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ABSTRACT

The external debt of the Republic of Moldova is increasing constantly. Excessive external debt has been a
big problem for both developing and developed countries during the years. Developing countries face this
problem more often as they need to borrow to finance their objectives and strengthen the economic growth. It
is very important for our country to determine the optimal level of indebtedness that the economy can bear.
That is why the external debt should be contracted in strict accordance with the needs of the economy, and
borrowed loans should consider the country’s reimbursement capacities to avoid the liquidity or solvency crisis.
The scope of this paper is to give a prompt and correct overview of the importance of external debt management
and its impact on the economic growth of the country. In the research process, the deduction, based on general
theoretical information on the structure, management, external debt and indebtedness assessment, the
economic influence policies were used and then passed on to practical analysis using specific indicators.

Keywords: gross external debt, Gross Domestic Product, price stability, inflation pressures, foreign
currency, economic crisis.

Datoria externd a Republicii Moldova este in continud crestere. Datoria externd excesivd a fost o mare
problemd atdt pentru tdrile in curs de dezvoltare, cdt si pentru cele dezvoltate de-a lungul anilor. Tdrile in curs
de dezvoltare se confruntd mai des cu aceastd problemd, intrucadt trebuie sd imprumute pentru a-si finanta
obiectivele si pentru a consolida cresterea economicd. Este foarte important pentru tara noastrd sd determine
nivelul optim de indatorare pe care economia il poate suporta. Acesta este motivul pentru care datoria externd
ar trebui contractatd in concordantd strictd cu nevoile economiei si ludnd in considerare capacitdtile de
rambursare, pentru a evita criza de lichiditate sau de solvabilitate. Scopul acestei lucrdri este de a oferi o
imagine generald promptd si corectd a importantei gestiondrii datoriei externe si a impactului acesteia asupra
cresterii economice a tdrii. In procesul de cercetare a fost utilizatc deducerea bazatd pe informatii teoretice
generale privind structura si managementul datoriei externe, precum si evaluarea indatordrii, politicile de
influentd economicd si apoi analiza practicd, folosind indicatori specifici.

Cuvinte-cheie: datora externd brutd, Produsul Intern Brut, stabilitatea preturilor, presiuni inflationiste,
valutd strdind, crizd economicd.

Buewnuii dosaz Pecnybauku Mosadosa nocmosiHHO yseauvusaemcs.. B meueHue mHozux siem
upeaMepHasi BHEWHSIS1 3a00/1HCEHHOCMb 6bl1a 60.1bWOU NPo6aeMoll Kak 015 passusarowjuxcsl, mak u 04
passumvix cmpaH. Pasgusarowjuecsi cmpaHbl cmajakueaomcsi ¢ 3motl npobsiemoli yauje, NOCKOAbKY UM
Heo6x00uMo 6pamsv Kpedumvl 0151 PUHAHCUPOBAHUSL COUX Ye1ell U yCU/IeHUs1 SIKOHOMUYeCKo20 pocma. [as1
Hawell cMmpaHbl 0YeHb 8ANCHO onpedeaumsb ONMUMA/AbHLIU YPo8eHb 3a001HCEHHOCMU, KOMOpbIli Modxcem
8bldepicams IKOHOMUKA. Bom nouemy gHewHull dose caedyem 3aK/a04ams 8 Cmpo2oM coomeemcmauu ¢
nompe6HOCMAMU IKOHOMUKU, A 3aeMHble Kpedumbl 001%4CHbI YUUMbI8AMsb 803MONCHOCMU UX 803MEUWEHUS,
umobbl u3bexcams Kpusuca JAUK8UOHOCMU UAu nsaamescecnocobHocmu. Lleas amoti cmambvu - damob
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6bicmpblll U Npasu/bHbulll 0630p 3HAYUMOCMU YNpasaeHusi SHeWHUM 00/120M U e20 BAUSHUS Ha
SKoHoMuYecKull pocm cmpanbl. B npoyecce uccaedosanus ucnoib3osanacs dedykyust, 0CHOBAHHAS HA 06wjetl
meopemuyeckoll UHgopmMayuu o cmpykmype, ynpas/ieHul, oyeHke eHewHe20 0012a U 3a00/1%CeHHOCMU,
noumuKe 3KOHOMUYECKO20 BAUSIHUSL, 4 3ameM nepexod K NpakmuyeckoMy aHaAu3y € UCNO/b308aHUEM
KOHKpemHblx nokazameetl.

