical cooperation was held.
In April 2006 there was the first official visit dfie Moldovan prime-minister, Mr. Vasile Tarlev, ttee
Czech Republic. The business communities of botintties are also increasingly active in developing
bilateral relations. In 2003 in Karlovy Vary thewas a presentation of wines produced by twelve
Moldovan companies. In 2004 the Moldovan trade diemiMoldvin CZ” opened in Prague and a
Moldovan-Czech business forum took place. In Dean@®06 the Moldovan President, Mr. Viadimir
Voronin, met a group of Czech businessmen intadestanvesting in the Moldovan agro-processing
sector.

Despite the positive trends, the economic relatioesveen the Republic of Moldova and the Czech
Republic are far below their potential and quitstwrctured. The Moldovan trade chamber in Prague is
not functioning properly. Business links betweea ttvo countries might have also been significantly
affected by the visa regime, especially as regtredvioldovan side. Czech companies did not mention
visa regime as a significant barrier since thesasiwere in most cases arranged by agents. Howenger,
obvious that in case of a visa regime between tawnties transaction costs of trade increase. In
October 2000 the Czech government has introduceditta regime for the Moldovan citizens and the
Moldovan government responded with visa regimetierCzech citizerf& Lack of embassies for a long
period of time also played a negative role in bilat economic relations. The Czech Embassy in
Chisinau has opened only in December 2005 anardtesuing visas in 2007. The Moldovan embassy in
Prague opened only in November 2806

5.2. Dynamics of the bilateral trade

Czech-Moldovan economic contacts have been ragieadic in the past. In 1998 the total turnover of
bilateral trade amounted to USD 10.2 million, butl©99 it fell to USD 8.7 million as a result oketh
Russian financial crisis. Since 1999, when the eatien on double taxation, the bilateral investment
treaty and the agreement on commercial and econmpojgeration were signed, the bilateral trade esfart
to rise.

While in the 1990s there were almost no Moldovandgoon the Czech market, the situation changed
significantly since 2000. In 2006 the overall traoltween the Republic of Moldova and the Czech
Republic was thrice above the level of 1998, witpats being particularly robust at the level of S
4.4 million. According to official data, in 2006 éhMoldova exports amounted USD to 5.6 million.
Despite the positive trends, in 2006 the Moldovapoets to the Czech Republic accounted for only
0.5% of its total exports. The Czech trade with ditela is even less important for the overall trade
balance of the Czech Republic.

36 Since mid-2006 EU nationals do not need visasitereMoldova.

3" The delay in opening the Moldovan embassy in thec& Republic is even more peculiar considerindatige
group of Moldovan migrants working in the Czech Rgj. According to Moldovan estimates [CBS-AXA, (4],
there are about 10 thousand migrants, while Czstimates reach 20-30 thousand.
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Figure 8: Moldova’s trade with the Czech Republic ySD million)
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Source: Ministry of Economy and Trade of Repuliisoldova

Moldovan exports to the Czech Republic in 2006 wevenposed mainly of goods of three types:
“foodstuff and beverages”, “common metals and kegicand “vegetal and animal products”. Imports
from the Czech Republic are a bit more diversifieek the Table 14).

Table 14: Moldova exports to and imports from the @ech Republic (USD million)

Category 2004 2005 2006
Exp. | Imp. | Exp. | Imp. | Exp. | Imp.
Foodstuff and beverages 1.0 04| 17| 16| 23| 0.4
Chemical products 00] 32| 00| 48| 00| 5.3
Machinery and equipment 00] 32| 02| 40| 01| 5.6
Cars and other transport 00| 34| 00| 58| 00| 51
Common metals and articles 00| 23| 23| 26| 27| 26
Vegetal and animal products 01]41] 01| 33| 05| 3.6
Other 08| 49| 01| 6.7 ] 00 | 8.3

Source: Ministry of Economy and Trade of RepuHiisoldova

Main Moldovan exports to the Czech Republic in 2088e iron and steel bars and rods, dried fruits,

fruit gems and marmalades and grape wines (TalleBESides, small amounts of fresh fruits (USD 52

thousand), fruits juices (USD 64 thousand), spagkivines (USD 36 thousand) and metal threads and
fibers (USD 110 thousand) were also exported.

Table 15: Main items exported to the Czech Republi@QJSD million)

2004 | 2005 2006
Iron and steel bars 0.0 2.3 2.7
Dried fruits 0.0 0.1 0.4
Fruit gems and marmalades 0.3 0.5 0.8
Grape wines 0.6 1.2 1.3

Source: Ministry of Economy and Trade of RepuHiioldova

Moldovan imports from the Czech Republic are muarerdiversified than Moldovan exports to this
country (see the Table 16). In 2006 road vehialassfly cars) were the main imported items with 46.5
of total imports from the Czech Republic. Boilersideaters come on the second position with 150% o
total imports. The shares of chemical products ifigegoap and detergents) and flour are also sanifi
about 11% each. In 2006 the Republic of Moldova aigported significant amounts of metal and plastic
articles (USD 2 million each).

Table 16: Main items imported from the Czech Repubt (USD million)

2004 2005 2006
Road vehicles 3.4 5.8 5.1
Boilers, heaters, mechanic equipment and machinery 2.3 3.3 4.9
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Soaps and other detergents 1.8 2.9 3.5
Flour and other mill products 3.9 2.9 3.4
Plastic materials and articles thereof 2.1 2.5 2.0
Metals and articles thereof 1.9 2.4 2.0
Paper and carton 0.5 0.6 1.3
Pharmaceuticals 0.7 1.0 1.1
Glass and articles thereof 0.7 0.8 0.9
Wood and wood products 0.1 0.4 0.8
Electric machines and equipment 0.9 0.7 0.7

Source: Ministry of Economy and Trade of Repuliisoldova

The structure of Moldova’s trade with the Czech g is a litmus test of the overall weaknesses of
the Moldovan economy. Despite the increasing Mcadgioexports to the Czech Republic, the Czech
exports to Moldova have also grown fast. While degree of coverage of Moldova'’s imports from the
Czech Republic by its exports improved to some réxgom 6% in 2002 to 18% in 2006), the
Moldova’s trade deficit has worsened from -12.0 USillion in 2002 to -25.3 in 2006. Taking into
account the fact that Moldova imports are largedynposed of non-substitutable goods, the soaring
deficit can reverse only if Moldova exports morel &aigher quality goods to the Czech Republic.

5.3. Experience of Moldovan companies

Experience of the Moldovan exporters to the Czedtkat was assessed based on the analysis of
Moldovan mass media publications, a survey of 2ldeghan companies that exported in the Czech
Republic in 2004-2006 and in-depth interviews vithloldovan companies.

There are many examples of good economic cooparbébween Moldovan and Czech companies. One
practical case is the Moldovan DAAC-Hermes compaayking as Skoda’s dealer in the Republic of
Moldova. One senior official of the DAAC-Hermes rstated in a public interview that “the relationshi
between the two companies goes beyond simple mssisdationship” and that “with Czechs you can
build not only good business but also very warm aomelations’®

As suggested by the survey, two-thirds of the carigsaexporting to the Czech Republic work in the
wine-making sector or other food sectors. The npaoducts exported by Moldavian companies to the
Czech Republic include a wide assortment of wirtkeg, (demisec, sweet, sparkling wines) and other
alcoholic drinks (brandy). Also, among other praduexported by Moldavian entrepreneurs on the
Czech market are: concentrated apple juice, coratedt cherry juice, plum pulp, dehydrated plums,
micro-fibers.

According to the survey data the typical exportethte Czech Republic appears to be a medium-sized
(50-249 employees) private company located in @hisi However there are also companies which are
quite successful exporters and are based in oities and regions: Balti (exported textiles, clathmeat
products, wine, brandy, vodka and soft drinks te @eech Republic), Transnistria (metal products,
power cable), Orhei (wines and natural juices), hémg (dried fruits), Calarasi (canned fruits and
vegetables). A number of wine-making companiestigtan laloveni, Taraclia, Cahul, Straseni, Haricest
and Anenii-Noi have also registered exports toGhech Republic.

Trends of the Moldovan exports are quite encouraditalf of the surveyed companies have increased
their sales to the Czech market in 2006. One quaftthe interviewed companies said that their etgpo

to the Czech Republic remained the same, whileqoureeter reported decreased exports. The growth of
exports to the Czech Republic is even more impb#darit took place against the background of plunge
in overall exports by these companies. This redléot some extent the attempts by the wine-making
companies to discover new markets and cover las$esged by the barriers imposed by Russia on

imports of Moldovan alcoholic beverages and vegetatducts. At the same time this rise in exports is

relatively small. Most of the increase in expont2D06 is due to more active companies exportiaghfr

% The interview ,Moldovan wine in Czech glass* givieythe DAAC-Hermes vice-president Igor Scherbingky
the weekly magazine ,,Economic Review Logos-Pregdkbnomuueckoe O6o3penue Jloroc Ipece»), n0.16 (656)
of April 28, 2006.
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and dried fruits, gems and marmalades, brandies$,nastal products. However, in majority of cases
share of exports to the Czech Republic make upefsrthan 3% of total exports of the companies.

What Moldovan exporters find most attractive in @eech markets? First of all, it is growing purdhgs
power and growing demand for categories of prodtictgt are supplied by Moldovan companies.
Secondly, availability of a reliable and stable €e@artner is a key for the success. Not accidgntal
most of companies which increased their sales & Gaech Republic boast stable and trustworthy
relation with their Czech counterparts. Also themetners often put forward precise and efficient
proposals on how to enhance competitiveness of dwald goods imported to the Czech market. Thirdly,
there are some other perceived advantages in exgpdotthe Czech Republic, such as the advantageous
prices in Czech Republic, simple customs rules, taxes, and simple technical standards. Companies
exporting to the Czech Republic mentioned that tivgports grew due to efficient promotional actest

There is also a flip-side, though. Companies fiadosis barriers for their exports to the Czech Réipu

as well. The main difficulty regards lack of infaation on business opportunities on the Czech market
Another thorny issue is lack of established padhigr relations with Czech counterparts. Companies
with no reliable local partner find it increasingdigrd to expand export operations in the Czech Blepu
These companies often experience problems in dgealith customs procedures and conforming to the
technical standards. Finally, several Moldovan canngs find it hard to raise sufficient funds torgar
out promotion campaigns or blame Moldovan compegifor damaging image of Moldovan wines by
exporting low-quality products.

What can be done in order to make these barrissstierny? In this respect exporting companies evoul
like to see more involvement of Moldovan publictaarities in organizing more exhibitions and faios f
promotion of Moldovan products; ensure better imfation on export opportunities, business contacts
and relevant procedures through a specialized émfiec; better marketing strategies; easing custams
burden on Moldovan goods and quality adjustmerumpean standards; cumbersome visa procedures
(this however may improve considerably when Czeoib&ssy in Chisinau starts issuing visas). Many
wine-making companies also find scope for highevegomental involvement in limiting exports of
cheap and low-quality wine from the Republic of Bwla, and thus improvement of the image of
Moldova as homeland for high-quality wine-makerswdver significant efforts should come from the
part of the companies who have to be aware of igfdyhcompetitive environment dominating the Czech
market. Some companies also find it reasonablentine efforts by establishing a joint represeatati
center in the Czech Republic that would allow fettér sales coordination, marketing and market
research of the Czech market. Nevertheless, predaperience with establishing the Moldovan Trade
House in Prague has not so far proven a success.

Czech accession to the European Union apparerdiynoli exercise any serious effects on Moldovan
exports to this country. It may well be explaingdtbe fact that Czech quality and other requiresent
were adjusted to the European standards well priaccession per se. Introduction of the GSP+ trade
regime by the European Union have not producedsapmficant influence on Moldovan exports to the
Czech Republic as well. This regime does not cawee exports to the EU, so it has not touched ¥ an
way wine exporters who make up for lion’s shar¢hefcompanies with exports to the Czech Republic.

Nonetheless, expectations of benefits that wouldecfrom the eventual introduction by the EU of the
Autonomous Trade Preferences ride high. Almost@ihpanies expect this new regime to provide boost
to their exports to the EU in general and the C#gepublic in particular. This will not be an easglkv
anyway, as high quality requirements for Moldovaipaats will stay in place. Therefore, Moldovan
companies have to learn how to ensure and maigtaid quality of their products.

All'in all, the surveyed Moldovan companies expgraiwth in their exports to the Czech Republic ie th
following couple of years. Most probably, this gtbwwill come from confluence of several factorsgtsu

as quality improvements in Moldovan exports, bdtteswledge of the local market, establishment ef th
lucrative partnerships with the Czech companies ewehtual increase in the openness of European
market if the EU Autonomous Trade Preferences ameted to the Republic of Moldova.
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5.4. Bilateral trade from the Czech point of view and ex  perience of Czech
companies

In the past Moldova was not an important tradengauof the Czech Republic and trading volume did no
correspond with mutual possibilities of both ecofmenThis trend was to be changed since 2003 with a
positive tendency having been continuing until preés

It is worth mentioning that in 2003 joint workingmmmittee was set up from representatives of thelCze
Ministry of Industry and Trade and Ministry of Agalture and the Moldovan Ministry of Economy and
Ministry of Agriculture. The cooperation should lkeaembraced investment, banking or scientific
technical projects.

Detailed table with traded items and trade volubetsveen Moldova and the Czech Republic are shown
in Annex 1. The numbers in these tables indicadé ttiere are not many consistent and permanerd trad
relations between Czech and Moldovan partners lamdrade between both countries is often based on
one-shot deals with non-recurring character. In620@oldova ranked 66 in exports from the Czech
Republic and 90 in imports to the Czech Republieitthér from the other side was the Czech Republic
important partner for Moldova representing its 0Bl$% of imports (Embassy of the Czech Republic in
Moldova, Chisinau, General territorial overview Brgary 2007)).

