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Country diagnostics are a European Bank for Reconstruction and Development (EBRD) tool for identifying the main
obstacles to entrepreneurship and private-sector development and shaping the Bank’s strategic priorities and
project selection in new country strategies. Each diagnostic informs the EBRD’s policy engagement with the
authorities inthe country.

Each diagnostic assesses the progress and challenges of developing a sustainable market economy in the country
in question. Private-sector development and entrepreneurship are at the heart of the Bank’s mandatein the regions
where the Bank operates, but the private sectorin all EBRD economies faces a range of problems and obstacles. The
diagnostic highlights the key challenges facing private companies and shows where each country stands vis-a-visits
peersin terms of six qualities of transition - competitive, well governed, resilient, integrated, green and inclusive -
pointing outthe main deficiencies and gapsin each.

The diagnostics draw on a range of methodologies and best practices for assessing the size of different obstacles.
Extensive use is made of in-house expertiseacross the EBRD, along with surveys such as the Business Environmentand
Enterprise Performance Survey (BEEPS) and the Life in Transition Survey (LiTS), as well as other cross-country surveys
and reports from institutions such as the World Bank, World Economic Forumand Organisationfor Economic Co-
operation and Development (OECD). Forsome larger countries, the diagnostics also draw on specially commissioned
studies of selected issues that are critical to private-sector developmentin that country.

The diagnostics are led by the EBRD’s Country Economics, Strategyand Policy team, drawing substantiallyon the
expertise of sector, governance and political experts in the Policy, Strategy and Delivery department (PSD) and consulting
widely with relevant experts across the EBRD when preparingthe final product. The diagnostics are shared with the
EBRD Board duringthe Country Strategy process and published duringthe public consultation period.

The views expressed in the diagnostic papers are those of the authors only and not of the EBRD.

For more information, go to: https://www.ebrd.com/publications/country-diagnostics
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Executive summary

Moldova is a small economy and its real income per capita lags that of other countries in the region. The economy’s
catch-up potential is constrained by serious structural weaknesses. Weak governance, poor public servicesand an
unstable business environment have had a negative effect on investment and have contributedto large-scale
emigration, mostly of young people.

The current government has embarked on an ambitious reform programme, but this has been disrupted by the
challenges posed bythe war on Ukraine. Amajor influx of Ukrainian refugees has put additional stress on the fragile
economyand the country’s weak institutional capacity. The authorities are addressing the immediate needs of the
refugee population, although the magnitude of the crisis has put huge strain onthe country’s resources and
infrastructure. Existing gaps in the provision of public services are compoundingthe challenge of hostingand integrating
the refugees. In addition to these directimplications of the war, Moldova’s macroeconomic figures worsened significantly
in 2022. Inflation averaged closeto 30 per cent, public deficits increased and gross domestic product (GDP) growth
stalled.

Moldova’s economic competitiveness is held back by its small market size and the strong presence of state-owned
enterprises (SOEs), many of which receive significant state subsidies. Insufficient openness to trade and investment has
ledto weak exportintensityand limited corporate capacityto innovate and generatevalue added. From a competitive
standpoint, institutions and regulations are mostlyaligned with European Union(EU) standards, but institutional capacity
and enforcement lag.

Critical governance and institutional reforms are long overdue. The current rule-of-law and anti-corruption frameworks
are ineffective and there are serious concernsabout transparency and corruption in SOEs and the widereconomy.
Improvingthe quality of the judicial system is vital to enacting wider governance reforms.

Moldova’s (pre-war) access to affordableimported gas has slowed climate change awareness and reduced incentives to
introduce renewables to the energy mix and implement energy efficiency measures in industry and in publicand
residential buildings. The energy intensity of the economy is significantly higherthan the EU average. A new regulatory
framework for green investments has been delayed and investors are still waiting for the firstauction to be held. Air
pollution, waste and waste-water management servicesremain serious challenges. Meetingthe enhanced targets of the
country’s updated nationally determined contribution (NDC) and strengthening climate resilience will require significant
international financial support.

Moldova faces a number of serious inclusion issues, which constrain equality of opportunity. Gender bias is formally low
but, in practice, women still are subject to discrimination and negative stereotypingin public life. Access to broadband
and computers varies widely by region and gender. Labour-market participation is well below regional standards and
those with disabilities face particular hurdles in findingemployment.

Both financial stability and energy security are vulnerable to adverse shocks. The country’s financial resilience has been
adversely affected by legal proceedings against banks over legacy issues, as well as the vulnerabilities of the fast-

growing non-bank financial sector, which requires closer supervision. With a low credit penetration rate and
underdeveloped financial market, there is a lack of financing opportunities, especially for micro, small and medium-sized
enterprises (MSMESs). Energy security is at risk because of the high concentration of the energy mix in a single energy
source and single supplier, as well as the weak degree of energy-sector connectivity, which limits the possibilities for
diversification and security of supply.

Moldova’s international integration is impeded by its poor physical infrastructure and an unusually low ratio of trade to
GDP. Good digital connectivity, however, offers an opportunity for betterintegration into the global digital economyand a
move to higher-value-added sectors. Free trade zones have had some success in attracting export-oriented foreign direct
investment (FDI), but with limited spill-over effects on other sectors of the economy.
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1. Political and economic overview

1. Political economy

Moldova’s reformagenda has been drivenbythe country’s
commitment to European integration, underpinned byan
Association Agreement withthe EU, including a Deep and
ComprehensiveFree Trade Area (DCFTA), which was
signedin 2014 andfullyentered intoforce in July2016. In
a furtherand potentially transformative step, in March
2022, Moldova submitted a formal application for EU
membership.InJune 2022, the EU formally recognised the
country’s European perspective and granted candidate
status to Moldova (and Ukraine). This historic decisionis a
powerful reform incentive, and tangible progress on EU
approximation couldhelp strengthen Moldova’s political
stability.

The Moldovan presidentialelections in November 2020 and
early parliamentary electionsin July 2021 resulted in
sweeping political change, bringingto power a pro-
European president, parliamentand government. This
clearlyaligned Moldova with a pathwayto reformforthe
firsttime in its recent history. Moldovais a parliamentary
republic. With the next parliamentary elections not due until
2025, the country hasa chanceto implement meaningful
reform and break the cycle of frequent political instability,
dysfunctional governance and economicstagnation.

Buildingon its broad popular mandate, the new
government has committedto ambitious reforms:
fighting corruption and cleaning up the justice system;
improvingthe quality of governance and the business and
investment climate; and increasing people’s prosperity.
Important steps have been taken, particularly with regard
to combatting corruption and strengtheningthe rule of
law. The pro-reform government benefits from political
goodwill and financial support fromits international
partners.

Butthe government faces many long-standing
vulnerabilities: weak institutions and governance; the
unreformed judicial system, which lacks public trust; the
consequences of a massive fraud in the banking sectorin
2013-14; poor quality of life and high emigration,

especiallyamongthe youth; and persisting divisions in
societyalong ethnic identityand geopolitical lines. The
administrative capacity of the public sector is weak and
the labour market is characterised by skills shortages, with
both factors hindering reform efforts.

Whatis more, Moldova is facing serious new challenges.
In its first months in office, the government had to deal
with a gas supplycrisis. Although the immediate problem
of acute gas shortages was resolved, the energy crisis
remains a major challenge amid unresolved issues and
Moldova’s dependence on Russia as its single source of
gas. Unprecedented energy prices and rising
socioeconomic pressures are erodingthe government’s
popularity, emboldeningthe oppositionand threateningto
disrupt economic reforms.

Russia’s full-scale invasion of neighbouring Ukraine in
February 2022 has dramatically changed Moldova’s
geopolitical environmentand increased risksto the
country’s stabilityand security. The war, the resulting large
influx of Ukrainian refugees and rocketing energy prices
have added to Moldova’s growing economic and social
pressures. The worsened geopolitical landscape has once
again put the spotlight on the risks to Moldova'’s stability
associated with the Transnistrian conflict, whichhas
remained unresolved since 1992.

2. Macroeconomic overview

Moldova is a small economyand real incomes lag those of
othercountries in the region. Faster economic
convergence is constrainedby serious structural
weaknesses. Weak governance, poor public services and
an unstable business environment deter investment and
have caused sizeable emigration. Growth is predominantly
driven by remittances, which fuel private consumption,
while low-value-added products pervade exports.
Problems inthe labour market, including low participation
rates and high emigration, exacerbate macroeconomic
weaknesses.
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Growth performance

Moldova is one of the poorest countries in Europe. The
economy collapsed in the early years of transition, but
stabilised around the turn of the century, and annual
growth averaged 4.4 percent between2001 and 2021
(see Chart 1). The government’s Moldova 2020 strategy
has set an ambitious growth rate of 5.9 percentannually,
to accelerate convergence with average European income
levels.t
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Realincome per capita lags that of other countriesin
the region. GDP per capita in Moldova is low compared
with neighbouring Romania, other Eastern European and
Caucasus (EEC) economies and thoseinthe Western
Balkans (see Chart2).In2021, 24.5 percentof the
population lived in absolute povertyand 9.5 percentin
extreme poverty.2 The poverty rate inrural areas is
approximatelythree times that of urban areas.

1 See Government of Moldova (2020a).
2 Data published by the National Bureau of Statistics of the Republic of Moldova. An
explanation of the setting of povertylines can be found here:

Source: IMF (2022c¢), authors’ calculations.

GDP growth has been volatile (see Chart 3). Moldova has
been buffeted overthe years by internal and external
crises.In 2020, the Covid-19 pandemicledto afallin
global demand, decreased remittances and subdued
domestic consumption, which, combined with a severe
drought, pushed the economy into a deep contraction of
8.3 percent. However, the economy recovered strongly in
2021,by 13.9 percent, driven by double-digit growth in
household consumption, fuelled in turn by robust salary
growth, enhanced social assistance and remittances, and
a revival of export demand from European automotive
value chains. Rising petrol prices and the waron Ukraine
caused GDP to contractin 2022. The growth of
government consumption could not compensate forthe
decline in net exports, private consumption and
investment. The war on Ukraine has affected Moldova
mainly inthe form of a majorinflow of refugees, a sharp
rise in inflation and disruptions to energy supply (see Box
1 for more information).

https://statistica.gov.md/public/files/SeminareConferinte/Seminar26oct2007/N
ot_inf_mas_saraciei_en.pdf.
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Chart 3. Nominal GDP and GDP growth
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Source: IMF (2022c¢).

In recent years, growth has been driven by private
consumption and, to alesser extent, investment.
Moldovan growth dependsmainly on domestic
consumption (seeChart 4). Remittances fromthe large
diaspora are one of the main sources of household
disposable income. Though moneytransfers from abroad
have increased in absolute terms overthe last seven
years, their share of GDP has declined, fallingfrom 17.8
percentin2010to 11.8 percentin2021.The
contribution of investment to growth is more modest,
unsurprising given the low level of FDland persistent
weaknesses in the investment climate.

Chart 4. Contributions to GDP growth
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goods have onlyrisen close to sixfold and exports of
services almost eightfold. As a result, the share of exports
of goods and services in GDP has decreased overthe last
two decades, from 42.6 percentof GDPin 2000 to 30.7
percentin2021,incontrastto developmentsin
comparator countries (see Chart 5).

Chart 5. Exports of goods and services as a share of GDP,
current prices
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Source: National Bureau of Statistics of Moldova, authors’ calculations.

Export performance and FDI

Export growth has been disappointing. Since 2000,
nominal GDP has increased ninefold, while exportsof

Source: IMF (2022a), authors’ calculations.

The EU is Moldova’s main trading partner, accounting
for around two-thirds of exports (up from one-third in
2000).The signing of the Association Agreementin 2014
andthe Deep and Comprehensive Free Trade Area
(DCFTA) in 2016 contributed significantly to this
expansion. In particular, trade with neighbouring Romania
has been gainingin importance and Romania is now
Moldova’s biggest national trading partnerand an
important access pointto the EU market. The share of
exports goingto Russia and other CIS countries decreased
from 58.6 percentin2000to 14.8 percentin 2021 (see
Chart 6). Imports have followed similar patterns and
mainly originate from Russia (14.7 percent), China (11.7
percent), Romania (11.6 percent), Ukraine (9.3 percent)
and other EU countries (32.3 percent).

8 | Moldova diagnostic 2022



Chart 6. Export destinations, in US$ billion
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Low-value-added products dominate exports. Vegetable
products, machineryand mechanical appliances, and
food, beverages (including wine) and tobaccowere the
three main export categories in 2021, followed bytextiles.
Moldova’s keyimports are mineral products, machinery,
chemical products, and textiles, mostlyimported for
processingand re-exportedas final products. Most of the
machinery-related trade comes from the free trade zones.

Moldova has difficulty attracting investment. Historically,
investment has been low and concentrated in the free
trade zones. As a result, Moldova has the lowest FDI stock
percapitain the region (see Chart 7). Positive spill-over
effectsfrom investmentsin the free trade zonesto the
rest of the economy have been scarce. The main
constraints on FDl are the volatile economicand political
environment and the lack of a qualified labour force.

3 See US Department of State (2021).

Chart 7. FDI stock per capita, current US$ 000, 2021
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FDI has been volatile. In the past decade, inflows of FDI
have averaged around 2.8 per cent of GDP with major
variations overtime (see Chart 8). Currently, the bulk of
FDI investments comes from the EU and are mainlyin
finance, automotive, light industry, agriculture, food
processing, IT, wine and real estate.3 However, the
Association Agreementand DCFTAare creating further
opportunities forinvestmentin Moldova, as the country
could serve as a bridge between European and CIS
markets.