Knawueevie caoea: sanoeoli eHewHull 002, 841080l 6HYMpeHHUl npodykm, UYeHosas
CcMabubHOCMy, UHPAAYUOHHOE as.1eHUe, UHOCMPAHHAS 8A0MA, SKOHOMUYECKUU KPU3UC.

INTRODUCTION. Excessive external debt has been a big problem for both developing and developed
countries during the years. Developing countries face this problem more often as they need to borrow to
finance their objectives and strengthen the economic growth. However, these borrowings have to be strictly
managed and must be allocated properly for productive expenditures in accordance to their repayment
ability. Though the debt is useful to supplement the capital, it must be managed and controlled very carefully,
proper strategies have to be adopted for enforcing repayment ability of the country. High level of external
debt has a negative impact on the economy in terms of heavy debt servicing and decreased development
expenditures, essential in carrying the growth process. However, less funds for investing in the economy and
an increase in tax regime for repayment, disturbs the economic growth as it constraints the productive
investment, leading to a narrow debt repayment ability of the country. It has a negative impact on the foreign
and national investment, and development objectives of the country.

The economic growth is one of the aspirations of all economies, as it leads to a rise in per capita
income, to raising the standards of living of the population, to the overall development of the national
economy, and, finally, to the economic progress.

A developing country in the transition from the centralized to the market economy cannot build a
solid democracy, based on a competitive economy and a modernized economic and social infrastructure
system, rather than by calling for funding external debt generating unit. Considered to be at the heart of the
development of the capitalist economies, the credit is widely used at macroeconomic level. Both developed
and developing countries resort to domestic or foreign credits because they offer them the opportunity to
spend now and pay in a future period when the investment starts to make a profit.

I. The impact of the external debt on the national economy

External debt as a policy to promote economic growth creates serious debates between economists
and the policy makers. The main issue is whether or not external borrowing leads to economic growth
in debtor countries or affect it negatively. This issue results in two main perspectives for explaining the
relationship between external debt and economic growth.

On the one hand, the neoclassical growth models support that there is a positive relationship between
external debt and economic growth. They consider that external debt is one source for financing capital
formation, and if financing capital formation through borrowing, it could promote the economic growth.

On the other hand, Krugman contradicts this view and tells that the external debt is one of the barriers
that prevent the economic growth. Kalonji explained that excessive external debt is a cause of poverty in the
debtors’ countries [4, KRUGMAN, P., 1988].

This ideology shows us that a country should borrow from abroad as long as the capital is not
sufficient and it will produce a rate of return that is higher than the cost of the borrowing. In this way,
developing countries with an inadequate capital will keep borrowing to fill the national savings and
investment. They will borrow at a rate that depends on the relation among foreign and national savings,
investment and economic growth so in that way, the borrowing countries will increase their output with the
help of foreign savings. This procedure will be effective only if the borrowing will be managed efficiently
and the rate of return will be higher than the cost of borrowing.

Economic theories suggest that reasonable levels of external debt lead to an economic growth.
Countries at early stages of development have small levels of capital and stocks and need the investments
with less interest rate lower than in developed countries. As they use the borrowed funds adequately for
productive purposes and do not suffer from macroeconomic instability, policies that twist the economic
incentives, these funds will help the economy and lead to an economic growth and will allow for timely debt
repayments [10, PATILLO, C., RICCI, L., 2002]. These theories are also proved in more realistic predictions
that countries may not be able to borrow freely because of the risk of debt repudiation.
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The most common question for economist and policy makers is: Why do excessive debt leads to a
lower economic growth? Well, the best known answer to this question comes from “debt overhang” theories,
which show us that most likely, the debt will be higher than the country’s repayment ability, and expected
debt service costs will discourage further domestic and foreign investments, and will harm the economic
growth. Potential investors will fear to invest as they will consider that if a country produces more, it will be
taxed by creditors to service the external debt, and thus they will be willing less to incur costs today for the
sake of increased output in the future. This argument claims that large debt stocks lead to a lower probability
of debt repayment.

