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EXECUTIVE SUMMARY

This study provides an early dert to USAID/Chisinau on the potentid issues, cods and benefits
asociated with the proposed reintegration of Moldova and Transnigria within a federd
dructure, as outlined in the Kyiv Agreement.

The effort to end the unrecognized successon of Transnidria has been ongoing for tweve
years, but has become more intensve during the past severa years. The current Presdent of
Moldova has made a politicd commitment to his eectorate to reintegrate the country within his
term of office. In addition, his government has indituted a number of policies that have affected
Transnidria s trade, privatization program and the datus of Transnidtrids companies in an effort
to regain partiad economic control over the region and pressure the Transnidtrian authorities to
negotiate reintegration more  serioudy. In addition, the Organization for Security and
Cooperation in Europe (OSCE) has increased its efforts to bring the two sides to an acceptable
reintegration agreement.

Thus, it appears tha today, both sSdes are preparing for a series of negotiations on congtitutiona
issues and the reintegration of a number of functiond aess of governance. This Sudy andyzes
the principd aress which are likedly to be included in the reintegration agenda The topics are
grouped under fiscd and monetary issues, government and judicid sructuresfunctions, socid
sarvices and civil society, and the economy at large.

In the fiscd and monetary arena, the large externd debt of Transnigtria ($1.2 hillion) poses a
serious difficulty for the financid future of a rentegraed Moldova. If it were treated as
sovereign and added to the Republic of Moldova's (ROM) debt of $1.3 hillion, the tota would
be unserviceable by the united economy. This debt needs to be andyzed to determine the extent
to which it should be considered sovereign debt.  Mogt likely, some form of debt relief will dso
be needed so that he reintegration of debt does not negatively impact the per capita debt burden
of elther Sde.

Currency unification is a topic of immediae interes to the ROM. The ROM’s willingness to
permit a dud currency regime in Transnidria for a trandtiond period has merit. However, if
mishandled, the ROM could import inflation or the Transnidrians could lose the vadue of their
monetary assats.  The unification of the currency under the Centra Bank of Moldova will have
far reaching economic consequences for the authorities in Transnisria  The Transnidtrian budget
will be denied centrd bank credits and the move will force a more disciplined and balanced
budget. Thisislikely to result in reduced subsidies to industries and individuds.

Cudoms unification is essentid but will likdy be contentious because of the persondities
involved and the corporate interests which may be affected. However, the reputation of both
sdes with respect to goods crossng borders is not good and has hurt the environment for foregn
investment from the West.

The unification of banking is not an essentia outcome of the reintegration process. However,
there needs to be a mechanism for relaions among the banks on both sdes. Also, those who
ded with Transnidrian banks need better assurances that these banks are sound and their funds
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are s=cure.  If unification is achieved, there is a need to determine the deposit insurance ligbility
that is absorbed by the unified system.

As with cusoms, a common economic space within Moldova dictates that the Vaue Added Tax
(VAT) is extended throughout the country replacing the turnover tax of Transnidria  Without
such a move, a tax border would have to be erected between the two sides, imposing a significant
impediment to commerce. The VAT, however, will raise the tax burden on Transnistrians and
they are likdly to object to its implementation. In addition, the authorities in Transnidtria believe
that the VAT will trandfer resources from their territory to the ROM. This concern could be
managed by an agreement between the two gSdes that temporarily precludes such trandfers.
Ultimately, however, intergovernmentd trandfers within the country will become necessary to
ensure equa provison of (or access to) essentid public services. In this regard, it is preferable
that a new, federd levd of government has the necessary taxing authority to cary out its
functions, what ever they may be. Without independent taxing authority, this new government
would be subordinate to the demands of whichever side chose to withhold its contribution to the
federd levd’ sfinancid requirements.

In the areas of government and judicid sructures, little can be said about the codts involved until
a clearer picture of the new dtructure emerges as Eintegration negotiations proceed. Clearly the
new federd leve would have authority for foreign affairs, customs, centrd banking, the VAT
and defense. However, the net cost for this new level may be quite smdl as it mainly represents
aredignment of responghilities rather than the creation of new bureaucracies.

The different judicid structures, for the most part, need not be unified except a the high court or
condtitutional court lever. Unification is required for commercid and trade law and there has to
be a countrywide standard for human rights protection. But these need not require a new and
separate court system.  Rather, they could be achieved by a body of law which is accepted and
practiced by both sides.

There will be little need for a Moldovan military after reintegration as the OSCE and its member
dates are expected to ensure security.  While a nationd army is not likey to disappear, a
rentegrated military is likdy to be smdler than the sum of the current leves on both sdes.
There may be condgderable difficulty integrating the command dSructure and some costs
associated with downsizing for severance pay and retraining of personnd for civilian jobs.

In the areas of socid services and civil society, the hedth sysems may be the easiest to
reintegrate. There is dready some cooperation between the two sdes and there is room and
willingness for more.  Since hedth systems ae often managed a the sub-nationd levd,
reintegration is not seen as a threat to either Sde's jurisdiction, but rather a means to cooperate
more in the specialty areas and disease prevention.

Socid protection on both ddes is sgnificantly under funded and lacks proper coverage. It is
difficult to see how reintegration will change the circumstances is this area as undoubtedly there
will continue to be “more pressng” problems that will capture public expenditures. There will,
however, be a clear resource need, should pensions be harmonized across the territory, and there
will be a need to compensate low income Transnidrians who will likely lose the subsdy hidden
in the administered price structure.
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Education will likey be a contentious area to reintegrate snce an important eement of schooling
is to indill culturd vadues and naiond identity. The principd problem is the use of Cyrillic
script for the Moldovan language in Transnidria.  There are additiona problems associated with
nationdidic teeching maerids which atempt to foder a separdist atitude in Transnidtrian
youth. However, the very sendtive language problem can be deferred until after politica
reintegration snce the spoken language is the same throughout the ethnic Moldovan community.
The Latin script could be taught to those who need to continue their education in the ROM.

At the higher education leve, there are opportunities for greater cooperation and accreditation of
degrees and certificates.

With respect to the economy at large, the most important outcome of reintegration will be an
improved investment dimate as the threat of socid indability is reduced. There would be a
renewed capacity to extend privatization to Transnigtria.  Not only will this be likely to produce
needed revenues, but adso it is essentid for the promotion of greater efficiency in the use of
resources.

The full costs of reintegration cannot be established a this time. There are too many unknowns
gnce negotiations have just darted. Further, as in the case of German unification, many of the
costs did not appear immediately. For example, the continued high levd of unemployment in the
former East Germany was unforeseen and continues to burden the welfare sysem. However, it
is farly clear tha some concessonality will have to be obtained to reduce the Transnistrian debt.
Also, donors may wish to add resources to ongoing development programs in order to include
Transnidria  Also, in a peaceful and open domestic society, there will be ample opportunities to
initicte socid service and civil society programs with NGO's.  Findly, Moldova is a reativey
poor country. While a number of the costs which specifically relate to the reintegration process
or ae essentia to implement an agreement could be handled by domestic resources, donor
assistance could be a useful addition to Moldova's limited resources. The provison of financid
support to asss this process would appear far smdler than the cost to the donor countries if the
gtatus quo were maintained.

On the benefits d9de, the most important is the resolution of a conflict that has cost both sides
dearly in terms of lost lives, lost opportunities and lost growth.
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M OLDOVA AND TRANSNISTRIA REINTEGRATION STUDY

l. INTRODUCTION
A. PURPOSE OF THE STUDY

This study will identify issues, costs and benefits associated with the proposed reintegration of
Moldova and Transnisria within a federd dructure, as outlined in the Kyiv Agreement. In
addition, the evdudion will identify the reaive importance of maor aspects of reintegration.
Importance, in the context of this evauation, relates to topics, functions and responghilities
which may be contentious or cosly to resolve in the effort to form a mutualy agreed upon
federd dructure.  Findly, the study will dso suggest policy recommendations which may be of
assistance to the Government of Moldova (ROM) in dedling with the issues of reintegration.

B. METHODOLOGY

The study has been conducted in two stages. Fire, a review of the literature related to the
integration of ethnic and linguisic minorities in a number of case study countries was undertaken
in Washington D.C. The case study countries were Estonia, Latvia, Bulgaria and Macedonia A
review of the literature on the reunification of Germany was dso undertaken with a focus on the
economic and financia cods. A report entitted “Moldova Bibliography” was submitted to
USAID on July 1, 2003.

The second dage was fidld research in Moldova and Transnigria from July 5 through July 25,
2003. For our team of four specidigts, this involved interviews with a wide varigly of officds
from both dsdes, other loca experts in academia and the private sector, representatives of
internationd  organizations, U.S. govenment officids and rdevant U.SA.LLD. technicd
assdance contractor personnel. In addition, locdly published and unpublished materids
including economic and socia dtatistics were gathered and analyzed.

This find report primarily reflects the information gathered during the second stage of the
evaduation, but conclusons concerning the redive importance of issues and suggestions related
to policy aso have been influenced by the results of the stage one literature search.

In this report, the Government of Moldova refers to the national governmental units located in
Chisnau. For smplicity, this report uses the initids for its officid name, i.e, ROM — The
Republic of Moldova The aea east of the Dnieser River and the “authorities’ located in
Tiraspol are referred to as Transnidtria.  In reviewing data produced by the ROM, it is often not
clear if it contains or excludes Transnistria

1. BACKGROUND

The higory of the region as wdl as the politica, economic and culturd forces responsble for the
present divison between Moldova and Transnidria are comprehensvely discussed in Charles
King's book entitted The Moldovan's: Romania, Russia, and the Poalitics of Culture, (Hoover
Ingtitution Press, 1999). King and other observers fed that the problem reflects Moldova's
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higtoric postion as a boundary date between the Western “Latin” culture and the Savic Russan
culture.  Culturd and linguidtic differences have been compounded by the purposeful differentid
industria development of the two parts of the country during the Soviet period. Moldova, west
of the Dnieser River, is largdy agriculturd and dominated by a Romania oriented population.
Transnidria, on the east dde of the Dniedter, was the Ste of the main Soviet indudridization in
the Moldovan Soviet Socidist Republic and is dominated by a Russan dite who rose to power
through Soviet inditutions.

Transnidria declared its independence from Moldova even before Moldova findized its
separation from the Soviet Union on August 27, 1991. During this period, Transnidria, with the
help of Russan troops in the area, began building its inditutions of date and asserting control
over its teritory. Moldovan efforts to suppress this independence movement led to armed
conflict in 1992 with more than 1,000 casuaties on both sdes. A cease-fire was reached in mid-
1992 and, subsequently, efforts have been made to find a political solution acceptable to both
ddes. Thee efforts involve Russa, Ukraing, Moldova, Transnidria and the Organization for
Security and Cooperation in Europe (OSCE). No country has recognized Transnistrids
independence.

During the mid-1990's, little substantive progress was made. Transnidtria continued its clam to
independence and introduced its own currency (Transnidtrian ruble) in 1994. Its language is
principdly Russan, but Ukrainian and Moldovan (written in the Cyrillic script) are dso used for
officid purposes. The use of the Cyrillic script represented a significant affront to the Moldovan
dde dnce the adoption of the Latin script for the language was an important dement of the
country’ s secession from the Soviet Union.

In 1996, as a confidence building measure, Moldova agreed to joint customs inspection with
Transnidria, the granting of Transnidtrian companies the right to use Moldovas customs stamp,
and the duty free passage of goods through Moldova to Transnidtria.  This agreement, however,
likdy prolonged the dispute snce it conveyed a degree of recognition of Transnidrids
sovereignty and permitted Transnistriad s economy to obtain resources through trade.

The current effort to reintegrate the country began in May 1997. In a memorandum, both sides
agreed that future negotiations would proceed on the bass of a “common dae€’. However,
disagreement arose over the definition of a “common date’. Moldova understood it to mean that
Tramsnigria would have some degree of autonomy under the current Moldovan governmenta
dructure.  Transnigtria understood it to mean that a new, higher level federa government needed
to be constructed.

Agan, there was little visble progress until July 2002. As a result of discussons in Kyiv, a
datement agreed to by dl parties reterated the principles of a common border, a common
economic space and the mutual development of a federal sysem of government. In addition,
international guarantees were to be provided to ensure the interests of both sides.

[Il. STATUSOF NEGOTIATIONS TOWARD A FEDERAL STRUCTURE
The didogue and eventud negotiation of the terms of reintegration is teking place under the

auspices of the OSCE. With offices in both parts of the country, the OSCE acts as a facilitator
and provides a“neutral” location and a degree of confidentidity for the talks.
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The Presdent of Moldova and the “Presdent” of Transnistria have not had face-to-face
discussons snce the Kyiv medtings. At present, the ROM is represented by the Minister for
Reintegration. The Minidry is organizing smdl teams of appropriste government personne
rlevant to each of the topics under discusson. (There are committees formed to work on the
condtitutiona issues, currency unification, banking, penson, and tax sysems). The Transnidrian
ddeisled by its“Foreign Minister”.