Chart 8. FDI inflows
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Source: UNCTAD, National Bureau of Statistics of Moldova, authors’
calculations.
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The capital expenditure of greenfield FDI projectsin
Moldova is lower and projects are typically smaller than
in other EBRD countries. The average expenditure of
greenfield FDI projects in Moldova was about 5 per cent of
GDP between 2003 and 2019, lowerthanthe EBRD
average of 6 per cent. EBRD research shows that the
median project created only 58 jobs, mostlyin
manufacturing, compared withan average of 80 inthe
EBRDregjons. Overtime, greenfield FDI inflows have
shifted from lower-skilled manufacturing and services
(such asfood and beverages, textiles and construction) to
higher-skilled manufacturing (such as automotive value-
chain and electronic equipment) and sectors with high
digital intensity.4

Chart 9. Gross value added share in 2021, by economic
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Moldova’s economy has seen significant structural
change. Agriculture has historicallyaccountedfora large
share of Moldova’s economy, but gradually declinedfrom
19.5 percentin 200510 12.3 percentin2021.
Nevertheless, agriculture as a share of gross value added
(GVA) remains higherthan in most regional peers, while its
share of employment, at over 20 percent, is comparable
to that of peercountries in the Caucasus. The declining
role of industry duringtransition has been offset by
growingservices, trade and construction. Since 2015,
both agriculture and industry have increased nominal
value added more modestly than financial services,
construction ortrade. However, moving more towards
high-productivity sectors could help boost growth.

4 See EBRD (2021b).
5 See National Bureau of Statistics (2022b).

Source: National Bureau of Statistics of Moldova, authors’ calculations.

Small and medium-sized enterprises (SMEs) account for
a relatively low share of the economy. They generate 40
percent of the turnoverin the economy and employabout
60 percentof allworkers (see Chart 10). State-owned
SMEs account forabout 12.0 percent of SME
employment, butonlyabout 3.5 percent of turnoveris
realised by this segment.5

Chart 10. SMES’ role in the economy, 20218
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Source: National Bureau of Statistics of Moldova, authors’ calculations.

The low survivalrate of firms reflects a difficult business
environment and a lack of business continuity.In 2021,
the companyformation rate was 14.0 per cent, similarto
previous years, while the failure rate decreasedto 14.3
percent from 28.7 percentin 2020. The survival rate of
firmsfoundedin 2019 was only44.5percent.” For

6 The National Statistics Bureau defines SMEs as firms with upto 249 employees,
annual turnover of MDL 50 million or assets worth up to MDL 50 million.
7 See National Bureau of Statistics of Moldova (2021).
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comparison, the companyformationrate inthe EU-27 in
2018 wasalmost 10 percent, while the three-year survival
rate was almost 60 percent.

Despite some progress, the business environment faces
multiple constraints. Accordingto the OECD SME Policy
Index, Moldova performs betterthan other Eastern
Partnership countries on mostindices, with the exception
of those relatingto the insolvencyframework,
internationalisation and business development services.8
Progress has been recorded on almostall dimensions
since 2016. Nevertheless, the Business Environment and
Enterprise Performance Survey (BEEPS) survey suggests
that Moldovan firms continue to face difficulties with
findingthe right skills, the unpredictable policy
environmentand the high level of informality (see Chart
10).

Chart 11. BEEPS survey most pressing issues, share of
respondents (%)
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Informality remains a significant part of the Moldovan
economy and has become a more pressing issue for fair
competition. Accordingto some estimates, the informal
economyaccounts foralmost a quarter of the Moldovan
economyand upto 7 per cent of GDP in terms of tax
losses.® This often entails cases of undeclared work,
where informal businesses orindividuals wilfullyavoid
taxation and labour regulation.1o Workers and employers
also often declare lower-than-actual income to maximise
current disposable income or profit and avoid taxes. Every
fifth employed person in Moldova has an undeclared job,

8 See OECD, EU, European Training Foundation and EBRD (2020).
9 See UNDP (2021a).
10 See ILO (2021).

and undeclared wages are estimated at 6 per cent of
GDP.11 Agriculture remains the sector with the highest
share of informal activity, ataround 70 per cent, though
the phenomenon is also prevalent in construction and
trade.

Informality is sustained by several factors. Key
determinants perpetuatinginformalityinclude: the low
quality of public goods and services; the low level of
transparency with regard to budgetary spending; low tax
morale; the poor quality of public institutions and
regulations; and higher profits from partially or fully hidden
revenues.12 Moldovans revertto informalityalso as a
solutionto economic constraints.13

11 See ILO (2022).
12 See UNDP (2021a).
13 |pid.
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Box 1. Moldova and the war on Ukraine

Macroeconomic impact

The war on Ukraine is heavily affecting Moldova through
five main channels: i) the refugee crisis, ii) prices, iii)
trade, iv) fiscal costs and v) financial markets. The
country’s GDP contracted by 5.9 percentyear onyear in
2022.0ntop of the macroeconomic shock, the influx of
hundreds of thousands of Ukrainian refugees is straining
the capacity of public institutions and weakeningtheir
reform focus, while overstretching public services in
utilities, health and education.

Inflation has accelerated strongly, driven mainly by
rising energy and food prices. Higherfood prices since
the beginningof 2021 and a fivefold increase of gas
prices since October2021 boostedinflationfrom almost
zero atthe beginning of 2021 to a peak of 34.6 percent
year onyearin October2022,averaging 28.7 percentin
2022.The increase was broad based, with food prices
rising 31.9 percentonaverage in 2022 and services
(including utilities) by 37.0 percent. This prompted the
NBM to increase the policy rate to 21.5 percentin August
2022 andtoraise the reserve requirement ratio,
potentially hampering access to creditand economic
growth. The slowing of inflation in the last quarter allowed
the NBM to decrease the policyrate to 20 percentin
December2022andagainto 17 percentin February
2023.

Trade with Ukraine, Russia and Belarus has been
disrupted, but exports to the EU are accelerating.
Moldova’s exposureto Russia’s economythrough exports
and remittancesisaround 5 percent of its GDP, with
agricultural products likelyto be affected most. The three
countries accountforabout 24 percent of Moldova’'s total
importsand 15 percent of total exports.14 A mitigating
factoris that Moldova serves as a transit country for
Ukrainian exportsto the EU and Western Balkans. Border
crossings have been strained since the war, asroad
freight attempts to compensate for Ukrainianport
blockages. Moldovan goods exports increased 37.9 per
centin 2022, with key EU markets and Ukraineincreasing
theirshare markedly, while Russia’s share decreasedto a
historical low of 4.4 percent. Trade volumes are likelyto

14 See IMF (2022b).

increase further,as Moldova and Ukraine signed an
agreementwiththe EU inJune 2022 onthe liberalisation
of trade through road freight. However, more expensive
energyimports led to a wideningtrade deficit.

Measures to compensate the impact of inflation and the
energy crisis will raise the fiscal deficit. Government
subsidies for gas tariffs are estimated at 1.9 per cent of
GDP in 2022.0ntop of that,added expenses fordealing
with refugees resulted in an estimated budget deficit of
4.2 percent of GDP. Public debt, which alreadyincreased
from 25.1 percentof GDP in 2019 to 34 percent of GDP
in 2020 as aresult of the pandemic, is estimated to
increase furtherin 2022,t0 36.0 percent of GDP. Interest
rates on domestic market sovereign bonds reached 22 per
centas of September 2022, compared with an average of
5.5 percentin 2021. Debtfinancing of the external gap in
2022 stemmed mostlyfrom the depletion of foreign
reserves up to April and official funding from international
creditors thereafter.

Financial conditions have also worsened, while the
Moldovan leu (MDL) has come under significant
pressure. Rising uncertainty and risks saw the interbank
rate triple from January 2022, while the Moldovan
currency came under pressure from increaseddemand,
almostdouble normal levels. That promptedthe NBM to
increase its interventions to levelslast seen during the
2014 crisis, while foreign reserves declined from a high of
US$ 4.1 billion in October 2021 to US$ 3.4 billion in April
2022. Later, foreign reserves reversed that trend,
supported by official foreign inflows and seasonal factors,
reaching US$ 4.5 billion as of the end of 2022. Similarly,
the bankingsectorsaw an outflow of deposits in the two
months afterthe start of the war, but later recovered those
losses.

Inclusionaspects

Since Russia’s invasion of Ukraine, more than 760,000
refugees have entered Moldova, most of them women,
children and the elderly. 15 The inflows of refugees into
Moldova represent morethan 20 percent of the country’s
population at the start of the war. Evidence from an

15 See UNHCR (n.d.).
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International Organization for Migration/UN Women survey
suggests thatwomen and girls accounted for 81 percent
of all refugees surveyed duringa two-week period fromthe
onset of the warand that 83 percent of refugee women
were travelling with at least one child.16 Around 109,000
people had stayed in Moldova as of February 2023.

Moldova is actively working to address the immediate
needs of the refugee population, although the
maghnitude of the crisis is straining the country’s
resources and infrastructure. Accordingto UN Moldova,
as of 11 March 2022, 93 centres authorised by the
governmentto host refugees werefunctional, with a total
capacity of 8,636, which was not commensurate with the
magnitude of the inflow of refugees. However, the
occupancy rate of the centres was just 56 per cent. Many
otherrefugees were stayingin hotels or rented
accommodation, for which prices reportedlyincreased, or
were beingtemporally housed for free by Moldovans.’ The
lack of affordable accommodation poses a challenge,
consideringthat everyfourth refugee cites Moldova as
theirmain intended destination.18 Other urgent needs
include access to food, transportation, cash assistance,
reliefitems such as winter kits and sanitary materials, as
well as protection services, especially forunaccompanied
children, women and older people. The need forfinancial
supportemerges as one of the top needs of the refugee
population entering Moldova (around 47 per cent of survey
participants reported this as one of theirmain needs,
while the proportion dropsto about 29 percentforthose
refugees surveyed while in transit).1° As the refugee
response plan evolves, the government, together with the
Inter-Agency Coordination Group, is increasingemergency
aid stockpiles to assist refugees.

Existing gaps in the provision of public services are
exacerbating the challenge of hosting and integrating
refugees. Moldovafares poorlywhen it comes to quality of
infrastructure, access to water, the healthcare system and
educational facilities. On top of this, there are strong
genderand urban-rural divides in accessing basic
services. These deficiencies will limit the integration of
refugees, particularlywhen it comesto accessing basic

16 See IOM and UN Women (2022).

17 United Nations Country Team Moldova (2022).
18 See IOM and UN Women (2022).

19 |bid.

needs and employment. On the upside, digitalisation
levels are relatively high in Moldova, but refugees still
need assistance in usingthe available resources. The
insufficiency of childcare servicesis a major barrierthat
limits women’s entrepreneurship and labour-market
participation, and this could also affect Ukrainian women
refugees.20

13 | Moldova diagnostic 2022



2. Assessment of the market economy

This section presents the EBRD’s assessment of
transition qualities (ATQ) for Moldova. The ATQ is based
ona methodology developed bythe EBRDin 2016,
whereby economies are measuredon six desirable
qualities of a sustainable market economy, namely:
competitive, well governed, green, inclusive, resilientand
integrated. Each qualityis a composite index calibrated on
a scale of 1 (lowest) to 10 (highest), based on a large
number of indicators and assessments.21

Chart 12. ATQ overview
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difference ranging from 2.1 index pointsforthe inclusive
qualityto 4.1 index points for the well-governed quality.

1. Competitive - limited capacity to add value
amid weak foreign integration, low
innovation and uncompetitive markets

Source: EBRD (2021).
Note: Visit https://2021.tr-ebrd.com/structural-reforms/ for the list of
indicators, data sources and methodological notes.

In the EBRD’s 2021 ATQ, Moldova ranks 26th out of the
36 economies in which the EBRD operates, based ona
simple average of the different qualities.22 The countryis
below the EBRD average on all qualities and below the
average of eastern Europe and the Caucasus(EEC) on all
butthe resilient quality. The country performs similarly to
the rest of the region on the competitiveand inclusive
qualities, butthe gap is significant for the well-governed
and integrated qualities (both 0.6 index point below the
regional average and 0.7 index point behindthe EBRD
average). Moldova lags even further on the green quality
(1.1 index points behind the regional average and 1.5
index points behind the EBRD average). Moldova performs
betterthan the regional average on the resilient quality (by
0.3 index point), though still below the EBRD average (by
0.4 index point). There is a large gulf between Moldova
and its advanced-country comparators,23 with the

21 See EBRD (2017).
22 See EBRD (2021).

Moldova ranks 24th out of the EBRD’s 36 investee
economies and is above only Azerbaijanin the EEC region.
The Moldovan economy continuesto have limited capacity
to innovate and generate added value, as partly reflected
in its weak export intensity. From a competitive
standpoint, institutions and regulations are mostly aligned
with EU standards, but institutional capacity and
enforcementlag. Shallowinvestment is constraining the
development of the competitive environment and
innovation. Accordingly, the lack of a sizeable, value-
adding private sector is seriously inhibiting Moldova’s
economic development and preventing faster economic
convergence.

Chart 13. Competitive ATQ indicators
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Market structures and institutions for competition

Moldova’s economy is open to international markets,
but there isroom for improvement in leveraging access
tothe EU. Asa memberofthe DCFTAsince 2014,
Moldova benefits from lower tariffs and performs well in

23 The advanced comparator countries forwhich the EBRD also calculates ATQ
scores are Canada, France, Germany, Japan, Sweden, the United Kingdom and
the United States of America.
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terms of opennessto international markets. It exceeds the
average of the EEC region, where not all countries benefit
from accessto the EU market. Trade flows have, indeed,
shifted significantlytowards the EU, but the Moldovan
economystill has limited export intensity. Multiple
economic and political crises since 2015 have held back
growth and trade diversification. The DCFTA introduced
preferential rules of origin, which can incentivise value-
chain creation, butso far, Moldovan firms have not availed
ofthe mechanism, despitethe opportunity it brings.24
Nonetheless, Moldova's services exports contain a much
higher share of business services than its EEC peers
thanksto its boominginformation and communications
technology (ICT) sector. Its stagnating scorein the Economic
Complexity Index corroborates the limited progress made so
far, with the country having dropped to 68th placein 2019
from 53rdin 2013.

DCFTA and Association Agreement implementation has
catalysed some importantreforms, thoughwith uneven
progress. As of the end 0f 2019, Moldovahad adopted all
26,838 European (CEN/CENELEC) standards,25 but more
effective application and monitoring of compliance is
needed.26 Asignificant challenge is compliance withEU
sanitary standards forfood products, which lags dueto a
lack of capacityin keyinstitutions and the high cost
burdenforfirms. This has led to onlythree animal-origin
products beingcleared for exportto the EU. Progress on
implementation has been uneven (see Table 1).Interms
of EU acquis implementation, out of 681 laws covered by
the Association Agreement, Moldova had adopted 499in
fulland 152 in partasof 2021.27

24 See CEPS (2021a).

25 CEN is the European Committee for Standardization, while CENELEC is the
European Committee for Electrotechnical Standardization.