Besides traditional items the Czech Republic inegainexported to Moldova motor vehicles, tractard a
other transport means, electrical appliances, &boy appliances, boilers, consumer goods (glass,
chandeliers), plastics and plastic products, rstdrch, pharmaceuticals, paper and paper products.

Czech imports from Moldova registered significardvgth in 2004, which is explicable by high volumes
of imported metallurgic products. Since then imgelitdown again. The most frequently imported isem
were shoes, wine from fresh grapes, cider, jartieger garments.

The main fields of interests are city transport atieer city services, cars, energy sector, eldetrbnical
and other commodities, chemical products (espgciplastics), mechanical appliances, healthcare
appliances or pharmaceuticals. For the list ofentrand potential suppliers in these fields sedeTab.

Table 17: Current and potential suppliers to Moldowa

Company Product

Skoda Auto cars

Skoda Electric trolley-buses

CEZ reconstruction and modernization of power plants
TEDOM technologies for waste incineration plants

Elektrizace Zeleznic Praha electrification of railways

SOR Libchavy buses

Sigma Olomouc steering pumps

FT Technologies IT technologies

CKMS Holding engines

Alfa Union aggregates for engines
MARBO CZzZ mechanical security locks
Ecimex Group monitors

Hard Jesenik family houses

Source: General territorial overview (February 20@&Mmbassy of the Czech Republic in Moldova, Claisin

We handle the issue of Czech export to Moldovargmitant since it is a first step before some comipa
starts to invest in a target country. The imporéawné FDI inflow for the economic progress of a
developing country was mentioned in previous chapte
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The following analysis of the experience of Czegpagters to the Moldovan market is based on afset o
interviews with 15 Czech companies.

The perception of Moldova as a potential tradingrmea by Czech companies can be summarized as
follows. One of the most important impediments seéorbe relatively low awareness about possikslitie
to search for a trading partner in Moldova. The panies start to be active in Moldova mainly when a
particular demand comes from this country, in micases Moldova is a part of business strategy aimed
at Eastern and CIS countries. In general it isiptesso state that trade with Moldova accountsdplit
percentages in total companies” trade.

Some companies emphasized that Moldova is a newetahere it is possible to find a free space in
almost all sectors. In general they positively ased interest in cooperation with the Czech partner
interest in Czech experience and direct and op@otiaions. Some companies see also long-term
perspective in Moldova. For other delivery and pagtterms are rather interesting. Often Czech partn
exports to Moldova via a dealer, who has the Idaabwledge and provides the company with
information on Moldova business environment. Thasspnal presence is not necessary and the whole
trading process can be facilitated via email anchph Henceforth, the companies did not see vidaneeg

as a substantial obstacle.

Between negative characteristics and barriers ofuahutrade companies mentioned bad economic
situation and therefore low purchase power of corss, insufficient financial instruments including
bank guarantees behind large projects, non-harmdrand a bit out-of-date technical regulations with
inadequate assessment of new technologies, adratiist barriers prolonged by review and approval of
project documentation, insufficiency of young qfietl professionals, distance and therefore
impossibility of regular personal meetings or ldegns when fulfilling particular tasks and prepgrin
trade.

As mentioned above, Czech companies got informatioNoldova and their Moldovan partners in most
cases directly from them through a specific offedemand, from their dealers and also from the Bzec
state institutions (the Ministry of Industry andad@le, Czech Trade) followed by internet resources an
Moldovan embassy. Some of them also took up agdistarical cooperation with Moldova in socialist

era and their personal knowledge of the partnerean@donment.

To conclude, the Czech companies are not afraidetactive in Moldova when direct demand from
Moldovan partner comes. However, they do not sefochbusiness opportunities in Moldova on their
own and from their own initiative since there atid more known and accessible regions with similar
returns as in Moldova, where the companies alrdwdye some experience and the uncertainty is thus
significantly lower. However, when there was a amgnilemand from the Moldovan side, Czech partner
was most frequently very satisfied with the coopena

Therefore, relatively high effort is needed fromItwvan companies to actively search for their pagn

in the Czech Republic. On the other side, it wdadduseful to increase consciousness about Moldisva,
recent development, improvements in business emviemt and better business opportunities in the
Czech Republic so that companies came on their witim plans to expand further to East and CIS
countries, particularly to Moldova.

5.5. ldentifying potential niches for further trade development

In February 2005 Moldova has singed an Action Riatlh the European Union. Through this Plan
Moldova is harmonizing its legislation to EU tradequirements and product standards. With the
accession of Romania and Bulgaria to the EU onalgrl, 2007, Moldova became immediate neighbor
of the EU. This provides further opportunities ifacreasing bilateral Moldovan-Czech trade.

Paradoxically enough, Moldovan exports to the CZRepublic are quite modest by regional standards
and are growing slower than in other countrieshef region. Value of exports to Hungary and Austria
exceeds that to the Czech Republic almost thribdewalue of exports to Slovakia, more than fonldf
(Table 18). This huge difference might indicatet tholdovan companies do not use sufficiently their
export potential to the Czech Republic.
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Table 18: value of Moldovan exports to the Czech Republic, I8vakia, Hungary and Austria (USD

thousand)

2003 2004 2005 2006
Czech Republic 1,523.6 1,867.0 4,431.9 5,601.4
Slovakia 1,555.2 1,704.7 15,061.1 22,718.5
Hungary 8,007.6 14,460.9 14,743.9 14,625.5
Austria 11,320.8 10,033.1 11,684.6 13,14p.2
Source: NBS

As much as major exports (over USD 1 million) axken into account, there is only one exported good
that can be found among Moldovan exports to alr foountries, and it is cast iron, iron and steel.
Besides this, however, exports to Hungary, Slovakid Austria are much more diversified than to the
Czech Republic, including cereals, oily seeds anisf other seeds and fruits, industrial and nedic
plants, animal or vegetal fats, processed food fatBnal or vegetal wax (all Hungary); tobacco ésd
processed substitutes, textiles, shoes and sock#mus merchandise (Slovakia); fruits and nuts,
processed vegetables and fruits, aluminum and alwmiproducts (Austria). This means these goods
may find their niches on the Czech market too.

Another category of exports to which Moldovan expm should pay close attention is the group of
exports to the Czech Republic, which are growinthatfastest rates. Although their value may not be
that impressive, the dynamics of these exportstpabut that these niches should be explored and
amplified. This category includes: dried fruits [figs and prunes), fresh fruits, juices, sparklinges
and brandies. All these goods experienced a speatagrowth in 2006. Exports of honey can also turn
out to be attractive niche, as restrictions imposedhe honey imports from Moldova were lifted b t

EU in the beginning of 2007.

Main internal barriers impeding higher trade witle Czech Republic are in the area of influencéhef t
companies themselves. These are the moderateyqaaditnarrow range of the products proposed to the
foreign markets. There is no immediate solutiothte problem but rather consistent and overallsievi

of the management and marketing practices domimaMoldova. The Moldovan companies have to
possess management and product quality certificimteshe entire technological process and their
products to meet the EU health and safety requinésne

The main external trade barrier is the customdéfdarnposed by the EU against imports from tertiary
countries. Wine, which is in short term the mosmpetitive Moldovan product, is not treated
preferentially by the EU in the GSP+. The Moldowgvernment has to deploy all its efforts to obtain
wine to be encompassed by the future AutonomoudelRreferences that the EU will grant in 2007-
2008. Some support, advocacy and know-how can beived, among others, from the Czech
government as well.

To summarize, there exist a number of barriers wtuai trade as well as opportunities. There iserath
low probability that the Czech Republic could igrsficant manner influence customs policy of the.EU
Therefore, it is necessary to search for some gatdar improvement in other areas.

As was already identified above, awareness aboldidxa in the Czech Republic is relatively low. This
study should contribute to its promotion. Anywaywyvould be worth continuing in this line and provig
Czech institutions with regular reports or promgtmaterial about current situation in Moldova, whic
could be further distributed to the Czech compatiesiake Moldova existence a general knowledge.
This could be partly achieved through closer coafpen of the Moldovan MIEPO and the Czech
organizations such as CzechTrade or Czechinvest.

Furthermore, the issue of promotion is closelyteslawith the fact that huge amount of information
about Moldova on Moldovan websites is not availalbleEnglish. Since Russian was an obligatory
language taught at school, major part of Czech latipn can speak Russian and is all right for them
websites are translated into Russian as a secongddge on websites. On the other side and important
younger population is familiar rather with Englishd other world languages than Russian and this tre
will be naturally strengthening.
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The chapter on international trade support in tlzec@ Republic lists several trade fairs and trade
exhibitions, which can be utilized by the Moldovemmpanies (with the support of Moldovan export-
supporting institutions) for presentation and prdor of their products. The same chapter includes
available sources where Moldovan side can actisefyrch for potential partners.

When setting a partnership Czech partners aregssiled in chapter 4.5.2) a bit punctual, theyeore
setting of clear rules of relationship, adherenzealt necessary formal procedures, on-time arrjvals
payments in advance etc. This feature of the Chesimess culture should be taken into account &y th
Moldovan partners and reflected in their approactobperation with their Czech counterparts.

A typical Czech consumer bases his/her choice oflymts mainly on the price and quality and their
relation. There is not any strong preference obrasgent coming from whatever country. Hence we do
not see any problem in acceptance of Moldovan mtsdamid Czech consumers’ community. This can
be illustrated on growing popularity of Moldovannags. Although the share of Moldovan wines on total
wines imports is low, the trend has been clearlsitpe - their import to the Czech Republic incres
from 2003 to 2006 by 157%. This example will be &folly followed by other products listed in
previous paragraphs.
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6. Attracting Czech direct investment to the Republic of Moldova

6.1. Czech investment in Moldova - current status, Czech willingness to
invest in Moldova

Czech investment in Moldova is still "in nappie#ts share on total outward flows from the Czech

Republic reaches very negligible values - not exdanth of percent (see FDI data shown in the Table
19). This amount is incomparable with significahaie of Romanian and Czech investment in Russia,
Belarus and Ukraine. In 2005, these shares wetarhy 56.29%, 1.6%, 0.4% and 0.3% as a percentage
of total equity capital.

Table 19: Foreign direct investment
2005 for 1% quarter 2006

in th. USD Outward flows Inward flows Outward flows Inward flows
from the CR to from Moldova to from the CR to from Moldova
Moldova the CR Moldova to the CR

Equity capital 16.1 25

Reinyested 2.8 2.3 n.a. 16.6
earnings

Other capital 49.7 0.0 n.a 0.0
Total 68.6 4.8 n.a. 442.2

Source: Czech National Bank, November 2006

Note: Data are based on information of Czech estitivhich must report realized FDI to the Czechidwal Bank,
therefore they do not have to be precise.

Unfortunately, since the volumes are so low, there other statistics or database with more detale

Czech National Bank does not publish particulaadat FDI if there are only few projects (one oojw
in the country to protect the companies against twmpetitors. From numbers included in the Tdl8e
we can only guess that very few projects werezedlby Czech entities in Moldova.

Particularly, report of the Embassy of the Czeclpu®dic in Chisinau, Moldova in Chisinau "General
territorial overview (February 2007)" names follogi companies having established or considering
establishing of joint-ventures. At first, it is HénBabice, which produced pates for Moldovan, Rassia
and Ukrainian market in Balti. Furthermore, the apmentions Bugovicky Meéstansky pivovar
(brewery), MILO mydlarenska (soap producer), HST({@fgation equipment producer), MGM HoleSov
(sprinkling equipment producer), Spofa (insulin gwoer), Defend Lock (alarm devices) or Eltodo
(modernization of low voltage energy systems). Aayweven if the names of companies are published,
the companies are not very willing to talk aboutads of their projects since they protect their
commercial interests and a partial "monopoly" ovestment in regions still not well-explored by athe
investors. The only facts that were possible ttngafrom Czech companies” own experience were the
following.

Among the main reasons why the Czech companiesdwikel to invest to Moldova they mentioned the
possibility to be active in the territory, whichnst well-known in Moldova regarding new technokxi

to increase export of services and technologias ftee Czech Republic or to participate in developime
of a perspective country. Promising perspective aB® named among the biggest advantages of
Moldova.

Barriers that inhibit investment in Moldova incleb@asufficient financial stability and weak finaati
certainty, inadequate risk insurance or guararfimesealized investment. Czech companies appretiate

39 However, it is necessary to note, that year 2085 for Czech FDI in Romania exceptional and thawvard
flows from the Czech Republic to any county carinfl@enced and biased in particular year by oneitpigstment
project.
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enormous effort for investment inflow to Moldovadaendeavor for long-term cooperation with Czech
side. As the most frequently used sources of infition about Moldovan partners, Czech export bank,
Export Guarantee and Insurance Corporation, Czecleland embassy in Chisinau were named.

Summing up all these facts, similar factors for iaying investment relations like in chapter 5.5 &&n
identified. Again there is a lack of informationcath Moldova fueling feeling of uncertainty amid the
Czech potential investors. Presence of importamtstors from bigger countries in Moldovan market
was also cited as one of the barriers hinderingyesft new smaller investors to Moldova. Moreover,
there still exist unexplored opportunities in clogsot only in terms of distance) countries so Gaech
investors prefer these ones. Henceforth, in theesaanner as for the mutual trade it would be worth
"disseminating" more information on Moldova amonge€h companies, active searching for Czech
partners since product portfolios of both countaes rather complementing than competing, contonuin
in cooperation and developing current relationdwitmultaneous improvements in Moldovan business
environment and harmonization of its legislatiorintyawith regards to technical regulations.

