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Key Messages

2020 was marked by the Covid-19 pandemic, which caught the Republic of Moldova
unprepared. The repercussions of the virus have amplified the underlying vulnerabilities

related to the state of the country.

Already at the beginning of 2020, before
the onset of the pandemic crisis, the
economy of the Republic of Moldova had
begun to slow down, the budget deficit
was already increasing, and a number
of key macroeconomic indicators (e.g.
exports) were in decline. In addition, the
country entered the pandemic with a low
level of competitiveness (86th place out
of 141 states according to the 2019 Global
Competitiveness Report - similar to
Ukraine, Tunisia, Sri Lanka and Lebanon)
and economic freedom (87th place out
of 180 states according to the Heritage
Foundation 2020 Index of Economic
Freedom - along with Belarus and
Samoa), and with a high level of corruption
(120th place out of 180 states according
to the Transparency International 2019
Corruption Perceptions Index, along
with Sierra Leone, Niger and Pakistan).
According to surveys, the majority of

companies were unprepared for the
pandemic, entering the crisis without
(or with low) cash buffers and internal
governance poorly adapted to crisis
management,alow level oftechnological
endowment, limited capacities to
manage digital tools and a low level of
diversification of suppliers and sales
channels. All of these vulnerabilities,
which have contributed to the country’s
decline from one year to the next, have
increased substantially with the onset of
the pandemic. Thus, the crisis caused by
the Covid-19 pandemic undermined the
competitiveness of the private sector
because of restricted access to raw
materials, markets and capital/ financial
resources, as well as through the decline
in labour productivity. At the same time,
the quality of the democratic process,
the legislative process and public policy-
making in general has deteriorated.

Moldova continues to lose external competitiveness and fails to converge with its
neighbours and other countries from the Central and Eastern Europe.

The analysis of the country's scores
according to the most popularinternational
indexes that are relevant for assessing
the state of the country (GDP per capita,
Global Competitiveness Index,? Human
Development Index® and Corruption
Perception Index“) reveals that Moldova's
position worsened compared to other ECE
countries® and stagnated in comparison
with its neighbours (Romania and Ukraine).
The only positive improvement that could
be observed was with respect to GDP per
capita, where some marginal convergence
has occurred. It reveals the poor quality and

sustainability of the economic growth
that Moldova has registered during recent
years, because it did not allow the country
to improve its external competitiveness.
During the Covid-19 crisis, the country’s
development gap compared to the
ECE region will most likely continue to
widen and this will generate significant
medium- and long-term risks (e.g. failure
to compete for foreign direct investments,
emigration of the working age population,
poor integration into international supply
chains and globalization/regionalization
processes etc.).

1 GDP per capita, PPP (current international S), reported by the World Bank in the World Development Indicators Database.

Calculated by United Nations Development Programme.

Calculated by Transparency International.

oA W N

Calculated under the annual Global Competitiveness Reports of the World Economic Forum.

Albania, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovenia, Slovak Republic, Ukraine.



The Covid-19 crisis also revealed the chronic deficit of public trust in government,
which worsened amid the social and economic repercussions of the pandemic, in
parallel with an inefficient and inadequate anti-crisis response from the executive.

Low confidence in government has always
been a problem in Moldova. Many opinion
polls show that most citizens believe that
things in the country are going in the
wrong direction, and that the main state
institutions (political parties, government,
Parliament and the justice system) are
the least trusted by the public. This
further undermined the effectiveness of
pandemic mitigation measures: people
almost completely ignored basic personal
protection requirements, such as wearing
masks and physical distancing, which
further aggravated the pandemic situation,
creating a vicious circle. Moreover, the
measures introduced to mitigate the
economic and social repercussions of
Covid-19were neither sufficient nor effective.
Invoking a rapid increase in the budget
deficit, the Government failed to develop

a comprehensive anti-crisis programme
for both companies and the population.
Except for unemployment benefits (which
benefited only a limited number of people),
a postponement of tax payments for a few
months, a moratorium on state inspections
and a mechanism to subsidize loan interest
payments of companies facing urgent
needs (which was not popular among
SMEs), the Government failed to provide
any vision or more substantial measures
to compensate, at least in part, the losses
incurred by companies and the population
in the context of the pandemic. The figures
serve as proof: they show that the total
intervention accounted for about 0.4-0.5
per cent of gross domestic product (GDP),
which is about five to six times less than
the anti-crisis programmes implemented
by other states in the region.

In addition to the pandemic, 2020 was also marked by drought, which highlighted
another major vulnerability of the country - increased exposure to climate shocks.

Extreme climate phenomena (droughts,
frosts, hail, floods) are becoming more
common in the Republic of Moldova, being
a clear effect of global climate change,
in parallel with poor environmental
management (including corruption,
weak institutions, failure to curb illegal
deforestation, poor management of
natural resources and water bodies,
etc). The neglect of environmental
issues in recent years, manifested by
sacrificing environmental goals in favour
of economic ones, or in favour of vested
interests (advocacy and lobbying), is a
good example of the political myopia that
politicians in the Republic of Moldova have
long shown. The effects of this neglect
of environmental objectives, and the
constant undermining of environmental
governance and the related institutional
framework, are increasingly being felt
by both the economy and the country
in general. The 2020 drought is a case
in point. Also in relation to this crisis, the
government has not shown a vision and
firm actionstoimmunize,inthe short-term,
the agricultural sector against such shocks,
and, in the medium and long-term, no
measures were undertaken to strengthen
the current environmental institutional
framework and governance. Thus, after

several protests, farmers were provided
with tax facilities and subsidies in order to
compensate them, at least in part, for the
losses incurred because of the drought. At
the same time, the government ignored
the more fundamental issue of how to
increase the resilience of the agricultural
sector (e.g. through implementation of
modern irrigation systems, reorientation
of farmers towards more drought-resistant
crops, stimulation of intensive agriculture
with increased added value, elimination
of anti-competitive arrangements among
intermediaries of agricultural products,
and facilitation of farmers’ access to
markets). No firm actions have been
taken to ensure more sustainable and
efficient environmental management
(e.g. strengthening the Environment
Agency, the environmental departments
of the Ministry of Agriculture, Regional
Development and Environment and
other relevant institutions in the field;
combating deforestation and ensuring a
substantial increase in forest areas; more
efficient regulation of the exploitation of
water resources, etc.). Continual neglect of
these issues will further weaken the state
of the country, with increasingly serious
repercussions for the agricultural sector,
public finances and the environment.
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The way in which the authorities responded to the two major crises of 2020 (the
Covid-19 pandemic and drought) reveals a fundamental vulnerability of the country: a
low sense of statehood among politicians, government and society in general.

By this we mean the sense of belonging
to a country, a feeling which arises from a
common desire for the nation to prosper
in the long run. This fundamental weak-
ness of the state of the country is revealed
by the current weak management of the
country, which is often inconsistent, unpre-
dictable, influenced by vested interests and
lacks a vision and systemic approach to pri-
ority development issues. A stronger sense
of statehood would unite the government,
politicians and society in the fight against
Covid-19, help in efforts to mitigate the ef-
fects of the drought and, in general, ensure
cohesion on issues that are critical for the
long-term development of the country (e.g.
a real fight against corruption, the develop-

ment of a functional market economy sys-
tem, the integrated and sustainable man-
agement of natural resources, etc.). Added
to this problem is the capture of the policy
agenda by politicians whose horizons of in-
terests and priorities are limited to elector-
al cycles. An eloquent example here is the
dominance by politicians or high-ranking
officials (the country's president, the head
and some members of the executive) of the
role of communicators on the management
of the pandemic, despite the fact that none
of these officials are experts in health issues
or public communication. This has gener-
ated public disapproval, further weakening
the relationship and trust between citizens
and the authorities/the state.

Against the background of the impact of both the Covid-19 pandemic and the 2020
drought, the state of the country in the coming years will be significantly undermined

by worrying economic developments.

It is already clear that there will be an
economic decline in 2020, and the
developments we can expect in 2021 are
uncertain. Most likely the pandemic will
continue during 2021, constraining the
process of global economic recovery. In
this context, the economic outlook for
the Republic of Moldova is quite bleak.
According to forecasts, in 2021 the economy
will not manage to recover to the level
before the crisis. The economy is forecast
to shrink by 7.5% in 2020, as a result of two
overlapping crises: Covid-19 pandemic and
drought, making it a worse crisis compared
to the recession of 2009. The most affected
sectorsare agriculture, wherethe grossvalue

added (GVA) will decline by 33.8%, followed
by transport (-16.7%) and the industrial sector
(-8.2%). It will undermine investment activity
and exports, which will also be declining this
year. Additionally, the budget deficit could
reach a worrying level of 10% of GDP, limiting
significantly the room for manoeuvre for the
government. Nevertheless, according to our
baseline scenario, the economy is planned to
revert to positive growth in 2021 (+5.7%), due
to the low comparison base (low economic
growth in 2020), but also assuming that the
Covid-19 pandemic will gradually fade away,
allowing the economy of Moldova, and in
the region, to breathe easier. A more detailed
forecast is presented in Table 1 below.

Another impact of the Covid-19 crisis is related to the deepening of inequalities,
which even before the crisis posed important challenges to the state of the country.

At the level of companies, inequalities have
increased between small and medium-
sized enterprises (SMEs), most of which
were poorly prepared for such a shock, and
larger enterprises, which are more resilient
thanks to their technological endowment,
liquidity reserves and long-term contracts
with suppliers and customers. At the level
of the population, the labour market and
income indicators show that women,
young people, people with a low level of
education and those with low incomes
(quintile 1) were most affected by the

Covid-19 crisis. In the absence of adequate
response policies, the Covid-19 crisis
has deepened the economic and social
inequalities in the Republic of Moldova,
which has major repercussions for the state
of the country: increasing the poverty rate
and social tensions; negatively affecting the
competitive environment, with a negative
impact on the welfare of consumers/
the population; and, last by not least, the
stimulation of a new wave of migration
that could take shape after the lifting of
international restrictions on movement.



The Covid-19 crisis and the inefficiency of anti-crisis measures could stimulate a
new wave of migration that will aggravate the demographic situation and lead to

the loss of the demographic dividend.

A possible increase in the emigration of
the working-age population, after the
elimination of international restrictions
on movement, could be generated by the
intensification of people’sinteraction with
the healthcare system in the Republic of
Moldova, whichisweak and has previously
led to emigration. Emigration could also
be caused by the closure/restructuring
of businesses, which will remove a
significant part of the working-age
population from the economic system.
In a context of deepening inequalities,
limited economic opportunities and

inefficiency/ lack of anti-crisis policies,
this category of the population, which
is also the most mobile, will become
even more inclined to emigrate, further
aggravating the demographic situation.
This, in turn, could lead to the final failure
of the second demographic dividend
mentioned in the previous editions of the
State of the Country Report, expected
to be generated by the approach by the
largest cohort of the population born
during the demographic explosion of
the 1980s to the age with the highest
productivity and economic potential.

The Republic of Moldova urgently needs both an anti- and a post-crisis strategy, with
a short- and long-term vision, and firm measures, focusing on the most vulnerable.