26 See CEPS (2021a).

Table 1. DCFTA chapter implementation rating

Chapter Rating
Market access 2.5
Customs services 2
Technical product 2.5
standard

Food safety 1.5
Services 2
Public procurement 2
Intellectual property 1.5
rights

Competition policy 1.5
Statistics 2

Source: CEPS (2022).
Note: A rating of 3 implies full implementation, a rating of 1 only some
implementation.

Moldova performs betterthan its EEC peers when it
comes to competition policy, but key markets remain
dominated by a few firms. A much higherscore of 6.67 on
the Competition Policy Index (compared with 3.02forthe
EEC region) implies a better environment forenabling
market competition. Nevertheless, anticompetitive
behaviourremains an issue for Moldovan firms, ranging
from informal competition to questionable business
integrity. The Competition Council has issued everfewer
sanctions since 2017, when eight cases wererecorded, to
justtwo casesin 2019 and one casein 2021. The cases
mostly pertain to cartels and price settingin key markets.
Merger cases have been practicallyabsentin recentyears,
although more transactions were analysed in 2022.28 The
Competition Council’'s institutional capacity and abilityto

27 See CEPS (2021b).
28 See OECD, EU, European Training Foundation and EBRD (2020).

15 | Moldova diagnostic 2022



effectively investigate state aid schemesare limited,
despite current law, which gives it extended powers.

Markets are distorted by the large presence of SOEs and
significant state subsidies. In general, competition in key
sectorsisrelatively low, while the SOE sectoradds another
layer of constraint. The World Bank estimates thatin
around half of all sectors, SOEs control more than half of
the market and are active in markets with no apparent
market failures.2® SOEs face multipleissues with financial
and managerial performance, which inhibits their potential
(see more inthe well-governed section below). State aid is
also significantin Moldova, estimated ataround 4.3 per
centof GDP onaverage in 2014-17, with a significant
share having a sectoral ratherthan a horizontal focus.30
Moreover, while price controls are largely presentin
socially critical products, final prices are significantly
above those of peercountries.31

The policy framework for SMEs is robust. Accordingto
the OECD SME Policy Index, Moldova fares well compared
with its EEC peers.32 Onlythe operational environment,
insolvency procedures and SME internationalisation are
rated lowerthanthe EEC average. Moldova has improved
significantlysince the 2016 assessment on (women'’s)
entrepreneurship, public procurement and the green
economy. In practice, low entryand survival rates and
difficulties in increasingin size reflect significant obstacles
to growth, includingaccess to inputs, business
environmentissues and infrastructure gaps.33 SMEs are
less exportintensive and face significant barriers to
growth, includingthe inspections system, certification,
business entryand exit,and a lack of digjtalisation.
Moreover, exportand FDI promotion could be boosted by a
stronger, more efficient investment agency. On the
financingand business support side, the Organisation for
Smalland Medium Enterprises Sector Development
(ODIMM) recently expanded its activities in the SME
sector. Moreover, the government announced in May
2022 the formation of the Organisationfor Development
of Entrepreneurship, which will take up some of ODIMM'’s
responsibilities. The 2022 plan for reducingthe

29 See World Bank (2021).

30 |bid.

31 |bid.

32 See OECD, EU, European Training Foundation and EBRD (2020).
33 See World Bank (2021).

administrative burden for SMEs includes some of the
above issues.34 Acentral issue for SMEs is access to
finance, which remains limited (see more in the “resilient”
section).

Capacity togeneratevalue added and toinnovate

Analyses suggest that total factor productivity has been
decelerating inrecent years. The World Bank argues that
between-sectors productivity has been relatively good, as
resources continue to shift from agriculture to higher
value-added sectors.35 However, within-sector productivity
growth has been anissue, suggesting problems with
competitionand innovation.

Moldova’s small market size is generally not conducive
to organic company growth and innovation. Apart from
supply-side and horizontal issues, Moldova's private sector
is verysmall, limiting the capacity of firms to benefit from
economies of scale and scopein competitive markets.
Coupled with limited export activity and weak capacity to
absorb innovation, this constrains the ability of firms to
add more value and grow in size.36 At firm level, multiple
stakeholders cite a lack of business acumen and
management practicesas limitingthe prospects of firms
to grow and innovate. As suggested bythe ATQ
assessment, a lack of skillsand human capital more
generallyis also a key reason forthe modest capacity of
firmsto add value.

Moldova’s knowledge economy, complexity and
innovation potential remain limited. Inthe EBRD’s
Knowledge Economy Index 2019, Moldovafared
marginally worse than the EEC and EBRD averages, with a
score of 4.3 (OECD average of 7.4). The main areas where
Moldova approaches the level of its regional peers are
adequate skills and the innovation system, butitlags on
linkages and innovationinputs. Access to specialised skills
alsoisan areawhereimprovement is needed(see Chart
15). Nevertheless, innovation output performs betterthan
suggestedbythelevel ofinputsandinnovation
investments.37 In the Global Innovation Index, Moldova’s

34 See Consultative Council for SMEs (2022).
35 See E. Gamberoni and R. Newfarmer (2019).
36 See UNECE (2021).

37 See WIPO (2021).
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business sophistication is the lowest-ranked aspect. More
generally, innovation activity remains very low, with
private-sectorresearchand development (R&D)
expenditure estimated ataround 0.01 percent of GDP,
while ISO certificate andtrademark applications between
2015and 2019 were modest compared with regional
peers.38

Chart 14. Knowledge Economy Index, 2019
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Free trade zones have supported linkages with the
global economy, but knock-on effects on the local
economy have been limited. Moldova has seven free
trade zones and nine industrial parks with preferential tax
systems. The zones have benefited fromsignificant FDI in
the past (about US$ 500 million, or€480 million) and
created about 20,000 jobs. Foreign firms are about 60 per
cent more productive than domesticallyowned and
operated firms, and 80 per cent more productive than
SOEs.32 However, linkages to the domestic economyare
very weak, as most of the firms source theirinputs abroad,
translatinginto limited domestic added value. Local firms
also have low capacity to offeradequateservicesand
goods, accordingto foreign companies. The absence of
data on global value chains limits a potential assessment
of the supply-chain linkages of the Moldovan economy and
ofthe impact of free trade zones.

38 See UNECE (2021).
39 |bid.
40 See Invest Moldova (2020).

Private-sector digital transformation

The information technology (IT) sector has become one
of the country’s key growth drivers and a source of good
employment opportunities in recentyears. Similarto
othercountriesinthe region,and in spite of its relatively
low innovation potential,an emerging IT ecosystem,
generating 7 per cent of GDP, has formed in Moldova,
boosted by public-sectorand international support. The IT
sectorcomprises about 2,400 companies, which employ
about 30,500 professionals, mostlyfocused on the
outsourcingand export of IT services, which accountedfor
about US$ 300 million (€260 million) in 2020. 40 IT parks,
home to 1,089 activecompanies as of the end of 2021,
benefitfrom a single preferential tax rate of 7 percenton
revenue, simplified businessadministrationand an IT visa
programme to attract skilledworkers, which has supported
the sector’'s growth in recent years.41

The governmenthas accelerated legislative reforms to
promote the economy’s digitalisation. The current
government has prioritisedthe faster digjtalisation of both
the public and private sectors. The Deputy Prime-Minister
for Digitalisation, in collaboration with the Economic
Council and partners, led the adoption of the first
legislative package on digijtalising the economyin
November 2021. The extensive package covers digjtal
services forbusiness, e-commerceand e-payment
improvements, and customs services fore-commerce.42 A
few other legislative initiatives under development will
furtheralign e-government services and e-commerce with
international standards. All these activities are being
developed underthe country’s roadmap forthe
digitalisation of the economyand e-commerce and
updated annually bythe Economic Counciland the
Ministry of Economy. Priorityareas include the
improvement of and access to digital infrastructure, the
promotion of a cashless economyand online payments,
the digitalisation and optimisation of customsclearance
procedures, cloud computing, digital data exchange,
electronic identity, currier services and access to digjtal
marketplaces.

41 See Moldova Information Technology Parks (n.d.).
42 See Economic Council to the Prime Minister of the Republic of Moldova (2021).
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Further legislative changes are needed to support the
development and adoption of digital technologies.
Moldova lacks specific regulations or promotional
activities on new digjtal technologjes, including artificial
intelligence (Al), big data analytics and distributed ledger
technologies. These technologies will help shapethe
digital landscape of the future, and regulators need to
prepare fortheir use. The provision of an appropriate legal
and policyframework would create opportunitiesforlocal
companies developing relatedservices. Aligning national
legislation with EU standards in the fintech and digjtal
payments sectoris an essential part of integration with the
EU. When it comes to e-commerce, legislative changes are
needed to the private courierindustryto facilitate the
growth of the sector. Greater use of digital technologies
could also support the shift towards a low-carbon
economy.

Digitalisation levels across Moldova’s private sector
vary significantly. While the banking, insurance and ICT
sectors are highly digitalised interms of operating
procedures and clientinterfaces, other economic sectors
lag. In the United Nations Conference on Trade and
Development (UNCTAD) Businessto-Consumer (B2C) E-
Commercelndex,43 whichmeasures an economy’s
preparednessto support onlineshopping, Moldova ranked
53rd (index value of 70.8)out of 152 countriesin 2020 in
terms of e-commerce development - betterthan Armenia
and Azerbaijan, but behind Belarus, Georgia and
Ukraine.44 Accordingto a 2019 World Bank Report,45 of
107 SMEs surveyed, only 23 percent conducted e-
commerce activities. Of these, half made lessthan 10 per
cent of their sales online, while onlyseven firms carried
outonline transactions with external markets. Throughout
2020, followingthe restrictionsimposed by the Covid-19
pandemic (limited physical access to commercial spaces
and an increased need to purchase products from online
shops), the number of e-commerce platformsin Moldova
increased. Bythe end of 2020, 533 platforms were
registered, compared with 406 in 2019.46 The amount and
value of payments with cards issued by Moldovan money-

43 This indicator is calculated as the average of four indicators: account ownership
at a financial institution or with a mobile-money-service provider (percentage of
the populationaged 15+); individuals using the Internet (percentage of
population); postal reliability index; secured internet servers (per 1 million
people).

44 See UNCTAD (2020).

45 See World Bank (2019a).

service providers through e-commerce platforms has
tripled overthe last five years.47 This trend is supported by
governmentincentives to promote economic digjtalisation
and e-commerce development. However, many SMEs
established online shops without consideringthe ongoing
maintenance costs that this would incur, particularly for
promotion and text content for retail items, revealinga low
level of digjtal literacyamongentrepreneurs.

2. Well governed - uneven execution of rule of
law and weak institutional capacity cause
slow progress on broader reforms

Moldova ranked 25th out of the 36 economies in which
the EBRD operates in the Bank’s 2021 assessment of the
well-governed transitionquality. Moldova has been at a
standstill forthe past few years on the governance front
and lags other countries in the region. Problems with
governance are significantly constraining progress on all
othertransition qualities.*8 Critical governanceand
institutional reforms have been long overdue, with rule-of-
law and anti-corruption frameworks proving ineffective
due to incompleteimplementation, despite the legal and
institutional legislative foundations being in place. As a
result, the regulating role of various public agenciesand
authorities is constrained and exacerbated by limited
institutional capacity. In terms of corporate governance,
the institutional framework for SOEs is fragmented and
prone to sudden change, leading to a blurring of
institutional responsibilities.

46 See National Bank of Moldova (n.d.).

47 According to National Bank of Moldova (NBM) data, 15.0 million payments worth
MDL 6.6 billion (€315 million) were made onlinein 2021 through e-commerce
platforms with payment cards from Moldova, bothin the country andabroad,
compared with 4.7 million payments worth MDL 2.6 billion (€125 million) in
2017.

48 See EBRD (2021), Moldovan country assessment
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Chart 15. Well-governed ATQ indicators
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Moldova’s governance performance is disappointing.4°
Moldova scores lowerthan its EEC peers on all six World
Bank Worldwide Governance Indicators, except for voice
and accountabilityand political stability (see Chart 17).50
Political instability overthe past 10 years has limited the
ability of Moldovan governments to focus on long-term
reforms, which is why difficultstrategies and plans adopted
duringthistime were only partlyimplemented.
Internationally supported projects have mostly achieved
surface-levelchanges.51 Nevertheless, in 2020, the country
performed betterin the area of regulatory quality andvoice

49 |bid.

50 These are: voice and accountability, political stabilityand absence of

51 See S. Roch (2017).
52 See World Bank (n.d.a).

violence/terrorism, government effectiveness, regulatory quality, rule of law and

control of corruption. For more, see:

http://info.worldbank.org/governance/wgi/Home/Reports.
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Chart 17. Worldwide Governance Indicators, score —
-2.5 (worst) to 2.5 (best)
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A history of political opacity and ongoing legal
uncertainty are hindering forward-looking improvements
in Moldova’s governance.53 Experience and perceptions
ofthe rule of law in Moldova remain low. The 2021 World
Justice Project Rule of Law index ranked Moldova 7 3rd out
of 139 countries based on an overall index score.>4 This
low rankingreflects challenges posed by the limited
independence of the judiciaryand the lack of prosecution
of government officials for official misconduct (see Chart
19).55 The lack of judicial independencereduces people’s
trust in publicinstitutions and results in ineffective checks
onthe government, whileerodinginvestor confidence.

Chart 18. Rule of Law Index, rank out of 139 countries,
2021
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%3 See EBRD (2021).

% See World Justice Project (2021).

> |bid.

56 See IMF (2021).

57 See European Court of Human Rights (2022).
58 |bid.

Improving the quality of the judicial system is centralto
wider governance reforms. The main problemsinthe
judiciary relate to the poorimpartiality of judges, who are
subjecttoinfluence and corruption, few institutional
safeguardsto limit such behaviour,and incomplete
implementation and application of legislation.5¢é The lack
of both merit-based promotionand technical capacity also
lead to unpredictable rulings and, hence, an inefficient
andirregular system, as reflected in the high number of
cases against Moldova at the European Court of Human
Rights.57 Key short-term government priorities include
enhancingthe integrityand selection process of judges, as
well as clarifyingthe powers of the judicial inspectorate.58
A pre-vetting system for selecting Superior Council of
Magistracy (SCM) magistrates has been developed
togetherwith international partners and is seen as a first
step towards judicial reform.