Although the debt overhang models don’t show the effects on growth in particular, but it shows quiet
certain that large debt stocks lower growth partly by reducing investments. Moreover, the incentive effects
associated with debt stocks tend to reduce the benefits to be expected from policy reforms that would
strengthen efficiency and growth, such as trade liberalization and fiscal adjustment. The government will be
less likely to support current costs if it notices that the future benefit in terms of higher output will grow
partly to foreign lenders.

Thereby, some calculations show us that, at a reasonable level of debt. Further borrowing would be
expected to have a positive effect on economic growth. Others claim that large accumulated debt stocks may
be a barrier to growth. Both these considerations combined together imply that debt is likely to have a
neutral effect on growth.

Although the “over hang” theory cannot provide an implicit overview of external debt impact over
economic growth, we can analyze the Debt “Laffer Curve” (see fig. 1). As the peak of the Debt “Laffer Curve”
shows us the point at which rising debt stocks begin acting as tax on investment or other activities upfront
costs in exchange for future investments, the peak also can be the point at which the debt begins to have a
negative marginal impact on growth.

The external debt is in a tight relationship with the economic growth. To prove this, we will use several
analyses of various debt indicators that take into account the fact that a significant part of the external debt
is narrowed at an interest rate below the market rate. It is important because most studies considered debt
ratios, such as exports to GDP in nominal terms, meaning that the actual amount they will repay in the future
is less than the face value of the debt. To particularly analyze the debt overhang effect with the help of the
debt indicators, it is also included the ratio of debt service to exports to control for any displacement effects
arising from resources spent on debt service instead of investment or growth strengthening of domestic
spending. The debt has indeed an inverted U curve with the growth. When countries open up to foreign
markets and start borrowing, the effect on growth is likely to be positive from start. As debt ratio increases,
eventually additional debt arises which slows the growth even though the overall debt level continues to
provide a positive contribution towards growth. Thus, the peak can be considered as the maximum level of

debt. Afterwards the debt goes below zero and creates a negative effect towards growth (see fig. 1).
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Figure 1. Debt Thresholds
Source: Made by authors in base of [10, PATILLO, C, RICCI, L., 2002].
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By analyzing the fig. 1, we can notice two critical points. The one where we can identify that at the
point B, the overall contribution of debt toward growth becomes negative at 160-170 percent of exports and
35-40 percent of GDP. The marginal impact becomes negative at about half of these levels. In particular, it is
interesting to denote that countries which benefit from concessional lending are those already which have
excessive indebtedness.

The ratio of External debt to GDP is a structural factor influenced by different indicators: the size of
the country, the level of economic development and level of economic and financial integration. Countries
that are less developed and didn’t participate in the globalization or in integration programs have the lowest
levels of this indicator. Usually, the critical value of this indicator is at 80%. With the help of this indicator,
we can classify the countries in three different categories approved by the World Bank [2, 2000]:

» less indebted countries - TED/GDP < 48%;

» moderately indebted countries - 48% < TED/GDP < 80%;

> highly indebted countries - TED/GDP 2 80%.

For this indicator is very important the marginal rate of debt growth in relation to the rate of growth
of Gross Domestic Product. For timely servicing of external debt economic growth rate should be higher than
the growth rate of external debt in the current year.

If the economy grows slowly, the government will have to implement some serious adjustments.
Whether this really leads to inflation, this depends very much on the monetary policy response. As much as
the central bank will maintain the price stability as an objective, any increase of the borrowing will require
fiscal adjustments. The relationship between the fiscal and monetary policy is very strongly bounded. This
bond describes the relationship explains the long term interest burden and the primary surplus that has to
be gathered if the real interest rate is higher than the real economic growth rate. Differently, solvency would
always be present. To remove the sovereign default, the interest problem has to be covered by government
surpluses gathered in the future. Any increases in the debt ratio, for example an increase in the ratio of the
interest rate to the economic growth, will require adjustments, either in the form of higher taxes or reducing
the total spending of the country.