6.2. How can Moldova attract Czech investors?

In the 1990s the Czech Republic itself was in glgartof investment and looked for attracting theitpr
capital in its economy. However, in the 2000s thedd Republic itself became an important source of
direct investment to other countries.

In the year 2005 the Czech investment in Romantan@my equaled almost USD 200 million, whereas
in the Ukrainian one it was about USD 11 millionnl USD 68 thousandwent to the Moldovan
economy according to the Czech Central Bank d8® 280 thousandccording to the information of
the Ministry of Economy and Trade of the Republidvinldova™. In either case, these are negligible
amounts even after considering the small size efMoldovan economy. Obviously, Moldova has to
scale up its bilateral efforts in order to attrawbre direct investment from the Czech Republic. But

equally important is to understand why the Czeeksiors have so far avoided investing in Moldova?

The answer to this question is probably the sanm®e #se question why have international invesiors
generalrefrained from investing in Moldova. Indeed, itrédional to expect that the Czech investors are
not different from other international investors avare looking first of all for a safe and produetiv
placement of their capital. Therefore, in ordematwact the Czech investors the Moldovan government
has not only to enter iefficient bilateral negotiationsbut also to implement aanabling general
investment climate

A number of positive developments in the domesticestment climate occurred since 2001 when
Moldova has joined the World Trade Organizationdénthe current legal framework the principle of
national treatment applies to the foreign companié&re are no discriminatory laws or governmental
strategies biased against any form of ownershigcohomic entities. The only (significant) exceptisn
the fact that the right to transactions with agtimal and forest land is restricted to Moldovatizeins.
Foreign companies and individuals may however mg/sell all other forms of land property, including
plots under privatized enterprises or the landgtegied for construction.

The Government sees the growing investment aspriéaequisite for the country’s economic growth and
modernizatiorf® One of the goals set in the Economic Growth aneeRyp Reduction Strategy adopted
in 2004 is to improve the investment climate andedarate domestic and foreign private sector
investment. A number of reforms have been impleseng¢cently in order to achieve this goal.

In the fiscal area the progress is quite impresghgeshown in the Figure 9 the fiscal reform hasrbe
driving the Moldovan tax system towards lower lavelhe corporate tax rate was gradually reduced
from 32% in 1998 to 15% in 2007. In the same tilme ¢ontributions to social insurance fund shrank
from 31% of the total wage-bill to 25% and are estpd to decrease more significantly and rapidighen

“° The discrepancy may be explained by the fact nhath of the FDI coming to Moldova is really Moldava
capital channeled through off-shore as foreignteffir various economic and fiscal reasons.

‘1 EGPRSP, 2004.
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future. Currently these rates are already amondatiiest in Europ&. The import customs tariffs have
also followed a downward trend: the simple aveiageort tariff fell from 8.6% in 1999 to 5.7% in 280
As shown in the Box 4, in Moldova currently thene & number of tax exemptions and facilities
stimulating the capital investment.

Box 4: Most important tax incentives offered in Republic of Moldova

Business investment facilities

Moldova's Tax Code provides many tax breaks for both domestic and international investors. Companies with formed
or increased investment of more than USD 250,000 in charter capital enjoy a 50% exemption from the income tax for
five consecutive years. Companies with formed or increased investment exceeding USD 2 million in charter capital
enjoy full exemption from income tax for three consecutive years. Companies are eligible for such exemptions if at
least 80 percent of their income tax is invested in production development or in national or sector development
programs. Furthermore, upon expiration of these exemptions, eligible companies can deduct from taxable income an
amount equal to 50 percent of the purchase value of fixed assets (excluding cars, office furniture and general-
purpose administrative assets), including fixed assets bought on terms of financial leasing, on condition that during
the following three fiscal periods no dividends are paid out and the assets are not alienated or transferred into
someone else's possession or use. Also, fixed assets contributed to the charter capital of a company are exempted
from the value added tax and customs duties if their value is above MDL 1,000 (about 80 USD).

Business entities, including those with foreign investments, whose period of the aforementioned tax facility has
expired, are entitled to an income tax exemption of 50% of the initial value of purchased long-term tangible assets
(except for vehicles, office furniture and assets used for general business purposes). Such assets include long-term
tangible assets acquired under a leasing agreement, but not exceeding the amount of taxable income. In case of
purchasing long-term tangible assets under a financial leasing agreement, this facility is applied for the tax period
during which the lessee has put fixed assets into operation.

Small enterprises with less than 19 employees and annual sales less than MDL 3 million (USD 230 thousand) are
entitled to a 3-year fiscal vacation for the profit tax.

Residents of free economic zones (FEZs)

Currently in Moldova there are 6 FEZs in different regions. The taxation of the residents of the FEZs has a number of
particular features. The tax on the residents revenue, obtained from the export of goods (services) originating from
the FEZ outside the customs territory of the Republic of Moldova, is levied in amount of 50% of the general tax rate.
The income tax for the residents activity within the FEZ, except for that mentioned above, is levied in amount of 75%
of the general rate.

The residents investing in fixed assets of their enterprises and/or in the infrastructure of the FEZ a capital equivalent
to at least USD 1 million, are entitled to an income tax exemption on revenue from export of goods (services)
originating from the FEZ outside the customs territory of the Republic of Moldova for a 3-year period. The residents
that have invested in the fixed assets of their enterprises and/or in the infrastructure development of the FEZ a
capital equivalent to at least USD 5 million, are entitled to an income tax exemption on revenue from export of goods
(services) originating from the FEZ outside the customs territory) of the Republic of Moldova for a 5-year period.

Research and development entities
Entities working in the area of science and innovation technologies are exempted from the income tax providing that
they direct the saved amount of the income tax to financing projects in the field of science and innovations.

Software companies
Software companies are entitled to an integral income tax exemption for 5 consecutive tax years.

Agricultural producers
All agricultural producers are exempted from the income tax for 5 consecutive years for income obtained exclusively
from agricultural activity.

Residents of the International Free Port “Giurgiule sti”

The International Free Port is located on the shore of the Danube, in the southernmost locality of Moldova, the
Giurgiulesti village. The activity of the resident companies is regulated by the Investment Agreement on the
International Free Port “Giurgiulesti”. Companies making capital investments under this Agreement equivalent or
exceeding USD 5 million are exempted from the income tax for a period of 5 consecutive years. The companies
making supplementary capital investments in an amount equivalent or exceeding USD 5 million, are entitled to

2 Morover, as part of the ,liberalization® initiath¢ put forward by Moldovan President Vladimir Voirgrthe
reivested profit will enjoy ,0“ tax rate.
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additional income tax exemption for a period of 2 consecutive years following the tax period in which the mentioned
volume of capital investments has been reached.

Figure 9: Dynamics of the income tax and social insance rate in Republic of Moldova
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Source: MTEF, 2006.

The new Law on investment in entrepreneurship carte effect on April 23, 2004 The law is
compatible with European standards in this areaigiry guarantees for the respect of investorsitsig
non-application of expropriation, as well as paytmeihdamages in the event of violation of investors
rights. Whereas the old law on foreign investmesduired all the foreign companies with capital
exceeding USD 5 million to register with the Mimjsbf Economy and Trade before starting activity in
Moldova, the current law does not make the foreigmpanies subject to any screening from the part of
the government. Under the new law the foreign corigz can invest in all sectors just like any
Moldovan company. There are a number of specifiviies, which are closed to any private company.
Locally- and foreign-owned private companies argjestt to the same treatment as regards regulatory
issues (registration, licensing, issuance of canttin permits, public tenders etc.).

Since 2005 the structural reforms have been segded@he regulatory reform was the key feature ef th
governmental efforts. Many licenses, authorizatiand permits have been eliminated. The law under
which the regulatory reform advanced was widelyvinaas “guillotine law” as it was conceived to
eliminate the regulations, which are not necesgany.of the 1000 examined regulatory acts about 100
were eliminated. The Government has adopted a rteste§y for regulatory reform and expects to
proceed in 2007-2008 with the “guillotine of thewvi& i.e. with an overall assessment of the legal
environment as regards its impact on businessigctMso, the Government is expected to develog an
implement a system for the regulatory impact anglys

In 2006 the financial sector was opened to theigarevestors. The Italian Gruppo Veneto Banca and
the French Societe Generale have become main ovwoietwo Moldovan commercial banks, the
Eximbank and the Mobiasbanca. The new-comers andrhs to come in 2007-2008 will bring about a
substantial impetus for the development of domestigncial system. The competition is expected to
increase substantially with the reduced loan isterate being the main outcome of deepening the
market. In 2006 the nominal loan interest rate W&2% as compared with 18.9 in 2005 and 21.0% in
2004. The real interest rate (average nominalestailate minus average annual inflation) is abol#5

as compared with 7.0% in 2005 and 8.6% in 2004.

3 Law on investment in entrepreneurship no.81 ofdd8, 2004, published in the Official Gazette 6d.0f
April 23, 2004;
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Figure 10: Annual inflow of FDI (total volume in USD and as % of GDP)
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Source: NBM data on balance of payments, NBS da@l and authors computations.

There are some encouraging trends as regardsietieess of the measures undertaken to improve the
business climate. For instance, as shown in thar&id0 since 2000 the annual inflow of FDI has
followed a U-shaped path. As percent of GDP, thé &Bo have decreased in 2000-2003 and then rose
again. The most significant investment in 2005-20@bude those of the German Metro Cash & Carry
store (opening two large stores in Chisinau andimfBalti), Austrian Grawe insurance company (bgyin
the Moldovan Donaris Life Insurance company), tteeddaijan AzPetrol petroleum company (investing
in the Giurgiulesti oil terminal, subsequently bbugy the Dutch Eastern Capital N.V.), The American
NCH Capital (investment fund with holdings in bamkj real estate and construction) and Western NIS
Enterprise Fund (investment in food processing stigy), the Italian Veneto Gruppo Banca (buying the
Moldovan Eximbank), the French Societe Generalgyiflguthe Moldovan Mobiasbank), the joint
Moldovan-American City Development (buying 8000 laad in Chisinau for building new residential
facilities). However, we believe that there islstilvery large potential to attract more FDI in Mova,
including from the Czech Republic. For this to happa number of the remaining deficiencies of the
domestic business climate are still to be overcome.

Box 5. Deficiencies of the Moldovan business climate

Despite the progress registered lately, Moldova still fares behind the CEE countries as regards attracting the foreign
investment. There are a number of issues undermining the attractiveness of the Moldovan economy as destination
for foreign investment. The Czech investors have pointed to a number of deficiencies. Some of these deficiencies are
such overwhelming that cannot be solved quickly, such as the risks associated with the unsettled Transnistrian
problem or upgrading the country’s transport and energy infrastructure. However, investors believe that most of the
problems affecting the domestic investment climate are in the area of influence of the Moldovan authorities. In order
to increase the FDI inflow into the country, the Moldovan officials should effectively:

e Provide transparent and easily accessible information as regards the Moldovan business environment (tax,
customs, licenses, permits, labor and other);

e Diminish the governmental interference in the activity of private companies, including through the tax office or the
Centre for Combating Economic Crimes and Corruption;

e Refrain from anti-competitive protective treatment of state-owned companies (through tax incentives, formal or
informal preferences, public tenders and others);

e Guarantee transparency and equity in the privatization process and eliminate the “sweet deals” which are currently
common in the Moldovan privatization;

e Refrain from any political or administrative pressures on judicial system and respect is constitutional
independence;

e Solve amiably all disputes involving international investors;

e Further advance the regulatory reform and get rid of burdensome and opaque administrative procedures,
particularly for licenses and construction permits;

60



e Establish independent and strong Agency for Limitation of Monopoly and Development of Competition, in order to
provide for a fair and competitive business environment;

e Close the gap between the national and international accounting standards and simplify the tax and statistics
reporting procedures.

6.3. ldentifying potential investment projects

A number of potential joint Moldovan-Czech investinprojects have been identified within this projec
The analysis of the most advantageous sectors ZectCinvestment bases on various criteria. These
criteria are the degree of priority of various sestas seen by the Moldovan government, level of
profitability, degree of risks and market growthetial.

In 2005 the Moldovan Government has adopted thgrBno regarding facilitation of the investment
activity “Prolnvest” for the period 2005-2006. Tigeal of the Program was to stabilize the domestic
business climate and to increase the trust of tihential and effective investors, as well as tovprthe
Governmental commitment to advance the businesgoemvent reforms. The “Prolnvest” Program
defined the following sectors priority in attrag@imvestments:

1. Software development;
manufacturing of new building materials;
production of virus-free vineyard and fruit tissgplings;

development of telecommunication and IT infractiure;

a > w DN

pharmaceuticals;
6. manufacture of electric and electronic applisneguipment and machinery.

In 2007-2008 these priority sectors are likely éorbiaintained and others (such as food-processirgp t
added. The beneficiaries of the Program are thestavs starting up a business in one of the pyiorit
sectors. Being beneficiary of the Prolnvest progmamd holding the Investors Cards issued by the
Ministry of Economy and Trade is advantageous lier teason that the Ministry facilitates directlg th
registering of the companies and starting of thivic and no bureaucratic delays and red-tape are
admitted. We believe that the Czech companies bapertise and resources relevant for many of the si
sectors and when combined with advantages of Maldasompanies could result in successful joint
investment projects. The projects will be descrilgth more detailed information to be found in the
Annex 3.