First, it is necessary to increase the financial
envelope for anti- and post-crisis measures.
Resources have to be identified both in-
ternally (monetary easing by reducing the
mandatory reserves norm given the favour-
able inflationary environment, as well as in-
creasing the issuance of T-bills, taking into
account the low level of indebtedness of the
country) and externally (improving relations
with development partners, enhancing the
coordination of external assistance and is-
suing of Eurobonds). According to the most
modest calculations, these measures could
allow the mobilization of about €1 billion,
which will be enough to compensate for
the losses caused by the pandemic and to
ensure a rapid recovery in the post-Covid-19
period. Second, urgent and bold measures
are needed to compensate for the losses
suffered by companies and the population
as a result of the pandemic. The support
measures must aim at directly and imme-
diately compensating 70-80 per cent of the
lost income of employees, and fully guaran-
teeing loans contracted by companies for
urgent purposes (e.g. paying wages and/or
suppliers). In addition, there is a need for a
radical change in the approach of the insti-
tutions that regulate the business environ-
ment (e.g. the Tax Inspectorate, the Nation-
al Food Safety Agency etc.). The emphasis
should be on providing advice to companies
rather than on controls and fines. In this
sense, a training programme is needed for

officials of these institutions, who need to
switch from regulators to business consul-
tants. Third, state programmes are need-
ed, possibly co-financed by development
partners, which would allow for a faster
post-crisis recovery. These programmes
should target five priorities: (i) digitalization
of businesses (grants and subsidies for the
development of online marketing and sales
platforms, electronic payment instruments
and training of employees to manage ef-
fectively digital mechanisms); (ii) training
employees and the unemployed in order to
make the labour market more flexible and
to accelerate the reallocation of the labour
force from the companies/ sectors most
affected by the crisis to those that will be
able to survive, or even grow; (iii) training,
consulting and support actions to facilitate
the access of SMEs to markets; (iv) grants
and subsidies for processors using local raw
materials, which will also support domestic
raw materials producers, as well as boosting
the creation of added value in the economy;
and, (v) subsidies and state guarantees for
loans aimed at increasing the level of tech-
nological endowment of companies and
the orientation towards high value-added
economic activities (e.g. advanced process-
ing of local raw materials). These measures
should target mainly the most vulnerable
groups in the context of the crisis: SMEs, but
also women, young people, people in rural
areas and those with the lowest incomes.

o ‘ REPUBLIC OF MOLDOVA 2020 | STATE OF THE COUNTRY REPORT



Figure 1.
Position of Moldova compared to CEE countries according to GDP, HDI, GCI and CPI and total.
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Source: Authors’ calculations based on data from the World Economic Forum, World Bank, UNDP and Transparency International

Methodological note: the indicators reveal the level of convergence of the Republic of Moldova to the average of CEE countries based on 4 indicators: GDP
per capita at PPP, Human Development Index (HDI), Global Competitiveness Index (GIC) and Corruption Perceptions Index (CPI). The value of zero reveals the
maximum convergence (the situation in which the Republic of Moldova is at the level of the CEE countries), and something negative reveals the difference between
the position of Moldova in relation to the CEE countries in the ranking in question. Convergence indices were calculated based on the ratios between the values
recorded by Moldova and the average values recorded by the CEE countries minus 100. The values were normalized based on the maximum values for each year.

Table 1.
The evolution of the key macroeconomic indicators of the Republic of Moldova for 2020-2021, percentage real growth

y-0-y, unless otherwise indicated.

Indicator Indicator
Gross Domestic Product 75 57 Household consumption -98 93
Net taxes on product -13.7 191 Investments in fixed assets, total .83 -19.9
Gross value added, total -6.5 3.8 Gross fixed capital formation 70  -10.3
Gross value added, industrial sector -82 0.0 Export of goods and services -20.0 23.2
Gross value added, agricultural sector -338 7.8 Import of goods and services 16.3 12,6
Gross value added, transport services sector -16.7 14 New bank loans provided to companies in national currency  -3.8 = -8.0
Gross value added, trade sector -76  -5.2 New bank loans provided to companies in foreign currency  -16.9  19.2
Gross value added, construction sector -3.1 -5.2 Consumer Price Index 3.6 1.6
Average wage -8.2 0.1 Deficit (-} / surplus (+) National Public Budget, % of GDP 1041 24

Source: Expert-Grup estimates and forecasts
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The Covid-19 pandemic has triggered a
major economic and social crisis, which
has affected the vast majority of the
population. The effects and duration of
the current crisis are difficult to estimate
due to the uncertainty regarding the
ending of the spread of this new type of
coronavirus, but initial estimates show
that its impact has been significant. At the
same time, this impact is felt unevenly by
different groups of the population, some
of them being much more vulnerable to
the current challenges. Among the most
vulnerable groups are young people,
who, in times of economic crisis, are the
first to lose their jobs. Thus, the results of
the last Public Opinion Barometer (BOP)
show that in conditions of economic
restriction in the first half of 2020, as many
as 70 per cent of young respondents
mentioned that they were affected by
a decrease in, or suspension of, their
salaries.® Another vulnerable group in the
current crisis are women, who have had

Covid-19 crisis undermined significantly
both entrepreneurial activity and busi-
ness confidence. The developments in
the real sector show that agriculture is
increasingly hit by unfavourable weather
conditions, with a decrease of more than
20 per cent in agricultural production ex-
pected this year. Also, industry ‘sneezed’
strongly during the crisis, the most signifi-
cant decreases being reported in branch-
es linked to international value chains (au-
tomotive and light industry). In the field
of services, those associated with human
mobility have been most severely affect-
ed by the pandemic (tourism, hotels/
restaurants/cafes, passenger transport,
the arts, recreation and leisure activities),
while IT and construction, which have
had the most robust increases in the last
two years, have shown resilience in the
context of the pandemic. With respect to
the labour market, the adjustment of the
Labour Force Survey methodology to the
2014 census data has led to a significant
change in many indicators, revealing new

http://bop.ipp.md/ro

Executive Summary

Special Topic:
The Impact of Covid-19 on the Most Vulnerable

to reduce their economic activity in order
to allocate additional time to childcare.
This was necessary due to the closure of
kindergartens and schools. As a result, as
many as 32 per cent of women mentioned
that they had to work from home or stay at
home between April and June 2020, while
the national average was 26 per cent.
Finally, vulnerable groups include older
people who are susceptible to infection
and whose income from pensions are
low, as well as people with low incomes
and education. Over 25 per cent of poorly
educated and low-income people believe
they will lose their jobs in the near future.
To combat the effects of the crisis and
support the population, the authorities
have approved a package of incentives
and additional spending from the public
budget. However, this support is quite
small compared to that of other countries
in the region and has a general character,
lacking a more targeted approach to
vulnerable groups of the population.

trends and policy options, with an adjust-
ment of the employed population from
1.2 million to less than 900,000 people.
Against the background of the intensifi-
cation of lending activity and the fiscal
stimulation offered by the reduction of
social contributions, the years 2018 and
2019 were marked by a boost in invest-
ment activity in both public and private
sources. The banking sector faced the
pandemic crisis well-capitalized and with
an abundance of liquidity, while the in-
crease in the loan portfolio in the last two
years has been mainly due to individuals.
Progress in the business environment is
overshadowed by the vulnerabilities relat-
ed to the rule of law and weak institutions,
while the analysis reveals that the mea-
sures to support the business community
in the context of Covid-19 are insufficient
and highly conditional, and therefore they
impact only a limited number of compa-
nies. The policy recommendations are
based on the premise that exceptional
economic situations require exceptional

Companies
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People

Governance

interventions, including measures such
as: facilitating companies’ access to capi-
tal and liquidity; supporting the digitaliza-
tion process and online market entry; im-
port substitution policies; and, adjusting
agricultural policies to adapt to climate
change. Likewise, the policy recommen-
dations aim at the elimination of strate-
gic constraints that affect the country’s

After the 5 per cent increase in GDP in 2014,
and the economic decline in 2015, the econ-
omy of the Republic of Moldova has grown
steadily, but modestly. The rates of econom-
ic growth during 2016-2019 have fluctuated
at around 4 per cent. In this context, stable
developments were observed in the labour
market (the employment rate ranged be-
tween 40 and 45 per cent, while the unem-
ployment rate did not exceed 5 per cent). At
the same time, some progress was made in
improving living standards. Between 2014
and 2019, disposable income increased in
real terms by 15 per cent, and in 2018 - com-
pared to 2014 — the poverty rate decreased
from 29.5 to 23 per cent. This increase in
income was also accompanied by an im-
provement in the public’'s perception of
living standards, a fact confirmed by socio-
logical surveys. However, economic factors
(prices and low incomes) remained at the
top of the population’s concerns. In this con-
text, the Republic of Moldova failed to catch
up with the other countries of Central and
Eastern Europe, remaining with the lowest
level of income out of those countries. At the
same time, the economic dynamics of the
Republic of Moldova have been marked by
an increase in the frequency and intensity
of various economic, climatic and political

Despite the political opportunities resulting
from the removal of the country from a ‘cap-
tured state’ regime, democratic processes in
the Republic of Moldova have entered a pe-
riod of stagnation. Pressures on certain sta-
te institutions, and flagrant deviations from
constitutional procedures, have generated
suspicions about a return to the practices
of the 2016-2019 period, the gradual restora-
tion of the political independence of some
institutions responsible for the rule of law
has prevented the situation from deteriora-
ting. However, the most serious challenge
to the state apparatus is the Covid-19 pan-
demic. On the one hand, the health crisis
has pointed to the weak policy areas of the
state, in particular in the field of public heal-
th. On the other hand, the crisis has tested
the effectiveness of government, which, al-
though it has not collapsed, has also not de-

competitiveness through policies on: in-
vesting in human capital and education
to create a synergy between educational
supply and the real sector’s requirements;
attracting investments in value-added
activities; increasing the level of entrepre-
neurial culture; and, increasing the level of
penetration of the financial sector in the
country’'s economy.

shocks, which negatively influence changes
in the population’s income. The year 2020
has been no exception, with a 7.5 per cent
recession being forecast for the year. Itisalso
possible that a probable recovery of GDP
growth in 2021 will not compensate for the
losses of 2020. The population has already
begun to feel the effects of recession. The
number of unemployed registered with the
National Employment Agency at the end of
July 2020 increased by 60.7 per cent com-
pared to the previous year. At the same time,
remittances are expected to show a positive
trend in 2020 and to have an anti-cyclical ef-
fect in the face of a deteriorating economic
situation. In order to improve the econom-
ic and social situation, stronger action is
needed to mobilize internal and external re-
sources, which would enable a more effec-
tive mitigation of the repercussions of the
Covid-19 pandemic. This should mainly aim
at contracting external financial assistance,
increasing domestic lending and even the
issuance of Eurobonds. A more active and
firmer anti-crisis policy is needed to cover
the losses incurred by the population and
companies due to the restrictions imposed
in the context of Covid-19, as well as to create
the basis for a faster recovery in the post-
Covid-19 period.

monstrated any strategic vision as regards
managing the crisis. There has been a lack
of professional and effective communicati-
on of the fight against infection, and some
actions (e.g. fines applied to the individuals
for breaching the epidemiological rules) of
the authorities have been disproportiona-
te. Also, despite the negative effects of the
pandemic, the latter has become a catalyst
for a new opening up by external and deve-
lopment partners towards the Republic of
Moldova. In this situation, the government
has not given up its multi-vector foreign
policy, but has instead exploited it to seek
help from both the East and the West. The
authorities’ focus should be on addressing
systemic deficiencies by building institu-
tional and budgetary capacity to mana-
ge effectively crisis situations and ensure
an adequate level of resilience of the state.



Special Topic:

The Impact of Covid-19 on the Most Vulnerable

The economic and social crisis triggered by Covid-19 has severely affected all countries in
the world, including the Republic of Moldova. The pandemic is still ongoing and its impact
is already significant. But despite the fact that the new coronavirus has impacted the life
and activity of the majority of the population, some groups are more vulnerable to this
challenge. In the Republic of Moldova, due to the low level of income, and the specific
employment structure, a considerable number of people fall into vulnerable groups. The
purpose of this chapter is to identify these vulnerable groups and to estimate the initial
effects of Covid-19 on them.

Analysis of the Main Trends and Developments

The Covid-19 pandemic has triggered a global economic and public health crisis,
seriously affecting the Republic of Moldova.