The external debt has also an impact on the central banks. If the external debt will grow constantly,
the central bank will have to increase the monetary supplies, the monetary base and the level of total
reserves also in a relationship with a constant increase of the inflation rate. This process will lead to an
increase in revenue from non-interest bearing money creation. Such a shift in policy will be inevitable in the
future is enough to lead to an increase in the price level. The real gains from an increase in the inflation rate
are rather limited: Revenues generated from non-interest bearing money creation has only a small part from
the total revenues of the country. In addition to the idea provided above, an increase in the price level will
also decrease the demand for the central bank money.

The price stability can have a significant impact on the economy in the long run. As long as the
participants count on price stability, the nominal and real interest rate will also remain low, even if the
inflation is quiet high, it will make the external debt manageable for the government. However, high inflation
is expected to persist and nominal interest rates will rise sharply because the financial market asks a
premium on the risk of asset devaluation through inflation, the high real interest burden can lead to solvency
jeopardy. The pressure of the monetary shift to an inflationary policy mounts will lead to an increase in the
government’s debt ratio.

An inflow of the capital, regardless of where it comes from, will have one or more of the
following effects:!

» Increasing of the level of foreign investment;

» Increasing of the capacity of obtaining the foreign currency by the respective country, meaning the
increasing of the exports or reducing of the imports by means of appropriate investments;

» Incorporation into the investments that do not directly increase the ability to obtain currency
(example: in construction);

1Bacescu-Carbunariu Angelica; Condruz-Bdcescu Monica, Dependenta riscului de tard fata de nivelul
datoriei externe, Revista Romdna de Statistica, Nr.10/ 2012
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» Financing of the speculative activities such as property and stock (including imported stocks);

» Offsetting of the private capital outflows due to the political fears or monetary speculation;

» Increasing for the government, of the opportunities to avoid the major economic policy
transformations such as reducing domestic demand, liberalizing domestic capital markets, encouraging
domestic savings or reducing budget deficits;

» Supporting of the consumer spending for medium-sized classes, which are more demanding for
imported goods;

» Creating of the sources for military spending;

» Provision of the project or of the other highly profitable businesses that are legally or otherwise
intended for government supporters.

To alesser extent, in most of the countries, we observe a combination of the presented effects. Extreme
care should be taken in structuring of the external debt, whether it be its maturity, the currency of the loan
or the interest rate. A wrong structure of the external debt is perhaps the most important factor in triggering
or accentuation of an economic crisis.

II. The external debt: a generator of economic crisis or economic solution in the Republic
Moldova

The Republic of Moldova, as well as other states, call to the foreign loans when domestic savings are
insufficient to finance the national consumption and investment. External credits allow the imports to
exceed the exports, leading to budget deficit financing and thus delaying important investment projects.

External credits contribute to the acceleration of economic growth, but it is not to be neglected that
the country must repay the contracted loans and the related interest.

It is very important for our country to determine the optimal level of indebtedness that the economy
can bear. That is why the external debt should be contracted in strict accordance with the needs of the
economy, and borrowed loans should consider its reimbursement capacities to avoid the liquidity or
solvency crisis.

The external debt of the Republic of Moldova registered an upward trend during the analyzed period,
namely an increase from 6 463,89 million USD in 2014 to 7 464,65 million USD in 2018 (see fig. 2).
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Figure 2. Gross external debt in dynamics, in million USD and %
Source: In base of data retrieved from www.bnm.org
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The gross external debt of the Republic of Moldova consisted 65,2 % of the total GDP at
the end of 2018, compared with the ratio of 72,1% in the previous year. If analyzing the evolution of
the external debt of the Rep. Moldova, we observe that it started to increase since 2006 followed by a
sharp drop in 2008, afterwards rocketed up the next year to 78.82% from the total GDP [3, IORDACH],
V., CIOBU, S., 2019]. The rate remained practically constant during the years. The highest rate of
external debt towards GDP we can notice at the end of 2015, 78,4 % of the total GDP which is high
rate, and as discussed above, we can firmly say that Moldova is a highly indebted country.