For instance, let's take the first sector (softwdexelopment), which is growing constantly thanks t
both internal and external demand. Moldova is anttguof good IT-professionals and good educational
infrastructure. In 2005 about 1,200 IT-specialigtaduated colleges and universities and about 2000
were matriculated. Currently there are about 6i/elgt working software companies based in Moldova.
Obviously, this sector is not very capital integsand may be attractive for the Czech capital.

Another interesting sector for joint investmentjpobs may be the manufacturing of the new building
materials. In the Czech exporters’ directory thamee113 companies specialized in production ofcled

of stone, plaster, cement, asbestos, mica or simikterials; ceramic products; glass and glassware”
among which Moldovan companies can find potentiaftqers’* We believe that combining the
outstanding technical expertise of the Czech comagaim this sector with Moldovan advantages will
result in successful joint projects. The advantatied Moldovan companies enjoy are the existing
innovative ideas, cheap labor and abundance ofralin@w material, good geographic position and free
trade agreements to reach many regional marketscdhstruction sector is buoyant in Moldova (a 20%
growth in 2006) as well as in Romania (18.6%) arkdaihe (9.8%) and will probably preserve a high
growing pace in the future. A concrete technicaljgut in this area was proposed by a Moldovan
company which looks for resources for implementingpractice an innovative “Quadropress” for
manufacturing building materials. More technicdbimation on this project is provided in the Annex
3.1

4 http://exporters.czechtrade.cz/en/
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Services and food industry are the fastest growewgors in Moldovan economy. In these sectors there
are a number of potential niches for investment.NaAee identified the launching of a chain of traxdial
Czech pubs in Moldova as the most interesting. progect is attractive because the consumptioreef b

in Moldova has been growing quickly and despitedbmpetitive environment (presence of Moldovan,
Romanian, Ukrainian, Russian and other producemherdomestic market) the market still has a large
unexploited potential. More information on this gutial investment project is provided in the Ani3eX.

Other very interesting bilateral projects may refiam the fact that Moldova is a net importer aeegy
resources and its energy needs will only grow ia fhture. As energy prices are going up, any
investment in domestic capacities of energy prddoavill be very much welcomed in Moldova. This
country is endowed with necessary factors — chalprland large plots of land - for producing bielfu
for both domestic and foreign consumption. In thenéx 3.3 there is a brief description of a poténtia
plant for producing bio-diesel and bio-ethanoltie Republic of Moldova.

Currently a law on private-public partnership isnigedeveloped in Moldova and this will allow for
starting up projects with both commercial and pulgurposes. For instance, the provision of safe
drinking water is currently a serious problem innpdMoldovan villages and towns and this provides a
niche for an interesting project. The Czech Repulidis good technical expertise in equipment foewat
filtration while in Moldova there is a demand foater treatment stations. In most of Moldova’s sitie
and villages, groundwater is contaminated as altreguagricultural misuse of mineral fertilizers,
pesticides and inefficient treatment of agro-indaktvastes. About 57% of rural wells are polluteith
nitrogen compounds, pesticides, hydrogen sulphitk fluorides. Nitrates, ammonium, pesticides, as
well as heavy metals, are also detectable in seirf@aters. The drinking water in a good half of the
village wells is estimated to be polluted with agtiural chemicals or their decay products. Thelipub
demand for redressing this situation is increasimigthe government is not able to respond to its T

an opportunity for a potential Moldovan-Czech compa&o be established in order to provide these
services. More technical details are provided enAhnex 3.4.

Moldova has significant comparative advantagesteaditions in cultivating crops used for extractioi
essential oils as well as in cultivation of medip&ints. The Annex 3 describes a potential investme
project proposed by a Moldovan company specialingoroduction, procession and commercialization
of ethereal-oleaginous and medical plants and mtomtu of essential oils for cosmetics and
pharmaceuticals industries. The company is cugréstlooking for a foreign partner in order to iaase
production scale and explore new markets.

Obviously, Moldova’s strongest advantages are énvtine-making sector. However this sector is highly
competitive and potential projects Moldovan-Czedh lvave to produce unique outputs with exceptional
consumer features. The project, which meets thislition, is presented in the Annex 3.6. The maeaid

is to produce for both internal market and for expow-alcoholic carbonated beverages. The project
proposal seems to be very attractive in finaneiahts as well as in terms of long-term market péaént

62



7. Moldova as a priority country for the Czech official direct
assistance

7.1. How and how much the Czech government assists the Moldova’s
government

The Czech development assistance aims to reducertpow less-developed countries and maintain
sustainable development. In its policy of developmassistance, the Czech Republic adopts a
multidimensional approach to the concept of povémt is accepting that poverty reduction cannot be
understood just in terms of economic developmehérdfore, poverty is not just a mere lack of income
but rather a consequence of many social and emvigatal factors.

Development assistance projects focus in generalsectors where the Czech Republic enjoys
comparative advantages. The sectors include educdprovided in the form of scholarships),
environmental protection (hydrology, biodiversity)frastructure (energy production, transport, eacl
safety), agriculture (rural development), geolobmarvey and other priorities. The sectoral priestof

the Czech official development assistance (ODA)ude also basic social services, such as basic
education (primary), health care and nutrition,esafater and sanitation. The Czech Republic is
especially well placed to support the strengthewiihthe partner countries’ institutional capacitiesed

on its own recent experience with the political @ednomic transition.

In January 2002, the Government agreed on the “€miraf Czech ODA for 2002 — 2007”. Its purpose
was to define new principles and priorities of depenent cooperation, building the whole strategy on
principles of development partnership, recipiespansibility and improved efficiency and transpasen
The first principle means that not only the willimegs of the Czech site but also the demand from
recipient countries is crucial.

The concept also introduced a two-phase approatietmodernization and reform of the Czech ODA
program. While the new strategy underlines thatrtia@n responsibility for implementation of ODA
projects rests with line ministries, it also dealsh the role of the later on established Developime
Centre. The Centre, as the main supporting exmely for the Ministry of Foreign Affairs, undertakes
activities like appraisal of proposals for longtgprograms and specific development assistanceqisyj
monitoring and evaluation, cooperation with ingitos of ODA donor countries, training of experts
working in the ODA program, and coordinating resbdn the area of development assistance. Based on
the concept, the Czech Development Agency shoulestablished, subject of the Government decision.
The Agency will build upon the institutional andrhan capacities of the existing Development Centre.

The Czech government has identified eight prioctyntries for long-term development cooperation:
Angola, Zambia, Vietnam, Moldova, Mongolia, YemeBpsnia and Herzegovina, Serbia and
Montenegro. The priority countries receive 75% ae€h ODA, non-priority countries 25%. Planned
financial resources for particular priority coustrifor the period 2006-2008 are indicated in Tadole
20.

Table 20: Planned financial resources (CZK million)
2006 2007 2008 ‘

Angola 14.6 25.9 32
Bosnia and Herzegovina 30.1 67.1 82
Jemen 14.4 29.7 31.7
Moldova 20.9 314 355
Mongolia 28.4 50.9 63.1
Serbia and Montenegro 42.2 94.6 96)3
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Vietnam 214 42.6 47.3
Zambia 7.5 21 21
Priority countries total 179.5 363.2 408.9

Source: Institute of International Relations by Bi@istry of Foreign Affairs; Foreign Developmenb&peration of
the Czech Republic; 2006

The Czech - Moldovan cooperation is based on theiples of International Development Cooperation,
approved by the Czech Government in Resolution &0®Rlarch 31, 2004, which established that an
essential component of Czech International Devetyrtooperation (IDC) is comprised of programs of
development cooperation with priority countrieseTBzech Government has identified the Republic of
Moldova as one of the priority countries, primadiye to the following:

* Need for development co-operation
= Czech experience with transition and EU accession
= Successful development co-operation already underwa

» Effects of the mass migration of the populationMafldova on other European countries (incl. the
Czech Republic)

= Potential for export of Czech products and techygypto Moldova

The responsible bodies are:

»=  Ministry of the Interior

= Ministry of Environment

= Ministry of Foreign Affairs

= Czech Embassy in Bucharest

= Development Centre at the Institute of Internatidelations in Prague

Within the framework of its development cooperatwith Moldova, the Czech Republic will focus on
the sectors of environmental protection and hunesources development, mainly through efforts aimed
at stabilization of the social and economic sitwatand preventing Moldovan migration. At the same
time, cooperation in the area of education willilensified, primarily by increasing the exchande o
experience among scientific and research instinté®th countries. These areas are of great irapoet

for the economic and social development of Moldarad will affect other sectors as well (e.g.
manufacturing, agriculture, the food industry, Jetc.

Indicative summary of the areas for developmermrimntion in the environmental sector:

= Cooperation in the area of water protection (pmhutclean-up, preventative approaches in industry,
etc.)

= Cooperation in the hydrometeorology and climatoleggtor
= Support of biological diversity protection

= Indicative summary of the areas for developmergrimntion in the sectors of human resources,
migration prevention, and stabilization of potehgmigrants:

= Support of the capacities of the Moldovan publictee (police, border guards, etc.) while
establishing effective migration management

= Social stabilization of potential migrants throughe creation of alternatives to migration
(strengthening human capital, job creation)

Indicative summary of the areas of developmentriatation in the education, science and research
sector:
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Preparation for implementation of the Bologna Destlan at institutions of higher education in
Moldova

Development of curricula in the fields taught atlavan universities

Introduction of environmental aspects within instron, and improvement of instructors’
pedagogical skills

Cross-cutting issues:

Strengthening the cultural, economic and sociad between the Czech Republic and Moldova,
including the promotion of co-operation among edioceand research institutions

Strengthening the capacities of the Moldovan pubéictor and the transfer of experiences in the
areas of economic and social transformation, atabkshment of the rule of law

Promotion of the creation of a functioning and Ealivil society, strengthening the role of citizén
initiatives and non-governmental organizations

Promotion of community development

Active promotion of gender equality in society, pag of the Moldovan Government's efforts to
eradicate the abuse of women and children

Table 21: Overview of the on-going CR IDC projectsn Moldova

Project Name Responsible Ministry of the CF Implementation

Prevention of lllegal Migration from Ministry of the Interior 2001-2005
Moldova to the CR and Assistance in
the Creation of Asylum Infrastructure
in Moldova

Period

Support for the Development of Ministry of the Interior 2004
Migration Management in Moldova

Assistance in Stabilizing Potential Ministry of the Interior 2005-2007
Migrants and Preventing the Irregular

Migration of Minors (planned)
Improving the Environment in Ministry of the Environment 2005-2008
Moldova by Employing Czech

Environmental Techniques and (planned)
Equipment Manufactured in Joint

Czech-Moldovan Enterprises

Training Specialists in Practical Ministry of Foreign Affairs 2004-2005
Knowledge of the Environmental

Sciences

Source: Ministry of Foreign Affairsyww.mzv.cz

Until 2005 the focus of Czech ODA for Moldova wasndnantly on migration and environment (see
Table 2}. In the future the project of prevention of migwa should be reduced and the focus on
environment and education should be strengthenl{@bke 23.
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In mid-2007 an interim evaluation of developmenbmeration between the Czech Republic and
Moldova will take place, which might provide an opfunity to jointly identify preferred fields.

Table 22: Allocated financial resources for develament cooperation with Moldova (2006-
2008, CZK mil.)

2006 2007 2008‘

Education 3.5 6.3 7.8
Social development 1.2 2 3.2
Environment 7 15.6 18.6
Migration and safety 8.7 4.1 2

Agriculture 0 2.4 2.9
Other 0.5 1 1

Total 20.9 314 355

Source: Institute of International Relations by Mi@istry of Foreign Affairs; Foreign Developmenb&peration of
the Czech Republic; 2006

To summarize, the Czech government selected Moldsvane of the priority countries. Based on this
status Moldova has better access to financial migatie form of development aid. The coordinator of
ODA is still Ministry of Foreign Affairs with some&ompetencies delegated to particular ministries.
These ministries submit projects within Czech ODgoam and within the amount of allocated
financial resources from the budget. Projects ais=et on the Czech ODA strategy, which draws from
the Moldovan strategy of development and therefeflects the demand of Moldova to a certain extent.
At the beginning projects were targeted to solvgration issues, currently the focus shifts towards
protection of environment and education. Finanomabns are distributed and allocated each year and
must be approved by the Czech government deci§iamently, allocation of funds has already been
decided for 2007. However, for the year 2008 omsliminary prospect based on planned continuation
of already launched projects exists and the didiob can thus be influenced by Moldovan side.
Although there might be space for new projects lotierms of financial resources and sectoral chang
until now the Institute of international Relatiodisl not register any remarkable effort from Moldova
side to change targets of Czech development aikliéddova.
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8. Conclusions: Policy and business recommendations

The Czech Republic advanced more rapidly than g#auBlic of Moldova on the path of transition from
a centrally-planned economy to a market one and fimne-party political system to a truly democrati
regime. While the Czech experience is not entitedpsferable to the Republic of Moldova, there are
certainly some basic lessons to be learnt. Thenrmeendations can be divided in two sets: a set of
recommendations for the Moldova government andremnaine for the business community.

Policy recommendations

The achieved macroeconomic stabilization is ont@fmost important successes of Moldova on its way
to market economy, but more efforts should be miadiher on in order to mitigate the persistent

inflationary risks. However this is ultimately lield with the soundness and competitiveness of the
Moldovan economy which is overly vulnerable to eméd shocks and so far unable to diversify

qualitatively and structurally its products. This an overwhelming task which is relevant both for

government and the private sector.