Following the rapid spread of the new type
of coronavirus globally, and the strict quar-
antine measures imposed by various au-
thorities in the first half of 2020, the world
economy has entered a sudden and deep
recession. The magnitude of the econom-
ic downturn can only be compared to the
2009 financial crisis, but the forecasts are
increasingly bleak” However, the impact
of the economic and public health crisis

varies across different population groups,
depending on their demographic and
socio-economic  characteristics.® These
characteristics can be used to identify the
population groups most vulnerable to the
consequences of the coronavirus crisis, al-
though the nature and intensity of the im-
pact differ from country to country. Vulner-
able groups can be identified by reference
to the following characteristics:

® Age. Among the most vulnerable groups are young people, who during any
economic crisis are the first to lose their jobs and find it harder to obtain new
employment. This is due to the fact that employers prefer to keep workers with
a higher level of experience and productivity. For example, after the 2009 eco-
nomic crisis, the unemployment rate among young people aged 15-24 in the
Republic of Moldova increased from 11.2 per cent in 2008 to 17.8 per cent in 2010,
while among adults of 45-54 years of age this increase was from 3.1 per cent to
only 4.9 per cent in the same period. Another vulnerable group in the current cri-
sis are the elderly, who are most likely to be infected with Covid-19. Older people
are also vulnerable in terms of having low pension incomes, which increases the

risk of them experiencing poverty during this period.

® Sex The current crisis has disproportionately affected women due to the over-
lapping of several factors specific to the impact of Covid-19 on both the econo-
my and public life. One such factor is the complete or partial closure of kinder-
gartens and schools, with women taking on the main task of caring for their
children. Under these circumstances, many women have had to reduce their
working hours or leave the labour market in order to cope with the increased
burden of childcare.? Another specific factor is the high share of women in the
services and health sectors, and this fact exposes them more to infection with
Covid-19. Both aspects are applicable in the case of the Republic of Moldova,

7 www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020.
8  http://pubdocs.worldbank.org/en/980491587133615932/Poverty-and-distributional-impacts-of-COVID-19-and-policy-options.pdf
9 http://documentsT.worldbank.org/curated/en/618731587147227244/pdf/Gender-Dimensions-of-the-COVID-19-Pandemic.pdf
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where schools and kindergartens were closed, and where women accounted
for as much as 81 per cent of all employees in the ‘health and social assistance’
activity in 2019.

® Socioeconomic status. It is much more difficult for poorly educated and
low-income people and households to cope with economic shocks, including
those caused by Covid-19. The vulnerability of these people in the current cri-
sis arises from the fact that they are employed in economic areas that have
been subject to restrictions (e.g. hotels and restaurants, markets, or various
types of professional services). In the situation of a reduction in income, which
was already low before the crisis, these people will face barriers to accessing
health, education and infrastructure services. In the case of the Republic of
Moldova, where over 60 per cent of employees receive a lower than average
salary, providing support for this group becomes even more important. At the
same time, the phenomenon of ‘envelope salaries’ has to be taken into ac-
count, which distorts the official income statistics as the real income of many
employees is higher than that which is officially declared.

® Professional status. Among the vulnerable groups based on this criterion
are the self~employed and informally employed, because they do not have
access to social protection schemes. In the Republic of Moldova, the share of
self-employed and informally employed people is significant, which increases
the risks for, and potential impact of, the economic crisis on these groups. In
2019, 22 per cent of workers were self-employed persons and unpaid fami-
ly workers, while 23 per cent were informally employed.”® Another vulnerable
group is employed persons in micro (0-9 employees) and small (10-19 employ-
ees) enterprises, due to their limited capacities and reserves to cope with eco-
nomic shocks. The share of employees in micro enterprises is also significant
in the Republic of Moldova, accounting for 21 per cent of total employment in
2018."

® Activity and economic sector. The Covid-19 pandemic has had a sig-
nificant influence on a range of economic activities. Severely impacted were
those companies providing accommodation and catering services, as well
as those providing land and air passenger transport, which was completely
stopped in the first half of 2020. The fact that the specific activity of these
companies requires the physical presence of employees at the workplace did
not allow a shift to remote working. At the same time, employees in other
fields continued their work either in the workplace (e.g. public administration)
or remotely (e.g. information and communication technology). Thus, people
involved in economic activities that are most susceptible to the impact of
Covid-19, who do not have the opportunity to work remotely, can be included
in the most vulnerable groups.

® Area of residence. Urban areas are more susceptible to the spread of
Covid-19 than rural, due to the higher population density. Also, the service-ar-
ea companies most affected by the new type of coronavirus are located in
urban areas. At the same time, rural areas in the Republic of Moldova have
been affected by an additional shock this year — drought. This shock has over-
lapped with the impact of Covid-19 and will significantly affect the economy
of rural areas, where a large number of people work. In 2019, the share of
the population employed in agriculture accounted for 21 per cent of the total
employed population. The share would be about double this figure if house-
holds that produce for their own consumption were taken into account. Thus,
residents of rural areas are among the groups that are most vulnerable to
economic shocks this year.

10  The share of informally and self-employed people was higher before 2019, by 10-15 percentage points. The significant decrease starting this year is due to the changes in the definition of ‘employment’, in

accordance with the new international standard relating to labour statistics. According to this standard, persons employed in subsidiary households (near the house) producing agricultural products for the
household’s own consumption’are excluded from the employed population.

Data comes from the results of structural research in enterprises conducted by the National Bureau of Statistics (NBS). The research does not include enterprises with the following main types of activity: (i)
agricultural activities; (ii) financial activities; (iii) public administration; and, (iv) education, health and social work, cultural activities.



The impact of Covid-19 and the drought is difficult to estimate at present due to the
lack of statistical data, but alternative data sources point to a significant effect of
these two phenomena on the identified vulnerable groups.

Among the few data sources that high-
light the impact of the crisis on different
categories of the population is the BOP.”?
Thus, sociological research carried out
in June this year brought to the fore the

significant impact of the new type of
coronavirus on all categories of the pop-
ulation, and in particular on people from
the specific vulnerable groups men-
tioned above.

The restrictive measures imposed by the authorities in the first half of 2020, aimed
at reducing the spread of Covid-19, led to declining wage incomes.

The interruption of many companies’
economic activities due to the restrictions
imposed, as well as the decrease in the
domestic and external demand, led to
difficulty in paying wages on time and at
the expected amount. According to BOP
data, in June 2020, as many as 34 per cent
of respondents reported lower salaries
in the previous three months (Figure 2).
However, this decrease was extremely
uneven across different population
groups. The decrease in salaries affected
young people (18-29-year-olds) to a
greater extent, 44 per cent of whom
reported a decrease in their salaries — 10
percentage points (p.p.) more than the
national average. The group of people
with a low level of education can also be

highlighted: 48 per cent of this group
reported a decrease in their salaries.
However, the number of respondents in
this category was small and the results
should be interpreted with caution.
Among the factors that would explain
the more drastic decrease in wages
among young and low-income people is
the significant share of young people in
the economic activities that have been
most affected by Covid-19. For example,
in the wholesale and retail trade and
accommodation and public catering
activities in 2019, the share of young
people (15-34-year-olds) accounted for 41
per cent of the total number of employees
in these sectors, while the average across
the economy is 31 per cent.

20 . - Figure 2.
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12 http://bop.ipp.md/ro

13 The main groups for which the disaggregated analysis were carried out were: (1) men; (2) women; (3) urban; (4) rural; (5) 18-29 age group; (6) 30-44 age group; (7) 45-59 age group; (8) 60+ age group;
(9) low education level; (10) average educational level; (11) high educational level; (12) low socio-economic status; (13) average socio-economic status; (14) high socio-economic status. The number
of respondents for group 9 was small, therefore the degree of uncertainty is high.
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In order to survive in the acute period of crisis, many companies resorted to suspend-
ing employment contracts, which, in turn, gave rise to the suspending of salaries.

This measure affected a smaller number
of employees than in the case of an explic-
it reduction in salaries, being reported by
18 per cent of respondents. As in the case
of reduced wages, the suspension mea-
sure affected the young and low-income
group more severely (Figure 3). The share
of young people who reported a suspen-
sion of salaries accounted for 25 per cent.
Thus, cumulatively, approximately 70 per
cent of young people were affected by
either a reduction or suspension of their
salaries between April and June 2020. At
the same time, the share of adults over
the age of 45 affected by these measures
was lower than the national average by at
least 3 percentage points, which shows
that employers tended to maintain the
employment of more experienced work-

ers. Also, the significant share of low-in-
come workers affected by the suspension
of wages can be explained by the concen-
tration of employment in the most affect-
ed economic activities. For example, the
average wage in the accommodation and
catering activities sector is one of the low-
est in the national economy, comparable
only to agriculture, including due to the
phenomenon of ‘envelope wages'. In 2019,
the average salary in this sector was only
70 per cent of the average gross month-
ly earnings for the economy as a whole.
Thus, a significant number of employees
in the economic sector most affected by
the crisis are also among the lowest paid,
so these employees are extremely vulner-
able to any economic shock.

One of the consequences of the quarantine measures and travel restrictions has
been the implementation of remote forms of working.

The restrictions imposed by the author-
ities led to 26 per cent of respondents
reporting that they either worked from
home or stayed at home and did not work.
However, the share of women who worked
or stayed at home accounted for as much
as 32 per cent, while the share of men ac-
counted for only 19 per cent (Figure 4). This
discrepancy results from the fact that one
of the quarantine measures was the clo-

sure of kindergartens and schools, with
women taking over childcare tasks. As a
result, many women had to combine ad-
ditional childcare activities with remote
working from home tasks, or to tempo-
rarily give up the latter. Thus, women have
been affected by the current crisis to a
greater extent than men and there is a risk
that the impact on women'’s participation
in the labour market will be long-lasting.

Figure 4. T
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The magnitude of the economic shock in the first half of 2020 has caused a sharp and
pronounced deterioration in the public’s perception of their employment prospects.

As much as 21 per cent of respondents es-
timate that they will ‘probably’ or ‘certain-
ly' lose their jobs in the near future. These
estimates and perceptions fluctuate quite
a bit for different groups of the population,
being more prominent among vulnera-
ble groups. People with below-average
education and income feel the most vul-
nerable, with approximately 25 per cent
of respondents in this category estimat-
ing that they will lose their job (Figure 5).

Women are also more pessimistic about
their job prospects, including due to the
factors mentioned above. In addition to
the influence of the new type of coronavi-
rus, the impact of the drought has led to
24 per cent of the rural population antici-
pating job losses. Thus, the crisis has am-
plified the vulnerability of specific groups
of the population, requiring a set of public
policies that are designed to support the
population in these risk categories.

In response to the effects of the economic crisis caused by Covid-19, the govern-
ment has approved several measures to support employees and companies, but
these have proved to be quite modest and general.

The first measures to support the business envi-
ronment and employees were approved in April
2020, one month after the declaration of a na-
tional state of emergency. The list of measures
has gradually increased, aiming at supporting
both companies and employees, as well as the
unemployed (Box 1). At the same time, the es-
timated volume of support measures has been
extremely modest: only 1.2 per cent of GDP,
while most neighbouring countries have imple-

mented financial support packages amounting
to over 2-3 per cent of GDP. Moreover, if mea-
sures to indirectly support the business envi-
ronment (e.g. credit from the Council of Europe
Development Bank) are excluded, the public
budget support package amounts to only 0.4
per cent of GDP™. Moreover, the implemented
measures are mostly of a general nature and do
not aim at specifically supporting vulnerable
groups, including the retention of existing jobs.

Box 1.