From conversations with both sSdes we bdieve the taks must be characterized as
“introductory”. Teams have met and topics have been discussed, but no specific proposas have
been formaly put forth. In fact, there does not gppear to be much agreement on the full contents
of the agenda or the order of importance of issues. Moldova envisions what has been termed an
“asymmetric’ federd sysem. The federd levd would have responghility for dl functions on
the western gde of the Dniester River (except for those authorities given to the autonomous
region of Gagauzia), while some discretionary authority in a limited number of areas would be
given to Transnidria  Transnidria envisons a “contractud” rdaionship between two equaly
empowered daes with minimum respongbilities passed to the federd leve.  These differing
ideas of the desred outcome are evident in the different gpproaches each sSde is beginning to
formulate for the impending discussons. The Moldova side appears more focused on a series of
dand-done agreements covering specific issues or responghiliies  The Transnidrian Sde
describes the need dmultaneoudy to prepare a range of documents, which, in essence,
conditutiondizes dl of the detalls of rentegraion, prior to ther implementation. The ROM
feds drongly that customs, centrd banking and socid insurance must be centrd functions.
Transnidria does not seem prepared to dipulate up front that any particular function must be
centralized.

Planned Moldova I nitiatives

The Minigry of Reintegration sees the future as a step-by-step process which ultimately provides
for a new conditution, economic reintegration and extend guarantees of security. It is
preparing to initiate discussons on the unification of the currencies followed by unification of
taxes and budgets. It will look for opportunities to carry out projects to reintegrate eectricity,
trangportation infrastructure and industry. It will dart looking for resources to finance the
merger of pengon funds and wefare sysems and it will initiste NGO activities to get more
popular participation in the process. In addition, it will continue to press for the further
withdrawa of Russan troops and the demilitarization of the area in associaion with gppropriate
Security guarantees.

The Minigry envisons currency unification as an early topic of negotiation and is prepared to
agree to a period in which the two currencies are legd tender in Transnidria  This would be
followed by a phase out of the Transnisrian Ruble and the unification of the currency
management function in one centra bank.

Transnistria Stance

The Transnidrian authorities agppear to place a higher priority on reaching agreement on a new
conditution compared to agreements on Specific economic reintegration topics.  In addition, they
see less need to reintegrate in areas such as taxation, budgeting and customs as they describe
their future to be an economic free zone. In the economic sphere, their most pressing interest is
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to overturn a number of recent Moldovan and foreign actions that have serioudy affected ther
economy.

Recent Moldovan and Foreign Actions

The ROM has taken a number of recent actions that partidly extends its economic authority over
Transnidria  Specificaly, the 1996 agreement permitting Transnidrian companies to use
Moldova's customs stamp has been withdrawn and an understanding was reached with Ukraine
to stop goods from Transnidtria entering its territory that do not have the officad Moldovan
cusoms stamp. This measure has had a dgnificant adverse effect on Transnigtrian exports and
its economy a large. Furthermore, the ROM has informed Transnistrian companies that they
must register with the Moldovan registry of companies in order to be able to use the new
Moldovan export slamp. The ROM has dated that these measures are necessary as part of
Moldova s responghilities to comply with WTO requirements.

It is understood in Transnidria that Sarting in 2004, Transnidrian companies that regider in
Chisnau will be liable for ROM taxes. There gppears to be some confuson over exactly what
the tax ligbility will be.  Some fdt it was to be only the 0.18% levy on the vaue of the exports
for the cusoms samp. But most Transnidrian officids argued it meant the impostion of the
ROM’s VAT on Transnidrian companies. In dther circumstance, the requirement was viewed
as an attack on Transnidrids sovereignty. It has dso introduced condderable uncertainty in the
busness community because the productive indudtries in Transnistria must export to both the
ROM and other countriesto survive.

A scond ggnificant action was the declaration by the ROM that Transnidrias privatization
program weas illegd. The ROM dams tha it is the rightful owner of dl Sate properties in
accordance with the agreement that dissolved the Soviet Union. Transnistria, as an unrecognized
and illegd entity, is not the legd owner of the public sector companies and land located in
Transnisria  This measure has essentidly stopped Transnidrias newly initiated privatization
program and deprived the Transnistrian authorities of an anticipated important source of revenue.

In addition to the ROM actions, two international problems have affected Transnidria One is
the finding that Transnidrias lage ded exporter violated U.S. anti-dumping laws and its
products are now subject to a quota and a surcharge, which makes them less compstitive in the
important U.S. market. The second is a ban on travel to the U.S. and EU countries for senior
Transnidrian authorities. This action has limited ther ability to conduct busness and lobby for
their cause.

V. SECTORAL/FUNCTIONAL AREASTO BE CONSIDERED FOR
REINTEGRATION

A. FISCAL AND MONETARY ISSUES

In assessing fisca and monetary issues, it needs to be recognized that gaining accurate and
comparable information on the ROM and Transidria is difficult. However, for the purposes of
conddering reintegration issues, the information avalable gppears sufficient to outline a useful
andyds and commentary.
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1. | dentification and Consolidation of Sovereign Debt

The identification and consolidetion of the sovereign debt of the ROM and Transnidria is one of
the most sgnificant economic issues facing the reintegration effort.  This is a function of the
absolute sze of the debts involved, disparate views on wha conditutes “sovereign” debt and
arguments over the responghilities of those who “benefited” to pay for their share.

The officid sovereign debt of the ROM is st a over $1.3 billion; totd externd ROM debt
aggregates to just over $1.6 billion when debts for energy resources are included. The officid
ROM debt is solit mainly among debt to the IMF and internationd financid indtitutions, bilateral
credits and other private entities including direct debt to Gazprom (the Russan company
supplying naturd gas), which is just over $100 million. Tranches of this debt have been subject
to rescheduling, paticularly the commerciad Eurodollar debt acquired in mid-1990s. ROM
sovereign debt accounts have been carefully reviewed by internationa financia inditutions and
are accepted as accurate and real obligations of the ROM. The additiona energy related externd
debt aggregates to just over $300 million, split between Moldovagaz debts, principdly to
Gazprom, and debt for ectricity to Ukraine.

The “sovereign debt” of Transnidria is esimated to be a $1.2 hillion, nearly dl of which is due
Gazprom based on the unpaid actud amounts and penaties accumulated to Gazprom across the
last decade. The mgority of the Transnidtrian Gazprom debt agppears to be pendties of over
$600 million on actud amounts of nearly $500 million not pad by Transnigtrian authorities.
Transnidrian debt includes, in addition, state owned enterprise debt of over $100 million and
various other credits due Russa of under $50 million. To include any of this debt in a
consolidated sovereign debt account, the ROM would have to agree that an “illegd” and “nor+
sovereign” entity could legitimately accumulate sovereign debt.  If this is dipulated in order to
achieve reintegration, then a careful review of the components of he debt should be undertaken.
Since Transnidrian “sovereign debt” accounts have not been reviewed by parties independent of
the Transnidrian authorities, the legitimacy of any Transnidrian sovereign debt can be serioudy
queried. In particular, it is not clear what has been accrued by private users and state owned
enterprises  affiliated directly or indirectly with Transnigtrian governmenta dructures, some of
whom agppear to have profited from the reduced payments or nornpayments to Gazprom.

On a pe capita bass, the current identified Transnistrian externa debt exceeds the ROM
externd debt by nearly 400% and would therefore substantialy increase the average debt burden
on Moldovans who live on the Right Bank if it were to be assumed in reintegration. Currently,
the Right Bank Moldovans face a $533 per capita debt. The incluson of Transnigtria's debt as
now stated would increase this burden to amost $300 per capita.

Transnigrian authorities make an effort to point out that the internationd ingtitutiond debt of the
ROM has not benefited Transnigria and should not be assumed by Transnidria in any
reintegration. However, debt related to trangportation infrastructure improvements (roadways,
Chignau arport) certanly benefited Transnidria, as a percentage of Transnistriads commerce
trangts through the Right Bank Other benefits to the ROM will dso benefit Transnidria,
however indirectly, and the dructura improvements including subgtantid legd frameworks
dlowing the ROM to take a respected pogtion in the internationd community will dso benefit
Transnidriain any reintegration.
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The Transnidrian authorities raise a number of issues with regard to Transnidrian debt. Firs,
they point out that a consderable amount of the power consumed in Transnidria has been
consumed by the Russan troops dationed in Transnistria.  In addition, they fed Russa should
make some payments for troop presence and the armaments that have been stored on
Transnistrian soil. These amounts were not quantified, dthough a recent credit of $100 million
has been discussed and atributed by some to Russan military presence across the period. In
addition, Transnidrian authorities point to agreements with Russa to forgive pendties on the
debt, and reduce the debt based on the return to Russia of armaments under the OSCE accords.
Indeed, Transnigrian authorities estimate the vaue of armaments in Transnidria a as high as $4
billion. Based on accords where armaments left in the former States of the Soviet Union became
the property of these dates, Transnidrian authorities clam this vdue.  If acknowledged,
however, it seems gppropriate that the value of this property should be shared on an agreed basis
with the ROM in any reintegration.

It is significant that the Transnidrian debt derives largdy from energy and is nearly dl directly
rdated to Russa paticulaly as the red independence of Gazprom from Russan government
influence has not yet been adequately edtablished. Thus, Transnigtrian debt is not viewed as free
of politicad consgderations arisng from the unofficia support of the Russan government for the
Transnigrian authorities,

Ladly, related third party privatizations should be consdered in the determination and settlement
of Transnidtrian debts. During sdected periods since 1992, up to 50% of the power supplied to
Transnidria has been used by the Rybnitsa sted works which has supplied sted a favorable
prices to purchasers based largely on the low cost of the power used by the stedd works. Since
the purchase of a controlling interest in the Rybnitsa plant by Itera (an energy brokerage firm),
Transnigtrian authorities indicated that power supplied to Rybnitsa has been generated from
supplies of fud gas provided by Itera. It is not clear how power was supplied to Rybnitsa and
paid for prior to the Itera privatization. It is likey that additiona amounts of power have been
amilaly “supplied’ to state owned enterprises (SOEs) in Transnidria and not pad for dthough
profits were made from the goods which were sold. Again, this points to the need to undertake
an audit of the supply to and payment for power in Transnidtria in order to evauate the public vs.
private nature of the Gazprom and other energy related debts.

Costs and Benefits: The cost of reintegrating sovereign debt could be as high as the
Transnidrian debt of $1.2 billion. When combined with the known sovereign debt of the ROM,
there would be no capability in the foreseegble future to service this leve of debt. Given the
known but complex reationships between Gazprom, Itera, the Russan government and the
Transnidrian  authorities  (which  admittedly have hifted across time) any Transnidrian
“sovereign debt” is certainly reasonably queried as to its amount and should not be assumed by
the Transnigtrian people and certainly not by the people of a reintegrated ROM without careful
dudy. It seems that a negotiation among the Russan government, the Transnidtrian government,
Gazprom and Itera should be engaged in to minimize any “sovereign debt” to be assumed in a
reintegrated ROM. If 85% of such current estimated debt were abated, the resulting per capita
Transnidrian “sovereign debt” would approximate the current per cgpita ROM externa debt,
resulting in a per capita externd debt burden that would be neutral in any reintegretion.  The
resolution of the sovereign debt issue would dearly benefit the country in term of improving one
of the essential messures for determining Moldova s creditworthiness.
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Conclusion: An audit should be carried out and a reduction of the Transnidrian “sovereign
debt” needs to be negotiated among the Russan government, the Transnidrian government,
Gazprom and Itera to reflect a settlement of this debt and the non-transparent economic activities
of the past decade. The target of these negotiations should be set to create a debt burden on the
Transnigtrian population that would not negatively impact the per cepita debt burden of any
reintegrated ROM population.

2. Currency Unification, Exchange Rate and Monetary Policy

One of the firg initiatives being proposed by the ROM in their reintegration efforts is a process
designed to create currency unification across the next two to three years.

The current ROM agpproach is to negotiate an officid acceptance of the Moldoven le in
Transnidria across a trangtion period during which Moldovan leé and Transnistrian rubles will
creulate together in a dua currency regime.  Currently, Moldovan lei unofficidly circulate in
Transnidtria, and are more widdly used in some parts of Transnidtria (for example, Rybnitsa) than
others. The ROM approach would dlow the Moldovan lel to become a second officid medium
of payment in Transnigtria but would not create a dud currency regime in the Right Bank ROM.
This approach envisons having the Nationd Bank of Moldova become the sngle centra bank
upon currency unification.

The gpproach of the Transnidrian authorities is very different. They fully expect to retan ther
independent currency and separate centrd  bank dructure implying their acceptance of a
continuing responshility to defend the Transnidrian ruble.  However, the history to date
indicates that the Transnigtrian efforts to creste monetary independence have not been successful
and have worked very much to the detriment of the Transnidtrian population. The Transnidrian
ruble has suffered a much more subgtantial devaluation across time than the Moldovan le. It has
not been recognized as a red currency by any country, including the ROM. It is not used as a
safe dore of vadue by large segments of the Transnidrian population, as is made clear by the
desire of the population for and acceptance of dollars and lel, and other currencies.

The current exchange rate (2 Moldovan: 1 Transnidrian Ruble) is an administered rate. It can be
maintained in the short run because there appears to be little reason for people on ether sde of
the boundary to buy each other's currency as a sore of value. Those holding sgnificant
monetary assets recognize that both currencies are relaively weak and they prefer to hold U.S.
dallars, euros, Russan rubles or gryvna.

The rate does not reflect purchasing power parity between the two Sdes. Redive price levels
for smilar goods ad services between Chisnau and Transnidria indicate that price levels in
Transnidria ae much lower, manly as a result of hold-over Soviet policies to provide subsidies
through administered prices in order to keep wage rates low. This may partly explain the to date
not wedl-controlled trangt of cigarettes, acohol and other goods from Transnidtria to the Right
Bank.