The external debt of the Republic of Moldova cannot be considered huge that will lead to
an economic crisis. Still, it is above the external debt sustainability level and it can be carefully
managed in order to avoid unpleasant economic situations and also budgetary deficits.

To service the external state debt in 2017, the amount of 91,1 million USD (which is the
equivalent of 1687,6 million lei) was spent, or with 21,5 million USD (+31,0%) more than in 2016 (see
table 1). Of the total amount of the expenses destined to service the external state debt, 71,7 million
USD (the equivalent of 1329,7 million Lei) constitutes the reimbursement of the principal amounts
and 19,4 million USD (the equivalent of 357.9 million lei) - the service of external state debt, which
includes the payment of interest and related commissions. Compared to 2016, the servicing of the
external state debt registered an increase both at the repayment of the principal (+ 16,4 million USD/
+29,7%) and at the payment of the related interests (+ 5,1 million USD / + 35,9%) [5, 2018].

Table 1
Evolution of expenditures for servicing the external state debt in 2015-2017, mil. Lei

1 2 3 4 5=4-3
Serv1c1ng.the external state debt, 974,0 1392,0 1687,6 295,6
out of which:
Repayment of principal amount 724,3 1107,3 1329,7 222,4
Payment of interest and 249,7 284,6 357,9 73,3
commissions
State debt service growth rate,% +76,3 +67,5 +10,4 X
GDP growth rate, % +9,4 +10,5 +11,1 X
State budget expenditures growth 12,6 +73 +9,9 <
rate, %

Source: Decision nr. 25 from 28.05.2018 on the Report on management performance audit of the public
sector debt in 2017 [online]. Available on:
http://lex.justice.md/index.php?action=view&view=doc&lang=1&id=376291.

The summary of the expenditures intended for servicing the external state debt in the years
2015-2017 is presented in table 2.
Table 2

Service of the external state debt in 2015-2017

2017 91,1 1687,6 71,7 1329,7 19,4 3579
2016 69,6 1392,0 55,3 1107,3 14,3 284,6
2015 51,8 974,0 38,5 724,3 13,3 249,7

Source: Decision nr. 25 from 28.05.2018 on the Report on management performance audit of the public
sector debt in 2017 [online]. Available on:
http://lex.justice.md/index.php?action=view&view=doc&lang=1&id=376291.

The increase of the expenses for servicing the external state debt is caused by the increase of
the payments destined for the repayment of the principal amount, as well as by the beginning of the
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repayment of the loan (tranche 3) granted by the IMF to support the budget in 2010 (76,2 million
Lei), of the loan (tranche 1) granted by Romania in 2015 (158,0 million lei) and the loan (tranche
3) granted by the EIB for the implementation of the project "European Roads" (11,2 million lei).

When developing countries pay their interest rates and maturity rates on contracted
loans, they often sacrifice the development of the education or health systems, economic
growth and raising the standard of living of citizens. It is essential for the borrowing country
that contracted and used external loans contribute to the development and modernization of the
economy and investment in infrastructure and not to increase of consumption.

The financial resources should flow from the developed countries to the developing ones, but
it is more and more obvious that this flow has been reversed due to the increasing amounts due to
the repayments of credits contracted in the previous periods. This makes it difficult for developing
countries to show upward growth trends and reduce the poverty.

The foreign loans allow the Republic of Moldova's economy to invest and consume beyond its
domestic capacity, and allow the capital formation to be funded from both internal resources and
resource-attracting by countries with the surplus of the capital. The external lending can lead to a
faster economic growth, allowing more substantial investment to be funded, and mobilizing the
resources available to the country, while giving it a more reserved, prudent and even more efficient
use. They do not contribute to boosting of the economic growth as they are used to fund non-
productive activities or to counterbalance of the excessive capital exports. In this case, these loans
could even exacerbate the pressures on budgetary and balance-of-payments operations.