Measures taken to support the business environment and the wider population in the context of Covid-19

During 2020, the authorities implemented a set of measures to support companies and the population

in the context of the spread of the new type of coronavirus.”® The main actions taken were:

e Increasing the unemployment fund and matching the unemployment benefit with the value of the
guaranteed minimum wage in the real sector of the economy (Moldovan Leu (MDL) 2,775). The list of
people who can benefit from unemployment benefits has also been expanded, including those who have
returned from abroad.

e Increasing the minimum guaranteed monthly income from MDL 1,107 to MDL 1,300 during the state of
emergency.

e Introduction, by 1June 2020, of a moratorium on state controls, including in fiscal and financial terms, the
quality of products/ services and labour protection rules.

e Extension of the payment period for income tax from entrepreneurial activity and of local taxes, as well as
the extension of the period for submitting fiscal reports.

e Reimbursement, in the amount of 100 or 60 per cent, of taxes and fees on salaries, depending on the ex-
tent to which the company has been affected by the restrictions imposed and depending on whether they
have resorted to technical unemployment or ceased activity.

e Interest rate subsidy for companies that will contract bank loans between 1 May and 31 December
2020 in a maximum amount equivalent to the cumulative amount of salary payments from Decem-
ber 2019 to February 2020.

e Reducing the VAT rate from 20 per cent to 15 per cent for companies in the hotel, restaurant, and cafe sector.

e Granting preferential loans through commercial banks from the loan provided by the Council of Europe
Development Bank.

14 M. Spatari, ‘Socio-economic support measures in the context of Covid -19: Delayed, modest and rigid’, FES Moldova, 2020.
http://fes-moldova.org/fileadmin/user_upload/2020/Publications/FES-Analiza-Masurile_COVID-19.pdf
15 https://consecon.gov.md/wp-content/uploads/2020/05/M%C4%83suri-de-sus%C8%9Binere-a-comunit%C4%83%C8%9Bii-de-afaceri.pdf

‘ REPUBLIC OF MOLDOVA 2020 | STATE OF THE COUNTRY REPORT

—
w



Policy Recommendations

The scale of the economic and social crisis triggered by the Covid-19 pandemic
requires comprehensive and systemic measures to reduce the negative impacts,
especially for vulnerable groups of the population.

The measures implemented so far by particular vulnerable population groups
the public authorities are quite modest  or retaining jobs. Given these shortcom-
and are of a general nature, which re- ingsinthe policies to combat the effects
duces their impact. Also, the actions in  of Covid-19, it is recommended that the
guestion are not aimed at supporting following measures be taken:

® Maintenance and job creation programmes.

It is recommended that programmes that would explicitly support the creation of new
jobs and/or maintain existing ones should be introduced. In this respect, it is neces-
sary to revise the amount and conditions of the subsidy allocation stipulated in the
regulation on subsidizing job creation.”® It is appropriate to also review the age of grant
beneficiaries, the activities for which grants do not apply, the eligibility criteria etc.

® Measures to support women during the pandemic.

In the case of the reintroduction of new restrictions related to the activity of kin-
dergartens and schools, it is recommended to provide additional leave for em-
ployees who have children of up to a certain age (e.g. 14 years). The government,
in turn, would offset part of the cost of this additional leave. The measure would
reduce the negative consequences of a possible closure of some educational insti-
tutions, and reduce the burden on women.

® Measures to support young people and women.

In this regard, it is appropriate to increase funding for existing programmes to sup-
port entrepreneurship among women, such as Women in Business, implemented
by the Organization for Development of Small and Medium Enterprises (ODIMM).””
It is also advisable to implement similar programmes and funds for young peo-
ple, or to introduce certain preferential criteria for young people in existing pro-
grammes.

® Supporting the digitalization of micro and small businesses.

The implementation of digital tools for business and labour relations management
is a condition for the survival of small companies in the new realities imposed by
Covid-19. Such support is critical for the employees of these companies, most of
whom do not have digital skills. A similar programme is already being implemented
by ODIMM, but our suggestion is to increase its funding.

®  Financial support for self-employed persons.

People in this category are the most vulnerable to economic shocks because they
are not socially insured and have limited savings to meet challenges. For this rea-
son, it is advisable to provide these people with additional social assistance during
the crisis, provided that they have paid social contributions for at least one month
during the previous year. It is also appropriate to extend these people's access to the
support funds for SMEs.
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Table 2.

Main indicators on inequalities monitored

2017

Gini coefficient, per cent disposable income

Total 30,8*
Rural 30,1*
Urban 29,1

Employment rate, per cent

Total 424
Rural 417
Urban 433
Women 39
Men 46,1

Population’s disposable income, per cent year on year (y-o-y) in real terms

Total 12
Rural 12
Urban 12
Women 1,6
Men 09
Turnover of SMEs, per cent y-0-y, in real terms 17

Source: Authors’ calculations based on data from NBS

2018

29,3*

28,1*

28,5

44,5

45,5

43,0

44

48,1

2,2

2,2

2,2

14

2,6

2,0

2019

31,5

29,8**

31,3**

40,1

35,6

47,0

36,5

442

A
o

A
(0]

4.7

4,2

4,8

n.a.

Note: * - indicator calculated for the stable population; ** indicator calculated for the population with an habitual residence
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Analysis of

Companies

The state of a country is determined by the level of development and competitiveness
of its companies, the welfare of its population, as well as the efficiency and quality of its
governance. These three defining elements for a state, which are closely interconnected,
are analysed in this State of the Country Report. The chapter below focuses on the first
of the three elements and assesses the dynamics of the private sector in the Republic of
Moldova, identifying the most significant recent trends. Increased attention is paid to the
evolution of economic sectors in the context of the Covid-19 pandemic, presenting their
state before the health crisis and how they have been affected by the pandemic. Though
in terms of business regulation the Republic of Moldova is making some progress, the
large gap in implementation, resulting mainly from corruption and selective justice, both
slows and discourages entrepreneurship. The analysis also focuses on support measures
for the business community during the pandemic, and notes their modest and narrow
range compared to other states in the region. The policy recommendations call for a vi-
sionary and efficient approach in an effort to save businesses and jobs, and in boosting
the digitalization process, which has become very relevant. At the same time, the rec-
ommendations highlight some problems that have deepened in recent years and that
require urgent action, such as substituting imports of some categories of products for
which there is domestic potential, but also increasing the level of drought resilience of

agriculture, the incidence of which has been increasing in recent years.

the Main Trends and Developments in the Real Sector

Businesses face the Covid-19 crisis with a general sense of declining

entrepreneurial initiative.

In 2019, the number of enterprises that
submitted reports to NBS (56,700) in-
creased by only 0.4 per cent — six times
slower than the average growth (CAGR)
of the last five years (2.6 per cent). At the
same time, the latest data on company
demography'® show that both in 2017 and
in 2018 the rate of closed companies ex-
ceeded that of newly created ones. After
the 2015 crisis, there was an improvement
in market conditions that led to an aver-
age annual increase in turnover of 9 per
cent. This occurred mainly in large enter-
prises, while SMEs, with a share of 98.6 per

centin the economy, grew more slowly, by
an annual average of 7 per cent. In the last
five years, the main source of investment
financing for Moldovan companies has
been their own capital, which increased
by + 54.8 per cent in 2019 compared to
2015. These are, in particular, reinvested
profits, while the debt increase over the
same period was 2.7 times smaller (+ 20.4
per cent) than the increase in own capital,
a situation that underlines the problem
of access to capital from external sources
and which, in times of crisis, becomes a
serious problem, especially for SMEs.

| Agriculture has been increasingly hit by adverse weather conditions.

After the recovery of 18.6 per cent in 2016,
and the increase of 9.1 per cent in 2017,
the last two years have seen modest de-
velopments for the Moldovan agriculture
sector, the latter registering an increase
in the volume of agricultural production

18  https://statistica.gov.md/newsview.php?l=ro&idc=168&id=6540

of only 2.9 per centin 2018 and a decrease
of -1.9 per cent in 2019. In fact, 2019 is the
first year in the last decade in which the
share of agriculture in GDP fell below 10
per cent (9.9 per cent). Lately, droughts
have hit at much shorter intervals, of two



to four years, and the drought this year is,
according to scientists, an unprecedent-
ed one. The decrease of agricultural pro-
duction in 2020 could exceed 20 per cent
y-0-y. Recent analyses show that the sec-
tor has grown on account of crop produc-
tion, its value in 2019 exceeding by 49.8
per cent the indicator for five years ago,
while in the case of livestock production
there is a decline of -6.5 per cent. Annual
crops are dominated by low value-add-
ed crops - maize, sunflower and wheat
— which account for 79.5 per cent of the
total area sown in 2019. At the same time,
there has been visible progress in fruit
and viticulture, the branches with the
highest added value, where investments
in post-harvest infrastructure have in-
creased refrigerated storage capacities
and the level of competitiveness, allow-
ing for more exports in the off-season.

For example, in quarter 1 (Ql) 2020, the
Republic of Moldova managed to export
76,500 tons of apples, pears and quinces
—three times more than in Q1 2014. In ad-
dition, starting in 2020, Moldovan farm-
ers have benefited from increased export
quotas in the EU: twice as much for table
grapes, 50 per cent more for plums and
a new quota of 1,500 tonnes for cherries.
In the livestock sector, the situation is
dramatic. By the beginning of 2020, the
cattle and sheep population had reached
its lowest level over the last 40 years.
This took place in a context in which the
livestock sector is mostly concentrated
among individual households, is strong-
ly fragmented and weakly institutional-
ized in various official forms of business,
while, due to migration and the ageing
of the rural population, fewer and fewer
households own animals.

| Industry has ‘sneezed’ heavily during the Covid-19 crisis.

After registering growth rates of between
3-4 per cent in 2017 and 2018, Moldovan
industry recorded a more modest in-
crease, of only 2 per cent, in 2019, being
supported by the positive developments
in the manufacturing industry (+3.1 per
cent), but pulled down by the dynamics
of the extractive industry (-1.9 per cent)
and the production and supply of energy,
gas and hot water (-4 per cent). The most
important growth poles of industry in
2019 were: the automotive sector (wiring),
up by 24.4 per cent, as a result of the ex-
pansion of investors' capacities in the free
economic zones; metal construction, and
the manufacture of rubber and plastics
products — with increases of 18.8 and 17.8
per cent, respectively — supported main-
ly by the rise in the construction sector;
and, also in the manufacture of furniture,
up by 12 per cent, due to improvements
in the presence on foreign markets. The
food industry grew by 5.7 per cent, after
a decline of -2.9 per cent a year earlier,
being directly related to the situation in
agriculture. At the opposite pole in 2019
was light industry, where, against the

background of a declining demand in
the EU, there were decreases of -13.9 per
cent in footwear and leather products,
-1.7 per cent in textiles and -6.5 per cent
in garments. The pandemic situation has
directly influenced the developments in
industry through the need to stop activ-
ities in order to limit the spread of the vi-
rus, but especially by reducing demand
in foreign markets. The results of the first
five months of 2020 show a decline of -6.9
per cent in total industrial production, the
most significant decreases being report-
ed in industries that are linked to interna-
tional value chains, with decreases of 35-
40 per cent in the automotive industry
and 15-20 per centin light industry. At the
same time, the manufacture of chemicals
and the food industry recorded, in the
first five months of this year, increases of
36.6 per cent and 9.8 per cent, respective-
ly. For the whole of 2020, in industry a de-
cline of 3-4 per cent is forecasted, caused
by the contraction of demand, but also by
the drought, while these developments
could be partially offset by activities asso-
ciated with the construction sector.

Services associated with the mobility of people were most severely affected by

the pandemic.