The management of a due currency regime is a very difficult undertaking if there is a dedire to
ensure that no one should suffer a severe loss due to the falure to keep the currencies in line. In
the case of gold versus silver in the 19" century U.S. and the Dmark versus the Oste mark in
German reunification, experience indicates that a weak currency quickly gets pushed asde by a
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strong currency and, in an open market, the last sdlers of the wesk currency suffer a significant
loss of monetary assets. To maintain the monetary assets of those who now hold Transnistrian
rubles, there has to be a one-off converson to lel with the Transngtrian ruble ceasing to be legd
tender a the end of a specific converson period. Alternatively, the Centra Bank of Transnidtria
must be drong enough to mantain the Transnidtrian ruble exchange rate through periods of
widespread efforts by Transnistrians to shift to le. In this regard, there is every reason to believe
that the Centrd Bank of Transnidria is financidly incgpable of defending the Transnidrian
ruble.

It should be noted that if a fixed exchange rate is agreed to for the period of cud currencies, the
ROM could import a ggnificant inflation if the authorities in Transnidria utilize Transnidrian
centrd bank credits to finance thelr budget deficits. Consequently, if both the lei and the vaue
of monetary assets denominated in Tramnidtrian rubles are to be maintained, the management of
the Transnigtrian ruble must be shifted to the central bank of the ROM, thus denying centrd bank
credits for the finance of Transnigtria s budget deficit.

Costs and Benefits: The implementation costs of currency unification could be minimd, if the
process is caried out as the ROM envisions. The requirements are largely reaching a negotiated
consensus and the implementation of the requidte conforming laws and regulations.  Printing
and didribution of additiona currency should not be a materid cod, as exising banking and
postd facilities could be used in Transnidria.  However, if the process moved quickly, there
could be inflationary pressure on the le as a result of monetary expansion, paticulaly if an
unregligtic exchange rate was sdlected for the currency exchange. This could be managed with
an appropriate monetary policy with minimum consequences on  Moldova's investment
environment and growth.

Currency unification as envisoned by the ROM will have far reaching consequences for the
Transnidrian economy. In the firgd ingance, it will limit Transigrids ability to finance its
budget. The authorities will then face the choice of increesing taxes or cutting programs. In
most cases, the urgency for solving a budget problem requires immediate actions, which are
primarily on the expenditure sde. Investments get postponed and wefare/socid services
programs get thar funding cut. In the case of Transnidria the likdy scenario is that the
authorities will be unable to maintain a number of subsdies provided through the administered
pricing structure.  Furthermore, state owned companies that are kept operationa through
subsdies may no longer be affordable.  In both cases, the average Transnidrian ditizen will
auffer a decline in income or purchasing power. The extent of the decline is not clear a this time
and will depend on developmentsin other aspects of the reintegration process.

The benefits are that the Transnistrian population would no longer be forced to use a currency
with no acceptance outsde ther region. They would benefit by usng a currency which was a
more meaningful gore of vdue  The dimination of a symbol of Transnidrids sovereignty
would aso be a bendit. If Transnidria actudly agrees to a single currency, this would sgnd a
willingness to agree to a farly comprehensve reintegration. However the most important
benefit from an unified currency is the introduction of “redity” economics to a regime tha has
lived for the past 12 years in the unsustainable fantasy of Soviet economics.

Conclusion: The ROM should continue its efforts to unify the currencies. The reasonableness
of the current exchange rate needs to be determined and an agreement reached on an exchange
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rate to be used for converson. Quotes should be obtained for printing currency required for
converson and a timetable set for converson to be implemented through posta, banking and/or
other Transidrian inditutions which will facilitate rapid and easy converson by the
Transnigtrian population.

3. Customs Unification

Cugoms unification is another early inititive of the ROM designed to creste a common
€conomic space.

Currently, the ROM has reclamed its sole rights to provide Moldova customs stamps. It has adso
prevailed upon Ukraine to begin better enforcement of customs procedures dong the Moldova /
Transnigtria/ Ukraine borders.

Cugoms unification is important for the ROM, paticulaly in light of the higory of trading
activities within and without Moldova which has created a poor reputation for the ROM, based
both on Tranmidrian activities and activities involving trading between Transnidria and the
ROM. Until the ROM is viewed by the internationd community as fully complying with
accepted customs requirements it will be difficult to encourage trading and investment activities
from dl potentid participants.

An inevitable issue datached to the ROM’s efforts to regain control over customs across the
regon is the requirement that Transnistrian companies regiser with the ROM and for goods
shipped into the Right Bank, pay the ROM VAT tax. This disadvantages Transnidrian
companies from a competitive point of view, as the Transnidtrian turnover tax is not refunded for
exports. Thus, these companies would effectively be double taxed. Clearly some reconciliation
of taxation between the ROM and Transnidria is required in concert with customs reform and
enforcement (see Tax Assessment and Collection, below).

Customs revenues and the VAT on imports finance more than 50% of the ROM budget. (In the
ROM, the man source of revenue is the VAT. The VAT pad on imports is not, drictly
gpesking, a customs duty.) In Transnistria customs revenue finance about 10% of the budget and
there is no VAT on imports.  This low rdliance on customs revenue reflects the authority’s desire
to meke Transnidria a “free-zone” Whether totd customs revenues increase or not with a
unified dructure, it is cler tha some provison for sharing of customs revenues would be
appropriate in any reintegrated ROM.

Costs and Benefits: The additiona costs associated with customs enforcement should be smal,
as both the ROM and Transnisiria have customs procedures and enforcement capabilities in
place now. In addition, the ROM’s recent agreement to pre-shipment customs clearance would
goply to imports to the Transnistrian Sde and eases the unification burden. It is cooperation that
is required. It is likely that some smuggled goods, often characterized as trangt goods, will no
longer flow to Transnidria and the ROM when the customs union is achieved. However, this
trade has not been benefiting ether the ROM or Transnidrian authorities (directly), or their
respective general popuations. Creating a common date operating within internationa rule of
law procedures should create benefits for the ROM and both the Right Bank and Transnistrian
populations.  The short term profits which will disgppear when illicit trading activities are ended
have not been very beneficid to the generd welfare.
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Conclusion:. The ROM should continue its program of regaining control over the country’s
customs borders, and continue its efforts to gan the needed cooperation of the Ukranian
authorities.  The ROM should study and outline a proposad to conform the ROM VAT and
Transnidrian turnover tax, perhaps conddering a phasing in of collection of the ROM VAT tax
as the Transnigtrian turnover tax is reformed (see Tax Assessment and Collection, below).

4, Banking

The question of currency unification can be separated to some extent from banking issues.  |If
currency unification were achieved, a single centrd bank approach is the only sensble one, at
leest as it relaes to monetary supervison and policy. This would not preclude Transnistrian
participation in the ROM central bank, and such participation could be agreed gppropriate in any
federd dructure for reintegration.  With regard to bank supervision, it is possble to concelve of
some independence, even a branch of the ROM central bank being established in Transidtria as
has been done previoudy. However, the practica purpose of any independence in a single
currency regime is not clear. Prudent capitdization levels, reserve levels, bad debt supervison
and other banking regulation practices should not diverge markedly under prudent governance,
and if they did it would be disuptive for the devdopment of a fairly competitive financid
Services sector.

Currently, the Central Bark of the ROM does not recognize Transnidtrian banks because it has
no ability to supervise them.  However, this should not preclude the egtablishment of
correspondence relationships which are not now occurring. However, if there is full integration
of the banking system, there will probably be a difficulty in certifying Transnidrian banks. Mogt
of these were founded as deposit windows of public sector companies since, with the collapse of
the Soviet Union, their norma sources of capitd disgppeared. The record in Russa and Poland
and dsawhere in the former communist dates is that these banks are grosdy undercapitdized
and have a very riky loan portfolio. Despite the dam of the Transnidrian Centrd Bank tha
these banks meet Bade standards, it is quite likely that a truly independent assessment would
find them bankrupt. If this is the case, there will be costs associated with the current deposit
insurance  commitment of the Transnidrian authorites. The ROM would find it politicaly
difficult to not honor the depost insurance commitment. The recapitaization of Transnidtrian
banks could become a very significant reintegration cost.

Costs and Benefits: The cods of fully bringing Transnidrids banks under the oversight of the
federd level centrd bank relate to the audit and inspection of these banks and the commitment to
honor the depost insurance lidbility. Absent some compromise in the differing approaches of
both sdes the financid reintegration of the two economic regions will be minimd and will
provide minima benefits to the economies of both sides. Just as any red politicd and economic
reintegration in Moldova requires currency unification, the banking sector needs to be
fundamentdly congruent a least in its oversght regulations. If this is done, depositors security
will be enhanced and the costs of financid services between the two sides will be reduces.

Conclusion: An independent audit of Transnistrias banks need to be conducted and in light of
its findings, determine the deposit insurance liability of a reintegrated banking system.
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5. Fiscal Policy and Management

Fiscd policy management gppears to offer the opportunity for as much flexibility as may be
required to accommodate the politicd arrangements ultimately agreed to in aty ROM
reintegration.

Nevertheless, there are severd issues to be consdered with respect to fisca policy. Fird is the
criticd need to put subsidies on-budget and target them to the intended recipients.  While thisis
mogt important in Transnistria, the ROM adso maintains hidden and poorly targeted subsidies.
The amount of hidden subsdy on the ROM dde has likdy been wel studied by the IMF.
However, the adminigered pricing sysem and managed wage policy of Transnidria make
edimation of the actud levd of subgdy difficult to cdculate for the conditions that will preval
in a more market based economy. Thus, if an economic objective of reintegration is to not
adversdy affect one population or the other, the required level of onrbudget subsidy needed by
Transnidria in order to maintain living sandards should be known and included as a cogt of
reintegration. This cost could be large. For example, a $10 per month increase in wages to the
bottom 30% of the Transnigtrian work force would require $12 million plus per yesr.

The second issue is the incidence and dlocation of the tax base. A generd rule of fisca policy is
that taxpayers should see an undersandable relationship between the taxes they pay and the
sarvices they received. Often this results in “earmarked” taxation such as taxes on gasoline for
road congruction. However, difficulties often arise when the “service’ recalved by a taxpayer is
a transfer payment to a wdfare recipient or a transfer payment to a reatively poorer loca
juridiction. In Moldova, including Transnistria, there doesn't gppear to be taxpayer resistance
to wdfare transfers to widows, orphans, the disabled and other needy individuas, dthough these
services are under funded for other reasons. However, there is strong concern in Transnistria that
reintegration will result in trandfers of tax revenue from ther sde to the ROM sde.  Unlike the
advanced developed countries where intergovernmenta transfers are a well established palicy,
Transnistria, and probably Moldova, have not fully embraced this concept as a socid good.

At this dage, it is not entirdy clear that with the VAT and Transnidrias budgetary needs
incduding on-budget subsidies, Transnidrids tax base would produce a surplus which could be
shared with the Right Bank. However, to achieve rentegration, it may be prudent for the ROM
to agree that such trandfers would not occur until some period has dapsed after politica
reintegretion.

A third issue is the dructure of intergovernmenta fiscd reations among the leves of
government.  If Moldova is to be truly reintegrated, the federa levd must have tax authority
independent from the politics of each of the dates That is, the budget of the federd levd must
not depend on contributions from each of the “dates’. Such an arangement subordinates the
federd levd to the willingness of one sde or the other to make its contribution. Such an
arrangement enhances the separate sovereignty of each of the states.

Reintegration negotiations need to identify receipts and expenditures best administered a a
federd levd versus those a a locd levd. There are three tiers for fisca policy consderation
between the ROM and Transnidrian authorities: i) the activities that would be managed a a
“federd” levd; ii) the activities that would be managed a a Right Bank ROM government leve
and a Transidrian government leve; and iii) the activities that would be managed a a loca
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levd in both the Right Bank ROM and in Transnidria. ~ As examples from the discussion above,
a “federd” activity clearly might be funding the Nationd Bank of Moldova, a nonlocd activity
handled by the two regions centrdly might be future pensons, and a wholly loca level activity
might be funding local schools.

Concluson: From a politicd point of view, it is essentid for “federd” activities to be funded by
federd level taxes ad revenue. This may be handled by the earmarking of customs revenues to
the federd levd. If these funds insufficient, a percent of ancother nationdly levied tax could be
added. Non-federd and loca programs in the immediate future would then be handled by the
revenue bases in their respective regions. At some point after reintegration the concept of fisca
federdism should be edtablished to avoid perpetuating materid differences which might lead to
gonificant resource shifts and/or population movements responding to differing  education,
pension, hedlth and welfare regimes, among others.

6. Tax Assessment and Collection

An important consderation in every aspect of reintegration is the degree of difference between
the two sSdes tha is permitted by the agreement. In this regard, reintegration should ultimetdy
create aufficdently comparable conditions on the Right and Left Banks so as to avoid a migration
of population based soldy on politicd governance decisons, or subgsantialy  different
invesment environments.