Improving the judicial process would strengthen
contractenforcementand, hence, investor confidence.
The public has little trust in the judiciary. Court rulings
have been inconsistent, while the government has
intervened in situations that questioned private property
rights and eroded foreign investor confidence.5° Other
dispute resolution mechanisms that act as an alternative
to formal judicial processes are ineffective and underused.

Despite slight improvements, corruption remains a
systemic challenge in Moldova and a key barrier to
sustainable development. The 2021 Transparency
International Corruption Perception Index ranks Moldova
105th out of 180 countries based on perceived level of
public-sector corruption (see Chart 20).60 The problem lies
predominantlyinthe executive, legislative and judicial
branches, and underminesthe rule of law, but is present
in multiple sectors - customs, education, health,
agriculture and road construction,among others.61 At the
endof 2021, a Group of States against Corruption
(GRECO) reporton measures to prevent corruptionin the
judicial sectorand parliament concluded that only six out
of 18 recommendations issued in 2016 had been
implemented in a satisfactory manner.62 Conversely,

59 |bid.

%9 See Transparency Intemational (2021).

b1 See World Justice Project (2021).

62 See Group of States against Corruption (2021).
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legislative progress has been madeonthe anti-money
launderingfront, Moldova beinglargely compliant with
standards, accordingto Moneyval's 2022 assessment.63
The new government led its electoral campaign on an anti-
corruption platform, but needs to accelerate its efforts to
de-politicise the country’s anti-corruption bodies and
reform the justice system to bringabout real, significant
change. Key priorities include reform of the anti-corruption
institutional setup, legislative changes to increase
sanctions for corruption offences and to criminalisethe
abuse of power, and strengthened enforcement.

Chart 19. Corruption Perceptions Index, scores 1-100
(ranking out of 180 countries in 2021, out of 176 in
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Governance issues are exacerbated by the weak
capacity of the public administration and public
agencies, which affects, among other things, public
service delivery and reformimplementation. A reform
programme at central level was implemented from 2016
102020, but more progress is needed at institutional level
to improve policymaking capacity and implementation,
professionalisation and use of resources. Public
procurement has been improved from both a legislative
andtechnical perspective, butthe online tendering
platform has yet to be made fully operational, especially
forlow-value procurement. Investment management,
especiallythrough the “funds” thatlie outside the state

63 See Council of Europe (2022).
64 See KDZ (2021).
65 See UN DESA (2020).

budget, could be improved by implementing more controls
over budgets and increasing transparency.

Local administrative reform has stalled. In contrast to the
centraladministration, local administrative reform has not
advanced, not least due to a lack of political will. A
reorganisation of Moldova’s local authorities is needed,
giventheirrole in public service delivery. Local
governments have verylimited financial and fiscal
autonomy; theyare typically underfunded, with income per
capita about 7 to 14 times less than the EU average.4
This mismatch between service delivery and (financial)
capacity prevents the effective delivery of most public
services.

E-governance - digitalisation of public servicesfor citizens
and businesses

Digitalisation of public-sector services and the economy
could play arole in improving government effectiveness
and regulatory quality. The authorities have strengthened
theirefforts and commitment to digitalisingthe economy
by appointinga Deputy Prime Minister for Digitalisation
and streamliningthe implementation of theirambitious
digitalisation agenda. The United Nations Department of
Economic and Social Affairs (UNDESA) E-Government
Development Index (EGDI) ranked Moldova 79th out of
193 United Nations member states in 2020. The country
performs relatively strongly on the E-Participation Index
(EPI), while the Online Service Index (OCl) places Moldova
in line with regional peers.65 The government has
managed to develop sound, reliable IT systems and
infrastructure products that help citizens and businesses
in their interactions with government institutions and
support the provision of betterservices. Intotal, 10
platforms®é have been created to date to enable a more
efficient, transparentand accountable government, as
well as citizen-and business-centric e-services.

While progress has been made, more enabling
technologies need to be implemented for digital public
services. Unresolvedlegal, safetyand data protection
issues need to be addressed first,as well asthe

66 Including, for example, the public services portal, open government data portal,
MCloud, MPay, MSign, MPass and MConnect.
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interoperability challenges between public institutions.
Moreover, a keyfactorin digital transformation is the
implementation and adoption of electronic identity — an
essential component of the infrastructure on which the
future of e-government and private e-service systems will
be built. Electronic identification (ID) with full capacityto
make legally bindingactions online, anywhere and
anytime, offers huge advantagesto citizens, companies
and governments alike. In Moldova, remote electronic
registrationtools (facial identification, reuse of biometry
from digital IDs or passports,and/orvideo conferencing
solutions) will be implemented as a priority by the
country’s e-governance agencyforthe registration of
trusted service users, especially users of the Mobile
Government ldentity and Signature Service (MobiSign).
However, further support is required for electronic know-
your-client (e KYC) procedures (to identifyand verifya
customer’sidentity) in various sectors,87 aswell as
associated technologijcal platforms.

The International Telecommunication Union’s (ITU) Global
Cybersecurity Index ranks Moldova 33rd in Europe and
63rd inthe world.68 The country’s 2009 accession to the
Convention on Cybercrime of the Council of Europe and its
adoption of the National Cyber Security Programmefor
2016-20establishedthe legislative parameters for a safer
digital environment. The next step towards cyber resilience
was the adoption of the Information Security Strategy of
the Republic of Moldova for 2019-24, which transposed
thefirst EU Directive on Cyber Security (called the NIS
Directive) into national legislation and createdan action
framework against cyber-risks.

SOE reform and potential efficiency gains

Moldova needs to reduce the state’s presence in the
economy and define objectives for maintaining state
ownership. Accordingto various estimates, Moldova
appearsto have an SOE sectorthatis 2-3 times larger
than othercountriesin the region. The assets of state-
owned companies account for more than one-quarter of
GDP (26.5 percent) and about 50 per cent of all fixed
assets. State-owned companiesemploy 6.2 percent of the
total workforce, and the top 10 enterprises generate 75

67 See Electronic IDentification (2022).

percent of all sales of state-owned companies. SOEs enjoy
a legal or de facto monopolyin key infrastructure services,
such as rail, post, electricitytransmission and telecom
infrastructure. The state retains a significant market share
of electricityimports, generation and retail, mobile and
internet. Beyond this, SOEs are found and enjoy
competitiveadvantages in market segments typically
served bythe private sector, ranging from hotels and
movie theatres to wineries and pharmaceuticals. As the
next essential step in SOE reform, the government has
prioritised the adoption of a clear state ownership strategy
—for all SOEs operating at central government level —to
identify public enterprises to undergo reorganisation,
privatisation or liquidation. This important reform
measure, also mandated in the country’'s 2022
International Monetary Fund (IMF) programme, is expected
to facilitate further divestiture of the state from
competitivesectors and the liquidation of non-operational
or loss-making SOEs.

Legal and institutional framework for SOE governance
will need significant improvement. The Moldovan
government has takensteps towards SOE reform, but
numerous implementation gaps remain. In the competition
law issued in 2012, forinstance, there are no antitrust
exemptions for SOEs, while state-aid control applies
equallyto private and publiccompanies. A2017
government decision transferred the management of
majority SOEs previously overseen by line ministriesto the
Public Property Agency, tacklingsome of the problems
associated with the potential overlap between the
ownership, management and regulation of SOEs. However,
governance arrangements for SOEs are not standardised
or consistent. Moldova maintains a parallel legal regime
with separate laws on municipal and central government-
owned companies - Intreprindere Municipala (IM) and
Intreprindere de Stat (IS) - and joint stock companies
(JSCs). The lack of regulatory neutrality affects several
aspects of business management and performance, from
financial accounting obligations to bankruptcyand
liguidation. In addition, numerous exemptions give a
competitiveadvantage to SOEs overtheir private-sector
counterparts.

68 See ITU (2023).
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SOEboards are subject to heavy representation by line
ministries and enjoy limited operational autonomy.
Governmentapproval forsome operational decisions,
such as executive appointments, is still required. Selection
and remuneration of SOE boards lacks transparency. Poor
oversight, non-commercial mandates, capacity constraints
within the Public Property Agency (PPA) and a lack of
supervisory board independence contribute to overall
inefficiency in the state sector. The state ownership
strategyis also expectedto setout plans and principles to
strengthen (including through regulatoryamendments)
governance structures for SOEs thatare due to remainin
state ownership.

Concerns about transparency and corruption are highin
the SOE sector. While SOEs are registered on the Public
Property Register, manylack websites or do not update
them. The PPA and the Ministry of Finance do not have
comprehensive data on the financial and operational
performance of all SOEs, which impedeseffective
monitoring, including for anti-corruption purposes. SOES’
internal control frameworks are underdeveloped.
Moreover, while the country’s SOE Law requires state-
owned firms to publish information on theirboard and
employees, thisisrarely done in practice, as financial and
non-financial disclosures remain minimal. Moldova lacks
sufficient mechanisms to separate the commercial from
the non-commercial activities of SOEs and to determine
and monitorthe true cost of public service obligations. In
the absence of clear quantification of the costs of SOES’
non-commercial objectives, itis hard to assess whether
theirfailure to perform efficientlyis due to
mismanagement orto the heavyburdenimposedbythe
state. Developingand publishingindividual SOEs’
performance results and publicly evaluating enterprises
would improve the accountability of SOE boards and
management. Atthe same time, the privatisations that
have occurred overthe years have led to legal disputes
based on corruption allegations. Addressing regulatory and
institutional gaps in the privatisation framework will be
essential to the success of the future divestiture
programme.

The state ownership function will need significant
capacity enhancement to deliver on SOE reforms and
effectively manage state assets. The PPA currently
oversees around 200SOEs, manages privatisations and

public-private partnerships (PPPs), and generally oversees
the administration of public land and buildings. As a
relatively new institution, the Agency faces significant
capacity constraints, further aggravated by the need for
rapid response duringthe Covid-19 pandemic and the
ensuingwaron Ukraine. On the one hand, the corporate
structure of the PPA will need revision to professionalise it
andto facilitate a gradual transition to a portfolio
managementapproach. Onthe other, the PPA needsto be
empowered and sufficiently resourced to attract and retain
talent capable of managing the often-conflicting demands
of immediate crisis response and progressingthe longer-
term SOE reform programme.

3. Green - poor energy efficiency, climate
change and fragile municipal infrastructure
increase vulnerabilities

Ranked 34th out of the 36 EBRD investee economies,
Moldova is the poorest-performing EEC country onthe
greentransition quality. Energyand carbon intensity are
significantly higherthan the EU average, while there is a
low level of renewables in the energy mix. Delays to the
finalisation of a new regulatory framework have hindered
green economyinvestments, and investors are still waiting
for the first auction to be held. The prevalence of Soviet-
era structures is holding back energy efficiency and
resource-efficient technologies are mostly lacking. Water
tariffs usually fall short of operating and maintenance
costs, while waste management infrastructure is still
inadequate.
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Chart 20. Green ATQ indicators

Adaptation mentioned in INDCe O e o
Agricultural GVA per GHG emissions e
Agricultural sector capacity ‘ ® o
Annual exposure to PM2.5 o0 $°
Aquaduct water stress index ( RN J 0
Carbon pricing 4 (] (]
CO2 emissions from residentail buildings ) (_J
CO2 emissions from transport — 4p® @®
Electricity production from renewables 4 ( X ]
Environmental technology patents €)@ L]
Fossil-fuel subsidies (percentage of GDP) @
INDC rating
Industry value added per tonne CO2 emittec 0 (] L]
Institutional quality o0 ®
Just transition plan o [}
Market support mechanism index 4p e o
Municipal waste collection coverage 4 (] o
MWh consumed per tonne CO2 emitted “ L]
NDGAIN human habitat score
Number of threatened animal species
Number of threatened plant species ® o
Occurance of extreme weather o
Projected change in cereal yield 4p ® L]
Terrestrial protected area 4 e o
Territorial seas protectec —@®
Vehicle emission standards
Waste generatior ¢ ©
Waste intensive consumption4p L ]

12345678910

¢ Moldova EEC ® EBRD ® Comparators

Source: EBRD

Moldova has adopted or been developing a number of
important national documents in the energy and climate
policy domains. The country’s current climate policy
frameworkis based onlong-, medium-and short-term
strategies on renewable energy, energy efficiency,
mitigation and adaptation, as well as sector-specific
regulations.e®In 2017, Moldova approved its Low
Emissions Development Strategyto the year 2030,70
aimed at helpingto achieve the targets outlined inthe
country’s NDC. This was recently updated to match its
second NDC (NDC2). Moldovahas a new, unconditional
target to reduce its greenhouse gas (GHG) emissions by
70 percentfrom 1990 levels by 2030, compared witha
commitment of 64-67 percentinthefirst NDC. Should it
receive sufficientinternational support, this could be
increasedto 88 percent.” The Energy Strategy of the
Republic of Moldova, adopted in 2013, outlines the vision
forthe developmentand climate change mitigation of the

69 See IEA (2022a).

70 See Government of Moldova (2017).
71 See Government of Moldova (2020b).
72 See Government of Moldova (2013).
73 See Government of Moldova (2021).
74 See EU4Climate (2021).

national energysectorto 2030.72 Moldova is also
advancingthe second cycle of its National Adaptation
Planning (NAP2) process, and the results of the
implementation of its Climate Change Adaptation Strategy
to 2020 have been evaluated.”® With extensive support
from the EU and as a contracting partyto the Energy
Community Treaty, Moldovais making gradual progress on
the approximation of EU environmental and energy
legislation.”4 This supports the country’s efforts to ensure
its energy security and diversify its sources of supply,
includingthrough renewable energy. Furthermore,
Moldova plansto adopt the National Energyand Climate
Planin 2023.75

GHG intensity remains high. Moldova contributes as little
as 0.04 percentto total global GHG emissions and has
one of the lowest per capita footprints,at 3.8t COze in
2020.76 The keyemittingsectorsin 2019 were transport
(42.9 percent), residential (21.2 percent), electricityand
heat generation (15.6 percent), agriculture (7.6 percent)
and industry (7.6 percent).”” GHG emissionsinthe
Moldovan energysectorincreased 52.9 percentto 10 Mt
COze between 2000and 2020, while GDP growth was
relatively decoupledfrom GHG emissions, growing more
than twofold.”®8 However, the GHG intensity of GDP in
Moldova is stillamongthe highest of the transition
economies in central and eastern Europe, and significantly
higherthanthe EU average, though it decreased 29.3 per
centfrom 2010to0 1.180kgC0O,/’000 2015US$ in
2020.79In contrast, as Moldova’s population shrinks and
GHG emissions increase steadily, the country’s per capita
emissions have increased incrementally. The emission
intensity of the residential and transport sectors is one of
the highestin the EBRD regions.8% Takinginto account the
gaps and barriers to engagingthe private sectorin climate
investmentsin the energysector, such as a lack of
finance, low energytariffs and high interest rates, the
involvement of international financial institutions and the
provision of technical assistance are important elements
in achieving sectoral climate targets.