Compared to the last major economic
crisis of 2009, which hit industry first and
foremost, the current public health crisis
has substantially affected a large part of

the service sector from the outset. As the
statistics show, along with opinion polls,
the areas most affected by the crisis are, by
some margin, tourism, hotels/ restaurants/
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cafes, and passenger transport. Added to
these are activities such as market and
street trade, beauty services, recreation
and sports —events organized in ceremony
halls etc. Although, for the most part, these
activities are part of the informal econo-
my, they have an important social impact.
In the last two years, construction and IT
have been the services with the most ro-
bust growth. After recording growth of 17.6
per cent in 2018 and of 12.8 per cent in 2019,
mainly against a background of public in-
vestments and real estate projects sup-
ported by the lending boom, construction
seems to have maintained a strong level

of resilience this year as well (only -0.5 per
cent in the first six months of 2020). At the
same time, the simplified tax regime in
IT gave a significant boost to the sector,
so that in the 2016-2019 period, exports of
IT services have tripled, reaching the value
of USD 197.8 miillion in 2019, with a dou-
ble-digit increase anticipated this year as
well. Trade, which has steadily increased
its share of GDP in recent years, to 15.8 per
cent in 2019, will record a decline in 2020
due to declining incomes, but also due to
most citizens abstaining from making cer-
tain discretionary purchases in conditions
of uncertainty.

The years 2018 and 2019 were marked by a boost in investment activity using

both public and private sources.

After the notable decreases in 2015 and
2016, and a modest recovery in 2017, the
last two years have stood out through an
intensification of investment activity, with
sequential increases (in comparable pric-
es) of 12.9 per cent and 9.4 per cent, re-
spectively. As a result, in 2019, the invest-
ment rate per economy, measured as the
share of gross fixed capital formation in
the gross value added, reached 29.4 per
cent, the second-best result in the last 10
years (in 2014 it was 29.8 per cent), an in-
crease of 4.1 per cent compared to 2016,
when this result reached its lowest level
of the last decade. The intensification of
the borrowing activity of companies and
the fiscal stimulus offered by a reduction
of 5 per cent in social contributions were
the main factors that determined the in-
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Authors’ calculations based on NBS data

19 www.legis.md/cautare/getResults?doc_id=121327&lang=ro

20 www.amcham.md/st_files/2020/08/14/COVID-19%20Business%20Impact%20Aug.20.pdf
21 http://asd.md/page/programul2020
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crease in investments in the private sec-
tor — of 7.2 per cent in 2018 and 13.5 per
centin 2019. In the second half of 2019, but
especially in Q12020 (-31.6 per cent), there
was a contraction of investment activity
financed from the public budget. As the
current year is a year of survival for busi-
ness, postponing current and strategic
investments is a solution that has been
chosen by more than half of companies®
in order to mitigate the economic impact
of the pandemic. The level of investment
reduction this year will depend on the
extent to which the government imple-
ments its investment plan, especially re-
garding road infrastructure, and in this it
is guided by electoral prospects, which
have also led to the revival of the ‘Drumuri
bune' programme.?

T3:18 T1:19 T3:19 T1:20



On the labour market, the adjustment of the Labour Force Survey methodology
to the 2014 census data has led to a significant change in many indicators, and

shows new trends.

Thus, as a result of the methodological
review, the employed population de-
creased from 1.2 million people in Q4 2018
to 888,000 people in Q4 2019 (-16.9 per
cent). The sharp decrease in the number
of workers according to the new method-
ology did not lead to the adjustment of the
relative indicators. Thus, the employment
and unemployment rates did not undergo
any major developments in the 2018-2019
period. Another change related to the ex-
clusion from the employed population of

Analysis of the Main Trends and Developments in the Financial Sector

‘persons employed in the auxiliary house-
holds (near the house)' led to a decrease in
the share of informal employment in the
total employed population from about 38
per cent in 2018 to 25 per cent in 2019. At
the same time, a growing discrepancy be-
tween men and women in the labour mar-
ket also came to the fore. While based on
the old approach there was a difference
of 4.2 per cent between male and female
employment rates, the new data for 2019
indicate a gap of 7.7 percentage points.

The banking sector has faced the pandemic crisis well-capitalized and with an

abundance of liquidity.

Strengthening the regulatory framework
and the transparency of shareholding
were the essence of the achievements
in the context of the last Memorandum
with the International Monetary Fund
(IMF), and the arrival of reputable
strategic investors in the banks of
systemic importance offers more
predictable prospects for modernizing
the sector. As of 30th June 2020, the
rate of own funds in the banking sector
was 26.8 per cent, an increase of 1.5 per
cent since the beginning of the year.
This increase was determined by the
reflection of the 2019 profit and by the
NBM recommendation for the banks to
refrain from paying dividends, being at
the same time well above the minimum
limit of 10 per cent. The level of current
liquidity exceeds 51 per cent, while the
minimum value of the indicator required
by regulations is set at 20 per cent. At
the same time, the level of financial
intermediary remains well below the
potential. Although the loans/deposits
ratio increased from 0.56 in 2018 to 0.59
in 2019, this is far from the value of 0.81
recorded in 2013. 2019 was also marked
by a continuation of the reduction in
the share of non-performing loans by 4

per cent, to 8.5 per cent. In the middle
of this year, this indicator increased
insignificantly, to 8.74 per cent, but this
was due to the fact that the NBM allowed
banks to reschedule customer loans
without reclassifying them to a tougher
category. The relaxation of monetary
policy in the context of the pandemic, by
gradually reducing the base rate to the
historical minimum of 3 per cent, and of
the minimum required reserves norm
rate from 42.5 per cent to 32 per cent,
released several billion MDL, which are
largely oriented towards financing the
budget deficit planned to be covered this
year by state securities in the amount of
up to MDL 6 billion. Digitalization and
increasing operational efficiency are also
gradually becoming essential elements
in the domestic banking sector, and
will be the main element of the banks’
strategy in the coming period, especially
in a still uncertain context, but also in an
era of relaxing monetary policy, which
will put pressure on the banks' lending
revenues. In this situation, banks that
will not keep pace with digitization and
will not manage to increase operational
efficiency may be forced to sell their
shares due to lower profitability.
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I Lending is maintaining its growth trend, mainly due to individual borrowing.

In the last two years, the growth rate
of the volume of new loans provided in
national currency accounted for 20.5 per
cent, respectively 22.5 per cent y-o-y.
Increases in loans to individuals in MDL
are impressive — at 36.5 per cent in 2018
and 36.2 per cent in 2019 - especially in
the segment of real estate loans. Here,
in 2019, new loans were provided in the
amount of MDL 3.1 billion (almost four
times more than in 2017), the process
being driven by the ‘Prima Casa’
government programme, but also by

a lower and affordable level of interest.
Lending in foreign currency recorded
lower growth rates of 13.2 per cent in
2018 and 8.3 per cent y-0-y in 2019. In the
first half of 2020, the value of new loans
decreased by 10 per cent y-o-y, including
loans in MDL by -8.2 per cent and those
in foreign currency by -14.2 per cent.
At the same time, while the volume of
new loans provided to enterprises was
lower than the y-o-y level by only 2.3 per
cent, new loans disbursed to individuals
decreased by over 27 per cent.

Analysis of the Main Trends and Developments in the Business
Environment

Progress in the business environment is overshadowed by vulnerabilities related

to the rule of law and weak institutions.

According to the Doing Business Re-
port, in the last four years the Republic
of Moldova ranked among the top 50
economies for ease of doing business.??
In 2019, the country ranked 48th in that
report, with an increase in the score of
1.3 points — to 74.4 out of 100, mainly due
to improvements in areas such as ob-
taining building permits and executing
contracts. At the same time, data from
the World Bank’s Cost of Doing Business
survey,?® conducted on a representative
sample, show that only 8 per cent of
Moldovan companies think that all en-

terprises are treated equally before the
law, which highlights the major discrep-
ancy between the legal framework and
its effective implementation. Despite the
fact that in the last two years the inflow
of foreign direct investment (FDI) has in-
creased - by 102 per cent in 2018 and by
90 per cent y-o-y in 2019 - this is mainly
due to investments in the financial and
retail sectors that explore the domestic
market, and less to investments in ex-
port-oriented sectors, where the Repub-
lic of Moldova continues to lose out to
regional competition, for the most part.

Measures to support the business community in the context of Covid-19
are limited and largely conditional, and therefore impact a limited number of

enterprises.

From the series of actions taken by the
authorities since the beginning of the
pandemic, three programmes can be
mentioned as directly supporting the
business environment: (i) subsidizing the
salaries of employees in technical unem-
ployment or a standstill in the amount of
taxes paid related to salaries/allowances
until 31 August 2020 (at a planned bud-
get cost of MDL 320 million); (ii) subsidiz-
ing loan interest in the amount of three
monthly salary funds in the May-Decem-
ber 2020 period (MDL 90 million); and,
(iii) VAT refund programme for enterpris-

es that record VAT amounts for deduc-
tion in the subsequent period, with an
estimated cash infusion to companies of
up to MDL 1 billion. However, the actual
data show that this support is also con-
ditional and difficult to access. Thus, for
example, the figures from the beginning
of August 2020 show that only 305 com-
panies benefited from the payroll tax
subsidy measure, in an amount of MDL
34.7 million, i.e. only 10.8 per cent of the
planned amount in the budget, while
for the May-June period the amount
of subsidized interest exceeded by less

22 www.doingbusiness.org/content/dam/doingBusiness/country/m/moldova/MDA.pdf

23 http://uipac.md/uploads/0/images/large/codb-2019-raport-rom.pdf



than 10 per cent the planned amount. try of Finance, whose primary policy ob-
The authorities’ conservative approach jective remains to ensure the budgetary
to the pro-business support measures balance, while the Ministry of Economy,
can also be explained by the fact that whose priorities also include the support
the main institution that developed and of entrepreneurs, played a secondary
promoted the initiatives was the Minis- role in this process.

Policy Recommendations

The worsening economic situation generated by the health crisis has
forced governments to forget about the normal budget-fiscal rules
and to intervene substantially in order to save the economy. Though
the estimated budget deficit of the Republic of Moldova for this year

. of 8.2 per cent of GDP is within the average of the region, due to the
Exceptional : ) ) -

. . . higher dependence on consumption taxation, this figure covers to a
economic situations greater extent the lost revenues and to a lesser extent — the support
require exceptional actions, especially for the business community. However, in addition

to the rigour of measures aimed at limiting the spread of the virus,
measures. and the decrease in demand on foreign markets, the duration and se-

verity of the recession largely depend also on the quality and extent of
the government’s response through the support policies introduced.
Apart from the need for rapid interventions in the context of the pan-
demic, this year’s health crisis and drought have brought to the fore
the need for other areas of policy development:

® Facilitating companies’ access to capital and liquidity.

According to a recent business survey, 56 per cent of respondents indicated delays in
collecting invoices issued as a major constraint affecting their businesses. Similar to
other countries in the Balkan region, in the Republic of Moldova, cormmercial credit
from suppliers exceeds several times the balance of bank loans contracted by compa-
nies. Thus, the risk of financial blockages between companies is enormous and the
need for improved access to finance is acute. Even though in the current context the
credit guarantee for SMEs is an instrument used by all EU Member States from Central
and Eastern Europe (CEE), the Moldovan authorities have limited themselves only to
an increase by MDL 50 million of the Credit Guarantee Fund managed by ODIMM.
While, for example, in the case of ‘SME Invest’ in Romania, the guarantee scheme is
designed to cover loans of up to 3 per cent of GDP, the annual number of beneficia-
ries of guarantees from ODIMM is less than 100 (66 in 2019), this being perceived as
a bureaucratic and difficult to access tool, especially for companies affected by the
crisis. However, in today's context, the private sector needs more confidence from
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the state and the establishment of large-scale schemes to facilitate access to finance
for businesses in order to minimize the number of bankruptcies and to protect jobs.
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Supporting the digitalization process and entering the online market.