One of the most important and obvious areas to avoid substantid differences is in tax assessment
and collection. Thus subgantidly different income taxes would likey lead to population
migration. Currently, for example, the ROM's deermination to collect the VAT on
Transnidrian goods will result in double taxation of such goods, as they will have dready been
subjected to Transnidtrian turnover tax. This will clearly disadvantage Transnidrian companies
competing in the Right Bank ROM. However, any refund of the Transnidrian turnover tax will
deprive Tramnidtria of needed tax revenues. Clearly a compatible tax regime is needed.

The VAT and the turnover tax are the most important source of revenue for their respective
governments. But the two can not exis dde by Sde unless the Dneister becomes a permanent
tax boarder. Reconciliation of the two structures would argue for the adoption of the VAT.

The VAT taxes only “vaue added” which encompasses jus new vadue added by the firm
working on the goods, whereas the turnover tax is a levy on dl of the vaue of the goods when
they change hands. This leads to “successve taxaion” on the same vadue created ealy in the
production chain, a non-neutra tax burden that tends to discriminate againg multiple producers
working in a supply chain to produce goods as opposed to a sngle manufacturer. This is a
disncentive to the growth of smaler, more specidized manufacturers, and often frudrates the
devdopment of “just in tim& manufacturing relationships and inventory manegement.  The
Transidrian turnover tax is 5% as opposed to the ROM 20% VAT. It is likely but not certain
that Transnidtrian tax revenues would increase with a VAT dgmilar to the ROM, and it would
eliminate the double taxation of Transnigtrian goods.

Costs and Benefits: The benefits of creating a unified market that can trade fredy with tax
farness is clear as the larger economy should benfit its participants quickly. The relative costs
of digning the tax sysems, should not be sgnificant. However the hidden subsidies resulting
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from Transnigrias non-payment of its Gazorom bill as wel as the poor financid condition of
many of its government provided services indicates that there is a subgantidly higher need for
revenues than the Transnidrian authorities now collect.  The introduction of the VAT in
Transnigtria would be seen by its resdents as a Sgnificant increase in ther tax burden. This
would be true. Not only is the rate higher than the turnover tax rate but since the turnover tax is
paid on exports a good share of Transnidrids earnings from this tax is pad by off-shore buyers.
The shift to a VAT in Transnigria will likdy more than triple the tax burden for consumers in
that area

Concluson: The ROM and Transnidrian authorities should work to dign the diffeing VAT
and turnover tax regimes as soon as possble, with Transnidria adopting the VAT as the
economicdly better and more accepted of the two. The VAT then arisgng in Transnigtria could
be budgeted for Transnistrian needs based on the sharing arrangements agreed in the “federd”
discussons regarding fiscd policy.

B. GOVERNMENT AND JUDICIAL STRUCTURESFUNCTION
1. Government, Central and Local

With no agreements made on the form and functions of the proposed federad government,
nothing of substance can be said a this time with respect to the cost of its establishment and
mantenance. But if a separate federd government were established for a very limited number of
reintegrated functions, the dructures of the current governments would reman largely
unchanged in order to manage their respective areas. One would assume that the ROM would
lose to the federd leve the foreign affairs portfolio, the centrd bank, customs, VAT assessment
and collection, and defense. The Transnidrian sde would smilarly lose these functions and
their related organizations. But under this arrangement, each side would have subgtantid latitude
in determining its executive, legidative and judicid dructures and the differences in dructure,
which now exist between the two sides, could continue into the future.

Under an asymmetrical federd dructure, the presumption is that the federa functions would be
taken over by organizations now within the ROM. The non-federd functions would be managed
under exiding arangements. Notwithstanding the costs of reintegration discussed esewhere in
this paper, the budgetary impact of the new arrangements under this form of federdism would be
amdl. The shiftsin responghilities and functions should largely net out.

On te locd leve, the relationship of these governments to their respective capitas should not be
affected by the creation of the federd sysem. That is, there is no discusson a this time to
involve locd governments in the process of rentegration.  Consequently, while the current
reorganization of local governments on the Right Bank has been farly described as a mess, it
will remain this way until the ROM, as a state government, corrects the problem. The process of
reintegration viaafedera structure will not correct the problem.

The important issue of governance that relates to the reintegration effort is transparency on the
Transnidrian side. Reintegration has been undertaken to improve domestic tranquility and create
a more dtractive and productive common economic space. But it is dso necessary for Moldova
to make progress on its desre to eventudly join the EU. To join this broader community,
Moldova will have to show tha its governing bodies a dl leves operate under the liberd
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principles of respect and safeguards for human rights, free and far dections, modalities for
citizen recourse againgt government actions and a broad degree of governmenta transparence in
the formation and execution of laws. In this regad, while the visble dructure of the
Transnidrian government could satisfy minimum EU requirements, it is generdly bdieved that
the red governing gructure in Transnidria is the less visble politicd paty and its associaes
who may not have any formd pogtion in the Transnidrian government. This Stuation will need
to change if reintegration is seen as part of the process of joining the EU. The current process of
reintegration may be too fragile to include this issue a this time, but it will need to be on the top
of the post-reintegration agenda.

Conclusion: A cost andyss should be underteken after the current negotiations have produced
at least the broad outline of the structure and functions of the proposed federd arrangement.

2. Judicial

The legd sysem in Moldova is based partly on Romanian law, thus giving it some European, or
Napoleonic, flavor. Transnidrias sysem has been lifted from Russan and Ukrainian law.
Since independence, the Moldovans have made some progress in developing an independent
judiciary.  Transnigtria, however, has not yet had an opportunity to be exposed to outsde
influences.  While the court dructures of both Moldova and Transnidiria resemble each other to
some degree, their jurisdictions are quite different.

In 1945, Moldova adopted the Soviet regime's pattern for the lega professon, with the advocate,
judge and prosecutor making up an examining team. They were bound not to the client, but to a
common good. The adversarid principle was introduced only in 1995. Since then, 7 new
private law schools have been formed to supplement the Chisnau Law faculty and the
government has formed a new inditution of higher judicid education to kegp an up-to-date
library, to train judges and to examine parliamentary draft laws.

The trestment of proposed legidation is quite different in both sysems. Moldovan law is passed
by the Parliament and the Presdent has veto powers, which can be over ridden. However, the
man source of legidation in Transnidria is the presdentid decree. While a law may be proposed
by any branch or level of government, and opinions may come from a number of sources, by the
time the law arives in the parliament (now a sngle chamber since reform) its basic function is to

smply passit.

Moldova's reforms have permitted voluntary organizations to be influentid in the process.
There is a Judges Association, a Collegium of Advocates who look a commercid and finance
law, an Association of Women Judges, a Union of Notaries and a Young Lawyers Associaion
among others.  While the system is ill centrdized and hierarchicd, it has made some progress,
though there is ftill some distance to go before it can be considered independent and transparent.

Transnidrids Minister of Justice stated that they were attempting reforms now, and wanted to
have ther sysem more closdy resemble that in the US. They have begun work on a
computerized system of registry for licenses, property, and business, and to facilitate a better
sysem of avil regidry. Their legd education and training, however, is gill dependent on Russa
for texts and teachers. Reform for the court sysem has only just begun, the prison system
remains dill to be put on the reform agenda, partly because it and the police are directly under
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the control of the Ministry of Justice, whose staff appear overtaxed by the number of tasks they
have been delegated.

Conclusions. For integration purposes, separate laws and civil court systems are not a problem
on a locad levd. Transnigria coud continue to work as it has with locd jurisdictions for
municipdities and for its 7 rayons. Moldova could maintain its didrict courts and rayon courts
of gpped, as wdl as its system of traveling lawyers. Separate prisons could adso be maintained,
but some form of extradition needs to be agreed upon for what will be determined to be federd
caimes  While legd training may remain separate, some form of bar examination or licenang
system needs to be put in place to determine the jurisdictiona competence for practicing law in
Moldova and Transnistria.  Once licensng is in place, the burden on Moldovas legd system
would be lighter, if both the Russan and Moldovan language were given equd daus in the
judicid sysem for usein the courts and in officia documents.

Commercid and trade law and legidation, however, must have a bass tha is accepted by both
paties. Human rights must so be common to the entire country. These are subjects that need
to be governed by one condtitution and consistency will be required for entry to the WTO and the
EU. While it may be codtly for busness to maintain dua language documentation, it is certainly
less expensive than having them try to maneuver between two separate sets of commercia laws.

The constitutiond debate between the two sdes is likdy to be a more lengthy process than what
has been predicted, given the very different perceptions and gods that are presently held on both
ddes of the river. However, if both parties understand that any future socia and economic space
for their development is dependent on that condtitution, perhaps, a least a place to dat the
debate can be agreed upon.

3. Military/Security/Police

Currently the two ddes have gmilaly szed formd military forces of approximatey 5000
persons each. Within Transnistria, according to the OSCE, as of January 2003, there were only 1,
288 Russian troops left of the 10,000 that were in Transnidria during the conflict with Moldova
in 1992. Under OSCE supervison, the Russan forces are being withdrawn and are expected to
be out of Transnidtria by the end of 2003, with the exception of 340 Russan peacekeepers. In
both territories, it was suggested by the OSCE, that militia and internd security police are
available to supplement the basic military if need arose.

The Isanbul Agreement of 1999 and the later Porto Minigeriad Mesting dictated the timing of
planned demilitarization of Transniger. Mog of the equipment for conventiond forces has
either been removed by the Russans or destroyed. The OSCE provides a fund to help with the
expenses of trangport dong with other bi-laterd Embasses aiding in wegpons and munitions
destruction. A question of what to do with 42,000 to 50,000 smdl arms and light weapons
remans to be solved.

The 340 Russian peacekeepers remaining to work together with Transnistrians and Moldovans a
15 border crossings and river bridges, meet regularly through a Joint Control Commission
induding 10 Ukrainian military obsarvers. The future of the peacekeeping forces is under
discusson and is a component of the OSCE framework for negotiations The fundamenta
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proposd is that an Internationa Peacekeeping force be established under OSCE supervision,
with forces from Russia, Ukraine and Romana

While demilitarization is very much a concern of the OSCE, the question of whether or not to
have a unified military will need to be pat of the negotiations.  Given the history of conflict and
tensons between the two territories, the maintenance of two armed forces would be both costly
and imprudent, athough a senior ROM officid did not rule out this possihility.

In gpproaching the development of a unified military, a key question will be its potentid role and
its modernization. This will be a paticulally sgnificant question since it is unlikey that the re-
integrated state will wish to devote subgtantia financia or other resources to the development of
a large military. The OSCE, however, has suggested that the unified military could be ntracted
to the UN or NATO, just as Serbian forces are being proposed to assst in Irag, or Ukrainians
were used in the Bakans. The income derived from such action could be used to reequip the
force.

At the gructurd level, a mgor problem will be to develop a unified command Sructure which is
able to work together, and which is committed to overcoming past tensons and to indilling
confidence within its hierarchy and in the population that its exigence serves some useful
purpose.

Brief mention sould be made here tha while municipd police may continue in separae
systems, the two nationd police forces need a Federad dtructure as much as the military does. A
Strategic Task Force could be used to bring them together. Such a force will need extensve
training, which could be supported by the international community.

A plan for demobilization will be desirable and necessary as a combined force of 10,000 troops
is likely to be in excess of what could be supported by a reintegrated state.  Reducing the number
of military personnd from both sdes will require retraining and the posshbility of employment
for the redeased personnd. Pensons and other socid services will be required for those who
retire. To be avoided at al codtsis alarge unemployed and unattached former military presence.

Asociated with demobilization will be the need to provide training to enable military personnd
to obtan employment or to edtablish busnesses Assuming that hdf of the military personnd
who are demobilized, perhaps about 2500 individuds, would be digible for and wish to receive
training, a an estimated $1000-$2000 per person, the total could be anywhere from $2,500,000 -
$5,000,000. In addition to this, credit should be arranged to permit the establishment of new
busnesses. Retraining and small business support, are excellent tasks for locd NGOs, perhaps
with help from internationa donors who have had experience in the field.

Regardless of whether the demohilized population intends to start businesses, or be retrained in
some other professon, demobilization will certainly increese the civilian labor force, employed
or unemployed. Without a massve retraning effort, the costs of unemployment benefits and an
increese in the number of individuds utilizing but not contributing to socid service would be
cogly in both the short and the long run.

A mgor cog will be that of providing military pensons for individuds from both sdes. It is
concelvable that the number of new pensioners could amount to hdf of the exising combined
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military, about 5,000 people. Assuming a basic penson of gpproximately $30/ month this would
amount to $150,000/ month or $1,800,000/year. This figure does not include the vaue of
subgdized housng, utilities, medicd care and other entittements and services that are typicaly
provided to pensoners. It is not presently clear whether pensions paid by Russa for retired
Russan military living in Transnigria will gill come from Moscow or whether the burden of
these pensonswill fal on the reintegrated Moldovan governmen.

Conclusions. A darting place for reintegration could be confidence-building activities relaed to
the military, encouraged by third paties and the internationd community. Foremost among
these would be joint training exercises, voluntary transfers or exchanges from one amy to the
other on temporary or short-term basis.

C. SOCIAL SERVICESAND CIVIL SOCIETY
1. Health and Social Services

Moldova's Health System: Up until the May 2003 eections, the Centra (or Republican)
hospitals were run by the Ministry of Hedth, while the regiond units were directed from the 11
loca adminigrations of each didrict (judets). These later managed the clinic and outpatient
units Situated in towns and villages.