The idea that should govern the realistic appreciation of the external debt of the Republic of
Moldova is, as with other economic processes, the reporting of the external debt costs to the
advantages resulting from the foreign capital use or, in other words, the reporting of difficulties
arising from the external debt service to the consolidation of the market economy.

A country's external indebtedness is a natural transaction that confers on domestic or foreign
economic agents the realization of mutually beneficial inter-temporal arbitrages that a closed
economy cannot offer. Although they are natural and add to the efficiency of the economic system,
however, the capital flows can lead to a crisis of indebtedness, considering that they create
problems on the one hand and solve them on another hand.

We believe that not the existence of the external debt is a problem for the economy of the
Republic of Moldova, but its size, currency structure and the interest rates; if the contracted debts
record very high levels, their costs can become extremely high, both economically and
socially, culminating in the outbreak of a foreign debt crisis.

Moldova’s risk of debt distress remains low, in the line of year 2017. All external indicators
for public debt remain well below the debt threshold under the baseline, standard bound tests, and
alternative scenarios. Although, as Moldova is most sensible to exchange rates depreciation, and as
there was a sudden increase in other debt creating flows, Moldova’s general public debt dynamics
are projected to remain on a normal path under the baseline scenarios and also under the threshold.
Nonetheless, Moldova needs careful and firm fiscal policy, and has to implement and improve its
structural reforms to ensure the debt sustainability. Because of that Moldova is sensible to
exogenous developments, and banking crisis, debt sustainability is strictly based on sound
macroeconomic management and continuing progress on institutional and structural issues that
would help to open the economy’s growth ability and reduce its vulnerability to shocks. In addition,
the limited development of domestic debt market poses financial risk, considering the country’s
necessity to development and significant dependence on foreign aid in the form of grants and
concessional loans. The country has to implement several policies and put some effort to lengthen
the average maturity of the domestic debt and sink the secondary market.

In the medium term the tendency of covering the state budget balance (deficit)
predominantly from external sources prevails. This development reveals the considerable
dependence of the Republic of Moldova on external creditors and, implicitly, the financial and
structural conditions for accessing foreign funds.

In the period 2018-2020 it is estimated that the Government will benefit from foreign state
borrowing, which will be directed, on average, to 22,9% for the budget support, and for the
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financing of the investment projects - of about 77,1%. At the same time, foreign state loans will be
granted almost entirely by multilateral institutions during this period. The medium-term structure
of external financing by category of instruments is presented in table 3.

Table 3
External financing during the years 2018-2020, according to the baseline scenario
Indicators U/M 2018 2019 2020

External debt financing including: % from GDP 4.8% 4.6% 3.3%
Loans flrom multilateral creditors at % from total 1.8% 1.5% 1.4%
concessional terms
Loar}s from .multllateral creditors at % from total 38.3% 38.4% 32.8%
semi concessional terms
Loa.ns erm multilateral lenders with % from total 5999 60.1% 65.8%
variable interest rate
L:oans. from bilateral creditors with % from total 0.1% 0.0% 0.0%
fixed interest rate

Source: Elaborated by author based on Interactive Database of Government of Moldova [online].
Available on: http://lex.justice.md/UserFiles/File/2018/mo7-17md/program_1148.docx.

The structure of creditors of forecasted sources of external financing reveals the most

important creditors for the period 2018-2020, as follows:

European Investment Bank - 30,6%;

World Bank Group - 28,9%;

European Bank for Reconstruction and Development - 23,3%;
European Commission - 5,6%;

Council of Europe Development Bank - 5,6%);

International Monetary Fund - 4,3%;

International Fund for Agricultural Development - 1,6%);
Government of Poland - 0,02%.

From the previous years, taking into account the constraints imposed by the local financial
market, the Ministry of Finance intends to initiate a transition process, which will start with the
implementation of the S1 with medium-term orientation towards: the possibility of extending the
financing from the creditors bilateral agreements in order to reduce the impact of reducing external
financing on concessional and semi-concessional terms; developing new instruments to be issued
on the domestic market, focusing on expanding their maturity and analyzing the possibility of
issuance of state securities on international markets, thus increasing the attractiveness of the SS
local market but taking into account the implications of the exchange rate in this respect.

