Millennium Challenge Account
COMPACT Assistance Program

Chisinau, June 26t 2007



Millennium Challenge Corporation

= Founded by US Government in 2004 as independent governmental
corporation

= Global task: Poverty Reduction through Economic Growth

= Offers grants to eligible countries in the framework of COMPACT
programs

= 25 countries are eligible for COMPACT assistance at the moment

= Programs are developed by eligible countries and target the
elimination of binding barriers to economic growth

= Program implementation — up to 5 years
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- Cooperation within the Threshold Program:

1.

Selection of Moldova as participant at the Threshold Program — November 8t
2005

Signing of Threshold Program agreement between Moldova and Millennium
Challenge Corporation — December 15t 2006

= Cooperation within the full COMPACT Program:

1.

Accepting Moldova as a country eligible for COMPACT assistance — November 8th
2006

Visit of Millennium Challenge Corporation team in Moldova — January 2007

Establishment of National Monitoring Committee and desi%nation of National
Coordinator — Government Decision Nr. 413 from April 17t 2007

Development of Constraints and Sector Analysis: April 20t-June 20t 2007
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Philosophy and Principles ot
Corporation Financmg

= Economic growth is key instrument in reducing poverty

= Amount of financing is determined basing on the economic quality
of proposed programs and expected economic outcome

= Global impact on country’s income level and Economic Return Rate
of investments are main success indicators of proposed programs

= Concentration on a small number (2-3) of large programs targeting
at complete alleviation of certain obstacles to economic growth
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Main Condition for Acceptance of Mol
Proposal by the Corporation
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= Successful implementation of the Threshold Program

= |mprovement or maintenance of country’s evaluation indicators
In following areas (as recorded in November 2006):

= Good governance and fighting corruption
= Investment in people

= Economic freedom

= Management of natural resources

= Evaluation indicators are monitored by third party organizations
and reported to the Corporation
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eveiopment of the COMPACT
— Tasks for Moldova
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Develop the Constraints Analysis with purpose to identify binding
constraints to economic growth

Develop the Sector Analysis with purpose to evaluate situation and
perspectives of most promising sectors and sub-sectors of the national
economy

Organize the Consultative Process targeting the information
dissemination and capturing the opinions and necessities of civil society

Identify the components of the future COMPACT program, develop
economic analysis and feasibility studies, argument the proposals

Submit the country proposal to the Millennium Challenge Corporation
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Activities of Corporation

Millennium Challenge Corporation carefully checks the quality and
content of country’s work

The Corporation independently estimates the expected economic
outcome (Economic Return Rate), social and environment
risks, alternative solutions

Corporation checks the quality of the public consultation process

If the COMPACT proposal corresponds to quality requirements, it
IS negotiated and agreed between the Government of Moldova
and Millennium Challenge Corporation

Necessary finances are reserved in a special fund
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m Development of proposal after duly completion of Constraints and Sector
Analysis

m Establishment of specific and clear tasks and beneficiaries for each stage of
proposal implementation

m Proof of inclusive economic growth stemming from program
implementation, with measurable impact indicators

m Coordination of activities with other donors and synergy of efforts

m Transparency and public coverage of all activities during the proposal
development
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COMPACT Proposal Development
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Global task — identify main reasons of low economic
performance of the country

Stages:

m  Accumulation and generalization of available reports and knowledge on the
causes of low rate of country’s economic growth

m Formulation of a large set of problems and deficiencies faced by the country
in its development

m Conducting own economic research and testing of preliminary results

m ldentification of a restricted number (1-3) of BINDING constraints to the
economic growth



Work Agenda

o Stage 1: development of Constraints and Sector Analysis
(completed)

m  Stage 2: consultation of opinions and visions of civil society
concerning identified constraints and potential components of the
future COMPACT proposal

o Stage 3: development of the COMPACT proposal:

1.
2.
3.