With the reform begun in June 2003, the system is to be managed from the centra Minidry.
Rather than the 11 didtricts of the padt, there are now 33 didtricts (raions), but the hedth system
itself has been olit into two units. One is the Republican system of 16 hospitas dtaffed with
gpecidigs, which serve the entire country (including criticd cancer and cardiac patients from
Transnidria). The other is the primary hedth care sysem based on the family doctor modd.
Each region will have a hedth center to link the family doctors a town and village levels to the
Republican system, as wdl as to the emergency units and blood bank. The mgor difference after
May 2003 is that the centrd Ministry now closely manages the entire sysem. Resently, space is
left for loca autonomy only through alack of specific directions coming from the center.

The Hedth Minigry in Chisnau has 28 naiond programs that they will run throughout the
country, such as TB, HIV/AIDS and drug abuse prevention. The Ministry stated that the World
Bank and WHO hedth management systems have guided the reform and will be used to assure
performance measurements using peformance centers placed drategicdly in the country. The
Minisry sad that, besdes the number of beds being reduced, the hospitd reorganization has
reduced the duplication of services that each regiond hospitd used to control. Now, for
ingtance, laboratory, pharmacy and emergency services are shared. An earlier reform in 1993 and
1994, however, bascdly destroyed the pharmacy sysem in the hospitds. Approximatdy 98%
of Moldovan pharmacies are now privaidy owned and run, o the hospitds are left with virtualy
no functioning pharmacies, and supplies procured from abroad go first to the private sector.

While about 400 employees, most of them doctors, were taken off the payroll of public
employees, the Ministry said they had been rehired as private contract doctors. During the
trangtion, the Ministry said tha there might be a gap between pay periods, but that it would not
be for as many months as had been experienced in the past. Hedth care workers understand that
their sdaries will be cut in order to economize and daff the new 33 rayon-based system. The
Minigry did not confirm this.
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A nationd hedth insurance will be put into action as of January 1, 2004. Management will be
government-run, but through a separae organizationd dructure that will make use of fidd
offices, gpproximately one for each 3 or 4 regions. The Minisiry expects the population to pay
2% of ther sdaries, the employers a maiching 2%. It is hoped tha this will ensure universa
hedth cae and dlow the Hedth Minisry to gan further financid assgance from world
organizations. They expect the compulsory insurance system to increase their budget by 30 or
40%. In the past however, the totd hedth budget was only 40% of what it should have been to
run the sysem at its optimum, and presently most of the population pays for every medicd
service beyond a cursory examingtion.

The Republican level of the Hedth Minigry incdudes oversght of Moldovan medicd education
inditutions.  While ther faculties incdlude generd medicine, pediatrics epidemiology and
hygiene, hematology, and pharmecology, they must look outsde the country for training in
radiology and other post-graduate specidizations. Every five years, doctors must take an exam to
maintain or upgrade their status.

Up until 1990 dl texts were in Russan and while there is 4ill an excdlent rdaionship with
Russa and Ukraine for study, some of the courses dso use Moldovan and Romanian, but the
predominant language of dudy is gill Russan. The Minidry is required to put dl documents in
“the Language of Staie’ (They would not say whether this was Moldovan or Romanian), but a
Russan “trandation” accompanies each one.

Social Protection System: The system is little changed since 1990. Its focus is on benefits for
retirees, most of whom were state employees, and services for the dderly. Some benefits are
dlocated according to income, such as educational services and books, food, and heeting fudl.
Since 1999, many of these are given as cash subsidies.  However, much of a family’s income
may be from undeclared sources, so there is no guarantee that assstance will go to the genuiney
needy. (World Bank Poverty Assessment, Republic of Moldova, 2000).

On the other hand, state services and subsidies are granted to victims of Chernobyl whether they
are pensoners, students or professonas, and whether or not they need them. Large families and
dissbled children can get basc medicd services, but cae sarvices ae only offered for the
elderly. In the padt, the Fund of Socid Support has provided socid assstance in the home, with
local dfices in the digricts. Many of these socid workers are to be cut in the June 2003 reform,
and the remaining few will be soread even more thinly among the populaion. While the tota
budgetary dlocation for dl benefits in 1999 was 1.85 times less than in 1998, only hdf the tota
dlocaied was actudly pad out in benefits (Minisry of Labor, Socid Protection and Family,
Republic of Moldova))

Cuts are being made in the socia service budget to finance other parts of the recent reform.
With no comprehensve dructure, it is difficult for NGOs to find a way to compliment the
sarvices offered, though the need is obvioudy there. There is no child or youth protection policy,
and protection is, a best, done through “inadequate legidation and standards of procedure.”
Chisnau's Municipd Divison for the Protection of Children's Rights is a bright light in this
sector, as are the youth programs run by the UNICEF sponsored NGOs. Mogt orphans and
handicapped live in gae boarding schools. The Smdl Group Homes program (with an average
of 6 children in each) was found to operate more efficiently than the bigger state sponsored

Moldova and Transnistria Reintegration Study 18 August 29, 2003



Development Associates, Inc.

homes, but they may not survive budget cuts. (The Stuation of Children and the Family in the
Republic of Moldova 2000-2001, UNICEF.)

In 1991 public expenditures on hedth in Moldova were 3.9% of the GDP. In 2001 they were
only 2.9%. The elderly dependency ratio was 21.2 in 1989 and in 2001 was 21.6 (ratio of 60+
population to the 15 to 59 year-olds) Net externd migration was 16.8% of the population in
1990 and is findly down to 3.9% in 2001. This is a demographic picture of an aging Society.

The growing proportion of the elderly, however, is not because people are living longer. Instead,
the young working populaion, who could support increases in pensons, is emigrating and little
of the money they send home is getting into the public funds. (Socid Monitor 2003, UNICEF)

While the Hedth Ministry may be running nationd programs to prevent substance abuse and
HIV/AIDS, the mgority of socid protection is carried out in response to critical Stuations rather
than preventive programs. The adminidrative procedures are complex, but there is little
experience in long-term or drategic planning.  For ingance there is no program to prevent
abandonment of children or juvenile ddinguency, and only a semind admission that Moldova is
a source and trangt country for trafficking of women and children. The lack of socid workers,
much less those with recent training, dso hinders recovery programs. In the present state of
Moldova's increasing poverty and inequdity, the cost of reforming the entire sociad protection
system should be congdered a priority.

Transnistria’s Health System:  The Minidries for Hedth and Socid Services were united in
the reform of 2000 and were dso given respongbility for pensons and the various forms of
socid security.  Medicd Assstance includes dationary and mobile medica units as well as an
emergency  hetwork. It adso encompasses pharmaceuticas, cetificaion and control  of
medications and the licenang of medicd personnd. Under the Ministry of Hedth and Socid
Protection now are dso the penson fund and other services to pensioners, the disabled, pre- and
post-natal care, plus other services.

Before the 2000 reform, the district branches controlled their own expenses and were reimbursed
by the locd authorities Now the centrd adminigration controls and funds dl levds  The
advantage, according to the Transidrian “Minider,” is that a least everyone is paid and not
dependent on the locd budget. When it is agan economicdly feesble, the sysem could be
decentralized again. According to the Minigter, during the reform, hospitals were raiondized to
permit measures of economy and to alow big expenditures to be targeted rather than having the
regions compete with each other for resources.

Probably there is more cooperation between the Transnidrian and Moldovan Minidries of Hedlth
than between any other inditutions on both sSdes. There are meetings between specidids of
pediatrics, gynecology, neurology, and dermaology. The difficult cases in cardiology and
oncology are frequently referred to Chisinau. Extensive cooperation also exists with Moscow, St
Petersburg, Kyiv and Odessa in epidemiology, working on immunization, TB and HIV/AIDS
and to improve doctor’ straining.

The Republican, or centrd, hospitds in Tiraspol ae multi-purpose or are speciaized for
children, maternity, or veterans, or are designated as teaching ingtituions. In other towns there
are hospitas for TB, psychiatric cases, and for the care of disabled veterans. Each of the seven
regions has a hospitd and each town has its own polyclinic that includes dentistry.  Villages,
even the andles, have firg ad centers. Each school and factory has a hedlth care worker who is
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gpecidized in preventative medicine.  The entire system is connected by emergency services and
ablood bank.

There are gpproximately 3000 specidigts prepared at different times and in a variety of schools.
The group that graduated before the bresk up of the USSR form the basic teaching faculty and
the senior gaff. During the last 9x years, preparation of young specidists has become
increesngly  difficult. Traning in S Peesburg or Kyiv is expensve, and extremey
competitive. Moldovan schools do not accept the Transnidrian diploma.  However, there is a
licenang group working with Chisnau to make the process esser. In the past, doctors could
only take the exam necessary to ke upgraded in Chisnau and they were only digible to gpply if
they had sudied in Chisnau before. Without access to the qudifying exams every five years,
young doctors have no opportunity to advance beyond ajunior leve.

Another possihility for training is in the new resdent program in Chisnau that lasts 2 or 3 years
for specidties such as pediarics or surgery and the school of family medicine.  In Tiraspal,
young doctors can become interns for a year or two, but there is little opportunity for
specidization. Tiragpol would like to have 30% of ther doctors trained in family medicine, but
this is only in the planning dage. Also, with young doctors making only 20 or 30 dollars a
month, they are frudtrated by lack of opportunity for further training and advancement. They
know they are not as well prepared as their Chisinau counterparts.

A plan for medicd insurance was put forward some years ago, and while the documents are
reedy and the sysem cdealy explaned, the sysem has not been implemented because the bill
was not voted into law last year. Implementation has dso been shelved smply because most
people are unable to pay the premiums. While everyone expects basic medica care to be free,
everyone aso seemsto expect to have to pay extrafor anything beyond a cursory examination.

The “Miniger” discussed the rationd use of funds for medica equipment, but admits that what
they have is behind the times and in disrepar. He sad he had been to Chisnau as pat of a
committee to didribute assstance, but clamed that after many requests, he had gotten no
reponse, and had given up trying. Each ministry mentioned the lack of assgtance received by
them, while Moldova gets ad of dl sorts. This is a source of anger and resentment toward
Moldova, which does not share, and toward the internationd community. Having a minimum of
humanitarian assgance coming through the international organizations through Moldova could
be an important early point to negotiate.

Transnistria’'s Social Services. The only area of socid protection with avalable figures was
that of pensons. Specid areas of care for children and the handicapped come under the
educationd sysem and the Minigtry of Enlightenment.

Besides the pensons given to regular retirees and former government employees, others are dso
digible invdids “of common diseases’(the handicgpped, blind, etc), invdids of the Defense
Department, and invdids of the Second World War. The average penson is 124 rubles per
month, or 31 dllars. The Ministry of Hedth and Socia Protection lists 135,380 pensioners as of
January 1, 2003.

Pensioners are the magor supporters of the Smirnov administration.  The payments are small, but
three times as large for those serving in paliticaly appointed postions such as digtrict school
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managers or locd adminigtrations. Idedly the sums should be increased every 3 months, but in
actudity, they have been increased only oncein the last twelve months

Condlusions.  While the Hedth sysems cdosdy resemble each other sructurdly, the Moldovan
system has relatively more resources to work with than do the Transnistrians.  However, a mgor
issue on both ddes of the river is resources.  While Moldova is receiving some humanitarian
assgtance, it appears that Transnidria is not, with the exception of some aid from WHO to assst
with the growing problems of TB (In Moldova newly reported cases in 2001 were at 83 per
100,000 of population from 45 in 1989. It is understood that Transnistrials problem s Smilar.)
and HIV/AIDS. A more proportiona distribution of Moldova's assstance from abroad is likely
to help rather than hinder negotiations of integration.

While the two Minidries are working together on a number of issues, the accreditation of
degrees and post-graduate educetion for specidties, as wel as admisson to quaifying exams,
should be considered a priority in negotiations for reintegration. Moldova should dso offer to
tran a group of doctors in family medicine and to offer more internships and residencies.
Having more well trained doctors in Transnidria is likedy to reduce the number of patients
requiring care in Moldovan hospitds, thus being an economicd move rather than a codly
addition to the budget. In turn, Transnidria coudd alocate some of its hedth care budget for
those chronic patients who do need carein Chisinau.

It would not be too difficult to equalize pensons, as they are more or less equa now but the cost
of living is quite different in Chisnau and Tiragpol. The cost of equdization, teking into
condderation the varidble cost of living, is likdy to be offsst by the savings ganed when
pensions, entitlements and subsidies are removed for those who do not need them. In order to do
this, however, it is recommended that an assessment of need be carried out as the bass for the
formation of a common socid policy and drategy. Politicaly, this is a difficult move to make,
but during the integration process, it might be possible.

From the sample information gathered during the assessment, it appears that both sdes of the
river are subddizing a large number of pensoners, such as the Victims of Chernobyl or
politically appointed directors who both work and receive a pension, who are not necessarily
among the needy. Working without a coherent socid policy or drategy on ether dde is
extremely costly for the future of any society, integrated or not.

2. Education

Education in Moldova: The educationa sysem in Moldova resembles a European modd:
primary education is 4 years, the gymnasium is 5 years and provides a certificate. At this point,
at student competes for 3year a lyceum or enters a secondary vocationad program for 5 years or
less. A student may aso go to a vocaiond program after the lyceum and study for 3 years or
less. Specid art and sport education is available in Lyceums from grade 1 to 12.