The Covid-19 pandemic found domestic companies unprepared, with estimates
based on NBS data showing that on average only one in four companies with 10
or more employees has a website, while the number of e-commerce platforms?
at national level, according to NBM, accounted for only 412 units in Q1 of this year,
without any progress compared to the end of 2018. This year’s situation, with a
growing interest in e-commerce, has also highlighted the existence of many un-
clear elements at the legislative level that are open to interpretation, including
in the area of international deliveries. In this context, we recommend that state
policies focus on three key areas: (i) adjusting e-commerce legislation to make
it functional, applicable, and unambiguous, in the spirit of the EU Digital Single
Market Strategy; (ii) supporting local SMEs in accessing e-commerce tools (the
SMEs digitalization programme, with a budget of approximately MDL 20 million,
launched in the context of the pandemic is a good start, which should be insti-
tutionalized and strengthened through appropriate financial allocations to cover
as many companies as possible); and, (iii) accelerating digitalization in the public
sector and in interaction with the business environment, where, despite prog-
ress in some areas, there is still a significant need for growth.

Import substitution policies.

The realities of the pandemic, which have disrupted international supply chains, have
brought to the fore various dimensions of state security, including food security. In
this regard, the Republic of Moldova has steadily declined in recent years, being a
growing net importer of various agri-food products, despite the domestic potential.
For example, in recent years, net vegetable imports have increased almost fourfold,
from USD 15 million in 2014 to 56.6 million in 2019, given that, in the case of field vege-
tables, the share of enterprises in the structure of managed areas accounted for less
than 10 per cent in 2019. This is also one of the main reasons why the sub-sector in
question is becoming less competitive. In addition to policies to stimulate entrepre-
neurship in relation to certain key product groups, the state should eliminate certain
barriers that have existed for years, such as differentiated VAT across the value chain,
which is a major disadvantage for processing enterprises.

Adjusting agricultural policies to adapt to climate change.

In the 2019 State of the Country Report it was reiterated that there is a need to in-
crease the immunity of the agricultural sector, but also of the entire economy, to the
effects of climate change. This year’s severe drought puts even more emphasis on
the need for concrete action. While the incidence of drought has increased signifi-
cantly in recent years, the reaction of the agricultural sector and the state has been
almost non-existent, with farming practices not being adapted to the new realities.
Challenges that need urgent response and appropriate policy interventions include:
the lack of levers for the state to monitor compliance with crop rotations; the drift
of the national agricultural research system and its inability to compete with foreign
corporations in the delivery of inputs; the lack of progress in increasing the share of
irrigated land; and, stagnation in the afforestation of the country (11.1 per cent), with an
increasing number of cases of illegal deforestation.

24 A software solution that allows for the acceptance of payment cards online.



Beyond these issues, the elimination of
strategic constraints that affect the coun-
try’'s competitiveness remains relevant,
especially when the modest evolution of
exports in 2019 (+ 2.7 per cent), but also the
stagnation in the Global Competitiveness

Index (86th place in 2019), suggests that
the current competitiveness model based
on cheap labour and on products of little
added value has reached saturation level.
In this regard, acting on the following rec-
ommendations is imperative:

Investing in human capital and education to create a synergy between the
educational offer and the requirements of the real sector.

Although the statistical data show over-qualification in the labour market, with

over 12 per cent of the employed population performing functions inferior to their

educational training, the Republic of Moldova ranks among the lowest in the

Competitiveness Index in regard to the ‘Ease of finding skilled employees’.

Strengthening institutional capacities.

Developments in recent years, but especially the management of this year’s pan-

demic crisis, have revealed the vulnerabilities of state institutions. The lack of a

systemic vision, the tardy and insufficient reactions in decision-making, poor

communication and the low level of trust from people and companies indicate

that the Republic of Moldova is in dire need of measures leading to more effective

and inclusive institutions.

Attracting investments in value-added activities.

Recent developments suggest that attracting large-scale investment projects fo-

cused on low labour costs are no longer feasible after the recent expansion of

free-trade areas and against the background of external migration. The Republic

of Moldova is thus in dire need of value-added projects in order to retain talent and

increase the level of sophistication in the economy.

Increasing the level of entrepreneurial culture.

For the most part, the local business environment continues to have an aversion
to transparency as regards providing/ publishing activity data, and the auditing
and accounting standards practices remain weak. At the same time, in the GClI,

the Republic of Moldova is below 100th on indexes such as ‘Growth of innovative

companies’ (129), ‘Companies with disruptive ideas’ (104) and ‘Relying on profes-

sional management based on meritocracy’ (113). The implementation of policies to

develop an entrepreneurial culture is vital for the country’'s competitiveness.

Increasing the level of penetration of the financial sector in the country’s

economy.

The financial sector remains dominated by the banking sector, and according to

indexes such as ‘Capitalization of the stock market relative to GDP’ (122) or ‘Venture

capital availability’ (116), the Republic of Moldova remains among the countries at

the bottom of the ranking. The diversification of sources of access to capital for

companies is an essential element for improving the country’s competitiveness.
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Table 3.

Main indicators monitored regarding the economy of the Republic of Moldova

Agricultural production, y-o-y growth, per cent 2,5 -1,9
Industrial production, y-o-y growth, per cent 3.7 2
Turnover for retail trade, y-o-y growth 7.6 13.2
Turnover for services provided to population y-o-y growth, per cent 10,9 14,6
Turnover for services provided to enterprises y-o-y growth, per cent 41 8.2
Volume of construction, y-0-y growth, per cent 17.6 12.8
Gross fixed capital formation, y-o0-y growth, per cent 14.5 12.9
FDI inflow, y-0-y growth, per cent 102 90.1
Consumer price indices, y-o-y growth, per cent 3 4.8
New loans, y-o-y growth, per cent 17.8 17.5
New deposits, y-0-y growth, per cent -14 -10.9
Own funds ratio, per cent 26.6 25.3
Share of non-performing loans in total loans, per cent 12.5 8.5
Current liquidity, per cent 54.6 50.7
Long-term liquidity, per cent 0.72 0.72
Share of employees whose skills, compared to their educational training, is 12.4 v
lower, per cent

Innovation capacity, GCI rank, 0-100 30.2 29.9
Export of goods and services, y-0-y growth, per cent 11.6 2.7
Import of goods and services, y-0-y growth, per cent 19.2 1.4
Competitiveness Index, rank 88 86
Doing Business, rank 47 48
Index of Economic Freedom, score 53.5 59.1
Renewable sources rate in total final energy consumption, per cent 26.7 n.a.

Source: Authors’ calculations based on data taken from: http.//statistica.gov.md, http.//www.bnm.md, https.//www.weforum.org/,
https.//www.doingbusiness.org/, https.//www.heritage.org/index/



This chapter analyses the living standards of the population — a fundamental as-
pect that reflects the state of the country. To do so, the chapter highlights the way in
which people’s incomes, the level of poverty, and social disparities have evolved. Also,

in this chapter we analyse the impact of the Covid-19 pandemic on the welfare of

the population. The chapter concludes with a set of proposals that, in the short and
medium-term, would mitigate the adverse effects of the Covid-19 pandemic and,
in the long run, reduce the negative impact of various shocks on household income.

Analysis of the Main Trends and Developments

After the economic decline in 2015, against a background of steady but moder-
ate economic growth (about 4 per cent annually) from 2016 to 2019, there were
relatively stable developments in the labour market.

Although a methodological adjustment
was made to the calculation of occupa-
tional indicators (households working for
self-consumption were excluded from
the employed population), employment
and unemployment rates did not change
significantly. Thus, based on the relative
employment and unemployment indica-
tors, we can get an idea of the dynamics
of the labour market. In the 2014-2019
period,”* the employment rate fluctuat-
ed between 40 and 45 per cent (Table
4). In addition, the indicators highlight-

ed gender disparities; namely, the level
of employment was higher for men than
for women, with the employment rate
for men being in the range of between
45 and 48 per cent, while for women it
was between 36 and 40 per cent. The
unemployment rate fluctuations did not
exceed the level of 5.1 per cent (the val-
ue recorded in 2018). The unemployment
rate was higher for men, with fluctua-
tions approaching 6 per cent, while for
women unemployment did not exceed
the level of 4.4 per cent recorded in 2018.

People

Table 4.

Economic growth and employment indicators in the Republic of Moldova, per cent

GDP, growth

Employment rate, total
Employment rate, women
Employment rate, men
Unemployment rate, total
Unemployment rate, women

Unemployment rate, men

Source: Authors’ calculations based on NBS data

2015 @ 2016 @ 2017
-0.3 4.4 47
43 42.4 445
40.2 39.1 414
46.1 46.1 481
4 3,9 2.9
27 3.2 24
5.2 4.5 3.4

4.3

401

36.5

44.2

51

4.4

5.8

3.6

42.4

39.8

45.3

4.7

3.4

5.9

25 In this chapter we analyse the evolution, starting with 2015 for occupational indicators and with 2014 for indicators reflecting the population’s standard of living. Comparing data from series
until 2074/2015 with those after 2014/2015 is impossible. The problem is caused by methodological changes. The data were adjusted to the results of the 2014 census, and for the calculation
of statistical indicators, the stable population was replaced with the usually resident population.
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Table 5.

Moldova’s entry into recession caused by the spread of Covid-19 followed a
period of accelerated growth of the population’s income.

Between 2014 and 2018, the population’s
disposable income experienced an anae-
mic dynamic, with real rates ranging be-
tween -2.1 per cent and 2.4 per cent. As a
result, in 2018, as compared to 2014, dispos-
able income increased in real terms by only
one per cent. However, in 2019, compared
to 2018, there was a significant increase,
with disposable income increasing by 13.6

per cent. Due to this improvement, the
real increase in income in 2019, compared
to 2014, amounted to 15 per cent. The in-
crease was mainly due to salary increases.
Between 2014 and 2019, salary incomes in-
creased in real terms by 32 per cent. One
of the factors that favoured the increase in
labour remuneration was the wage reform
in the public sector, carried out in 2018.

Although there has been some progress, income levels remain much lower than

other countries in the region.

In recent years, the ratio of GDP per capita
in the Republic of Moldova to that of CEE EU
has been increasing. From 2014 to 2019, this
ratio increased by 4.3 p.p. in nominal terms

and by 0.7 p.p. in real terms. However, Mol-
dovan incomes remain very low, and GDP
per capita in the Republic of Moldova is only
one-quarter of the EU CEE average (Table 5).

The ratio between GDP per capita in the Republic of Moldova and in CEE EU, per cent

GDP per capita in Republic of Moldova/ GDP per capita
in CEE EU (USD, current prices)

GDP per capita in Republic of Moldova/ GDP per capita

21.3

in CEE EU (USD, constant prices)

Source: Authors’ calculations based on World Bank data

Table 6.

Poverty rate, per cent

Total

Urban area

Rural area

21.9 22.5 24.7 26.5 27.8

20.6 21 21.3 217 22

Even though the income level recorded only a small increase in the 2014-2018
period, the poverty level decreased. Despite this progress, however, the level of
poverty in rural areas has remained high.

Currently, about one-quarter of the coun-
try's population lives below the absolute
poverty line (Table 6). Between 2014 and
2018, the poverty rate decreased from
29.5 to 23 per cent. In the same period,

Source: Authors’ calculations based on NBS data

in urban areas, there was a decrease of
5 p.p., from 15.6 to 10.6 per cent. At the
same time, in rural areas, the poverty rate
remains very high and about a third of the
population lives below the poverty line.

2014 2015 2016 = 2017
29.5 25.4 26.4 217 23
15.6 1.2 1.6 1.8 10.6
39.5 35.6 371 38.8 316



The increase in income was not accompanied by any improvement in social
disparities, with some inequalities even deepening.