For the macroeconomic stabilization to bring exedctvelfare results, a humber of structural and
institutional reforms have to be completed. Moldbtes progressed significantly with the transfororati
of its legal framework. However, it is clear thhetlaw has also to be adequately enforced. Strang |
enforcement capacities should be created as eattgnsition period as possible in order to guarame
private property rights and thus stimulating mommeéstic and international direct investment in
productive capacities. As both Czech and Moldovapegence, politically dependent judiciary may
undermine significantly the business climate obartry. Civil society and NGOs can definitely play
role in pointing out the irregularities. Politiceetd to be transparent and democratic but politésaions
with ethnic underpinnings are notoriously diffictdtmanage even in relatively developed countries.

Another important lesson to be learnt from the GzRepublic is the necessity of building an effitien
business- and trade-support institutional infrattme. The range of provided services may vary from
Internet trade opportunities to organization ofdé&&airs, exhibitions and direct representationd an
negotiations and to directly supporting exportshvaitedits and insurance services. This would attosv
Moldovan exporters to compete on international merkinder conditions comparable to those enjoyed
by their main foreign competitors. The institutibmapacities should be solid enough to provide the
foreign investors up-to-date information on bustelamate and investment opportunities in Moldosa a
well as to inform the local exporters on opportigsitof developing trade relations with foreign pers.

An interesting experience that can be taken froenGhech Republic is offering to investing companies
such opportunities as support for the creationet jpobs in regions with high unemployment, help to
foreign companies in their search for suitable detinesuppliers, and support for the development of
industrial zones. The objective is to improve ctinds for capital construction projects in the pssing
industry, strategic services and technology cerdgecsor, mainly by regenerating old disused indalstr
zone, preparing new ones, and by constructing estdning rented buildings.

Economic policy should be simple and straightfodvdt is necessary to maintain fiscal and monetary
stability since macroeconomic chaos has never Imtoagonomic development anywhere, anytime in
history. It is very useful to communicate with figre donors and creditors including IFls to win thei
support and debt service relief (if necessary). @benomy performance benefits from low and simple
tax framework and very low corporate and persomalrates. In this respect and also in other aspfect
entrepreneurial environment, a significant progreas been achieved in Moldova in the recent years.
The same thing concerns deductibles for small legses and self-employed, which should be flat as in
this structure it is easy to administer. Socialusgg taxes should be kept at low levels and reesnu
should predominantly come through indirect taxesiée tax on luxury goods, cars, fuels, tobacco,
alcohol, VAT on goods and services (one rate, feany exceptions)). On the expenditure side of the
budget recommendation should be to consider pebjienditure review to eliminate wasteful projects
and expenditure line items, eliminate subsidiegntiustrial sector and subsidies to transportatiod a
utilities (should be covered by user charges).
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Crucial point is that bureaucracy is one of theanappediments to economic development. The whole
body of regulations with an aim to radically linthe impediments to development and legitimate
business activity and initiative should be reviewed

Free entry into the marketplace should be promodEeadling business ventures should be dealt with
through an up-to-date insolvency law that upholds rights of creditors. State enterprises shoula ha
limited role in the economy. Bankrupt enterprishewsd not be tried to rescue using state funds, but
focus should be directed towards transparent sngtm experienced private investors.

Foreign investments are critical for country depehent. Incentives should be transparent and non-
discriminatory (with respect to both foreign andhdstic investors) and focused on projects with high
sustainable development potential using local nesobase (bio-farming and food processing, wine and
beverages industry). Financial sector should notobged to provide subsidized or policy based dredi
(bank failures are very expensive - see the Czepkriznce). For SMEs and agriculture communally
based microcredit can be considered. Leasing enatgood tool as long as the title is retainedhiey
leasing institution until full repayment.

Moldovan officials have long time boasted the fihett Moldova lies at the crossroads between Europe
and Asia in a fashion that presumed that Moldoggegraphical position is a value itself. However,
advantages of Moldova’'s geographical position dtenooverestimated and not properly assessed to
make use of. For a country to become a bridge letwae region and another geographical position is
not the sole condition. What it needs also is higgality physical infrastructure enabling the
transportation of goods and technically-educatedrdorce. The trade regime and customs procedures
should be as streamlined as possible.

Business recommendations

Nowadays Moldova's specialization is to a significdegree related to agriculture, food and beverage
sectors. These sectors are the main contributdfgetoountry’s GDP and exports; and will likely ra&m

the main sectors in the near future. As for thecBzZRepublic, its specialization is more advanced an
concentrated on manufactured articles, machinedy teansport. Paradoxically as it may seem, these
dissimilarities are propitious for advancing thade between the two countries. Moldova is expeingnc

a rather strong economic growth and its investmeeds will only increase in the future, includiheg t
needs for machinery, equipment and transport. & real opportunity for the Czech producers of
machinery and equipment to increase their saldfoldovan companies.

Analysis of Moldovan exports to the Central and Wes Europe shows that the exports to the Czech
Republic are very small. Gravitational trade thesuggest that there is high potential for a sulbistan
increase of the Moldovan exports to the Czech Repubor the government to achieve this goal the
formal or informal trade barriers should be ideatifand removed. As for the Moldovan companiesy the
should pay more attention to establishment of theness contacts. This will enable Moldova compmanie
to benefit from the fact that the Czech Republierigerging as a new economic hub in Europe. Frosn thi
point of view the Czech Republic could become aeresting partner for Moldova consequently with the
CR’s strengthening position in Europe and its etqueEU presidency.

Business culture is one of the factors influenalegision by a company of whether to look for amert

in another country with the purpose to invest ad#. Analysis of the Moldovan and Czech business
culture indicates that there might be potential éstablishing new business contacts and working
together in joint projects since some importaneatpof the business culture are quite similahetwo
countries. However the strong involvement of thelddgan government in the business activities
influences quite adversely business culture in Medd It makes companies more prone to corruption
and cozy relations with government officials in erdo grease business operations, and precludes
consolidation of honest competition among comparieghe future the ongoing legal reform aiming to
cut red-tape will certainly reduce the room for gmment involvement in business operations.

Finally, Moldovan government and businesses shypirhd their efforts in promoting better image ogth
country, provide information and practical helpeixploring together with Czech counterparts business
opportunities in Moldova, and use more businedsdsiness contact to lure Czech investors in the
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country. Often, eye-to-eye contacts and best cabperpractices promotion can make wonders.
Ultimately, the critical mass of success-storiey fmaneeded.
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Annex 1: Useful macroeconomic and trade statistics

Moldovan indicators

2000 | 2001 | 2002| 2003 2004 2005 200
GDP growth rate, % 2.1 6.1 7.8 6.6 7.4 7.5 4.
GDP per capita, USD, PPP 2112 2300 2533 2785  3D48360 | 3700e
Industrial output growth rate, % 7.7 13.y 10/8 156 8.2 6.3 -7.0
Agricultural output growth rate, % -3.3 6.4 3.4 43 20.8 1.0 1.2
General government balance, % of GDP -110 0,0 -0.50.3 0.0 0.6 0.0
Public foreign debt, % of GDP 67 55 44 36 26 23 22
Public internal debt 13 13 13 11 12 10 9e
Exports of goods and services, million USD 641.3 5.33] 876.4| 1058.7 13486 1528.3 1616
Imports of goods and services, million USD 971.9 886 | 1294.5 1728.6 2124|6 2743.1 3165
Trade balance, % of GDP -229 -21)]3  -22.7 -315 .02P9 -39.1 -46.0
Average inflation rate, % 31.2 9.6 5.2 116 12|14 911 12.7
Unemployment rate, % (ILO definition) 8.5 7.3 6.8 97 8.1 7.3 6.8e
Real wage growth rate, % 2.2 21.6 20/9 15.4 10.1 8 6. 15.0
Average wage per economy, USD 33 42 51 64 90 105 0 1
Labor productivity growth rate, % 0.8 36.% 203 .@9] 27.1 15.4 14.5
Exchange rate MDL/USD, yearly average 1243 12{873.571 | 13.94| 12.33 12.6( 13.11
Net FDI inflow, % of GDP 9.8 6.9 8.0 4.0 5.7 7.7 6 6.
Work remittances, % of GDP 13.9 16.4 194 2414 27.030.5 31.9

Sources: NBS, NBM

Czech indicators

Geographic position of the Czech Republic in Europe
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Privatized Enterprises Overview

(HT\E_A\,I' mu i

Category

Number of enterprises
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31.12.199¢€¢| 31.12.200( | 31.12.200
1| Bankrupted or receiver shipped enterprises witheirig privatised 201 204 208
2 | Completed privatization 1002 1347 1446
3| Enterprises within MIT scope with unfinished or nlaunched 439 121 23
privatization
4 | Public liability companies assigned to National g&ndy Fund of 79 49 24
CR with unfinished stock privatization

Source: WWW.mpo.cz

Privatized Assets Overview

Category Value in CZK bn
31.12.199¢€| 31.12.200(|31.12.200
1| Assets assigned to NPF of CR 615 621 662
Out of which:
2 Privatised Assets 453 488 618
3 Stock being in possession of NPF of CR (par value) 162 121 83
4 Assets left in MIT sector 16 52 6

Source: www.mpo.cz

The list of the Czech export supporting insitutions

CzechTrade — Czech Trade
Promotion Agency

CzechTrade is a government Trade Promotion AgendlieoMinistry of Industry and Trad
The main task is to assist companies in developwfemiutual trade and cooperation. Throy
its foreign as well as local offices the agencyvates trade information, practical assistanc|
exporters and foreign buyers, consultancy, educatioprograms, assists compan
throughout trade fairs. The website can also pakdidverts of foreign companies willing
enter the Czech market or searching for a partnezctdzade agency has 30 Internatig
Offices in 27 countries of the world.
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Czechlnvest - Investment anc
Business Development Agen

Czechlnvest, the Investment and Business DevelopAggrcy, is an agency of the Minist

investment and developing domestic companies thiroitg services and developme
programs. Czechlnvest also promotes the Czech Remalivlbad and acts as an intermed
between the EU and small and medium-sized entespits implementing structural funds
the Czech Republic. All Czechlinvest’s services are @ifecharge.

yof Industry and Trade. Established in 1992, thenegecontributes to attracting foreign

ry

nt
ary
in

Economic Chamber of
Commerce

The Economic Chamber is an association of largejumednd small businesses in regio
chambers and trade associations. Currently the Chraimalse50 regional economic chambg
It is also a part of the WTC network - World Tradent@e Prague. A subscriber serv
enables to accept request (sales leads) from abfcammeone is looking for products
suppliers. There is also a specialized Chamber of mEncial Relations with the CIS
focused on the Commonwealth of Independent Statessi{®uand other former Sovi
countries) providing information and advisory seed to its members.

Confederation of Industry of
the Czech Republic

The Confederation is a voluntary organization asging employers and entrepreneurs in
field of industry and transportation. The web gitevides a database of members that cal

the
n be
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searched according to various criteria. The Confgaer is also involved in organizing trage

missions and match-making of business partners.

Association for Foreign
Investments

The Association for Foreign Investments represangsoup of service companies with lo
experience that support the entry of foreign inmessto the Czech Republic and offer a w
range of professional services to foreign invesemtering the local market. The chief aim
AFI is to ensure that foreign investors’ entry ifBaech market is as smooth and eas
possible. Consultants from the AFI group are expémt the fields of advisory service
consultancy, project services and inspection, gfitbcific specializations.

International Chamber of
Commerce — Czech Republic

An essential service provided by ICC is the ICC Intgéomal Court of Arbitration. ICC
represents its members in international dispute€. offers important publications on rule
codes and other standards which govern the corafuiciternational business — some h
been translated into the Czech language (eg. INCOTERMS model of trade contract).

Source: www.businessinfo.cz

List of CzechTrade’s successes

Aqua Impex s . 0.

a Czech company has succeeded in finding a custfimepecific receptacles fq
hazardous waste, filters and mixing devices oftal talue exceeding CZK 120,0

(approx. EUR 201,450).

CZ Strakonice

turbo-compressors.

PREMOT FrantiSkovy Lazha. s.

Serbian market

Grafitec among the world’s leading manufacturers of she&ebfmachines; Turkey - th
volume of contracted trade for 2004 exceeded theimark.
Russia - the initial one hundred thousand crown reshiwith a local partner wg
Techfloor

followed by larger contracts

Story Design

a contract with German concern TCHIBO to a total am@fi CZK 10 mil.

cal
ide
of

y as
S,

S,
ave

=

DO
(EUR 4,030). The potential of future supplies isireated at up to CZK 6 mil.

The specific object of demand from Russia, whigha.s. has prospered from, were

DO

< American customer; the export of goods to the Wh8eates for more than CZK 6

TR Antos

thousand
Contia a customer in Sweden
Grios a position in the Apennine peninsula; the firsttcact volume exceeded CZK 3 mil.
Racio succeeded on Latvian market

met the required criteria best and won a mil.-Cragntract of a German company
AXIS . ;

dealing with the manufacture of stage technology
Svitap J.H.J. a position in the Italian market

Source: www.czechtrade.cz

Electronic Trade Opportunities Projects

Your Czech Supplier

Web site with sales leads system established byhTrade. Foreign companies looking
a Czech supplier/product can put their inquiry amecdication there.