Enrollment in Higher education can take place a 2 to 3year colleges, 4 to 6year universties, or
inditutes, dl of which reguire compditive entrance exams. Correspondence courses are aso
avalable, but require more time to finish a degree. Specidized training is offered for sudents
with “menta, physicad, sensorid, socio-affective and behaviord or with mixed disdbilities into
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society”  through specid  boarding schools, homes and orphanages comprisng about 63
inditutions.

At the republican, or federa level, a Board of the Ministry of Education and headed by the
Miniger directs the sysem. At the locd level there has been a Management Council and a
Conaulting Council of the digtrict or municipdity, chaired by a Director appointed by the Centrd
Minigtry governing the judet, now the rayon network of schools. Each school has been run by a
teeching Council and a School Management Council. It is not clear in the new loca
reorganizetion what will happen at the didrict leve, or within the schools, and what functions
will remain with locd authorities, or if dl will be directed from the center.

In 1998, education was 21.7% of the total budget for gpproximately 320,000 students in primary
education and 420,000 sudents enrolled in secondary inditutions. However, expenditures on
education as a percent of the GDP were a a high of 9% in 1996 and have dropped to only 4.6%
as of 2001. As of 2001, 200 private education ingtitutions had been added to the overdl choices
in education. While the lower schools are gill free (except for those that are private), fees have
been imposed for universties. Due to insufficient space, about 1 in 10 students goes to school in
a second shift. Resources are lacking for on-going training of teachers, and due to low sdaries
(about 200 lei per month in 2000 when over 2000 teachers left their jobs) many teachers have
found outsde employment or are working abroad.

Changes in enrollment are dso dgnificant.  In 1990 enrollment in preprimary schools was a a
high of 61.6% of the 3 to 6 year-old population. In 2001 it has dropped to 40.8%. While basic
education and general secondary education enrollments have remained fairly stable ( a around
94% for the 7 to 15 year-olds and 24% for the 15 to 18 year-old group), vocationa and higher
education have varied. In 1989, vocationd schools enrolled 39.7% of the 15 to 18 year-olds, and
in 2001 the figure had dropped to 13.6%, while higher education went from 16.2% to 22.6% of
the same group by 2001.

Obvioudy, reform is much needed so that the education system responds more closdy to the
labor market and in the organization of its financing. At the root of the reform should be a
redefinition of the dat€s role in education. Assessment and accreditation sysems for dl
educationa inditutions should be a priority for Moldova, but dso for reintegration purposes. The
World Bank project on new texts has just been completed for lower schools. The Minigry of
Education has just received about 2 million dollars to creste a curriculum in “life skills’ for the
schooal, but little other assistance seems to be planned.

Education in Transnigtria: According to Moldovans, the difference between the systems is
that Transnidria uses a Russan mode, while the Transnidrians say they use a system that
resembles that in the US, or a system that is “close to European standards.” Their schools are 11-
year programs and are taught in Russan, Ukrainian, and Moldovan usng the Cyrillic aphabet.
Of the 200 schools with 90,000 pupils, 50 schools use Russan and Modavian, 35 Moldavian
only, 2 are taught in Ukrainian. Some schools offer a few classes usng Ukrainian, while the pre-
schools use al three languages. There are 16 technical schools, 9 professond lyceums, 3 State
and 4 non-date inditutions, plus one that is an affiliate of a Ukrainian school and another thet is
linked to a Russian school. 22,000 students are receiving professond training and 12,000 have
gone on to univerdty in Tiragpol or to Ukrainian or Russan universties.  Moldavia has reserved
10% of ther places in univerdty in Chisnau for Transnidria sudents. The sysem dso includes
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continuing education in sports, dance, music, ats and crafts and other leisure activities for
students and for adults.

Panning is done by the Centrd Minigry, depending on the needs of each technicd or
professond fidd. A minisry orders the number of dudents that need to be prepared, for
industry or law, for ingtance, and that number of places will be supported by the state budget.
Other students are welcome to enrall in those faculties, but will have to pay to attend. Of about
5,500 students who attend university, about 1000 who can afford to, go to Ukraine, Moldova or
Russafor universty.

Professond education and schools for the handicapped are financed by the centrd budget, while
60% of regular schools get locd financing through business and indudtry. Data is not avallable
for a clearer picture of costs and enrollment over time in the Transnidrian sysem. However, the
main issue, according to the Minigry, for Transidria & present is a lack of funds with the
economy in criss. With 30% of the mpulation ethnic Ukrainian, there is a need to develop more
schools for them. Also, they must write and print Moldavian texts themsdves which ae
expensve to print in smal numbers. The entire syslem needs reform to bring it up to European
standards, but at present the economic system does not permit the necessary investment.

In the lyceum and gymnasum schools, the students have 15 different subjects of study, now
considered to be too many, but the teachers resist change for fear they will loose therr jobs. Over
the next few years about 40% of the teachers are due for retirement. In the meantime, the
younger ones need retraining. However, the teachers make about 20 to 23 dollars per month and
their pensons are only about 18, so0 it is no wonder that after retirement they look for jobs in
education again, further restricting the possibilities for reform.

School integration is an important issue for both adminidrations.  The Moldovans fed strongly
that the systems must be more dike, while the Transnidrians would resst any integraion a dl.
Both adminigrations admit to needing consderable reform.  An in depth study would be needed
to see exactly how the two systems could be made more compatible in the process of reforming
to comply with EU gandards. This could be done with a smal team of expets from EU
countries.  In the meantime, however, neither Minigtry is involved in Stabilization and Accesson
discussons. They should be brought into the process as soon as possible.

According to Mr. Braghis, the Moldovan oppostion leader, the two different systems can
continue Sde by dde, but usng the Moldovan language in Cyrillic script is not acceptable. The
dphabet has been the main object of conflict snce the Russan Revolution and language is
embedded in the interpretations of history, aso an important part of the dispute.

Both the sysems and the content of the curriculum will be issues between Moldova and
Transnidria At present there is dmost no contact between the two systems because Moldova
does not recognize Transnidtria degrees, dso because the two adminigrations are planning
reforms that promote what they consder to be two very separate systems, with different histories
and languages.

Conclusions.  If the sysems reman separate, Transnistria and Moldova will both require funds
to reform the curricula and teacher training. While it would be ided for Transnidtria to consider
teeching Moldavian using the Lain dphabet, it is unlikdy that this can be pat of an ealy
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agenda. However, costs for reform would be reduced in Transnidria if they were to teach in
Russan ingead of the expensive tri-lingua sysem. In turn, if Moldova were to legitimize ther
dready bi-lingual system, it could be a bass for educationa cooperation. Ultimatdy, it will be
necessary in both systems to teach more European languages if they are to eventudly join the EU
and English if they are to communicate with the rest of the world.

A place to dart, however, would be with the uneven system of accreditation. Some Russan
universities accept degrees from both sdes of the river, but Moldova does not accept most high
school certificates from Transnistria, nor do they accept many universty degrees. A fird step
would be to convene an accreditation committee that would concentrate on a sysem for
recognizing degrees in such fidds as medicing chemidry, physics mathematics and information
technology. The cogt of offering courses in Moldavian language using the Roman dphabet
during summer months before students enter university in Chisinau would be nomind.

While avoiding conflict by both sdes working toward European Integration standards, the
question of higory and thus curriculla will remain. However, over time with freer
communication between the two populations, historica interpretations are likely to be discussed
and questioned more openly by both, and the period of separation is likely to be debated and
rewritten. Texts are revised with regularity in most countries, and there is no eason not to think
that the process will teke place over time in Moldova dso. The codts in the long run, will be
nomina compared to the benefits.

3. Civil Society

Moldova: There is no officid information about the number of NGOs in Moldova, though many
new organizations have appeared since the early 90s. In 2001, the Ministry of Justice had
registered around 2000, but according to “The Needs Assessment Survey of Moldovan NGOs’
of December of 2001, only 200 to 300 organizations were active. Most d these are located in
Chisinau, with 14 to 20% located in the countryside, up from only 4.7% in 1997.

Over time, Moldovan NGOs have remained predominantly focused on culturd, educationd,
gports and tourism activities, but more now choose areas of human rights, hedth and economic
activity. Organizetions for youth tend to be the most active, while ethnic and cultura NGOs
have the mogt influence. There is 4ill a lack of community participation dicited by the NGOs,
but volunteerism is on the rise. A smdl number of NGOs work in the socid sector with
disadvantaged children, the handicapped, or low-income groups. (The Stuation of Children and
Family in the Republic of Moldova 2000-2001, UNICEF)

NGOs are working under difficult circumstances with very little in the way of hdp for capacity
building, traning or technica assgance, but the lega dructure is farly podstive NGOs are
dlowed tax deductions for public benefit and datute-rdated activity and Moldovan businesses
that support these activities are dlowed a 7% tax deduction on an annud bass for charitable and
public benefit purposes. Few know of these options, or the law which permits contracting for
socia services between the NGOs and government, so they are rardly used.

A lack of resources for the NGOs sector is probably the most severe restraint of al. Only about
3% receive hdp from government. A few NGOs are given reduced rents in public buildings or
part-time use of school or sports facilities. A few have membership dues and even fewer receive
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contributions from their communities.  Only about 2% of the NGOs receive hdp from busness
(usudly the international ones such as Coca-Cola, McDondds and Xerox). The others rely on
international donors and the competition is fierce.  As those donors, by in large, fund projects in
human rights, economic activity, hedth and youth, their targeted funds have helped determine
the sectors in which there is a recent growth in the number of organizations with related missons
and project proposals.

Service-providing NGOs are of two types. The first category includes NGOs that were operating
before independence, such as the Children's Fund, the Society of the Disabled and the
Asociation of the Deaf. These have maintained relations with the government and have broad
recognition from the community a large. The second group has emerged since the early 90s as
the result of a demand for socid services. These are the organizations supported largdy by the
donor community, and while their leaders are open to educationa opportunities and new ways of
thinking, they tend to have a negdive attitude towards cooperation with the government and with
each other. Neither group of NGOs has done a scientific assessment of needs, and services are
usudly provided because of persond involvement in, or their own perception of the vulnerable
group they serve. The government is just beginning to recognize the assstance tha NGOs can
offer in the provison of socid services, though a present, only the Ministry of Sport and
Tourism provides financid resources on a competitive basis to NGOs offering a service.

Many NGOs understand what a codition is and believe that forming coditions around a specific
issue could be effective, but they rardy do so. This is probably a result of the intense
competition for funds, compounded by a long ingrained reluctance to share ideas and teke the

responghility for initiating changes.

Another condraint is the widespread distrust of NGOs that is unlikely to change as long as the
government maintains control over the two dally newspapers and the date owned TV dation.
Other publications are mostly linked to one politica party or another. The written media (40%
fewer publications than in 1999) has been a victim of budget cuts and recesson. Recently,
electronic media has experienced a sSgnificant growth. Sadlite TV has become widespread in
the large cities, but undependable power supply limits the accessin rurd aress.

It is unlikely that NGOs will adopt transparent management and adopt ethical codes as long as
the NGO environment remains so competitive and the donors continue to limit ther funding to a
few targeted sectors. There is dso no tradition as yet of publishing annud reports or holding
public hearings on issues and problems. The Stuation is likely to reman stagnant until technica
assigance, more training and ultimately a competent training cadre can be developed within
Moldova

Transnigria: There are about 550 registered NGOs in Transnistria, but only about 10% are
active, a few of these in the socid sector. While the number of NGOs is growing, due to the
adminigration’s redization that NGOs are digible to receve hdp from international donors,
ther growth is dill severdy regulated. NGO legidation resembles that of Moldova, but the
registration procedures in Transnidria are complex and lengthy, and very few civil employees
have any idea how to carry them out, resulting in more “initiative groups’ than registered NGOs.

There are three basc groups of Transnidrian NGOs.  one group, based in Tiraspol has some
support through Chisinau; another group in Dubassay is dso working with internationa

Moldova and Transnistria Reintegration Study 25 August 29, 2003



Development Associates, Inc.

organizations in Chisnau; and the third group is supported by the Tiragpol adminidration. The
firgd lagdy condst of “initiative groups’. They ae tolerated by the adminidtration as long as
they do not go beyond prescribed limits The second group is more independent because
Chisnatbased donors largely support its organizations.  These organizations are closdy
watched. The third group is supported by the leadership, and condgsts of mostly military and
patriotic organizations.

If the Stuation for NGO organizationd development is difficult in Moldova, it is much worse in
Transnidtria, as there are no donor organizations based in Tiraspol. Very few NGOs have ther
own offices and even fewer have office equipment. Only 5 of 35 organizations surveyed in
Transnidria have access to Internet.  There are few publicatiions produced by the NGO
community and only the militay and patriotic organizations have rdaions with the
adminigration. There are only two examples on NGOs patnering with busness.  (Needs
Assessment Report on Moldovan NGOs, Counterpart Center and Alliance for Partnerships,
December 2001)

For Transnistrian NGOs, there appears to be little posshility of either organizationd or financid
udainability a the present time.  While the laws ae not redrictive, the adminidraion’s
overdght is. There is a srong demand among Transnistrian NGOs for relationships outsde their
region, but there is little literaiure avalable to them in Russan and the difficulties of crossng the
border only compound the problems for their natura growth.