75 See |EA (2022a).

76 Ibid.

77 |bid.

78 See EU4Climate (2022).

79 See World Resources Institute (n.d.)

80 EBRD (2022) Country snapshot Moldova, internal document.
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Chart 21. GHG emissions per capita (tCO2e), 2019
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High energy intensity poses challenges for reducing
emissions. Moldova’s energy intensity decreased 40.7 per
centto 4.8 MJ/’0002017 US$ between 2000and
2019.81 Nevertheless, Moldova is still one of the most
energy-intensive economies as a ratio of GDP inthe EBRD
region (11th) and three times higherthan the EU average
(see Chart23). Natural gas accounts for 55.6 percent of
the total energy supplyin Moldova, with oil accounting for
24.6 percentand biofuels and waste accountingfor 16.5
percent (see Chart 23). Aftera continuous drop between
1990 and 2000, Moldova'’s total primary energy supply
remained stable until 2009 and has beenincreasing ever
since. The high dependence of the electricity sectoron
natural gas consumption and the insufficient
diversification of the country’s fuel mix remain the key
challenges forthe Moldovan energy sector.

Chart 22. Energy intensity measured in terms of primary
energy and GDP, 2019
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Chart 23. Total energy supply by source, in 2019
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81 See |EA (2020).
82 See IEA (n.d.).
83 See IEA (2020D).

Source: International Energy Agency (2022b).

Moldova’s final energy consumption mix has been
dominated by fossil fuels. In 2019, oil products (31.3 per
cent) accounted forthe largest chunk of final energy
consumption, followed by natural gas (24.3 percent) and
biofuels and waste (20.4 per cent). The residential sector
accountedforthe largest share of final energy
consumption (41.3 per cent), followed by transport (23.5
percent), industry (20 per cent),and commercial and
public services (8.9 percent).82 Natural gas constituted
nearlytwo-thirds of fuel consumption in the transport
sectorin 2019, while biofuels and waste accounted for
more than half of consumption in the residential sector.
Road transport has been one of the majordrivers of oil
demand in Moldova.83 Agriculture relied mainlyon
electricity. In 2019, the residential sector was responsible
for40 per cent of the country’s final electricity
consumption.84 The legal and regulatoryframework on
energy efficiencyis mostlyin line with the EU energy
acquis, though some secondary legislation is still missing
and regulations need to be strictly enforced.s5

84 See |EA (2022a).
85 |bid.
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Chart 24. Total final consumption by sector and source,
2019
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Source: International Energy Agency.

Renewable sources remain scarce and dominated by
biomass. Renewable energy accountedfor 25.1 percentof
Moldova’stotal energy supplyin 2020, exceeding its
targetof 17 percent. Most of the renewable supplycame
from solid biofuels.86 Breaking this down, however, the
countryonly exceeded the sectoral target for heating; the
renewable contributions to electricityand transport remain
very low. The share of renewables in transport, for
instance, wasjust 0.18 percent comparedwith the target
of 10 per centfor2020.87 Accordingto an analysis of the
technical potential for renewable energy generation, there
is more than 27 GW of potential renewable generation
capacity in Moldova, including 20.9 GW and 4.6 GW of
wind and solar potential, respectively, in addition to
biomass and hydro potential.88 Despitethe large potential
forwind and solar power, deployment has been very
modest to date, with only 72.9 MW of installed capacity at
the end of December2020.In 2020, renewable energy
(includingwind, solar, hydro and biogas) accounted for just
over 13 percent of domestic electricity generation,
excluding generation in Transnistria. Barriers to the further
expansion of renewable energy sources include limited
capacityto balance the power system and the competitive
use of land for other purposes, such as agriculture (fora
furtherdiscussion of this, see the “energy resilience”
section).8° As a result, the potential of renewable energy
sources, especiallywind and solar, is not being fully
exploited.

86 See Eurostat (n.d.a)
87 |bid.

88 See IRENA (2019).
89 See |EA (2022a).

Development of renewable sources has been
constrained by an unattractive regulatory framework.
Initially, secondary legislation to the country’s Law on
Renewable Energy of 2007 reducedinterest from private
investors, as the regulator could adjust the feed-in tariff
ratherarbitrarily. The situation wasimprovedin 2018,
when the Law on Promotion of the Use of Energy from
Renewable Sources enteredinto force, introducing quotas
of 400 MW of capacity by 2025. Nevertheless, no auction
has been arranged since then, as secondary legislation
has again proved deficient. The authorities, with the
support ofthe EBRD, are workingto address these issues
and facilitate the first auction.

Energy efficiency investments have been focused on
public buildings. The newly created Energy Efficiency
Agency has absorbed the Energy Efficiency Fund, which
had beenimplementing public-sector projects associated
with the rehabilitation of public buildings and lighting since
2012.Moreover, municipalities across the country have
been initiatingand managing energy-efficiency projects. At
the moment, the primary energy efficiency projectisa €75
million public buildings project financed by international
partners. Once the institutionalisation of the Energy
Efficiency Agency has been completed, more projects and
initiatives are expected.

Moldova’s structural conditions makethe country highly
vulnerable to climate risk. With almost 60 percent of the
population concentrated in rural areas, agriculture is
critical to rural communities and central to the country’s
food security. This makes Moldova extremely vulnerable to
climate variability, such as droughts, late spring frosts,
hail, floods and severe storms. The associated
socioeconomic costsare significant. Increasingly erratic
weather patterns have resulted in loss of life and income,
forexample, through risingfood and energy prices. The
most vulnerable sectors include agriculture, human
health, water resources, forestry, transport and energy.°

Commodity exports are potentially vulnerable to the
EU’s carbon border adjustment mechanism (CBAM).
Around 61 percent of Moldovan exports are destined for

90 See EU4Climate (2021).
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the EU market, with a total value of US$ 1.9 billion (€1.83
billion) in 2021, anincrease of about 58 percent from
2015. Most of Moldova’'s commodity exports to the EU are
agricultural products, with a value of US$ 636 million
(€614 million) in 2021 (95 percent of the total).91 Future
expansion of the EU CBAM to agricultural products could
pose risks to Moldovan exports.

Air pollution poses serious health risks. From 2009 to
2019, airpollution remained a top 10 risk factorin
Moldova, with lower respiratory infections the fifth-highest
cause of deaths and disability combined.®2 Moldova is the
sixth most affected EBRD investee economy byambient
air pollution interms of disability-adjusted life years of the
population, meaningambient air pollutionis a serious
public health issue on a per capita basis.?3 Since 2010,
Moldova has seenarise inair-pollutant emissions due to
a rapid increase in emissions from road transport, a trend
thatamplifies environmental and human health risks.94

People’s access to waste management systems and
water services is increasing, but remains insufficient.
The share of the population benefitting from municipal
waste servicesincreased from 37.7 percentin 2016 to
53.1 percentin 2020.95 Wastefrom enterprises
decreased, particularly from 2015, but overall waste
collected from the populationincreased 21 percentfrom
2014 102020.96 About 2.4 million m3 of household waste
were generated in 2020. There is no cleartrend in waste
utilisation. The quantity of utilised waste varied between
300,000and 700,000 tonnes between 2011 and 2019.¢7
At the same time, the public water supply network has
expanded rapidly. As a result, people’s access to safely
managed drinking water has increased. However, the
expansion of public water supply networks far exceeds the
increase inthe length of sewerage networks. This creates
additional pressures on water resources, as water
consumption reduces the amount of quality water
returned to the natural water cycle.?8 Moldova is highly
dependent on water sources outside its borders, with a
waterdependency ratio of 86.6 percent.9®

91 See Bureau of Statistics of Moldova (n.d.).

92 See IHME (n.d.).

93 See WHO (n.d.).

94 See Expert-Grup (n.d.).

95 National Bureau of Statistics (n.d.). Municipal waste collected during the year:
population benefiting from municipal waste senice

96 See EU4Environment (2021).

4. Inclusive - skills gaps, gender bias and poor
access to services inhibit potential human
capital development

Moldova has recently improved its inclusive ATQ score and
now ranks 19th out of 36 EBRD investee economies,
though it still lags some of its EEC regional peers. This is
mainly down to its low score on the human development
dimension, which reflects the weak state of the labour
market and pooraccess to services, particularly financial
inclusion. Gender bias is formally low but, in practice,
women still tend to face discrimination. Skill gaps and
shortages, including in the ICT sector, risk limiting
potential growth.

Chart 25. Indusive ATQ indicators
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97 |bid.

98 |bid.

99 Per the Food and Agriculture Organization of the United Nations (FAO) Aquastat
key indicators database, the water dependency ratio expresses the percentage of
total renewable water resources originating outside the country.
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Human capital development

Many people have emigrated in the past three decades.
Since gaining independence, Moldova’s population has
fallen by 26 percent, due mainlyto emigration.100 Qver
the past five years, an average of 17 percent of
respondents to a regularsurvey said theyintended to
leave the countryin the next six months.101 The population
is also decreasing due to low fertility rates. The old-age
dependencyratio isforecasttoincreasefrom 17.4in
20201t053in 2060 amidchanges in the population
structure (see Chart 11).102

Chart 26. Population pyramid
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Source: UN DESA Population Division (2022), authors’ calculations.

The labour market features multiple dysfunctionalities.
In 2021, outof 2.12 millionpeopleoverthe age of 15,
only41.1 percentwere active in the labour market (see
Chart 28).103 At the same time, the unemployment rate
was ratherlow, at 3.2 per centin 2021, reflectingthe low
share of people willingto work inthe local economy. This
is confirmed bythe factthat more than 90 percent of the
non-active population (or 1.16 millionpersons)saythey
are not lookingforajob and do not wantto work. Aside
from pensioners and students,around 167,000 people
were engaged in household duties and another 208,000
had some work arrangement abroad.

100 See L. Grau (2021).

101 See OECD (2016).

102 See World Bank (2021).

103 See National Bureau of Statistics of Moldova (n.d.b).
104 See World Bank (n.d.b).

Moldova struggles to promote equality of opportunity
through human capital development. As mentioned,
labour-force participationis verylow, more than 10
percentage points behind Armenia, the second-worst
performerinthe region,and more than 20 percentage
points behind Georgia, the regional leader.In 2021, the
labour-force participation rate for young people aged 15-
24 stood at 18.1 percent, while the participation rate for
youngwomen in that age range was 13.6 percent.104
These figures are about half to one-third the average rates
in the EU (38 percentintotal, 35 percentfor women).
When it comesto youth notin employment, education or
training (NEETs), Moldova stands out with a share of 28.1
percentin 2020 versus 13.8 percentinthe EU.105 This
suggests that the potential of the already shrinking
numberof young people is being wasted, exacerbatingthe
poor state of the labour market.

Chart 27. Labour productivity
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Gender inequalities are still very much present inthe
workplace. Women are under-represented in public office,
butthe share of women in key public institutions has been
increasing (see Chart 29). Following the parliamentary
elections of July2021,the share of women in parliament
increased to 39.6 percentfrom 24.8 percentin 2020,
while the share of women in the cabinetincreasedto
almost 30 per cent.196 These numbers were boosted by a
law adoptedin 2016 requiring at least 40 per centof either

105 See ILOstat (n.d.).
106 See National Bureau of Statistics of Moldova (2022a).
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genderfroma political party to participate in elections.
Amongthe policeandthejudiciary, women’s share of
employmenthas alsoimproved in the past 10years.
However, despite progress, women are typically
segregated into lower-paying occupations and sectors and
hold fewer managerial or decision-making positions than
men.107” Women earnedon average 13.7 percentless
thanmenin2020.198 This is exacerbated bytheirlower
labour participation rate, especially at a younger age,
although from a regional perspective, the gap is not very
large (see Chart 28).

Chart 28. Labour-force participation rate by gender, area
and age group, 2021
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Chart 29. Share of women employed in the public sector,
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107 See WAGE (2021) and Bertelsmann Stiftung Transformation Index (2022).
108 See National Bureau of Statistics of Moldova (2022a).

109 See WAGE (2021).

110 See Council of Europe (2020).

Strengthening the female labour participation rate
includes addressing discouraging social norms. Despite
favourable legjslation, womentend to do twice as much
unpaid work as men. An overwhelming majority (about80
percent) of respondentsin arecent surveystated that it
wasa woman’s job to perform household chores.109 On
top of social norms, a lack of affordable childcare
constrains womenfrom engagingin the labour market.
More flexible work schemes would support higher
engagement.

Employment of people with disabilities is low. Although
the law stipulates that 5 per cent of the workforce in
companies with 20 or more employees should be people
with disabilities, the benefits to which they are entitled
(two months of paid annual leave and a six-hour workday)
discourage employment. Moreover, although the National
Employment Strategy 2017-21 includes public policy
measures to promotethe employment of people with
disabilities, in 2018, theiremployment rate was just half
that of the overall population.110

The Employment Promotion Law seeks to make the
labour market more effective and inclusive. The law to
promote active labour market policies, such as creating
job opportunities through wage subsidies or stimulating
start-ups, was approved in June 2018 and entered into
force in February2019. Target groups mentioned inthe
law include women over 50, unskilled youth, people with
disabilities and the Roma minority.111 Even so, labour
regulations are too restrictive; the authorities have
announced that a reform of the labour code will start soon.