Czech Exporters Directory

Directory of more than 4,500 Czech exporting comgsnivhich are successful both on
Czech market either in case of their export, pradacand business cooperation W

alphabetically.

the
ith

foreign partners. The database is for easy orientativided due to branches, regions and
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Allytrade

A system of offers and inquiries enables the usesetarch for suppliers or companies that
demand specific products or services. Companies peantheir specifications (offer or
inquiry) and make it visible/searchable for othetemtial partners. It is also a Czegch
eMarketplace for various products and servicesrdJsan buy or purchase goods within the
B2B Internet environment. AllyTrade B2B is a generalaghkét for producs: Paper storage,

office tools, repairing and adhesive agents, offippliances and accessories, color ribbpns,

toners, cartridges, furniture, cleaning and hygeagents, refreshment goods, gift ware.
Registration is required.

WLW

The site provides search for companies that aréyréa sell/export products and serviges
and also search for companies ready to buy/impantiycts and services. One can uge a
personalized user environment (free) - my WLW boakm The quick search criteria are:

product/service name, company name or translatfopraduct name (all languages). It’s

necessary to specify the search by choosing thatgouCountries: Austria, Belgium,
Switzerland, Czech Republic, Germany, France, Finlabénmark, Italy, Croatig,
Luxembourg, Sweden, Slovenia, Slovakia, UK.

WLW eMarket offers a B2B facility with a broad vagiedf products with focus on Europ
particulary Germany. Countries and languages coveteéch, Dutch, English, Finnis|
French, German, Italian, Slovak, Spanish, Swedte can search catalogues with on-|ine
order forms. The site provides users with Eventenzhar, Industry directory, Industty
statistics, News/news letters, Search engine, ltra@sources and CD-ROM business
directory.

50

NetBid

NetBid is an eMarket entity coming originally fromenany; it has a sale office in the
Czech Republic. NetBid is a general eMarket for usedhimery and machine plant in all
industries including construction, office & IT, pting, electronics, vehicles, wood
processing, food, textile processing etc. Usersuarally buyers and sellers of industrial
machinery. Languages: Czech, English, German, Pdlibk site offers eMarket trading
functions: Auction, Exchange. With the premium sy Netbid helps the client evaluate
the product value, uses pictures of the product amibunces an auction in trade press.
Registration is required. Fees: the purchaser paysranission to Netbid upon completipn
of sale.

Source: www.businessinfo.cz

Information about Czech companies

ARES (Access to Registers of Economic Subjects) http://wwwinfo.mfcr.cz/ares/ares.html.en

Electronic version of Business Registry provided | bitp://www.justice.cz/

Ministry of Justice

Trade and Craft Register

http://rzp.mpo.cz/

Inform Net database

http://www.inform.cz/

Czech Exporters database

http://www.ce.inform.cz/

Kompass

http://www.kompass.cz/

EDB - European Databank

http://www.edb.cz/

Quality System Certification

http://www.iso.cz/

Companies that have received investment incentives

M ANUFACTURING SECTOR

Number of companies

209

Amount of investment pledged

EUR 9.8 bn
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Number of new jobs created 59,985
BUSINESSSERVICES AND TECHNOLOGY CENTERS

Number of companies 49

Amount of investment pledged EUR 340 mil.
Number of new jobs created 8,747

JOB CREATION SUPPORT PROGRAM FOR REGIONS

WORST AFFECTED BY UNEMPLOYMENT

Number of companies 30

Amount of investment pledged EUR 50 mil.
Number of new jobs created 4,131

Source: Czechlnvest, June 30, 2006

The most important new or amended legislation dueotthe CR’s accession to the EU

A new act, no 441/2003, on
trademarks

The act created prerequisites for linking the Czac European trademark systems

would also be valid in the Czech Republic.

and

responded to the fact that after the Czech Reputitied the EU, Community trademarks

The Insurance Act Amendmen
act no 39/2004, amending act |
363/1999 on insurance

adirectives concerning life insurance and non-lifsurance.

The Act adjusted legislation concerning privateunasice to the third generation of EC

Act no 40/2004 on awarding
public orders

The new act was based on EC directives governingulzeding of public orders.

Act no. 19/2004, amending Act
no. 72/2000 on Investment
Incentives

The amendment defines the criteria for grantingegtment incentives more accurately
response to the transfer of the powers of the Ammopoly Office in assessing pub
support to the EC.

n
C

Abolition of the Individual
Exemption System in the Area
Cartels

The Czech Anti-monopoly Office and Czech courts, dditon to the EC, have th

directly, banning contracts that violate competit{cartel agreements) or abuse a domi
position.

e

pbligation to apply the basic provisions of the dfiyeestablishing the European Commuiity

nant

The enactment of the new Valt
Added Act

eThe Czech Republic was entitled to retain the red&c®dVAT rate until the end of 2007
the case of heat deliveries for households and emtdrprises and for construction work
housing.

in

The act on trading on the capit:
market, the act on collective
investment, the bonds act and
so-called exchange act

INew arrangements in the area of securities andapial market

he

The Foreign Exchange Act
Amendment

It introduced a new system for the acquisition ofmgstic real estate by foreigners. Unl
the previous legislation, the opportunity for natiés of EU member states to acqu
farmland and forestland was extended in the casmidnals of an EU member state w
held a residence permit certificate, who were tegisl as a farming entity and who h
permanent residence in the Czech Republic for at flesee years.

ke
ire
ho
ad

The act on the residence of
foreigners applying to EU
citizens and their dependants

Permanent residence permits can be obtained msitg ea
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An amendment to the Trades | Entrepreneurs with their headquarters in anothemiglthber state may provide services| on
Licensing Act the territory of the Czech Republic solely on theida$ a trade licence obtained in any EU
member state.

The Act on the Recognition of | The act is based on the principle of mutual reci@miof professional qualifications gained
Professional Qualifications (Ac | in any EU member state.
No. 18/2004)

=}

The Customs Administration A tEC customs regulations, including the Common CustoardfTare directly applicable i
Amendment and the Customs . {¢he Czech Republic
Amendment

Source: www.doingbusiness.cz
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Exports to Moldova, 1.1.1999 — 31.1.2006 (USD }h.

Code Goods 2000 2002
00 | Live animals 3 13 2
01 | Meat and meat preparations 3 6 162 1 2 203 155
02 | Dairy products and birds eggs 164 40 37 66 67 51
03 | Fish, crustaceans and molluscs 1
04 | Cereals and cereal proparations 444 1770 1071 151 2823 3638 2 068
05 | Vegetables and fruit 55 24 49 115 75 81 27
06 | Sugar, sugar preparations and honey 17 598 3154 365 2 6 2 855
07 | Coffee, tea, coca, spices and manufactures thereof 49 29 25 37 11 11 10
08 | Feeding stuff for animals (excluding unmilled cereals) 2 6 1
09 | Miscellaneous edible products and preparations 393 193 79 41 95 307 261
11 | Beverages 16 34 34 47 229 282 472
21 | Hides, skins and furskins, raw 4
22 | Oil-seeds and oleaginous fruits 52 1 9 22 303
26 | Textile fibres and their wastes 45 37 14 8 7 3 6
27 | Crude fertilizers and crude minerals (exl. coal, petroleum) 19 1 16 15 19
28 | Metalliferous ores and metal scrap 12
29 | Crude animal and vegetable materials 25 17 1 8
33 | Petroleum, petroleum products and related materials 1 3 54 116 163 231
41 | Animal oils and fats 71
42 Fixed vegetable fats and oils, crude, refined 7 5 4 13 1 30
43 | Animal or vegetable fats and oils, processed; waxes 61 3 1
51 | Organic chemicals 8 20 23 31 27 52 33
52 | Inorganic chemicals 29 41 64 99 52 22 70
53 | Dyeing, tanning and coloring materials 92 70 85 117 92 146 190
54 | Medicinal and pharmaceutical products 231 116 255 383 402 584 959
55 | Essential oils and resinoids and perfume materials 119 11 14 15 62 154 126
57 | Plastics in primary forms 66 100 255 72 57 1229 1141
58 | Plastics in non-primary forms 467 458 664 660 878 1038 2182
59 | Chemical materials and products, n.e.s. 29 36 24 20 121 29 118
61 Leather, leather manufactures, n.e.s., dressed furskins 1
62 Rubber manufactures, n.e.s. 21 146 113 144 399 125 1058
63 | Cork and wood manufactures (excluding furniture) 36 1 17 4 21 4 317
64 | Paper, paperboard and articles thereof 416 724 468 329 583 505 645
65 | Textile yarn, fabrics, made-up articles 1137 1328 184 36 47 145 817
66 | Non-metallic mineral manufactures 805 683 1568 1216 1400 2067 1418
67 | Iron and steel 1 29 168 151 104 63 192
68 | Non-ferrous metals 12 36 39 45 62 149 48
69 | Manufactures of metals 390 278 518 579 1132 975 1562
71 | Power-generating machinery and equipment 43 7 2 3 31 97 19
72 | Machinery specialized for particular industries 171 158 197 184 298 360 1885
73 | Metalworking machinery 3 3 3 5 5 43 182
74 | General industrial machinery and equipment 266 393 600 730 683 924 1276
75 | Office machines and automatic data-processing machines 8 18 256 203 257 460 1384
76 | Telecommunications and sound-recording, equipment 3 300 342 77 722 3944 3443
77 | Electrical machinery, apparatus and appliances 169 170 763 424 683 975 1352
78 | Road vehicles (including air-cushion vehicles) 921 838 2869 3354 588 3372 6 693
79 | Other transport equipment 23 68
81 Prefabricate buildings; sanitary, etc., fixtures, n.e.s. 222 335 473 789 757 971 814
82 | Furniture and parts thereof 109 106 84 95 80 81 30
83 | Travel goods, handbags and similar containers 2 1 2 3 3 4 8
84 | Articles of apparel and clothing accessories 38 97 17 35 15 56 55
85 | Footwear 10 1 16
87 | Professional, scientific and controlling instruments, n.e.s. 339 103 377 20 51 47 42
88 | Photographic apparatus, optical goods, watches and clocks 4 3 93 21 12
89 | Miscellaneous manufactured articles 1568 283 298 390 528 592 529
96 | Coin (other than gold coin), not being legal tender 247 36 51 269
97 | Gold, non-monetary (excluding gold ores and concentrates) 106 315

Source: Czech Statistical Office, recalculated \mrage exchange rate CZK/USD in relevant year



Imports from Moldova, 1.1.1999 — 31.1.2006 (USD.j)

Code Goods 1999 2000 2001 2002 2003 2004 2005
00 Live animals 1 14 7
04 Cereals and cereal proparations 3 7 230
05 Vegetables and fruit 634 176 339 548 507 360 661
06 Sugar, sugar preparations and honey 8 18 56 111 17
07 Coffee, tea, coca, spices and manufactures thereof 1 2 1
09 Other food 2
11 Beverages 151 245 275 268 399 561 1294
21 Hides, skins and furskins, raw 32 25
24 Cork and wood 5 6
27 Raw fertilizers and raw materials (excluding oil and coal) 3 16
28 Metalliferous ores and metal scrap 8 106 18
29 Crude animal and vegetable materials 17
51 Organic chemicals 4 4 1 1 2 2
55 Essential oils 1
57 Plastics in primary forms 1
58 Plastics in non-primary forms 11
59 Chemicals 2
63 Cork and wood products 7 1 3 1
64 Paper, paperboard and articles thereof 2 18 19 1
65 Textile yarn, fabrics, made-up articles 7 20 6 16 81 16 37
66 Non-metallic mineral manufactures 36 16 2
67 Iron and steel 157 6 145 485 [ 17605 | 5434
68 Non-iron metals 20
69 Manufactures of metals 1 5 3
71 Power-generating machinery and equipment 7 13 25
72 Machinery specialized for particular industries 26 12 171
74 General industrial machinery and equipment 8 9 6 11
75 Office machines and equipments for automatic data processing 38 2 4
76 Equipment for telecommunications and voice recording and reproduction
77 Electrical machinery, apparatus and appliances 52 1 17 2
78 Road vehicles 2
81 Pre-fabricated structures 152
82 Furniture and parts thereof 1 3 1
83 Travel fancy goods, hand bags etc.