While a few organizations provide socid services in education and hedth care, a grest many new
youth groups have been formed that have chosen democracy activities As a whole, those
surveyed sad tha nether the government nor their communities were much interested in
supporting them. While Transnidtrian youth are increesngly aware of the world outsde ther
boundaries they dso express extreme resentment of the blockade of information from the
Moldovan sde of the river. They need the information and assgtance, they say, to get the
message to people about the plans for federdization. As NGOs, they are dso aware that they
would be an ided channd for humanitarian assstance. However, as long as they are reluctant to
gpped to mediathey cannot have avery broad impact.

While the patriotic NGOs are mosilly againgt negotiations on integration, the other two groups
fed they could serve as barometers of public opinion that should be monitored during integration
process, and that they could asss in pointing out the benefits of integration while working in
various socid sectors.

Condlusions: Lowering the information barrier as much as possble would benefit the nascent
growth of civil society on the Transnidrian Sde of the river. Heping the NGOs in traning,
cgpacity building would permit them to use the information to broaden popular support.
Teaching them to monitor public opinion during negotiations could only benefit both Sdes.

Programs such as youth parliaments and other joint NGO activities would help to bring, rot just
the youth together, but others working in a variety of areas.  Networking activities for socid
workers, conferences for those with disabilities, and newdetters, dl of which are low cogt, would
help to prepare NGOs and their members for a more htegrated society. Such support should be
committed for a least two to five years in order to guarantee lagting impact. No matter how well
the negotiations for reintegration proceed a a government level; they cannot succeed if the two
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populations are not brought into the process. The NGO sector is the best possible avenue for this
to happen.

D. ECONOMY
1 Agriculture Efficiency and Utilization

The politica collapse of the Soviet Union was preceded by the collagpse of the state managed
sysems underpinning agriculture production and didribution. For Moldova's highly productive
agricultura sector, this meant essentid inputs such as fertilizers and pedticides became scarce
and expendgve. Furthermore, products had no organization to which they could be delivered for
onward didribution within the Soviet Union. Consequently, agricultura production, which was
heavily dependent on a functioning Soviet Union, shrank dramaticaly, essentidly supplying the
limited Moldovan domestic market. Private sector activity is beginning to replace the Soviet era
inditutions, but Moldova is 4ill not atracting much interet from western agro-industry
investors.

The data show that since 1990, Gross Agricultural Product fell by more than 50 percent.
Perishables were especidly hard hit with vegetables down by more than 66 percent, fruits by 65
percent, milk by 60 percent and meet by 75 percent. The scarcity of fertilizers and pedticides is
gpparent from the drop in yield per hectare by 30 to 50 percent. On the Transnigtrian Sde, where
good data are not readily avaldble, the “Miniger” of Agriculture edtimates that agriculturd
production has dropped by 90 percent.

The ssgmentation of the domestic market due to Transnidtria's sdlf-proclaimed independence has
had a negligible effect on agriculture compared to the loss of supplies from and markets in the
re of the former Soviet Union. The two Sdes are not paticulaly complementary and the
removad of dl bariers to trade dong the Dnieter River would not sgnificantly open new
markets for either dde. Furthermore, the boundary is not particularly sgnificant now as some
commercid amounts of milk and vegetable seedlings are moved across the boundary. There dso
gppears to be routine informa movement of agricultura products across the boundary.

The reintegration of Moldova and Transnistria need not necesstate the infuson of externd
assidance resources if Transnidria is given autonomy in the management of its agriculturad
affars.  In this regard, extenson and inspection services and agricultural research, the principa
government sponsored functions in market economies, are often ddlegated to sub-nationd leves
of government. Even if there is a more comprehengve reintegration of the agriculturd
authorities, there is not likdy to be a need to finance the downszing of Transnidrids
organizations due to the departure in recent years of agriculturd personnd to jobs outsde
Transnigtria.

From our limited exposure to Transnigtrids agricultura personnd and facilities, it gppears that
this sector has been a rdatively low priority in the Transnidrian budget. Therefore, from
devdopment and equity perspectives, after rentegration, Transnistria would benefit  from
externd assgance to hdp dismatle its dae fams, privatize its date ordering organizations,
privatize food-processing industries (where possble) and up-grade the <ill levd of  “minidry”
daff. The cost of this effort depends on the desired pace and level of effort of the undertaking
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but would not likely cost more than 15 percent of the level of assstance to agriculture carried out
in Moldova during the past 10 years.

Agan, after reintegration, on both sdes of the boundary, agriculturd development projects are
dso judified to help support the emerging private sector with credit, marketing, technology and
improved quaity standards. Furthermore, on the Transnistrian Side, there is a need to reconstruct
its irrigation facilities, when market conditions so warrant, to support its comparative advantage
in vegetable production. In addition, on the pod-reintegration development agenda, there is a
need on both sides to expand irrigation systems to counter the effects of periodic drought
conditions that have serioudy hurt Moldova' s agriculture sector in the past.

2. Business and I ndustrial Development

There is little quedtion that the generd economic, business and industrid development of
Moldova and Transnidtria have been negatively impacted by the conflict and separation of the
regions. Moldova has become a country not well understood by internationd investors who are
concerned about the heretofore uncontrolled customs and trading, as well as the reputation that
has arisen of corruption being a mgor problem. There is no question that when the Transnidria
issue is settled and customs procedures and trading activities become controlled by the rule of
law that a larger legdly functioning market will become more dtractive for both domedtic and
internationd investors.

From a reintegration point of view, the issues most clearly presented are the differences that have
now arisen between the ROM and Transnigtria as the ROM has moved more towards a market
economy  with dgnificat  privetization while Transnidria remans a largely date owned
economy. While not a requirement for reintegration, there is little question that Transnistria and
the whole of the ROM would benefit from a trangoarent privatization program and a shift
towards a market economy in Transnidria  The codts of this shift may be minimd, if the process
can be lagdy sdf funded from privatization proceeds. The benefits should be redized in
increased domestic and internationa investment in both regions.

The power supply issues in the ROM aso present a severe deterrent to business and industrial
development. The congtant concern over avalability and cost of supplies and the political issues
that affect these condderdions inevitably deter dgnificant invesment.  The Transnidrian
authorities are moving rapidly towards the privatization of the Transnidrian power plant. This
process clearly needs coordination by both sdes, as the issue of the uncertainty of power
supplies in Moldova needs resolution. The ROM and commercid entities on the Right Bank
need reliable long term requirements contracts for power, and any purchaser of the plant needs
some customer assurances, as well as assurances of continued access to trangdt rights for power
across the ROM.

Conclusions: The ROM and Transnidrian authorities should agree on a process for
privatization in Transnistria  The ROM should accept the prior privatization activity despite its
likey lack of trangparency in the interests of moving forward. Future privatization activities
should be reviewed by both sides to ensure transparency, with some of the proceeds going to the
ROM to compensate for the vaue of the ROM’s participation and defray the time and costs of
ther activities. In addition the ROM and Transnidria should reach clear agreements and
settlement of power supply arrangements so that this uncertainty and the possibility of economic
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blackmail become issues of the past. Agreements and guarantees with Gazprom may be
required, as well as agreements with any new owner of the Transnistrian power plant.

3. Foreign I nvestment and Economic Growth

It is quite possble that the highest cost associated to date with low foreign investment in the
ROM and Transnidria has been to the Right Bank, as the ROM has suffered from a poor
invesment climate based on a perception of a lack of transparency in privatization and
invesment activities and from a perception of a poor busness environment for day to day
business activities as well. These perceptions have been based in Sgnificant part on the issues
associated with the economic difficulties presented by the Transnidrian gStuation, including the
power supply uncertainties noted above. In addition, the lack of success in ROM privatizations
such as Moldtdecom, and issues which thresten to reverse privatization agreements, certanly
aso contribute to the poor investment climate.

Transnidria, has offered few privatization and invesment opportunities, and the opportunities
offered have often been taken by groups close to Transnistrian authorities (i.e. Itera) or by groups
with a view towards profiting from the unregulated environment that has prevailed across the
past decade. As in the case of Itera, some investors have been able to control their own power
supply arangements. This has made participation in the Transnidrian economy an ‘indders’
game.

It is clear that the most Sgnificant investors in Transnidria, and yet dso in the ROM, are of
Russian origin. This need not be discouraged per se, but there needs to be an effort to ensure the
investments are made, and perceived to be made, transparently. Russian capitd, particularly in
the energy sector, will likely be important to a reintegrated ROM. The issue would seem to be
cregting circumgtances to encourage significant investment sooner rather than later, Russan or
otherwise.

There can be no question that seitlement of the Transnidrian question through reintegration will
improve the investment environment, and consequently foreign invesment, as the uncertainties
of doing budness in the ROM will diminish. Lage invesment flows a better and more
transparent competitive environment and a larger internd market should al contribute to greater
economic growth.

Conclusions:  After some of the initid needed agreements are reached in the reintegration
process, a concerted effort should be made by the new ROM to make the case for foreign
investment in the ROM. Reintegration offers this new opportunity, and creates a reason for a
“fresh look” at the ROM.

4, Privatization and Marketability of Transnistrian State owned Enterprises (SOEs) and
Land

As noted above, rapid privatization of Transnistrian SOEs and land would be beneficid, as in the
case of the former it should lead to more investment sooner thus benefiting the eonomy and its
paticipants. Benefits that flow to one pat of the ROM will dmogt dways spill over to the
remainder of the ROM, so privaizaion in Transnistria should be encouraged on both banks of
the Dniegter.
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With regard to land, it gppears that the agriculturd land privatization process in the Right Bank
ROM took consderable amounts of time, was cogly and remains controversad in its ownership
results and effective economic management. Certainly a smilar program should be considered
for Tramnidria if only to avoid very different ownership dructures. However, if the view taken
is that the land privatization measures in the Right Bank ROM should not be replicated for one
or more reasons, there are certainly aternative structures that can ke consdered. It is likely that
land privatization of some sort will lead to a faster resurgence in agriculturd production than
mantaining the present circumgances which have only lead to a continuing poor levd of
productionin Transnidria.

The cogt of land privatization cannot be estimated until an gpproach is agreed upon. However, if
the Right Bank ROM gpproach is adopted they will not be inconsderable. Estimates of the cost
of the Right Bank gpproach are up to $30 million across severd years, with continuing
production support programs. Benefits are yet to be seen, but projections for increased
production levels can be made that are very favorable, assuming a market for increased
production is secured. Whether this increased production will be coming more quickly with one
form of privatization and production approach or another remains an active debate in Moldova.

It should be pointed out, however, that the concept that Transnigtria is “indudridized” is
somewhat of a myth. One factory (the Rybnitsa stee works) produces 50 percent of
Transnidria’s indudtrid output and it has dready been “privatized”. Out of the remaning 100
plus industrial operations in the area, knowledgesble sources estimate that as few as 10 to 15 are
economicaly viable in today’s market economy. According to the Transnidrian “Miniger” of
Industry, mogt of the remaining factories are operating a a fraction of their rated capacity or are
not operaing a dl. If the conditions a the large dectric power plant are illudrative of other
indugtrid plants, most investors would find it better to make a greenfidd investment, than to buy
an exiding public sector indudtry.

Conclusion:. The ROM and Transnidrian authorities should commit themsdves to privetization
a the earliest opportunity. A decison to replicate the Right Bank procedures or adopt another
approach should be agreed.

V. SUMMARY OF FINDINGS
A. RELATIVE IMPORTANCE OF ISSUES

Clearly, edablishing the ovedl form for the “federd” levd, its authorities and checks and
baances will be a difficult and lengthy process of negotiation. To a large degree, however, its
foom and its authorities will be determined by the ability of both Sdes to agree on the
reintegration of the sectord/functiond aress discussed above. It is difficult to predict which of
these will be more troublesome to reintegrate, given the prdiminary date of negotiaions.
However, those aress that Transnidtria sees as its symbols of sovereignty will most likey be the
mogt contentious. These include the currency and centra bank function, customs and the use of
Cyrillic for the Moldovan language. Because of the past fighting and the high degree of mutud
digrug, the military and security establishments could dso be difficult to merge.  Findly, there
islikely to be consderable resstance to replacing the turnover tax with the VAT
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Clearly, one of the principa objectives of reintegration is the creation of a common economic
gace.  While a common currency and a sngle central bank are not essentid, (withess NAFTA
and the EU before the introduction of the euro), the exisence of two currencies and two centrd
banks in Moldova is an unnecessary source of inefficiency and risk. Transnigtria has, however,
pointed to its currency and centrd bank as clear evidence of it nationd sovereignty and will
likey fight for their continuation for symbolic reasons. From a process point of view,
Moldova's willingness to permit a dud currency regime in Transnistria gppears politicaly sound
in that it provides an opportunity for the Transnidrian ruble to wither away. The agpproach
avoids the confrontational chdlenge to Transnidrids sdf image that would be conveyed by a
one-off converson and the remova of the Transnidtrian ruble as legd tender.

To avoid loses in the monetary assets of those who hold Transnidrian rubles and to minimize
infletion, the management of both currencies needs to be in one central bank. This would
essentidly make the Transnidrian ruble a variant of the lei and the single centrd bank could
cary out a progran of gradudly withdrawing the Transnidrian ruble over time. Some face-
saving measures may be needed with respect to Transnistrids centra bank to win agreement to
this approach.