Moldova has made progress on supporting its most
marginalised members. Recent reforms have improved
social assistance and pensionsystems, but overall
spendingremains low, limiting coverage. Moreover, ad hoc
decisions on pension increases and othersocial
assistance programmeshave decreased the role of
means-tested support. Proposed solutions includethe
redesign of the Ajutor Social programme to better cover

111 See European Training Foundation (2021).
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multi-child and single-parent families and to create
stronger links to labour-market activation.112. 113

Educational outcomes should be improved to tackle
labour shortages and skills gaps. The OECD’s Programme
forInternational Student Assessment (PISA) reflects the
challenges of Moldova’s educational system.In 2018, 50
percent of 15 yearolds did not have basic proficiency in
mathematics and 46 percentdid not have basic reading
skills.114 A gap equivalentto three years of schoolingwas
found between high-and low-income students. Moreover,
the Covid-19 crisis affected the projected increasein
proficiencyand deepened the gaps for children from
disadvantaged backgrounds. At tertiary level, the decrease
in enrolment has been stark - inthe 2021-22 academic
year, 59,647 students were enrolled in universities
compared with a peak of 127,997 in 2006-07. Inthe
previoustwo years, the number of students had increased
slightly, perhaps driven bythe pandemic. Skills gaps are
reported among universityand vocational education and
training (VET) graduates, with 43 per cent of graduates
citinga mismatch between education and work.115

Accessto basic andfinancial services

Moldova lags its counterparts on financial and physical
infrastructure. Pooraccessto basic infrastructure and
services seriously hinders inclusion, resilienceand
competitiveness. On top of this, financial inclusion plays
an importantrole in building entrepreneurial and human
capital,and addressingthis issue could have a positive
impact on private-sector development.

The quality of the country’s waterinfrastructure is
subpar and underperforms compared with other eastern
European countries. Moldova’s water supplyis the least
reliable inthe region, ranking 88th globally, while 22.3 per
centofthe populationis exposed to unsafe drinking water.
This is particularly evidentin the urban-rural disparity of its
infrastructure services: 95 percent of Chisinau’'s

112 See World Bank (2021), “Achieving a sustainable social protection system”.
113 See World Bank (2019b).

114 See World Bank (2021), “Strengthening education outcomes and skills”.
115 |bid.

116 See OECD (2021).

117 World Bank Findex data for 2017.

population enjoys accessto improved water sources,
compared with only 54 per cent of rural residents - only
39 percentof whom have upgraded water pipes directly
to their homes. Rural water supply often relies on shallow
groundwater wells that do not benefit from regular
monitoringand fail to meet drinking-water quality
standards.116 Only 10 percent of rural residents have
private flush toilets. Access to water supply and sanitation
facilities is very low for Roma and low-income households.

Indicators of basic access to finance show gaps to
regional peers. Moldova lags other EEC countries on the
most basic financial service provision. Just 43.8 per cent
of the population of Moldova has a bank account,
compared with62.9and 61.2 percentin Ukraine and
Georgia, respectively.117In 2021, 54.2 percent of the
population said they had borrowed money, ahead of
Georgia, at 44.9 percent. However, only 9.0 per cent of
the population reported having borrowed from a financial
institution, in contrastto Georgia, where that figure stood
at 23.7 per cent.218 This highlights the importance of
informal channels of finance. In Moldova, 38.2 per cent of
the population said they borrowed fromfamily or friends,
compared with just 20.7 percentin Georgia.11® Whenit
comesto the inclusion of marginalised segments, such as
women, rural dwellers and the poorestsegments of the
population (thosein the lowest 40 percentinterms of
income distribution), Moldova consistently performs
amongthe worstinthe region.

Pervasive and persistent financing barriers mean
businesses and individuals face major difficulties in
accessing the funds they need from the banking sector.
Only 43 percentof MSMEs’ formal financingdemands are
estimated to be met by the financial sector, creatinga
finance gap of around US$ 894 million.120 This is driven by
failures inthe financial system on both the supplyand
demand side. On the supplyside, the banking sectortends
to view MSMEs as a risky segment of the market, so
application processes are cumbersomeand interest rates
are high. On the demand side, weak financial literacy and

118 |bid.
119 |bid.
120 See SME Finance Forum (n.d.).
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business know-how, as well as high levels of informality
among MSMEs, leave loan applicantsill equipped to
understand their financing options and applyforloans.121
As aresult, thereisa gap in the ability of the banking
sectorto caterto the financial and non-financial needs of
MSMEs.122

Difficulty accessing bank finance in the large informal
economy and agricultural sector has segmented the
market into traditional banking and a growing number
of non-bank credit institutions. The liberal regulation of
the non-bank credit sector has often made such
institutions the lender of choice for MSMEs. They lend
quickly, require little paperwork, offer greater flexibility on
loan repayments and pose no incomerestrictions, making
access easy for early-stage entrepreneurs. However, this
reliance on non-bank credit organisations (NBCOs) as the
primaryfinance provideris not without problems. Interest
rates tendto be higherthan those found inthe traditional
bankingsector, with little consumer protection for
borrowers and little integration with national credit-scoring
systems.!?3

Since 2014,NBCOs have acquired a sizeable market
share of retail lending and micro-credit, but this has
slowed recently due to tighter regulations. NBCOs
accountedfor9 percent of total banking-sector assets
and 19 percent of financial-sectorloansin 2018. The
non-bank financial institution sector is concentrated, with
the top 10 companies accountingforaround 70 percent
of the market (which comprises around 140 entities
overall). The National Commission for Financial Markets
(NCFM)has progressed onimplementing an essentially
new regulatory regime for NBCOs since 2018. However,
many NBCOs are not compliant with existing financial
regulation, with only 55 out of 140 NBCOs satisfying the
capital requirements set bythe NCFM.

Women entrepreneurs face additional restrictions to
those encountered by businesses in general. An
estimated 38.5 percent of registered MSMEs are led or

121 See OECD (2014).

122 See SME Finance Forum (n.d.).

123 See V. Popa (2013).

124 Prime Capital (2019) Internal Women in Business report for the EBRD.
125 See WAGE (2021).

owned by women.124 Despite parityin the law, harmful
norms hinderwomen entrepreneurs’ abilityto access and
make effective use of finance. Available data suggest
financial institutions reject well-established female
businesses at a higher rate than those led by men, and
anecdotal evidence from female entrepreneurs indicates
thatwomen face increased scrutinyin the application
process, pointingto unconscious gender bias in lending
practices. 125

There are some identified areas where reforms may
enhance the financial inclusion of businesses and
individuals.126 While the introduction of macro-prudential
regulation and the transfer of supervision of non-bank
credit institutions to the National Bank of Moldova (NBM)
would provide additional protection to consumers, it
should be carefully calibrated. Forexample, the
introduction of debt-to-income ratios and full reliance on
official income without allowinga transition periodwith
alternative income calculation methods could make a
large number of their clients unbankable, especiallythe
self-employed, and expose them to the unofficial predatory
lending market. Integration with national credit-scoring
facilities, however, would allowsmall lenders to build a
financial profile and gradually align with the procedures of
the traditional bankingsector. In banking, a more diverse
offeringtailored to the needs of MSMEs would vastly
benefitthe sector. Lastly, supporting entrepreneurs in the
development of a business plan and providingthe m with
betterinformation on financial products would help spur
an increase in demand for financial goods and services.

Digital gap

ICT adoption remains one of Moldova’s strengths, but its
ambitions may be constrained by its lack of skilled
human capital. Low levels of digital skill are now the key
constrainton people’s use of digital technologjes.
Computerliteracyrates are good, though slightly below the
EU average,at 92 percentin 2021127.128 The EBRD’s
Transition Report 2021-22 scored Moldova’s digital skills

126 See OECD (2014).
127 See Eurostat (n.d.b).
128 See UNDP (2021b) and Moldovan Association of ICT Companies (2021), p. 22.
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lowerthan any otherdigital enablers in 2020, indicating
the needforthe governmentto work closely with the
private sectorand academicinstitutions to address this
challenge.129 Further progress is required, particularly in
terms of improving digital skills and resolving issues that
leadto a lack of trust in digital technologies, especially
with regard to data security and privacy.130

Accessto broadband and computers varies by gender
and region. Women-led households are 11.7 percent less
likelyto have a computerand internetaccess, probably
because of the low incomes of those households. This gap
is increasing, with the share of men-led households with
accessto computers and internet growingfasterthan that
of women-led households. At the same time, households
in villages are 24.1 percent less likelyto have a computer
thanthose in urban areas, while only35.7 percent of
poorer households have a computer (comparedwith 71.5
percent of well-off households).131

In 2020, women and girls occupied only 31 per cent of
jobs in Moldova’s ICT sector and only 19 per cent of
digital professions overall. This disparity begins from a
youngage; only 4.6 per cent of girls in higher education
study STEM subjects. Consequently, women get jobs that
pay less:the gendersalarygap in the ICT sectoris 33 per
cent.132 Qver the pastthree years, the gender gap has
declined, asthe numberof ICT businesses led bywomen
has grown faster (by 28 per cent) thanthe numberled by
men (24 percent).133

Firms report a worsening skills shortage inthe sector,
but initiatives to address this are emerging. Around
6,500 students graduatefrom ICT-related higher
education studies annually, higherthan some EU countries
such as Bulgaria and Hungary, but lowerthan the OECD
and EU averages.134 However, because of the country’s
significant brain drain, IT industry representatives say itis
difficult foremployersinthe ICT industryto find young
graduates with digital skills. Digital firms contacted in the
course of this research estimate that half of the technical

129 See EBRD (2021).

130 See ITU (2021).

131 See EU4Digital (2020).
132 |bid.

133 |bid.

134 See World Bank (2018).

staff that have left theirjobs overthe past few years have
leftthe country. Afew private-sector companies have
taken stepsto resolve the skills mismatch by collaborating
with local technical universities and providingin-house
trainingto volunteers. The large majority of job creation in
the ICT sectoris concentrated in the capital, Chisinau,
indicating unequal regional opportunities. Atthe same
time, however, this presents an opportunity to increase
Moldova’s pool of talent by targeting other regions with
appropriate training programmes.135

The inevitable continuation of digitalisation and
automation in the labour market will see over 14 per
cent of jobs becoming redundant and a further 60 per
cent of jobs changing significantly in terms of tasks
performed. These changes will affect the least-skilled
workersand workers in rural areas, potentially widening
regional wealth gaps. As in other countries, rapid upskilling
and reskilling will be required to ensure Moldova’s labour
force is prepared forthe future of work and the structural
transformationofthe economy.136 |CT inclusion would
enable underservedcommunities to access education,
health and social services, and would strengthen their
economic independenceand integration into the national
andinternational economy.

5. Resilient - a recovering banking sector,
nascent capital markets and deficient
energy security are constraining resilience

Moldova ranks 23rd out of 36 EBRD economies onthe
resilient quality. Both financial stabilityand energy
security are vulnerable to adverse shocks. The relatively
low degree of financial resilience is due to a small and
concentrated banking sector that is still recovering from
the 2014 bank fraud,*37 underdevelopedfinancial
markets, low credit penetration and a lack of financing
opportunities for MSMEs. The country’s energy resilience
ranking suffers from the high concentration of the energy
mix ona single source and single supplier, as well as

135 |bid.

136 |bid.

137 |n 2014, US$1 billion disappeared from three Moldovan banks - Banca de
Economii, Unibank and Banca Sociala - into offshore accounts. The total loss
from the scheme was equivalent to 12 per cent of Moldova’'s GDP.
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limited possibilities for diversification due to constraints
on energy-sectorconnectivity.

Chart 30. Resilient ATQ indicators
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Financial resilience

Moldova’s financial system is dominated by the banking
sector, which remains the main source of financing for
businesses. The bankingsector consists of 11 banks,
including seven foreign-owned banks, which held more
than 91 per cent of total sectorassets as of the end of
2021.The sectorissmall,accountingfor 51 per cent of
GDP, but atthe same time concentrated, with four
systemicallyimportant banksaccounting for 80 per cent of
the market bytotal assets. Credit penetration remains low
(23 percentof GDP as of end 2021). The banking system
is largely “plain vanilla”, with loans constituting the largest
part of banks’ assets and deposits the dominant source of
funding. External wholesale fundingis limited to
international financial institutions. Apart from banks, the
financial system comprises non-bank credit institutions
and a growinginsurance industry. In the absence of
mandatoryfunded pension funds and with a small life-
insurance segment, institutional investors’ assets as of
end 2021 stood at 1 percent of GDP (see Chart 31).

Chart 31. Banking sector and institutional investor assets
in early transition economies, percentage of GDP
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In its first real-life, post-restructuring test, the banking
sector weathered the Covid-19 crisis well, but it is now
facing the challenges brought about by the war on
Ukraine. The bankingsector maintained high liquidity
buffers, sound capitalisation (a capital adequacy ratio of
25.6 percent)and alow non-performingloan (NPL) ratio
(of 6.6 percent) (see Chart 32) throughout the pandemic.
It remained profitable in 2021, with a return on average
equityof 12.4 percentand a return on average assets of
2.0 percent. Growth inloans and deposits was reported at
21.6 percentand 13.1 percent, respectively,in2021.
The NBM continued to tighten monetary policy, with the
base rate reaching21.5 percentin August 2022, to
combat risinginflation, which reached34.3 percentin
August 2022. The expected negativeimpact of the warin
Ukraine on the country’s overall economic performance
(see Box 1) may put pressure on bankingsector liquidity
and threatensto put loan quality at risk inthe medium
term.
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Chart 32. NPLs as a percentage of total gross loans

20 12020 122015
15
i 3
10 Yo -
1 [ 1
5 1 1 1 1

o ——— |

NE.

1a

Georgia
Latvia
Roman
Armenia
Moldova

North Macedonia

Source: World Bank.

Following the 2014 bank fraud, the NBM took active
measures to clean up the banking system and enforce
ownership transparency. A legislative overhaul resulted in
NBM independenceand a new bank resolution regime.
The quality of banking regulationis generallyadequate
and continuouslyimproving: (i) Basel lll regulations on
capital adequacy came into force in 2018; (ii) liquidity
coverage requirements wereapproved in 2020; and (iii)
pillar 3 disclosure requirements became compulsoryforall
banksin September2021.