84 Atrticles of apparel and clothing accessories 1202 | 1623 274 111 170 543 497
85 Footwear 9 60 226 457 794
87 Scientific and managing appliances 18 15
88 Cameras, optical products, clocks 1 3

89 Miscellaneous manufactured articles 1 2 6 24 11 98 12
96 Coins (not means of payment) 1

Source: Czech Statistical Office, recalculated \mrage exchange rate CZK/USD in relevant year

Selected quotas for the Czech Republic according tbe Accession Treaty

Commodity Quota (t) 2001 production

Potato starch 33,660 29,600

Milk 2,682,143 2,655,587

Processed tomatoes 12,000 25,014 (non-processed)
Processed peaches 1,287 4,764 (non-processed)
Processed pears 11 16,339 (non-processed)
Cows without milk production | 90,300 pieces 100,300 pieces

Sheep 66,733 p. 70,101 p.
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Arable land 2,253,598 ha 2,381,749 ha
Reference yield 4.20 t/ha 4.52 t/ha
Sugar (production quota A) 441,209 434,200 (produced sugar in tota

)

Sugar (production quota B) 13,653

Source: Vit Dékal, Petr Fiala, Petr Kaniok, Markéta Pitrova (3@€06.Ceska politika v Evropské unii, Evropsky
integrasni proces a zajmgeské republiky (Czech policy in European Union,dp&an Integration process
and Czech Republic’s interests). Masaryk Univeritiernational Politology Institute, 2006

Agreements concluded between Moldovan and Czech pias

Contract Type Place of Date of Effective Note

signature signature since

Protocol to the Convention between the Czech | Bilateral Prague 14.10.2004 13.7.2005
Republic and the Republic of Moldova for the
Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with respect to
Taxes on Income and on Property

Air Transport Agreement between the Bilateral Chisinau 24.2.2004f 4.10.2004
Government of the Czech Republic and the
Government of the Republic of Moldova

Agreement between the Government of the Bilateral Prague 7.8.2003 9.9.2004
Czech Republic and the Government of the
Republic of Moldova on Readmission of
Persons at the State Borders

Agreement between the Government of the Bilateral Prague 7.8.2003 9.9.2004
Czech Republic and the Government of the
Republic of Moldova on cooperation in
combating organized crime, illicit trafficking in
narcotic drugs and psychotropic substances,
terrorism as well as other kinds of serious crim

Arrangement between the Ministry of the Bilateral Prague 7.8.2003| 9.9.2004
Interior of the Czech Republic and the Ministry
of Internal Affairs of the Republic of Moldova
implementing the Agreement between the
Government of the Czech Republic and the
Government of the Republic of Moldova on
Readmission of Persons at the State Borders

Agreement between the Czech Republic and tt
Republic of Moldova for the Promotion and
Reciprocal Protection of Investments

[¢)

Bilateral Prague 12.5.1999 21.6.2000

Convention between the Czech Republic and Bilateral Prague 12.5.1999 26.4.2000
the Republic of Moldova for the Avoidance of
Double Taxation and the Prevention of Fiscal
Evasion with Respect to Taxes on Income and
on Property

Agreement between the Government of the Bilateral Copenhagen 26.5.1998 | 11.11.199
Czech Republic and the Government of the 9
Republic of Moldova on the International Road
Transport

78



Smlouva meziCeskoslovenskou socialistickou
republikou a Svazem soitskych socialistickych
republik o pravni pomoci a pravnich vztazich
ve Wcech ol&anskych, rodinnych a trestnich

Dogovor meZduCechoslovackoj Socialistieskoj
Respublikoj i Sojuzom Sovetskich
Socialistéeskich Respublik o pravovoj pomo&
i pravovych otnoSenijach po grazdanskim,
semejnym i ugolovnym delam

Bilateral

Moscow

12.8.1982

4.6.198

3 Valid for
CR since
1.1.1993

Dohoda mezi viadouCeskoslovenské
socialistické republiky a vladou Svazu
sowtskych socialistickych republik o spolupréaci
v oblasti cestovniho ruchu

SoglaSenie mezdu Pravitelstvom
Cechoslovackoj Socialistieskoj Respubliki i
Pravitelstvom Sojuza Sovetskich
Socialistiéeskich Respublik o sotrudnéestve v
oblasti turizma

Bilateral

Moscow

8.6.1972

9.2.1973

Valid for the
CR since
1.1.1993

Konzularni tmluva mezi Ceskoslovenskou
socialistickou republikou a Svazem saitskych
socialistickych republik

Konsulskaja konvencija mezduCechoslovackoj
Socialistiéeskoj Respublikoj 0 Sojuzom
Sovetskich Socialistteskich Respublik

Bilateral

Moscow

27.4.1972

7.9.197

3valid for the
CR since
1.1.1993

Source: Ministry of Foreign Affairsyww.mzv.cz
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Annex 2: Useful contacts in Republic of Moldova and Czech Republic
The Republic of Moldova

Ministry of Economy and Trade

Address: 1 Piata Marii Adunari Nationale, Republid/oldova, Chisinau
Tellfax: (37322) 23- 40-66

E-mail: mecpresa@moldova.md

Web:www.mec.gov.md

Investment Policies and Public Property Managemenbepartment of the Ministry of
Economy and Trade

Crivciun Vladimir, head of department

Tel: (37322) 23-42-50

E-mail: crivciun@moldova.md

Ministry of Foreign Affairs and European Integratio n

Address: str. 31 August, 80 Gimiau MD2012, Republica Moldova
Telefon: (+373 22) 57-82-07, 57-82-06, 57-82-05

Fax: (+373 22) 23-23-02

E-mail: secdep@mfa.md

Web: www.mfa.md

Ministry of Finance

Address: Cosmonautilor, str., Republic of Moldo&ajsinau, 7
Tel.: (+373 22) 226629

Fax: (+373 22)240055

E-mail: cancelaria@minfin.moldova.md

Web: www.mf.gov.md

Ministry of Culture and Tourism

Address: 1 Piata Marii Adunari Nationale, RepublidMoldova, Chisinau
Tel: + (373 22) 22 76 20

Fax: + (373 22) 23 23 88

E-mail: culture@turism.md — info on culture

E-mail: promo@turism.md — info on tourism

Ministry of Agriculture and Food Industry

Address: 160 Stefan cel Mare Av., Republic of MetaoChisinau,
Tel: +(373 22) 21 04 08

E-mail: adm_maia@moldova.md

Web:www.maia.gov.md

Ministry of Transports and Roads

Address: 134 Stefan cel Mare Av., Republic of MetaoChisinau,
Tel: +(373 22) 25 11 85; 2511 89

Fax: +(373 22) 54-65-64

E-mail: secretary@mtgd.gov.md

Web: http://www.mtgd.gov.md/

Ministry of Industry and Infrastructure

Address: 69 Stefan cel Mare Av., Chisinau, ReputiiiMoldova
Tel/Fax: + (373 22) 270029

E-mail: dree.mii@mail.md

Web: http://www.mii.gov.md/



The State Chamber of Registration

Address: 73 Stefan cel Mare Av., Chisinau, RepulifiiMoldova
Tel: + (373 22) 27 73 18

Fax: + (373 22) 27 73 44

hot line: + (373 22) 27 44 06

e-mail: cis_rm@mtc.md

Web: www.mdi.gov.md/about_grp_md/

The State Chamber for Licesing

Address: 124tefan cel Mare Av., Chisinau, Republic of Moldova
Tel: + (373 22) 27 23 36

Fax: + (373 22) 54 21 14

E-mail: licentiere@moldova.md

Web: http://www.licentiere.moldova.md/

Agency for Material Resources, Public Procurementad Humanitarian Aid
Address: 118/1 Columna str., Chisinau, RepubliMofdova

Tellfax: + (373 22) 24 33 66, 23 42 80

E-mail: armapau@moldova.md

Web: www.tender.md

Chamber of Commerce and Industry of the Republic oMoldova
Euro Info Correspondence Centre

Address: 151 Stefan cel Mare Av., Chisinau, RegutiliMoldova
Victor Bors — Head of EICC

Tel.: +373 22 221391

Fax: +373 22 221391

E-mail: eic@chamber.md

Web: http://eic.chamber.md/eicc/

Moldovan Investment and Export Promotion Organization
Address: Moldova, Chisinau, 65, Alexei Mateevici st

Tel: (+373 22) 24 21 11, 21 40 66

Fax: (+373 22) 24 36 19

Web: www.miepo.md

National Bank of Moldova

Address: 7 Renasterii, Av., Chisinau, Republic aldbva
Tel: + (373 22) 22 16 79

Web: www.bnm.md

Customs Service

Address: 30 Columna, str., Chisinau, Republic ofddea
Tel: +(373 22) 57 41 82

E-mail: dv@customs.md

http://www.customs.gov.md

National Regulatory Agency in Telecommunications agh Informatics (ANRTI)
Address: 134 Stefan cel Mare, Av., Chisinau, Repuddl Moldova

Tel: +(373 22) 25 13 12, 25 13 15 (Licenses)

Email: office@anrti.md

Web: www.anrti.md

National Regulatory Agency in Energetics (ANRE)
Address: 90 Columna, str., Chisinau, Republic ofddea
Tel.: + (373 22) 54 13 84



Fax: + (373 22) 22 46 98
E-mail: anre@anre.md
Web: www.anre.md

Foreign Investors Association

Address: 90 Columna str., Tirex Petrol Building,j<dtwu, Republic of Moldova
Tel: + (373 22) 20 07 45

Fax: + (373 22) 20 07 64

E-mail: dinu.armasu@fia.md

Web: www.fia.md

The Czech Republic

Ministry of Foreign Affairs

Address: Loretanské nésti 5, 118 00 Prague 1
Tel.: +420 224 18 1111

E-mail: info@mzv.cz

Web: www.mzv.cz

Ministry of Industry and Trade

Address: Na FrantiSku 32, 110 15 Prague 1
Tel.: +420 224 851 111

E-mail: posta@mpo.cz

Web: www.mpo.cz

Ministry of Finance

Address: Letenska 15, 118 10 Prague 1
Tel.: +420 257 041 111

E-mail: podatelna@mfcr.cz

Web: www.mfcr.cz

Ministry of Interior

Address: Nad Stolou 3, 170 34 Prague 7 - Letn&
Tel.: +420 974 811 111

E-mail: public@mvcr.cz

Web: www.mv.cz

Ministry of the Environment

Address: Vr3ovicka 65, Prague 10, 100 10
Tel.: +420 267 121 111

E-mail: info@env.cz

Web: www.env.cz

Ministry of Agriculture

Address: TeSnov 17, 117 05 Prague 1
Tel.: +420 224 810 478

E-mail: info@mze.cz

Web: www.mze.cz

Ministry of Education, Youth and Sports
Address: Karmelitskd 7, 118 12 Prague 1
Tel.: +420 257 193 111

E-mail: info@msmt.cz

Web: www.msmt.cz

82



Ministry for Regional Development

Address: Starosstské naresti 6, 110 15 Prague 1
Tellfax: +420 224 861 111

E-mail: info@mmr.cz

Web: www.mmr.cz

CzechTrade

Address: Dittrichova 21, 128 01 Prague 2
Tel.: +420 224 907 500

E-mail: info@czechtrade.cz

Web: www.czechtrade.cz

Czechlinvest

Address: Stpanskéa 15, 120 00 Prague
Tel.: +420 296 342 500

E-mail: info@czechinvest.org

Web: www.czechinvest.cz

Economic Chamber of the Czech Republic
Address: Freyova 27, 190 00 Prague 9
Tel.: +420 296 646 221

E-mail: office@komora.cz

Web: www.komora.cz

Confederation of Industry of the Czech Republic
Address: Jankovcova 1569/2c, 170 04 Prague 7
Tel: +420 234 379 500

E-mail: spcr@spcr.cz

Web: www.spcr.cz

Transparency International - Czech Republic
Address: Politickych veznu 8, 110 00 Prague 1
Tel.: +420 224 240 895-7

E-mail: info@transparency.cz

Web: www.transparency.cz

Czech National Bank

Address: Na Fkope 28, 115 03 Prague 1
Telffax: +420 224 411 111

E-mail: info@cnb.cz

Web: www.cnb.cz

Czech Statistical Office

Address: Na padesatém 81, 100 82 Prague 10 - B&asn
Tel/fax: +420 274 051 111

E-mail: infoservis@czso.cz

Web: www.czso.cz

Institute of International Relations

Address: Nerudova 3, 118 50 Prague 1 - Mal& Strana
Telffax: +420 251 108 111

E-mail: iir@iir.cz

Web: www.iir.cz

Czech Export Bank
Address: Vodikova 34, 111 21 Prague 1



Tel/fax: +420 222 843 111
E-mail: ceb@ceb.cz
Web: www.ceb.cz

Export Guarantee and Insurance Corporation
Address: Vodikova 34/701, 111 21 Prague 1
Tel/fax: +420 222 841 111

E-mail: info@egap.cz

Web: www.egap.cz

Czech Business Representation to the EU

Address: Bastion Tower, level 20, Place du Champldes 5, 1050 Brussels
Tel/fax: +32-2-550 35 47/49

E-mail: cebre.europe@mail.be

Web: www.cebre.cz

Euro Info Centrum Prague

Address: Vinohradska 46, 120 00 Prague 2
Tel/fax: +420 221 580 292

E-mail: euroinfo@crr.cz

Web: www.crr.cz

Centre for Regional Development of the Czech Repuibl
Address: Vinohradska 46, 120 00 Prague 2

Tel.: +420 221 580 201

E-mail: crr@crr.cz

Web: www.crr.cz

Czech-Moravian Guarantee and Development Bank
Address: Jeruzalémskéa 964/4, 110 00 Prague 1
Tel/fax: +420 255 721 111

E-mail: info@cmzrb.cz

Web: www.cmzrb.cz

Trade Fairs Brno

Address: Vystavigtl, 647 00 Brno
Tel.: +420 541 151 111

E-mail: info@bvv.cz

Web: www.bwv.cz

Prague Exhibition Centre

Address: Beranovych 667, Prague 9 -iagty
Tel.: +420 225 291 111

Web: www.pva.cz

Prague Exhibition Grounds

Address: Areal Vystavi§t67, 170 90 Prague 7 - HoleSovice
Tel.: +420 220 103 111

E-mail: m.benesova@incheba.cz

Web: www.incheba.cz
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Annex 3: Brief description of potential Moldovan-Cz ech investment
projects

“Quadropress”: an invention for manufacturing build ing materials

A Moldovan company is looking for partners in ortieimplement its project called “Quadropress”. The
company has invented and registered a special atmin of building materials manufacturing: brick,

stone, block, pavement tile, tile and other buddimaterials of high quality. Manufactured building
materials are of much higher durability and longfiteg in comparison with existing analogues.

The method of manufacturemoist pressing - is well known and widely applied by manufactgreBut
in our case, manufacturing of building materialesloot require large expenses for the organization
manufacture itself, which reduces significantly gneduction costs.

The technical properties that moist pressed predamjuire using our method correspond to all teethni
requirements for manufacture of building materigded in construction. The necessary building nalteri
(a brick, a block, a tile, a pavement tile) is fexras result of influence of a high pressure de#eoin the
moist mix, placed in the chamber or a matrix of phessing machine.