Immediaidy important to the cregtion of a sngle economic space is the unification of customs.
The establishment of its separate customs agency has been pointed to by Transnistria as a symbol
of sovereignty. Moreover, given the particular persondities managing the Transnidtrian customs
department, reintegration may be especidly difficult. It has been suggested that the customs
function has been a source of economic rent for those who control it. If true, it may be as hard to
merge the function as it was to convince Moldova to agree to pre-shipment customs ingpection
and payment. Furthermore, the management of Transnidtrias customs depatment has made a
subgtantia investment in a date-of-the-art ingpection and tracking syssem. They are likey to be
most reluctant to lose contral of this system.

Further to the creation of a common economic space is the need to harmonize the tax sysem. In
essence this means adopting the VAT on the Transnidrian sde.  The turnover tax used in
Transnidria has been severdy criticized by virtudly every knowledgesble tax economist as
having deeterious effects on production and investment incentives. Furthermore, virtudly 4l
countries surrounding Moldova have replaced the turnover tax with a VAT. There is no practica
way for the two fundamentdly different sysems to co-exis unless a tax border is mantained
dong the river. Such a dtuation would contradict the intent of reintegration and introduce an
unnecessarily high internd barrier to trade.

However, Transnidtrians object to the VAT because of its high rate. They fed that their revenue
needs can be met with the subgtantidly lower turnover tax that they now use. They beieve that
the main benefit of introducing the VAT on their 9de of the river would be to transfer resources
to the Right Bank. They may not be wrong is this beief. But it was clear to us in our
discussons with the Transnidrians on this subject that they do not have a full understanding of
the VAT or the long run consequences of the turnover tax. Specificdly, they did not seem to
understand that the VAT is levied only on production for the domestic market while the turnover
tax is levied on dl production. VAT payments on goods that are exported are refunded to the
exporting company. Thus, Transnistrian companies who primarily export may, in fact, face a
lower totd tax lidbility under the VAT than they now face under the turnover tax. If this and
other aspects of the VAT compared to the turnover tax were better explained to Transnistrian
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corporate leaders, they may be more favorably disposed to accept the VAT. On the popular
levd, the VAT, as a tax on consumption, will raise prices for Transnisrians and could be
politicaly quite unpopular.

The script used for the Moldovan language has been a long-standing policy ingrument of ruling
gites to promote a paticular culturad identity. The emotiond investment of both sdes in
preserving their respective scripts may make agreement on this issue impossible in the near term.

Therefore, it may be usgful to defer the discusson of this issue until later in the reintegration
process. This paticular language issue is not a the core of why Transnidtria continues to assert
its independence.  Negotiating it a this time will mog likely lead to an unproductive distraction
from the more important issues that need to be resolved. As a practical matter, Moldovans who
live in Transidria dready spesk the same language as Moldovans on the Right Bank. Given the
relaively smal dze of the population learning to read in the Cyrillic script, it would be more
efficient for the ROM to offer a short course on the Latin script to anyone who needed it in order
to advance his or her education on the Right Bank. Ultimatdly, if the unified Moldova is to join
the EU, both educationd systems should begin to promote the study of European languages,
which would help to put their own into awider perspective of importance.

It was pointed out to us that Moldova's and Transnigtrids only enemies are each other.  With
reintegration and OSCE supervised peace-kegping forces in place, the need for an army on either
dde is somewha moot. Neverthdess, vested interest and cultural differences may make the
cregtion of a unified defense force difficult. On the Transnistria Sde, NGO's of veterans may be
the only real source of popular interest in the outcome of the reintegration process.

B. SUMMARY OF COSTS

There ae three rdiondes tha judify the provison of financid resource in support of
reintegration.  Frs, specific resources (financid, materid and technicd expertise) may be
required to inform or facilitate the negotiations on reintegration.  Examples of this would be the
provison of an independent audit firm to assess the financid drength of Transnigtrian banks or
the finance of an audit of Transnidrian debt to help determine how much of it can farly be
accepted as*“ sovereign”.

The second rationde is resources needed in direct support of the implementation of eements of
the reintegration. For example, sedlected government personne on both sides of the Dneister may
need retraning to peform duties which may have been redefined by the terms of the
reintegration agreement.  New texts books for schools may be required. In addition, red, but
more difficult to predict needs arise from didocating individuds, groups and inditutions through
downsizing or other economizing actions associated with reintegration. In some cases, this type
of cot may be immediately obvious (eg., severance pay to reduce redundant personnd).
However, in other cases, the need may not gppear until sometime after political reintegration has
occurred (eg., costs associated with the inability of didocated personnd to find new
employment). Findly, the terms of the reintegration may require specific transfer payments such
as an increase in pension payments to achieve equity in the unified syssem or to compensate for
the loss of current indirect subsidies.

The third rationde follows from the political imperdive to improve particular services in order to
obtain political agreement for reintegration or to reduce unacceptable disparities between the two
ddes dfter reintegration. In these cases, the costs will be determined by the level of effort that
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the body politic decides is necessty. Moldovas desre to join the EU may sSgnificantly
influence these cods as aresult of the EU’ s concern with minority rights and poverty dleviation.

The table at the end of this report summarizes potentid activity under each of the three
rationdes. There is no presumption that this lig is in any way comprehensve or that it implies
any need for additiond assgance from the foreign donor community. Many, if not most of
activities identified could be financed from localy derived resources or ongoing donor programs.
The largest item is some form of debt relief for Transnigtria from its Russan Gazprom debt.

C. THE BENEFITS OF REINTEGRATION

Supporters of reintegration operate under the presumption that the long term benefits of
reintegration are podtive. Some even argue that there will be noticesble benefits in the short run.
It is hard to take issue with the firgt presumption. Elimination of duplication, internd barriers to
trade, and mogt of dl, the remova of the politica conditions that have deterred investor interest
in Moldova should produce postive results in terms of sustainable economic growth. Obtaining
these results presumes that the ROM does not pursue reversads of previoudy implemented
market reforms related to privetization and the regulation of public utilities. Such an endeavor
would further dienate potentid investors.

Certain groups of people could redize immediate benefits from reintegration. For example, the
ROM'’s recognition of Transnidrias school diplomas would open immediate opportunities for
Transnistrian students to study in the ROM. Cooperation in hedth would reduce the spread of
infectious diseases. And, recognition of Transnidria's banks would reduce transaction costs for
conducting business in both sides.

In the short run, however, most Moldovan's on the Right Bank will probably see no effects from
reintegration, except for possbly higher prices for some “smuggled” commodities which get
brought into the tax net. The economy on ther side of the river does not depend on
Transnidria’s industries except for power. In the case of power, the Right Bank has been paying
closer to maket prices than the Left Bank and this is not likdy to change as a result of
reintegration. In addition, the Right Bank may not see the anticipated increase in the tax base as
aresult of reintegrating the “indudridized” Left Bank into the VAT.

In Transnidria, however, reintegration should cause a shift from a Soviet styled economy to a
more modern market economy. This will likely rase prices before it raises opportunities.
Without some immediate adjusments in wages, pensons or other transfers, the benefits of
reintegration may be negative. However, with or without reintegration, the current economy of
Transnidria is not sudanable as it is heavily dependent on highly subsidized energy. The lack
of sudtainability is clearly evident from the fact that during the period when Transnidria had free
access to Moldova's customs stamp, it gill accumulated a 1 billion dollar debt for unpaid ges.
This subsdy permitted the inefficiencies within the economy to 4ill produce products which
were competitive in export markets,

Thus, perhaps the grestest benefit of reintegration, despite its short-term codts to Transnigtrians,
is the remova of the economic regime that wasted resources, underemployed workers potentias
and closed off opportunities for entrepreneurship. Closdy associated with this outcome is the
benefit from the reduced potentia for renewed armed conflict.
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D. POLICY RECOMMENDATIONS

This study was undertaken in part to provide USAID/Chisnau with an early dert on the potentia
codts of reintegration. It was presumed that if there are subgtantial financid costs associated with
this process, the ROM and Transnistria may approach the wedlthier donor countries for help both
during and after the process. But donors have influence beyond the financia resources that they
provide. Through contacts and didogue, opinions and postions of the negotiating parties can be
formed or changed. With thisin mind, the team offers the following thoughts.

There is clear interest in reintegration a the senior level of the ROM. This is evident by the
recent measures taken by the ROM regarding the customs dtamp, Transnidrias attempt to
undertake a privatization effort and the newly required regidration of Transnidtrian companies
under the ROM. These measures make it urgent for Transnistria to more serioudy participate in
negotiations snce, after twelve years, it gill is an unrecognized state and necessary support and
subsdies from Russa may be nearing an end. The “sick” which the ROM is widding would
gopear necessary a this time. But so too are confidence building measures which offer the
“carrots’.  One such “carrot” would be to defer the very sendtive language issue until the two
sdes have reech some patid agreements and fed more comfortable moving together dong the
road to reintegration. The cost of traning Transnigtrian applicants in the Lain script for higher
education in Moldova would be dight compared to the cost of delays in reintegration.

In hedth, there is an interest and opportunity to actualy implement various cooperative
programs.  There are opportunities in educetion related to the recognition of Transnigtrian
diplomas.  There ae opportunities in banking in tems of esablishing correspondence
relaionships. The ROM should be urged to pursue these and identify additiond areas where
increased contact and cooperation could be achieved without conceding any degree of
sovereignty as was the case in 1996 with the dua management of customs and the granting to
Transnigtrian companies the right to use the ROM customs stamp.

In the area of eectricity, there is a need and an opportunity for an agreement which will dlow
appropriate commercidization and privaization of the power sector. The ROM has aready
privatized three of its five didribution companies. Transnidria wants to privatize its generding
capacity. This combination of interests could be incorporated in an agreement tha
commercidizes the entire eectrical generation and digribution system, thus removing it from the
politicd arena where threats of power description have been heard. The agreement would
contan a specific formula for alocating the taxes and privatization proceeds between the two
ddes. This would integrate the power sector, like the ralroad, into a common facility. Since the
purchasers of the power generating plant are likely to be Russan, proceeds from the sde could
adso hdp reduce Transnidrias debt to Gazprom, thus reducing an important obstacle to
reintegration.

The example of “carrots’ noted above were the ones that became quickly identifiable during our
ghort gay in Chisnau and Transnistriaa. We would expect to find more opportunities if a deeper
probing of the attitudes and interests of those involved had been possble  Moreover, if
negotiations proceed in a pogtive direction, opportunities for contact and cooperation in areas
which now seem difficult may become possible.
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Summary Table of Potential Costs

Activity Reintegration Rationale 1 Rationale 2 Rationale 3
Assumptions Facilitate Negotiations Support Implementation Post-reintegration
Development
Sovereign debt Some amount of An independent audit of Debt forgiveness reduces
Transnidtrian debt must be | Transnistrial s debt. Transnigtrialsdebt to a
treated as sovereign debt managegble levd.
$0.5 million
$900 million
Currency A dngle centrd bank is Additiond currency is
unification agreed to. printed.
$0.25 million
Cugtoms Customs departments are Somerretraining of
merged into one personnd s required.
organization.
$0.25 million
Banking Transnigtrian banks An independent audit of Severance pay for redundant
become eligible to obtain Transnigria s banks. personne at the centra bank
alicense from the centra leve.
bank. Assessment of deposit
insurance exposure. Deposit insurance
guarantees.
$1.5 million
Fiscd Policy Transnidriaretains some
degree of budget and
taxation authority.
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Activity Reintegration Rationale 1 Rationale 2 Rationale 3
Assumptions Facilitate Negotiations Support Implementation Post-reintegration
Development
Taxation The turnover tax is Andyss of the revenue Training or retraining to
replaced by the VAT effect of switchingtothe | expand the tax department
VAT.
Needs assessment of the
tax department.
$0.25 million
Government Asymmetric Federation
adminigtration
Public services Regulatory bodies are Rall and road infrastructure
unified by function with isimproved.
the provision of services
ultimately privatized. Further privatizationin
power generation and
trangmisson.
Privatization of the phone
sysem.
Judicid Unified high court Licensng legidation and Grester press freedom
procedures improved. throughout the country
Passage of strengthened
cvil libertieslegidaionin
Transnidria
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Activity Reintegration Rationale 1 Rationale 2 Rationale 3
Assumptions Facilitate Negotiations Support Implementation Post-reintegration
Development
Education Schoolsremain locdly New textbooks Teacher sdlaries are
managed and the increased.
Moldovan languageis Latin script training for
shifted to Latin script in Transnigtrian students Additiond teacher training
Transnidrid s schools continuing their educetion in IS provided.
after reintegration. the ROM.
Curriculum reform.
$0.5 million
Teacher training in the Latin
script.
Hedth Reintegration is primarily Various hedth improvement
grester cooperation programs.
Civil society Increased resources to
NGO's
Military The military is unified Severance pay for redundant | Modern equipment and
under a Sngle command. personnd. $5 million training provided.
Police Under local authority Traning to familiarize Traning to implement new
police with new laws. avil liberties legidation.
Agriculture Transnidriawill retain Identification of Transnidrid s sate fams are
some degree of autonomy | activities that require privatized.
for agriculturd extension, cooperation between the Agro-businesses are
Inspection and research. two agriculturd units. privatized.

The farm store program is
expanded to Transnigtria

Ag research facilitiesare
improved.
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Activity Reintegration Rationale 1 Rationale 2 Rationale 3
Assumptions Facilitate Negotiations Support Implementation Post-reintegration
Development
Busness
development
Foreign investment Publicity program to attract
Western investor interest.
Privatization Renewed privatization effort
throughout the country.
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