Financial marketsinfrastructure

Financial markets in Moldova are in the early stages of
development, despite relatively robust market
infrastructure and stable macroeconomic conditions. In
the EBRD Financial Markets Development Index (FMDI),138
Moldova ranks 28th out of 38 economies, 139 reflecting the
low levels of depth, liquidity and diversification of the debt
and equity markets and the absence of local derivatives
markets (see Chart 33). Gapsremaininthe legal and
regulatory framework (forexample, in propertyrights, the
rule of law and local derivative and repo legal frameworks)
andthe local institutional investor base, but
macroeconomic conditions and policy frameworksare

138 The FMDI measures local financial-market development based on publicly
available quantitative and qualitative criteria. The FMDI score is derived from 54
individual indicators, split across two equally weighted sub-indices covering (i) the
necessary conditions for sustainable market development, including macro-
financial conditions, the legal and regulatory framework, marketinfrastructure
and the institutional investor base; and (ii) asset class-specific indicators

stable and conducive to future market development
initiatives.

Chart 33. Financial market development in Moldova and
selected comparator economies
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Money markets are at an early stage of developmentin
Moldova. The local money market comprisesgovernment
T-bills, NBM certificates of depositand the direct
unsecured interbank market. The outstanding stock of T-
billsand NBM certificates amountsto just 7.9 per cent of
GDP, with virtually no secondary market trading. This is
because state securities are in regularsupply (issued
everyfortnight) and local banks repo those with the NBM,
earninga positive carry of upto 341 basis points as of
May2022. Incentives to sell/trade on the secondary
marketare limited due to the resulting loss of leveraged
income. Use of the unsecured segment of the money
marketis limited by excess liquidity, with banksholding
liguid assets well in excess of regulatory requirements and
the bulk of liquidity in unremunerated NBMreserve
accounts. The NBM provides sufficientliquidity through
repo auctions and absorbs liquidity through certificates of
deposit on a weekly basis. There is no limit, which reduces

reflecting the extent of such development across debt, equity, money and
derivatives markets. See EBRD (2021) for more details on the FMDI.

139 |n April 2022, the EBRD’s Board of Governors decided to suspend access to the
Bank’s resources by Russia and Belarus in response to the invasion of Ukraine,
reducing the number of economies in whichthe Bank operates to 36. The Bank
has closed its offices in Moscowand Minsk. Russia and Belarus remain EBRD
shareholders.
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the needforan interbank market. Overnight access to
liquidity is also available from the NBM, which, though
expensive, is broadlyin line with pricing available overthe
counter (OTC). The NBM publishes an interestrate
benchmark, the Chisinau Interbank Offered Rate,
calculated based on quotations of contributor banksfor
the placement of funds with otherbanksin Moldovan leu
(MDL). However, thisis not a reliable rate and the
sovereign’sfloatingrate notes are notindexed to it, but
ratherto the weighted average of the 182-day T-bill yield.
The lack of an active money marketand the absence of a
reliable local benchmark rate in turn limit the development
of derivatives and capital markets.

Local bond markets remain underdeveloped and are
heavily dominated by government issuance. Total
outstanding sovereign bond volumes as of end-February
2022 were equivalentto US$ 1.7 3 billion (€1.65 billion)
(around 14 percent of GDP), of which over half (about 7.3
percent of GDP) were T-bills with less than a one-year
maturity, in marked contrastto other EEC economies (see
Chart34). The Moldovan sovereign securities market
would benefit from an average duration extension,
concentrated issuance in a small number of benchmark
bonds and the further development of its yield curve. Amid
relatively low market liquidity, international investmentin
Moldova’s sovereign bond market is currently negligible,
with only 0.3 per cent of outstanding securities held by
non-residents. The NCFMis working on reforms to allow
government securities to be traded on the regulated
market (currently only interbank), which would supporta
marginal increase in secondary market liquidity, noting
thatthis marketis predominantlytraded OTC.

Chart 34. Outstanding sovereign bond nominal value in
EEC economies by maturity, percentage of GDP
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Non-sovereign local bond markets comprise only
municipal securities, while corporateissuance has
taken place oninternational markets. Municipal bonds,
issued forthe first time in 2021, total a combined notional
amount of US$ 0.4 billion equivalent (€0.38 billion) and
are traded on the Multilateral Trading Facilityadministered
by the Moldova Stock Exchange (MSE). The capital,
Chisinau, approvedadditional municipal issuance in
October2021, which will support the development of this
nascent market. There is no domestic corporate bond
market, but Eurobonds issued by the leading Moldovan
agro-industrial company, TransQil, have been listed on the
Irish Stock Exchange. These securities have beenupsized
several times, with the subordinated (5NC3) bonds issued
in April 2021, reaching benchmarksize in September
2021.Thetotal corporate bond market, made up solely of
TransOil issuance, measures almost US$ 1 billion (€0.95
billion, or 8 per cent of GDP). Giventhe company’s large
financing needs and the absence of a domestic
institutional investor base, TransOil neededto tap
international markets, with investor interest supported by
a ratingone notch above the Moldovan sovereign.

Moldova’s equity market remainsilliquid, with a limited
number of listed companies. There were no initial public
offerings (IPOs) in 2019-21.There are only 15 listed
companiesonthe regulated market of the MSEand 21 on
its Multilateral Trading Facility, amountingto a total
market capitalisation of US$ 0.6 billion equivalent (€0.5
billion) as of end 2021. The market is very concentrated,
with 66 percent (10 out of 15 firms) comingfrom the
financial sector. Trading volumes on the MSE have been
decreasingsharplyinrecentyears, a trend accelerated by
the Covid-19 crisis. From 202010 2021, annual trading
volumes fell from US$ 5.6 million (€4.9 million)to US$ 1.9
million (€1.6 million) (seeChart 35). Instead, much of the
tradingis taking place OTC. Accordingto MSE estimates,
off-exchange equitytradingvolumes are 5to 10 times
larger. Against this backdrop, unsurprisingly, the Moldovan
equity market is not classified by either of the two
benchmark index providers (MSCland FTSE). With its
limited trading activityand investor base, companies have
few incentives to take on the additional disclosure and
transparency requirements associated with a public listing
- many preferringto become limited liability companies
(LLCs).As a result, there is currently no IPO pipeline onthe
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MSE, with Moldova’s largest companies choosingto liston
international exchanges. Consequently, efforts to classify
the MSE as a frontier market by FTSE/MSCIto increase
foreign investorrecognition and stimulate passive investor
inflows could be pursued.

Chart 35. MSE trading activity
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Financial market infrastructurein Moldova is generally
sound. The MSE has been operatingfor more than 20
years and the NBM, acting as the fiscal agent of the
Ministry of Finance, is in charge of the managingthe
primaryand interbank secondary markets for state
securitiesissued in book-entryform on the domestic
market. In May 2019, the single Central Securities
Depository (DCU) was launchedforall corporate securities,
state securities and NBM instruments, which ensures the
safekeeping of financial instruments and a higher level of
protection for operations. The DCU delivers a full range of
services, offeringomnibus accounts and providinga
delivery-versus-payment settlement system, but has
inherited largely outdated information from the
fragmented registersitreplaced (estimated ataround 90
percent). The DCU is currently owned bythe NBM, which
not only creates potential for conflicts of interest, butalso
limits the scope of possible investment in Moldova by
international exchange groups. Establishing a vertically
integrated capital market infrastructure coveringthe full
value chain from tradingto post-trade services would
require the partial divestmentby NBM of a stake in DCU.
This could attract investment interestfrom a major
international exchange group, which would, in turn, help to
enhance the quality of services, introduce the necessary

infrastructure upgrades, provide knowledgetransferand
facilitate the access of Moldovan corporates to
EU/international capital markets. An alternative path to
strengtheningthe regional integration of Moldova’s capital
market infrastructure and facilitating the IPOs and
secondary public offerings (SPOs) of Moldovan companies
on neighbouring capital markets would involve the
creation of links between the Moldovan and international
central securities depositories (CSDs).

The authorities have demonstrated strong commitment
to financial market reforms focused on adopting
international standards in banking and financial market
regulation and supervision. Following several takeover
scandals in recent years, the government has passed
amendments to strengthen the integrity of shareholder
rights in line with international standards (such as the
Principles for Financial Market Infrastructures and the
Central Securities Depositories Regulation).In 2020, a
new law on facultative pension funds was adopted, though
none has been created to date and normative rules to
supportthe establishment of such funds have yetto be
developed. Regulatory responsibility for the CSD still has
to be properly defined:its role in capital markets would
make itfallunderthe NCFM’s mandate, though itis by law
comes under NBM supervision. These challenges as
regards NBM-NCFM cooperation comeatatime when
insurance and non-bankingfinancial institution
supervision is beingtransferred to the NBM (by mid-2023)
in orderto mitigate the risks they pose to the financial
system and the existence of regulatory arbitrage between
deposit-taking banks and non-bank financial institutions.
The NCFM will be given sole responsibility for regulating
capital markets and the new facultative pension industry.
This will have a significantimpactonthe NCFM:in 2020,
capital markets accountedfor 15 of its 59 staff and only
20 percent of its revenue, threatening its industry-funded
model. Strengtheningthe legal and regulatory framework
for corporate governance and disclosure, as well as the
bankruptcy framework, should also be prioritised, along
with reviewingand expanding current incentives for local
companybondissuance and listings.
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Energy resilience and security

Moldova’s energy self-sufficiency is very weak. Moldova
has one of the lowest self-sufficiency rates in the world, as
onlyabout 20 percent of energydemand is covered by
domestic production. Almost all domestic capacity is
based on solid biomass. Only 6 per cent of electricity
generation comes fromrenewablesources.

Moldova’s energy security situation is acute, requiring
an accelerated reform path. Despite pro-market reforms
in the domestic sector since independence, the country’s
energysupplyis still characterised by extremely high
market concentrationin electricityand gas and
dependence on Russianimports, which are becoming
unreliable. These import dependencies have led to an
energy market with significant structural issues. Key
priorities are to diversify electricityand gas sources,
increase local renewable production capacityand investin
energy efficiency measures. Major reforms ahead include
the unbundling of Moldelectricaand Moldovagaz, full
integration with EU energy markets, the integration of
renewable energy, addressingthe issues of long-term debt
and developing wholesale markets.

The war on Ukraine has worsened energy security and
led to a series of short-termbreakthroughs. Recent
developments suggest that reforms have accelerated in
the face of the crisisthatbeganin late 2021, whichsaw a
threefold increase in gas prices as well asthe war on
Ukraine. The risk of supply disruption led to efforts to
diversify supply. The government, through state-owned
Energocom, procured gas from European markets. With
supportfrom the EBRD and the United States Agencyfor
International Development, Energocomis strengthening its
capacityto procure gas from more diversified sources. In
May 2022, itsigned a contract with the Ukrainian HPP,
Ukrhydroenergo, forthe supply of around 30 per cent of
Moldova’s electricity needs, thus shiftingaway from its
dependence on the Transnistrian Moldavskaya GRES
(MGRES) power station. One key development that was

140 The safe operating period for the second and third energy units of CHP-2
Chisinau expire in 2021 and 2022, respectively. The modernisation works have
been marred by a procurement scandal, which was won by a consortium
comprising a Russian and a Moldovan company, and which was cancelled by the

fast-tracked as aresult of the war on Ukraine was
Moldova’s emergency synchronisation with the European
association forthe cooperation of transmission system
operators (ENTSO-E) system in March 2022.

Electricity generation would be improved by energy
efficiency measures and additional investment. Moldova
imports around 80 per cent of the electricity it consumes,
mainly from the Russian-owned MGRES. The power plants
onthe right bank of the Dniestersupplyonly 20 percent
or so of consumption (412 MW) and rely on gas for about
80 percent of capacity. Termoelectricais looking to
construct a new combined cycle gas turbine and combined
heatand power (CCGT CHP) plantin Chisinau (388 MW) by
2035, atan estimated investment cost of US$ 400 million
(€380 million), while CET Nord is also looking to build a
new 150 MW CCGT CHP plant in Balti for US$ 160 million
(€150 million). Anew 400 MW gas-fired plantis also
needed to balance the power systemin either Ungheni or
Comrat. Small modular reactors (60 MW)are also being
considered for2030-35at a projected cost of €270
million. Ifimplemented, these projects would increase
Moldova’s energy independence. Despitethe significant
investment, however, they would probably not be very
positive from a green transition perspective. The focus
should be onthe deployment of domestic renewable
energy. Parallel efforts should be made to increase the
efficiency of the Soviet-era operating plants.140

Moldova’s energy security would benefit greatly from an
expanded network of interconnectors with Romania and
Ukraine. The main projectin this area, which has been
ratherslow interms of implementation, isthe 400 kV
interconnector with Romania at Vulcanesti, expected to be
finalised in 2024. Several more interconnectors with
Romania and with Ukraine in the north and centre of the
countryare currently planned. This would allow Moldova to
decrease its dependence on MGRES and enable a more
cost-competitive electricity supply. The emergency
synchronisation of the Moldovan power systemwith the
ENTSO-E should provide the impetus forincreased
interconnection.

government in spring 2022. The modernisation of the first unitwas finalised by
the same contractorat the end of 2020. Financing has been assured by a loan
from the World Bank.
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Reformsinthe electricitysectorhave progressed
unevenly. Moldova has already transposed much of the
Third Energy Package, but not all of the relevant
requirements have been fullyimplemented. Secondary
legislation linked to the 2016 law is still lacking; (i)
regulations on auctioning new generation capacity; (ii)
regulations for the authorisation of new generation
capacity over 20 MW; (iii) minimum fuel-stock
requirements for power plants; and (iv) the designation of
the market operator (pending market conditions). The
unbundling of the country’s distribution system operators
is in train, but Moldova still does not meet requirements
forunbundlingthe transmission system operator,
Moldelectrica. The Energy Community Secretariat opened
infringement proceedings against Moldova in May 2021
due to the lack of progress. In December 2022, the
National Agencyfor Energy Regulation (ANRE) provisionally
certified Moldelectricaas an independent system
operator, animportant step with a view to implementing
the Third Energy Package.