Identification of program’s components and beneficiaries
Development of Evaluation and Monitoring Plan

Development of necessary economic analysis, feasibility studies and cost-
benefit analysis for program components

Estimation of financing requirements
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Analysis
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Areas where obstacles to
economic growth have

been identified:
1. Macroeconomic risks

2. Access to finance

3. Innovations

4. Infrastructure

5. Investment climate
6. Human capital

Natural endowment

Areas where BINDING
constraints have been
identified:

Infrastructure

Macroeconomic risks (inflation and
vulnerability to external shocks)

Investment climate (authorization
of activities, rigidity of labor and
lack of trust in justice)
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Institutional Arrangements and Consultative
e — Process |

Analysis Team Representatives of public administration,

members of civil society, specialized researchers
and academia, private sector and its associative
structures

: ( . . h Consultative proces in the framework

i National Coordinator of COMPACT development

A a Stage I — consultations during Constraints

; - N and Sector Analysis development (May-

| National Monitoring June)

Committee Stage II — explaining the COMPACT

i % ~ process, presenting the Constraints i
| A Analysis results, collecting information !
! COMPACT Proposal - <:> < needed for identification of COMPACT >
! Development Team components (end of June-July) !
| \ Y !
! A 4 Stage T - presentation and
i argumentation of selected potential
i COMPACT proposals, collection of i
i necessary technical details. (Octoberj
| A .,  November) :
i * Facilitating <:> i@ iIE iﬁﬁ i
- ->: . ae .

; v v : Organization :

Constraints NDP Team Key Actors

_______________________________________________________________________________________________________________________________________
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Media Coverage of Activities

Channels and Instruments for better media coverage of
COMPACT development process:

m  Web site, reflecting activities in the framework of COMPACT development
and offering possibilities to express views and opinions

m Mass media (radio, TV, press)
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Conditions for Attaining Success

m Fulfillment of the preconditions and following of the principles and
philosophy behind the Corporation financing

m Presentation of a proposal of sound financial, technical and social
guality

m Proof of sound economic growth as result of COMPACT
Implementation, with specific measurable indicators

m Assurance of clear and transparent COMPACT proposal development
and implementation

m Cooperation with other donors and effort coordination during the
proposal development and implementation

m Continuous consultations during the proposal development and
Implementation
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Information and Contacts

Useful information:

Millennium Challenge Corporation website:

WWW.mMcc.gov

COMPACT program site in Moldova:

WWW.Mmca.gov.md

Contacts:

Zinaida Greceanii, National Coordinator: greceanz@gov.md, telephone: 250-141

Valentina Badrajan, COMPACT Development Team Leader: valentina.badrajan@gov.md,
telephone: 250-204

Valentin Bozu, Economist Leader: valentin.bozu@gov.md, telephone: 250-460
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Annex 1 Stages of COMPACT Devel opme

Country

Proposal Development

and Program Design

f——— COMPACT DEVELOPIMENT

Proposal
Eligible Submission

Due Diligence
and Program
Refinement

Compact
Signing Force

]

Mobilization and

Start Up

Entry into

In-country
Implementation

COMPACT iMPLEMENTATION

i.  Designate MCC Paint of
Contact and establish a Core

Country Team

i. Conduct Economic
Constraints Analysis

iii. Begin Consultative Process

iv. Based on ii. and iii., identify
possible compact
components to propose

v. ldentify Beneficiaries for
each project/program

vi. Develop preliminary monitor-
ing and evaluation plan

vii. Conduct preliminary
feasibility studies

viii. Economic analytics (financial
and opportunity cost-benefit
and ERR)

ix. 609 g funding as needed

% Country submits compact
proposal

MCC submits Opportunity
Memo to begin due diligence
i. MCC conducts due dili-
gence:
+ Economic impacts
+ Environmental and
social risk
+ Alternative solutions
+ Proposal development
process
iii. Implementation Planning
+ Procurement process
+ Accountable entity
+ Banking/ funding
# Strengthen monitoring
and evaluation plan
v. U3 congressional notifica-
tion and briefing
v. Final Compact Negotiations
(MCC and Country)
MCC submits Investment
Memao to Board for
Compact Approval
vii. MCC notifies Congress

Vi

vi.

vil.
vili

Finalization of legal
documents

Compact signing

i. Staffing up Accountable

Entity

Negotiation of Audit and |

Marking procedures

Entry into Force
of the Compact

Collect baseline data
for monitoring and
evaluation plans

Initial disbursement

. Secure fiscal agent,

procurement agent, and
contractors

Compact’s provisions in full
force and effect in the coun-

try
Quarterly Progress Reports

Procurement Performance
Reports

Financial Reports
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