At the same time, the Ministry of Finance will continue to maintain a flexible approach to the
process of financing the state budget deficit (deficit) on the local market, in order to ensure the
predictability and transparency of the state securities offer, in order to be able to react promptly to
possible changes in the market trends and investor behavior [8, 2017].

There are other risks which can significantly influence the economy of the country and also
affect negatively the external debt of the country. Here we can list some potential risks that can
arise in the long run in the development process of the country:

» uncertainty about disbursements from official creditors, taking into account the
country's dependence on external development partners;

» failure to implement the originally planned deficit target in the budget;

» global uncertainty about the influence of the monetary policy conduct of the main central
banks of the world (the ECB and the Fed) and the consequences of the referendum in the UK;

» increase of the inflation rate and tightening of the monetary policy of the National Bank
of Moldova;

» depreciation of the official currency exchange rate of the national currency relative to the
main currencies in which the external debt is denominated;

VVVVVYVYVYY

No.2 /2019


http://lex.justice.md/UserFiles/File/2018/mo7-17md/program_1148.docx

40 Theoretical and scientifical journal

» political instability and unpredictability of political decisions;

» diminishing national and international credibility for SS investors;

» operational risk, and other risks that can arise during the years.

All the above mentioned risks can have a negative influence on the national economy of the
Republic of Moldova. These risks can lead to major problems in the country, for example the failure
to implement the deficit objectives planned from the start can lead to additional unplanned costs
and also will lead to external debt growth. The country will have to find other sources in order to
cover the deficit gap. In order to avoid such situations or to deal correctly with this risk, the country
has to improve the fiscal policy and to analyze it in correlation with the external debt of the country.
Inefficient fiscal policies can make it difficult to achieve the planned objectives for the upcoming
year and also will cause additional expenses in order to cover the debts. The government has to
make a strict relationship between the external debt and the correct administration of the
government’s liquid assets.

In order to deal with the problem of official exchange rate depreciation in relation with the
main currencies in which the external debt is denominated, the government has to increase the
share of net financing in national currency, which would facilitate the reduction of foreign exchange
exposure, while taking into account the absorption capacity of the domestic market and, in general,
the demand for debt instruments, expressed in MDL. The government has also to apply provisions
to the estimate of the government debt balance and its service costs in the event of significant
fluctuations in the official currency of the domestic currency.

Republic of Moldova has to make big changes in the external debt management in order to at
least maintain the external debt and not to make it grow higher and to be ready to deal with
potential risks that can arise during the time. If the diminishing national and international
credibility for SS investors will arise, it will cause huge troubles for the country. First of all, it will
lead to a decrease in the SS because the investors will lose their desire to invest. In such a way, the
country will not be able to finance its project and also to cover its deficit gap from the existent
sources of funding from the local market. It will have a huge impact on the economic growth of the
country and it will also lead to an increase in the public debt of the country.

CONCLUSIONS. As the external debt of the Republic of Moldova cannot be considered huge
that will lead to an economic crisis. Still, it is above the external debt sustainability level and it
should be carefully managed in order to avoid unpleasant economic situations and budgetary
deficits. The country has to analyze carefully its investment portfolio for the planned projects and
also to compact the projects by giving priority to the most important projects for the national
economy. It will help the government to repay the existing debts from their revenues. Also the
government has to improve their SS securities market, the primary and the secondary market in
order to diversify the potential sources of finance. The government can transform the local financial
market into a stable source of funding for budgeting and also it can diversify the domestic debt
instruments and increasing their attractiveness. It is not necessary only to issue the securities only
on the local market, but to have positive results, the government has to analyze the opportunity and
take the necessary actions to enter the international financial markets by issuing bonds in foreign
currency. The government has to supervise regularly the sustainability indicators of the state debt
so that their dynamics will be within acceptable limits in the medium term and also to analyze the
financial conditions of the newly borrowed external loans, the most optimal variant in terms of
maturity of the loan and interest rate at the negotiation stage, for each individual loan.
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