There has been little progress on developing the
electricity wholesale market.In 2020, the opening up of

consumesaround 1 bcm of gasannually. Anew 112 km
gas interconnector, Ungheni-Chisinau, has been
operational since October 2021 and currently allows
Moldova to import 1.5 bcm/year of gas from Romania.
However, the new interconnector is not able to cover peak
winter demand forthe whole countryand someregions
are still dependent onthe traditional route via Ukraine.
The Energy Community Secretariat submitted a letterto
Moldova in May 2022 on its failure to adopt the legal
framework necessaryto enable the transmission system
operatorto offer backhaul capacity, notingthat while
Moldova had transposed the network code provision, it did
not have the provisions in place forthe customs clearance
of backhaul capacity. This would enable a reverse flow
from the Trans Balkan Pipeline in case of emergency. Gas
storage aspects are also important,and the EU’s decision
to include Moldova inits commonplatformto acquire
energyis a step forward in enhancingenergy security.
Moreover, the Law on Natural Gas obliges Moldovagaz to
ensure itcan covertwo months of consumption duringthe
heatingseason.

Table 2. Moldova gas consumption breakdown

the country’s electricity retail market (meaning outside

regulated prices) totalled just 10 per cent. Moldova’'s
electricity market rules entered into force on 1 June 2022.
The priority is to introduce new wholesale trading
arrangements, with a simplified balancing market that
provides a centrallyadministered balancing mechanism. A
market operator will be introduced at a later point when
market couplingwith the EU is possible. Cross-border
exchanges with Ukraine should become easier under the

Million m3 2016 2017 2018 2019 2020 2021
Gas imports 1,032 1,034 1,130 1,058 1,127 1,206
Gas consumption 965 965 1,069 1,016 1,046 1,205
of which:

Households 285 303 346 348 373 461
Legal entities: 680 662 723 668 674 744
State organisations 45 45 51 46 42 52
Power plants 404 384 405 365 371 391

Other consumers 231 233 267 257 261 301

new rules, buta competitive and transparent market will
be possible onlywith new interconnectors and legal efforts
to integrate with the EU markets. ENTSO-E synchronisation
ensures uninterrupted electricity supply to Moldova during
the waron Ukraine, with commercial electricity exchanges
increasing gradually. The synchronisation of the Moldovan
power system with the ENTSO-E may have animpacton
the rationale forthe ongoing work on a back-to-back
connection with Romania.

The diversification of gas sources could prove more
difficult. In contrastto most of its neighbours, where gas
demand comes fromindustry, upto 70 per cent of
Moldova’s gas is consumed by the residential sectorand
district heating utilities. Moldova (excluding Transnistria)

Note: Excluding Transnistria.
Source: ANRE.

Moldova’s long-term contract with Gazpromcan be seen
as an additional source of risk. A new five-year contract
was signed in October2021, with aformula based on
global oil prices and EU gas prices. Although the average
price agreed for Moldova is lowerthan the EU market
price, the contractin itself, creates uncertainties over
energy security, particularlydue to Moldovagaz’'s €720
million in outstanding debt to Gazprom, which should have
been audited and settled as of May 2022. Awiderissue is
the debt accumulated by Transnistria, at around US$ 7
billion (€6.7 billion). Gazprom retains the powerto
terminate the contract in the event of non-payment, while
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gas transitthrough Ukraine remainsuncertain because of
the war.

Gas-sector reformimplementation is lagging. While the
relevant legislation and network codes weretransposed in
late 2020 and furtheramended in April 2022,
implementation of the requirements remains limiteddue
to governmentinaction and the unwillingnessof
Moldovagazto cooperate on reforms. It is understood that
the reforms were slowed by Gazprom’s demands during
contract extensiondiscussions in October2021,amid
concernthatthe reforms would undermine the gas debt
accumulated by Moldovagaz to date. The unbundling of
Moldovatransgazis trailing behind and still not compliant
withthe EU’s Third Energy Package. Third-party access to
the transmission system is notin place either, as
Moldovatransgazholds a transmission service contract
onlywith its owner, Moldovagaz. Consequently, Moldova's
gas marketisstilla monopoly and without a virtual trading
point. The REMIT Regulation has yet to be transposed,
while the retail market is still heavilyregulated, with a
public service obligation. The balancing network code
between Vestmoldtransgaz and Moldovatransgaz has not
beenimplementedas yet, despite an agreement between
the two entities. Moldova’s wholesale gas market remains
illiquid and foreclosed.

Renewables offer a key solution to improving energy
security, contingenton an adequate regulatory
framework. Moldovareceived 25 per cent of its energy
supplyfrom renewablesin 2020, exceedingits 2020
target of 17 percent, largely by using biomass in the
heatingsector. The 2018 Renewables Law set the legal
basis forrenewable energy support schemes and made
provision for priority dispatch and balance responsibility.
Feed-in tariffs forsmall producers have already been
implemented, but have yetto resultin a successful
auction. The government has agreed a 400 MW support
scheme, with 165 MW of tenders (105 MWwind, 60 MW
solarPV) and a 235 MW feed-in tariff (15 MWwind, 70
MW solar PV, 150 MW biomass/biogas). As part of the
EBRD’s €300 million facility to support emergency gas
purchases, the project will support the implementation of
an enabling frameworkfor renewable energyauctionsand
facilitate Moldova’s first renewable auction by adopting
amendments to the Renewable Energy Sources Law and

secondary legislation. This will be followed by the
renewable auction and selection of winning bidders.

6. Integrated - poor external integration is
exacerbated by insufficient domestic
infrastructure

Moldova ranks 23rd on the integrated quality in the
overall EBRD regions and fourth among countries in the
EEC region. The country performs better in terms of
internal than external integration. Notably, the Chinn-Ito
indicator of financial openness is well below the EECand
EBRD regional averages.

Chart 36. Integrated ATQ indicators
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External integration

External trade accounts for a muchsmaller share of total
output thanin similar small economies in the EBRD
regions. Exports and imports of goods and servicesas a
share of GDPin Moldova, at 77 percent, are lowerthan
those of regional peers and the EBRD average. Despitea
reorientationof tradetowardsthe EU, exports still account
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foralow share of GDP. Moldova has signed nine regjonal
trade agreements, which is considerably lowerthanthe
EBRD regional and advanced comparator country averages
(onaverage 17 and 29 RTAs, respectively.) Closer
integrationwith the EU and DCFTAimplementation may
compensateforthis overtime. Intermsof transport
modalities, road transport has increased significantly over
the last 10 years onthe back of a structural declinein rail
shipping(see Chart37).

Chart 37. Volume of transported freight, ‘000 tonnes
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Agreement implementation, Moldova’s transport chapter
has one of the lowest progress rates, with delays on naval
and rail sectorreforms.141

Chart 38. Internal and external regional distribution of
freight transport by road, 2021
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Cross-border integration is limited. Data on road freight
transportindicate that transport services are mostly
focused oninternational trade (see Chart 38). There is,
therefore, a pressing need to create the conditions
necessary for efficient cross-bordertrade. Accordingto the
Logistics Performance Index, Moldova significantly lags the
EEC and EBRD averages (1.22 vs 2.82and 3.68,
respectively), implying unsatisfactory logistics services,
mainly caused bythe poor state of transport
infrastructure. As faras the cost of trading across borders
is concerned (measuredas the time and cost associated
with the logistical process of exportingand importing
goods), Moldova scores higherthan the EEC and EBRD
averages onthe World Bank’s Doing Business rankings. At
the same time, measuresof logistics competence (for
example, transport operators and customs brokers), the
abilityto track and trace consignments and the timeliness
of shipments all achieve low scoresand are below regional
averages. Perthe 2020 evaluation report on Association

141 See Ministry of Foreign Affairs and European Integration (2020).
142 See UNECE (2017).
143 See USAID (2018).

Source: National Bureau of Statistics of Moldova.

A streamlining of customs operations is needed.A2018
assessment concludedthat Moldova’s customs services
were complicated by a lack of clarity over regulations and
legislation, coupled with capacity and expertise shortfalls
in keyinstitutions and cumbersome customs clearance,
especiallybetween the Dniester banks.142 Increasing road
freighttransportand higher EU trade have created
bottlenecks at two key border crossings with Romania
(accountingfor 35 percent of merchandise trade) and
added significant costs to logistics. Customs and border
checks have reportedly been proneto briberyand
corruption.143 While the customs code has recently been
aligned with EU directives, a more effective valuation
process hasyetto be implemented, strictlyaligned with
World Trade Organization rules. Infrastructure, including
digitalisation, needs to be modernised. Procedures related
to transit traffic should also be simplified, as they can
exacerbate the bottlenecksat border crossings.

The financial openness of the Moldovan economy is very
limited. The Chinn-Ito Index, which measures capital

accountopenness, is verylow for Moldova.144 This is down
to its negligible capital flows as a share of GDP. Moreover,

144 See M. Chinn and H. Ito (2022).
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the capital account has been slightly negative since 2016,
indicating net outflows eversince.

The investment environment is not attractive to foreign
investors. FDIflows (3.6 percent of GDP on average over
the lastfive years) is considerably below the regional (5.2
percent)and EBRD averages (5.2 percent). The country’s
FDI inflow ratio to GDP isamongthe lowest of all EBRD
countries.145 The five-year average of portfolioinflowsas a
share of GDP is 4.4 per cent, below the EEC and EBRD
averages (both 5.1 percent).

Internal integration

The lack of appropriate infrastructure seriously inhibits
competitiveness. In recent years, volumes of freight by
road have increased significantly (seeChart 37). However,
road quality has been rated as one of the worst in Europe
in some assessments.146 Moreover, road qualityin recent
years has declined, as publicinvestment has been
insufficientand poorly managed(see Chart 39).
Evaluations suggest that the economylost MDL 4.4 billion
(€210 million) in 2021 (up from MDL 2.1 billion,or€100
million, in 2015) as a result of the poor state of roads. In
2021, households are estimated to have spentalmost
three times theiroutlaysin 2015 on car maintenance.147
Road safetyis an indicator of the quality of infrastructure,
as fatality rates are 54 percent higherthan in the EU. This
affects Moldova'’s potential as a logistical route to EU
markets, as well as internal connectivity.

145 See Trading Economics (n.d.).
146 See WEF (2019).

147 See Veaceslav lonita (2022a).
148 See Veaceslav lonita (2022b).

Chart 39. Quality of national roads, percentage of total
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Increasing volumes of freight and the rising number of
personal cars are putting significant stress onthe
current road infrastructure. In recent years, the number
of personal cars has increased significantly, especially in
Chisinau (35 percent growth since 2015). The density of
cars per kilometre has tripled overthe past 25 years.148
This is putting significant strain on existing infrastructure,
requiringinvestmentin maintenance and, in some cases,
network expansion. In larger cities, especially Chisinau,
investment in publictransport systems is urgently needed.
Nevertheless, the existing road infrastructure, despite its
poor state, enables decent internal connectivity. According
tothe EBRD’s Road Transport Connectivity Index, the
quality of road transportin Moldovaisinthe top 18 EBRD
economies. Intercitytravel times are typically 57 percent
longerthanthe best performers, compared withan EEC
average of 60 percentandan EBRD average of 66 per
cent. Additional investment is needed atlocal levelas a
policytool forimprovingregional inclusion, but there is no
clearunderstanding of the state of local roads.

Public investment in infrastructure has been anaemic
and poorly managed. Despite external assistance on road
rehabilitation, Moldova’s Road Fundfinancing has been
significantly below National Transport and Logistics
Strategytargets.149 Moreover, major projectshave been
delayed and/or poorlyimplemented.150 For instance, the

149 See World Bank (2021), “Enhancing the business environmentand market
competition”.
150 See IMF (2021).
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Chisinau bypass,announced in 2012, is farfrom being
completed. Inadequatefundingand a lack of State Road
Administration capacityto manage large infrastructure
projects is seriously inhibiting Moldova'’s efforts to improve
its trade links. Exploring public-private partnerships could
be a solution here.

Rail infrastructure is underutilised and key reforms have
yet to be implemented. Rail accounted foronly 14 per
cent of freight in 2019.151 This low share is driven by years
of underinvestment in infrastructure. Whileroad
maintenancereceived funding of more than €1 billion
between 2007 and 2016, the railways received only€150
million.152 There are essentially no electrified ordouble rail
linesin the country, seriously limiting its connectivity with
Romania and Ukraine. Consequently, Moldova’s railway
linesare in a precarious state. The restructuring of the
Moldovan railways company has yetto be completed.

Port capacity and connectivity should be expanded to
make use of existing opportunities. The international port
of Giurgjulestiis Moldova’s main port, on the River
Danube. Its added value could be increased byimproving
its road and rail connectivity (projects are underway) and
increasingthe capacity of the port, now mostly taken up by
the grain trade.

Poor municipal infrastructure limits the efficient
provision of services. Starting with energy supply, the
quality of electricityin Moldova is below the EEC and EBRD
averages, as transmission and distribution losses are high.
Moreover, municipal infrastructure is old and, insome
cases, lacking, such as solid waste managementfacilities.
Backbone services deliveryis more problematic outside

151 See World Bank (2021), “Multimodal transportand logistics”.
152 |bid.

larger cities. Water supply, sanitation and waste
management are absentin alarge proportion of rural
areas.

Digital infrastructure

The country’s telecommunications infrastructure is well
developed, putting Moldova in the top 50 countries
globally in terms of broadband coverage and
affordability. The majority of populated areas are covered
by mobile broadband (98 percent 4G) orfixed broadband
(98 percent ADSL availability, of which 90 percent is
supported by opticfibre). Accordingto the national
telecom regulator, 74 per cent of private households are
connected to broadband. Mobile broadband penetration
(calculated as the number of active mobile broadband
subscriptions per 100 inhabitants) was almost 90 percent
as of the end of 2020. Moldovais ranked 58th globallyin
terms of mobile broadband speed bythe Speedtest Global
Index, higherthan the global average. The affordability of
mobile broadbandhas also improved, with a drastic drop
in the cost of data-only mobile broadband. This puts
Moldova significantly belowthe 2 percent of monthly
gross national income per capita affordability target of the
Broadband Commission for Sustainable Development. The
number of fixed broadbandsubscribers continues to grow
steadily, with 27 percent of households having a fixed
connectionin 2020. State-owned operator Moldtelecom
holds over 61 percent of the fixed broadband market.
However, improvements are still required, includingin
promotingthe innovation ecosystem.
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