Presently two methods of pressing are widely usedanufacture of building materials in the worltheT
first method ishyperpressing when pressing of a moist mix occurs on the one l{&modh above). The
second method ifiplepressing when bilaterial pressing simultaneously occursnfrabove and from
below. All bricks producers use the method of gresfrom two parties simultaneously under influence
of vertically directed external loading press, bbththe top part, and by its bottom part. The btloks
possesses more durability and is widely used imfiir

A Moldovan company has developed a method of prgssi a moist mix from four directions that has
received the namguadropressing and the equipment - QUADROPRESS. Pressing ocguisfluence
of horizontally directed external loading walls ggdrom four parties simultaneously on a mix plaiced
a matrix or the chamber. This method possessesisagn advantages:

» Durability. As a result of quadrilateral pressing we recadentical density throughout the
product. Using unilateral pressing the brick reesiits maximal density on the top section.
Using the bilateral pressing the least dense manrs in the middle of the brick.

* Universal size. The quadropress developed by the Moldovan companyr@anufacture building
materials of any desirable sizes from a brick up 8tone or a construction block.

» Multi-purpose use. The quadropress is capable to make any buildiatgmal of any desirable
form: bricks, blocks, stones with from-side-to-siderizontal emptiness (up to 60 %) or half-
through horizontal emptiness (for an angular briek)well as bricks with vertical emptiness.

* Uniqueness. Only using the "QUADROPRESS" method manufacturifigoricks and blocks
with color and especially strong environment isgilas:

» Cost-efficiency. 1.5 times less cement is spent for the preparatfathe moist mix due to the
most effective pressing of the product.

The potential partner is supposed to invest ab&ID 20.000 for finishing up product experimentation
and about USD 150.000 for launching large-scaldyrtion of quadropresses.

Czech pubs chain in Republic of Moldova

The Czech Republic has a deeply-rooted beer cuttateconsists of far more than just a handful efiw
known pubs. The Czech pubs universally offer debest as well as a diverse array of environments in
which to appreciate the Czech brewing skills. Opgra chain of Czech pubs in Moldova will spread
Czech beer consuming and brewing culture. Thelprofithe chain would generally be the following:

» The chain will gather between 6 and 10 pubs eathewh hosting approximately 80 persons.
* The pubs will be located in Chisinau city (7-8) d@hwlti city (2-3).

* Beer selection of the pubs will be strictly limitexlthe Czech beer of 5 to 8 brands.
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* Required investment is of about 100.000$/1 pubréhern on investment being no more than 4
years.

» The potential Czech partner will provide the neagsinvestment funds; the Moldovan partner
will offer the location facilities and will be respsible for the operational management and the
development of the chain.

Ideally, it would be to open a mini-brewery, whialould provide fresh Czech beer to the pubs. The
Czech Pisner Urquell would be the perfect partasrit can provide whole technology and promote its
image and products in Moldova.

Bio-diesel and bio-ethanol plant

The consumption of bio-fuels in the EU market isaircontiguous growth. Growing demand for this
product will, in the medium to long term, preserdjon opportunities for Moldovan farmers. The legal
framework for bio-fuels production and licensingNtoldova is in elaboration now and will be out in
near future.

» The project supposes a total investment amoundingSD 10 million.

* The plant will be located in the north of Moldoveear the Balti city, where climate conditions
are most favorable to the row material cultivation.

» Bio-fuels can be manufactured from sugar beetngaad other available agricultural products.
* The local partner will assure the land for row matecultivation.
* The local partner will find land for building infs&ructure facilities of the plant.

* Return on investment is of about 7 years.

Ground water filtration stations

Phreatic waters in Moldova have been polluted rgaidm nitrates (in some places up to 1 000-2 000
mg/l), the main sources being livestock complexasfarms, rural settlements not equipped with sewag

systems, uncontrolled waste disposal and excesofusdneral fertilizers. By contrast, the artesian

groundwater has so far not been seriously pollbte@nthropogenic sources thanks to their insulation
with protecting layers.

In this context, a Moldovan-Czech company can glewizech equipment for filtering the ground water
and then provide it to the consumers. Also, the gaomg can sell filtration equipment to different
enterprises from food-processing industry.

» The local partner will identify the potential custers/groups of customers and will present a
feasibility study, which will be the core elemeat the business plan.

» The Czech partner will evaluate the amount of néddeestment and the possibilities to lease
the water filtration equipment.

* Both partners will assess the possibilities to made of the funds offered by Czech Government
through Czech Embassy in Chisinau

* The investment amount is between USD 1 million 8&D 10 million, depending on the market
size.

* Return on investment is of about 7-10 years.
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Essential oils *° production and medicinal plants cultivation

In 1994 there has been established a Moldovan wynal cooperative specialized in production,
processing and commercialization of ethereal-oleag and medical plants as well as essential @ils f
cosmetics and pharmaceutical industries. The catiperhas 100 founders and a social capital of USD
50.000. At present the enterprise manages 1550 kend, including 1170 ha rented from the nearby
villagers. The company owns an essential oils mplait (capacity of 10.000 tones of row material) fo
processing ethereal-oleaginous plants. The agui@lltactivities of the enterprise involve about 180
temporary workers and 15 permanent staff members.

Main products of the company are essential oils various medicinal plants are also produced.
Following plants are cultivated and processed byctioperative:

e Salvia grows on 550 ha and can be used for various nmlediesfumery and recreational
purposes.

* Fennel grows on 155 ha and has many usages. It is useddonufacturing drugs to treat chill,
stomach, asthma, and bronchitis. The fennel esdariltis used in production of soaps and some
perfumes. Besides, the fennel base can be usedsine.

» Lavender occupies about 142 ha. This plant has always lest¢ensively used as medicine
(soothe and heal insect bites, soothe headacliet® slieep and relax, heal acnes, skin burns and
various inflammatory conditions).

* Rose shrubs grow on about 17 ha. The rose and rosenais unique properties to be used in
perfumery. Rose-hips syrups are used in treatn@nthey contain vitamin C. Roses are also
used to make unique herbal teas, jams, jellys aarthadades.

* Artemisia absinthium is a member of the sunflower family and grows onHa2 Common
English names foartemisia absinthiunare Absinthe, Oldman, Green Ginger and Wormwood.
This is a very precious plant with many valuablastiuents. The dried and powdered herb is
used as a vermifuge. The tea is used to help atlevhe pain of childbirth. The plant has been
used to treat anemia, anxiety, cancer (liver) dttiith pain, and many others.

The company’s markets are not much diversifiedresgnt. The domestic market share is of about 30%
and consists of enterprises from pharmaceuticalcasdchetics industry. The foreign markets are shared
by Austria and Liechtenstein. All deliveries of estial oils are made on ex-works conditions. Paekag
consists of either 200 liters barrels or 0.7 liteadtles. Annual production of the cooperative i20
tones of essential oils. Total investment neededfiabout 500.000USD, as in new equipment and
advanced technologies of essential oils processilsg, the Czech partner is expected to help réogiv
R&D grants for the development of bio-products uisepharmaceutical industry.

Low-alcohol carbonated beverages

The goal of the investment is adopt technology ahuafacturing low-alcohol carbonated beverages on
the basis of existing enterprise. These goalsheilachieved by:

» Acquisition of new modern production equipment affetient utilization;
» Technical re-equipment of existing manufactory;

* Progressive growth of production volume;

5 An essential oil is a concentrated, hydrophohigiti containing volatile aromatic compounds frontioas

plants. It is produced by distillation by other raxtion processes to obtain aromatic plant compsunaly include
expression or solvent extraction. Essential oiks wsed in perfumery, aromatherapy, pharmaceuticalnetics,
incense, for flavoring food and drink, and - to @ngwhat lesser extent — for health care purposdsfan
manufacturing cleaning products. They are valuablemodities to the fragrance and flavorant indastrEssential
oil is also known as volatile oil and ethereal ttilmay also be referred to as "oil of" the rawrplanaterial from
which it was extracted. The term “essential” ieimded to indicate that the oil is the fragrant esseof the plant
from which it is extracted and not in the more camnngrammatical sense of being indispensable.
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* Regular and stable sale of end products on domasticiew markets;

» Decrease of manufacture costs because of volunwatpit increase and procurement of raw
materials directly from manufacturers excludinggmtediaries.

Analyzed period of this investment plan is 4 yearfom December 2007 till December 2011. Total
investment for the enterprise development for tiiéop of 2007-2011 amounts to USD 882 thousand. It
includes investments in working capital of USD 18busand, investment in repair works of USD 20
thousand and investment in fixed assets of USDtli@@sand. The latter include:

e acquisition of production equipment — USD 500 ttzos
e acquisition of laboratory equipment — USD 25 thawka

» purchase of 10 tanks for wine storage — USD 100gand;
» purchase of other equipment — USD 40 thousand;

» purchase of license— USD 10 thousand;

The net present value of the invested capital i 8%9 thousand. Discount rate for invested capital
this project equals 16.15%. Internal rate of retianthis project is estimated at 42% and the piy-o
period is 3.2 year. All these are parameters @rg gttractive investment project.

88



Sources

Czech National Bank (2006). Foreign Direct Investtriz004.

Jartikova, A. (2005). Czech National Culture in ContektManagement, I. Part. Personal n. 3, p.
22-23

Jartikovd, A. (2005). Czech National Culture in ContektManagement, Il. Part. Persondl n. 4, p.
18-19

Kolman, L. (2001). Communication among culturesydhslogy of Inter-cultural Differences. In
Jartikovd, A. (2005). Czech National Culture in ContekManagement, |. Part

Kouba, K., Roberts, J., Vychodil, O. (2005). Prization without capital: Enhanced transaction costs
of Czech transition, Karolinum

Mejstiik, K., Mejskik, M. (2007). Corporate Governance, Ownership @atration and FDI in CR.
In: Dallago B., Iwasaki |. (editors). Corporate Resturing and Governance in transition Countries,
Palgrave Macmillan, London

Mejstiik, M. et al. (2004). Cultivation of Financial Makin the Czech Republic, The Karolinum
Press, Prague

Mejstiik, M. et al (1997). The Privatization Process ast&Central Europe. Evolutionary Process of
the Czech Privatization. Boston, KLUWER Academibkhers

Novy, I. et al. (1996). Inter-cultural Managemdngople, Culture and Management. Inélieova, A.
(2005). Czech National Culture in Context of Mamagat, I. Part

Prague Workshop, Czech Republic, December 5 - 96.2&nforcing Economic Development
Policies through Building Czech-Moldovan Partngpsihiotel Ibis Praha Karlin

Spvacek, V., Vintrova, R., Hajek, M., &arek, V. (2005). Rst, stabilita a konvergencgeské
ekonomiky v letech 1996 — 2005 (Growth, stabilindaonvergence of the Czech economy in 1996-
2005), CES VSEM WP 11/2005

Swtlik, J. (2003). Marketing for European Market.Jargikova, A. (2005). Czech National Culture
in Context of Management, |. Part

Stérbova, L., Jenikova, M. (2003). The Czech Republid Membership of Economy-related
International Organizations, www.doingbusiness.cz

Trompenaars, F. (1993). Riding the Waves of Culturederstanding Cultural Diversity in Business.
In Czech National Culture in Context of Managemén®art. Persondl n. 4, p. 18-19

Trompenaars, F. and Hampden-Turner, Ch. (2000)diBgi Cross-Cultural Competence. In Czech
National Culture in Context of Management, Il. P&érsondl n. 4, p. 18-19

Vit Dockal, Petr Fiala, Petr Kaniok, Markéta Pitrova (2¢2006).Ceska politika v Evropské unii,
Evropsky integréni proces a zajmyeské republiky (Czech policy in European Union, dpaan
Integration process and Czech Republic’s intereMtaparyk University, International Politology
Institute

Guvernul Republicii Moldova, "Strategia de €@sre Economitsi Reducere a®iciei”, 2004.
Poverty and Policy Monitoring Unit, "Poverty in Miadva in 2002", 2004.

Guvernul Republicii Moldova, "Raportul Anual de Hyare cu privire la Strategia de Giere
Economid si de Reducere aaSiciei", 2005.

RNDU, Raportul Ndonal de Dezvoltare Uman“Calitatea crgterii economicesi impactul su
asupra dezvditii umane", 2006.

AIS, Asocigia Investitorilor Stiini, "Cartea alb a investiiilor straine in Republica Moldova", 2007.
BM, Banca Mondial, "Studiu Diagnostic al Comgrui Republicii Moldova”, 2004

89



Geert Hofstede, Culture’s Consequences: InterradtDifferences in Work-Related values, Beverly
Hills, California: Sage Publications, 1980.

Matthias Luecke, Toman Omar Hamoud, Pia Pingetjtitsl de Economie Globaldin Kiel,
Studiul Migraiei si Platilor din Republica Moldova, 2006.

www.businessinfo.cz - portal operated by the Czeatid

www.ceb.cz - website of the Czech Export Bank

www.cnb.cz - website of the Czech National Bank
www.czechinvest.cz - website of the Czechlnvest

www.czechtrade.cz - website of the CzechTrade

WWW.Czs0.cz - website if the Czech Statistical €xfi

www.egap.cz - website of the Export Guarantee asdrince Corporation
Www.europa.eu.int - website of the EU

www.fdimagazine.com - website of the FDI magazine

www.komora.cz - website of the Economic ChambehefCzech Republic
www.mpo.cz - website of the Ministry of Industrydaiirade of the Czech Republic

www.mzv.cz - website of the Ministry of Foreign Aifs of the Czech Republic

90