In the 2014-2019 period, disposable in-
come per capita in a household in the
fifth quintile, which represents the
citizens with the highest incomes, in-
creased by 70.4 per cent. This was the
highest increase in disposable income
across the quintiles. For example, for
the disposable income per capita in an
average household in the first quintile
(the lowest income population) the in-
crease accounted for 67 per cent. As a
result, the ratio between the average
income per capita from a household in

Ratio between the average income per capita in house-

the first quintile (poorest 20%) and that
from the fifth quintile decreased from
32 to 31.3 per cent (Table 7). Also, the in-
come of the population in urban areas
has grown faster than the income of
the rural population. The income of the
population in urban areas increased by
68.2 per cent, while in rural areas the
increase accounted for 66.3 per cent.
As a result, the ratio between the in-
come of the population in rural and
that of the population in urban areas
decreased from 70.5 to 69.8 per cent.

2014

2015 = 2016 = 2017

32 31.4 31 31.8

holds from quintile 1 and quintile 5, multiplied by 100%

Ratio between the average income per capita in house-

holds from rural area and from the urban area

Source: Authors’ calculations based on NBS data

70.5 69.8 69.7 69.3

The increase in income was also accompanied by an improvement in the

perception of living standards.

While the BOP from 2015 and 2016 shows
that the share of respondents who are
‘very satisfied’ and ‘quite satisfied’ with
the ‘way of living' ranged between 15 and
20 per cent, in the polls from 2017, 2018
and January 2019, this share fluctuated
between 20 and 25 per cent. Moreover, at
the end of 2019, the share of satisfied re-
spondents increased to 28.3 per cent and,
paradoxically, in June 2020, in the context
of the unfavourable economic conditions
caused by Covid-19 and the decline in ag-
riculture, this share exceeded one-third of
the respondents (Figure 7). This jump is
just a one-off result and can be explained
by the delay between the economic dy-
namics and impact on living standards.
The hypothesisin questionisalsosupport-

ed by the fact that there is a good correla-
tion - of 65.3 per cent — between the share
of ‘very satisfied’ and ‘quite satisfied’ with
the ‘way of living’ answers from the sur-
vey from a certain period and the share
of ‘very satisfied’ and ‘quite satisfied’ with
the ‘current economic situation of the
Republic of Moldova' answers from the
previous interview. Thus, the high level of
satisfaction with the standard of living in
June 2020 can be explained by the high
satisfaction with the economic situation
recorded in December 2019. At the same
time, the decline in the satisfaction with
the economic situation recorded in June
2020 should translate into a reduction in
the satisfaction with living standards in
the next survey.

32.9

69.4

Table 7.

Evolution of socio-economic inequalities, ratio of disposable income, per cent

31.3

69.8
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Figure 7.

Public perception of living standards and economic situation, per cent

A Share of

40
35

respondents who are

‘very satisfied’ with
the ‘way of living’

Share of

respondents who
are ‘very satisfied’ 0
with the économic

situation’

30
25
20
15
10

Source: Data taken from http.//www.bop.ipp.md/

Figure 8.
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The economic dynamics of the Republic of Moldova are marked by an increase
in the frequency of shocks, and, as a result, the evolution of the population’s

income is affected negatively.

In the 2010-2020 period, the Republic
of Moldova experienced several crises.
In 2012 there was a recession caused
by the contraction of agriculture. In
2015, an amalgam of factors led to a
reduction in GDP: the economic crisis
in Russia and Ukraine, the decline of
the agricultural sector and theft in the
banking sector. As a result, there have
been long periods in which the output
gap has been negative. In fact, in just
one decade (2010-2019) there have been

Business cycle and population’s disposable income

|
Output gap, MDL
min

|
Population’s

disposable income,

y-0-y growth,
per cent

four years with a negative output gap.
At the same time, during the periods of
negative developments in the business
cycle, households’ income experienced
an anaemic dynamic: decreases or very
slow increases (Figure 8). Also, in the cri-
sis caused by Covid-19, the Republic of
Moldova has entered into a period of a
new negative output gap, which indi-
cates its poor level of readiness, and also
its vulnerability to negative shocks that
have already become chronic.
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In 2020 the economy has again been affected by two strong shocks: the
worldwide negative effect of the Covid-19 pandemic and the decline of
agriculture due to unfavourable weather conditions.

Globally, the impact of the spread of the
new coronavirus will translate into a 3 per
cent recession in the global economy, ac-
cording to IMF forecasts. A more severe
blow will be felt by the EU, which is the
main economic partner of the Republic
of Moldova. Thus, the EU economy is es-
timated to contract by 7.1 per cent. Simi-
larly, the forecasts show that the decline
caused by the pandemic will be much
stronger than the 2009 crisis, when the
global economy shrank by only 0.1 per
cent, and when the recession in the EU
amounted to a decline of 4.2 per cent.
The current global recession has already

reduced exports (in January-June 2020
there was a 14 per cent y-o-y decrease in
the exports of goods) and remittances (in
January-June 2020 there was a 4.6 per
cent y-o-y decline in personal remittanc-
es). The external shock was amplified by
the measures restricting economic activ-
ity inside the country, applied between 17
March and 15 May. At the same time, the
deficit of rainfall in January to July 2020
was unfavourable for crops, which will
cause a significant contraction in the ag-
ricultural sector. We forecast that agricul-
tural value added could decline by more
than 30% in 2020.

In the medium-term, the welfare of the population will be affected by the

unfavourable economic developments.

It is already clear that there will be an eco-
nomic decline in 2020, and the develop-
ments for 2021 are uncertain. Most likely,
the pandemic will continue in 2021, and
this will constrain the process of global
economic recovery. Against this back-
ground, the economic outlook for the Re-
public of Moldova is quite bleak. Most like-

ly, the economy will not be able to recover
in 2021 to the level before the crisis. Thus,
after the forecast decline of 7.5 per cent in
2020, an increase of 5.7 per cent is expect-
ed in 2021. As a result, the level of GDP in
2021 will be 2.2 per cent lower than in 2019
— a dynamic that will negatively influence
the level of employment and income.

The contraction of economic activity has already negatively affected the welfare of

the population.

In recent months there has been a rapid
increase in the number of unemployed:
at the end of July 2020, compared to
March 2020, the number of unemployed
registered with the National Employ-
ment Agency increased from 18,100 to
about 29,100 people. It should be men-
tioned that in the same period in 2019,
the number of registered unemployed
decreased from 19,400 to 12,400 people.
Thus, in July 2020, the number of unem-
ployed increased by 60.7 per cent y-o-y.
With respect to salaries, a reduction is

also anticipated. Between March and
July 2020, taxes and insurance payments
that are largely related to wages have de-
creased: personal income tax by 6.9 per
cent y-o-y; state social insurance contri-
butions by 8.1 per cent y-o-y; and com-
pulsory health insurance by 8.3 per cent
y-0-y. During the same period, personnel
costsin the public sectorincreased by 5.3
per cent y-o-y. This discrepancy shows
that the reduction in salary-related taxes
is determined by the decrease in remu-
neration across the private sector.

In the conditions of the economic downturn of 2020, those employed in the public
sector have the greatest security, as they receive stable income flows.

The normative framework guarantees
the primacy of the payment of salaries for
public employees. In the short-term, the
deterioration of the state’s financial situa-
tion may cause a blockage in the nominal

increase in pensions and salaries, but a ces-
sation of these payments is unlikely. At the
same time, private sector employees are
in @ much more vulnerable situation. The
deterioration of economic activity causes
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companies to reduce their costs, including
by both reducing wages and laying off em-
ployees. According to a survey conducted
in July 2020 by the American Chamber of
Commerce in Moldova, about half of the
companies surveyed (48 per cent) said
that in order to mitigate the effects of the
pandemic, they reduced staff costs.?® The

closure of kindergartens, in turn, has also
led to a new vulnerability; since young
children are staying at home, it is often
necessary for one of the parents to su-
pervise them, and to accomplish this task
most often one of the parents quits their
job or parents switch to a part-time work
regime. This reduces household income.

Policy Recommendations

® |n the short and medium-term, in unfavourable economic conditions,
state policies should be oriented towards supporting economic activity,
maintaining employment and ensuring the population’s income,
especially the most vulnerable groups, does not decline.

The state will most likely have to extend some provisions of the ‘Law on the
establishment of measures to support entrepreneurship’ into 2021, such as
subsidizing loan interest for entrepreneurs or the VAT repayment programme.
At the same time, it is not ruled out that there will be a need for an expansion of
fiscal incentives 2021. There is also a need to expand opportunities for starting
and developing businesses (e.g. expanding the access of self-employed persons
to the SMEs support funds). Likewise, the state should ensure a minimum level
of income for citizens. Here we refer both to the guarantee of unemployment
benefits and to the possible establishment, for the period of the crisis, of
allowances for people who have not worked as employees but who have lost
their source of income (self-employed, returned emigrants etc.).

® The spread of Covid-19 has generated new challenges, hence the need
to create new tools to financially support the population.

In this regard, it would be appropriate to create a mechanism to support
families in crisis situations (epidemics, natural disasters), when kindergartens
and schools are closed and children have to stay at home. Thus, families in
which parents have to reduce their work schedule to supervise their young
children should be compensated for lost income.

® The implementation of broad policies to support the business
environment and the population will require a sustainable financial
effort, but the Republic of Moldova has room for manoeuvre due to the
low level of public debt.

Despite the rapid growth of public debt in 2020, the country has entered the
crisis with a comfortable level of indebtedness, which allows, in the medium-
term, for access to loans to finance the rising budget deficit. In Q1-Q2 2020, the
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government increased domestic loans, which led to an increase in domestic
debt by MDL 3.1 billion: from 23.5 billion on 31 March to 26.6 billion on 30 June.
For comparison, in 2017, 2018 and 2019, the public debt balance decreased in
the second quarter compared to the first quarter in each year. However, in 2019,
the Republic of Moldova had a public debt of about 27.4 per cent of GDP - a
comfortable level if we take into account that the upper limit is conventionally
considered to be 60 per cent.

In the context of increasingly frequent climate shocks, it is imperative
to adjust the structure of the national economy to provide new
opportunities for the population employed in the agricultural sector.

The increased vulnerability of the agricultural sector to climate shocks is a major
source of risk to the incomes of those employed in this sector. The increased
frequency and intensity of extreme weather conditions (droughts, frosts and
floods) will affect the dynamics of the agricultural sector and, implicitly, the
incomes of those employed in the sector. Currently, slightly over one-fifth of the
employed population works in agriculture. At the same time, about 95 per cent
of people employed in agriculture live in rural areas. In these conditions, it is
imperative to promote policies that would ensure, on the one hand, agriculture
with increased added value (e.g. organic farming, reorientation from technical
crops requiring lots of water to crops that are more resistant to drought
conditions, stimulating the processing of agricultural raw materials), and, on
the other hand, the reorientation of the labour force from agriculture to other
fields. An important role in achieving these objectives could be played by the
country’s reindustrialization policy, which could stimulate labour demand in
industry and service sector and attract people employed in agriculture. Another
recommended policy direction is to diversify economic opportunities in rural
areas by developing non-agricultural activities.
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Table 8.

Main indicators monitored with regard to people’s welfare

Impact of the economic growth on people’s welfare

GDP (per cent y-0-y)

USD GDP per capita, ratio to the CEE EU average (per cent)

People’s perception of their welfare (BOP) - share of people very and quite
satisfied with their standard of living (per cent)

Access to economic opportunities and income

Employment rate (per cent)

Unemployment rate (per cent)

Absolute poverty rate (per cent)

Growth of real salaries (per cent y-0-y)

People who are looking for a job abroad (per cent y-o0-y)
Remittances from abroad for individuals (per cent y-o0-y, net basis)
Gini index, per cent

Household consumption (per cent y-0-y)

Access to public services and infrastructure

Human Development Index

Share of expenses for education (per cent of GDP)

Share of expenses for health (per cent of GDP)

School dropout rate (per cent)

Share of population with access to the public water supply network (per cent)

Share of population with access to the public sewage system (per cent)

Source: Authors’ calculations based on NBS, United Nations Development Programme,

World Bank and Public Opinion Barometer data

4.7

24.7

20.3

42.4

3.9

27.7

5.1

0.2

1.2

30,8*

5.3

0.709

5.5

4.1

19.4

68.5

35.0

4.3

26.5

18.8

44.5

2.9

23

9.8

10.8

5.6

29,3*

3.9

0.711

5.4

4.5

70.0

35.8

Note: *indicator calculated for stable population; ** indicator calculated for usually resident population

3.6

27.8

25.3

40.1

5.1

8.8

-3.5

31,5%*

3.1

5.8

3.7



Governance

The new impediments to democratic transformations in the local political scene in the
2019-2020 period have different causes to the ‘captured state’, from which the state
‘recovered’ through a common (geo) political effort in the summer of 2019. The empha-
sis of political rivalries has moved towards the authenticity of structural reforms, the
optimal modalities and the speed of their delivery. The action against big corruption
— by selecting an apolitical prosecutor or ‘purifying’ the judiciary — has deeply marked
the political discourse. The spread of Covid-19 has become an additional area of fierce
political competition, in particular due to the inefficiency of the authorities in manag-
ing the pandemic. The strategic calculations related to the autumn 2020 presidential
elections, and the health and economic constraints, have kept political instability at a
manageable level for the country’s main political forces. At the same time, as in pre-
vious years, the interactions with the external environment served either positively to
speed up some reforms or negatively to manipulate the domestic information space.

Analysis of the Main Trends and Developments

The effects of the Covid-19 pandemic have highlighted both the systemic
weaknesses of the state and the inefficiency of the government in times of crisis.

The overthrow of the oligarchic regime
in the summer of 2019 created positive
prospects for the relaunch of Moldovan
democracy, but this political opportu-
nity was not exploited by government,
as shown partially by international rank-
ings?’. Thus, in 2020, the country main-
tained its rating of ‘partially free’ in terms
of freedoms and rights, and ranked 9lst in
the freedom of the press ranking. At the
same time, according to Transparency
International’s assessments, there was a
deterioration in the public perception of
corruption (120th place in 2019, compared
to 117th position in 2018). During the pan-
demic, the democratic climate has en-
tered a period of stagnation, and some
actions have raised concerns about the
revival of older undemocratic practices
(described in this chapter). Even while all
resources were being mobilized - the yel-
low and red codes in public health (2 Feb-
ruary — 15 March) and the state of emer-
gency (18 March - 15 May), followed by
the state of emergency in public health
(starting May 15 and lasting till autumn/
winter 2020) - the state has shown a
new facet of its fragility. The state struc-

tures were taken by surprise and failed to
adapt quickly to the new circumstances.
First, the authorities communicated in-
efficiently with the population, starting
with the detection of the first — import-
ed - case of infection (March 2020) and
later, during the state of emergency re-
gimes. Some improvements, though tar-
dy, have been made in providing data on
guarantine restrictions upon arrival in the
country. Overall, even after the first eight
months of the health crisis, the govern-
ment has not developed a clear enough
strategic vision for managing the pan-
demic crisis. Also, no ‘crisis communica-
tion centre’ has been set up to report, in a
professional way and using apolitical lan-
guage, on the evolution of the pandemic
and the actions taken by central and lo-
cal authorities. On the contrary, the role
of communicating information has been
dominated by politicians and high-rank-
ing officials (the country’'s president, the
head and some members of the Execu-
tive), who have no training in health/pub-
lic communication. This has led to disap-
proval in society, weakening the relation
of trust between citizens and the state.

26  Freedom House, Reporters without Borders (,World Press Freedom Index”), Transparency International
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The second critical moment in the man-
agement of the pandemic was the in-
volvement of the armed forces. Although
the Ministry of Defence has the human
resources to strengthen the enforcement
of the restrictive regime, the army should
be used as a last resort. On the one hand,
the premature involvement of the military
sends an early message to the population
about the inability of the civilian sector to
control the situation. On the other hand, if
the spread of the infection does not stop,
it increases the risk that the image of the
guarantor of security, which is what the
National Army should be, will be com-
promised in the short and medium-term.
Last but not least, the rapid spread of the
COVID-19 has deepened the pessimism of
the population, after the country reached
one of the highest infection levels in Eu-
rope.”® In parallel, the high number of in-
fections among medical staff confirmed
that the public health sector is extreme-
ly vulnerable (as at 28 August 2020 there
were 3,833 cases among medical staff,
or about 10 per cent of the total infected
population?®). Insufficient and belated
technical endowment, rigid internal or-
ganization, weak capacity to respond to
new diseases, and fragmented coordina-
tion of public—private testing efforts all
require a detailed inquiry that can lead

to governance reforms in public health.
Despite numerous systemic shortcom-
ings, the medical sector has nevertheless
demonstrated great skill and dedication
in treating the infected population, with
external assistance being provided by
the World Health Organization, the EU
and its member states (Romania, Poland,
Hungary, etc.), NATO, China, Russia and
the USA. The low level of preparedness
of the state for crisis situations, as well as
the inability of the authorities to adapt
in a short time to an exceptional public
agenda, show a low degree of resilience
on the part of the country. The state's
scarce resources have been further com-
promised due to frequent violations of
restrictions by the authorities — in partic-
ular, by President Igor Dodon and Prime
Minister lon Chicu (non-compliance with
guarantine, violation of pandemic restric-
tions for public and private events, etc.).
Independent authorities must serious-
ly study the shortcomings in the health
crisis management in order to identi-
fy and remove the gaps in the event of
other probable shocks, such as severe
climatic conditions, impaired agri-food
production, limited drinking water re-
sources, and energy security and hybrid
threats (involving external forces or relat-
ing to the separatist Transnistrian region).

Restoration of the political independence of the key institutions responsible for the
proper functioning of the rule of law was inconsistent and complicated.

Regaining autonomy from political influ-
ence is a major priority for the country’s
state institutions. Due to the systemic im-
portance of the functioning of the rule of
law, the changes within the Constitutional
Court and the General Prosecutor’s Office
have attracted special attention. More pre-
cisely, from the autumn of 2019, but espe-
cially in 2020, these institutions have adopt-
ed decisions that, contrary to the previous
practices of political interference, were
wholly legal. However, their decisions did
not avoid political interpretation and ac-
cusations. The representatives of the Pres-

idency, the executive and the governing
coalition — the Socialist Party (PSRM) and
the Democratic Party (PDM) — disapproved
of some decisions of the Constitutional
Court, led by Domnica Manole, regarding it
as an extension of the opposition. The gov-
ernment'’s reaction was a response to the
Court'sruling on the unconstitutionality*° of
the procedure for revising the State Budget
by the government, the negotiation of the
€ 200 million Russian loan, and the dispro-
portionate sanctions imposed during the
pandemic (e.g. fines of over MDL 20,000
for non-compliance with the quarantine).

28 Ministry of Health, Labour and Social Protection of the Republic of Moldova, Weekly Report on COVID-19, 17 August 2020, https://msmps.gov.md/minister/comuni-
care/covid-19/. 0n 17 August 2020, the Republic of Moldova ranked fourth in the number of infections - 8,688 cases per million population - and 12th in deaths - 257

deaths per million population.

29 The Caucasus Eastern Partnership states (Armenia, Azerbaijan and Georgia) are not included in the Ministry’s assessments, although Armenia has one of the worst

results in the region.

30 Decision of the Constitutional Court of 13 April 2020 on the assumption of liability by the Government, decision on 7 May 2020 on the Russian Federation’s loan,

and decision on 30 June 2020 on fines, http://www.constcourt. md



A similar negative attitude towards the ac-
tivity of the General Prosecutor’'s Office was
observed from the opposition — the Action
and Solidarity Party (PAS) and the DA Plat-
form. They suspect the Prosecutor General,
Alexandr Stoianoglo, of loyalty to the So-
cialist Party and to President Igor Dodon.
The reason for this distrust is due to the
inconsistency in investigating suspicions
of illegal financing of the Socialist Party, at-
tributed to the Russian Federation, and the
oligarch Vladimir Plahotniuc, who is self-ex-
iled in the USA. Despite pressure from the
parliamentary opposition, the Prosecutor’s
Office reiterated that it operates in strict
accordance with the constitutional princi-
ple of separating the legislature from the
judiciary.®' In the 2019-2020 period, the in-
vestigation of the ‘theft of the USD billion’
has moved forward, with the establish-
ment of cooperative relations with 19 states
for the recovery of stolen money, including

by setting up a joint investigation with the
Latvian prosecutor’s office.* A request for
the extradition of Vladimir Plahotniuc, ac-
cused of several crimes, including ‘stealing
the USD billion’, was also formalized and
sent to the USA. However, so far, the stolen
money has not been recovered. Restoring
the credibility of the Prosecutor's Office
depends on its continued depoliticization
— a process that involves expelling corrupt
staff, increasing institutional transparency
and disavowing political accusations by ed-
ucating the public (citizens, private entities,
diplomatic missions) about the real powers
and legal limits of the Prosecutor’s Office.
Moreover, public trust in the Attorney Gen-
eral depends on the quality of commu-
nication on notable cases — ‘USD billion
theft’, the funding of the PSRM, President
Dodon's sources of income, and political
corruption involving the groups of Adrian
Candu and llan Shor.

Political corruption and tension between the ruling power and the opposition
has reduced the government’s room for manoeuvre.

At the beginning of the year, in March
2020, the PSRM and PDM coalition en-
sured a functioning government and a
comfortable majority in Parliament (62
deputies out of a total of 101). Howev-
er, the abandoning of the PDM by the
group of Adrian Candu (a relative of the
oligarch Vladimir Plahotniuc) caused an
avalanche of other departures, which de-
prived the governing coalition of a parlia-
mentary majority (as at 28 August 2020
it had 50 deputies). As in the 2015-2016
period,** the main assumption is that
political corruption is causing ‘political
migration’. The PSRM retaliated against
the intention of Candu’s group (ex-PDM)
to destroy the parliamentary majority
(50 + 1 votes) and the failed attempt to
dismiss the lon Chicu government. The
gravity of the political conflict was illus-
trated by the enormous pressures — from
alleged bribery (Candu’s group) to phys-
ical intimidation (the PSRM and Candu'’s
group) — exerted by the two political enti-
ties on the PSRM Member of Parliament
Stefan Gatcan. It is true that in some vital
dimensions, such as the introduction of

the state of emergency (March 2020), the
denunciation of party switching (June
2020), and the law on NGOs related to EU
assistance (June 2020), the parliamen-
tary parties have shown political will to
reach a tactical consensus and a unani-
mous vote. Also, the PSRM, PAS and the
DA Platform ignored the risks of spread-
ing Covid-19 when they supported their
candidates in the new parliamentary
elections in Hancesti (15 March 2020).
At the same time, attempts to deviate
from the ‘rules of the game’ persist. For
instance, the parliamentary majority led
by the PSRM has repeatedly avoided leg-
islative procedures (in initiating nego-
tiations for the Russian loan, in assum-
ing responsibility by the government
for amending the budget) or exploited
their gaps (speeding up the procedures
for examining the vote of no confidence
against the Chicu government in July
2020). These actions disadvantaged the
opposition and generated unconstitu-
tional situations, which were identified
and, where possible, corrected by the
Constitutional Court.

31 Declaration of the General Prosecutor’s Office, 30 June 2020, http//procuratura.md/md/newslst/1211/1/8369/

32 Ziarul de Garda, 12 August 2020, https://www.zdg.md/importante/igor-dodon-prezinta-cifre-despre-recuperarea-banilor-din-furtul-miliardului/

33 In2015, under suspicion of political corruption, over 20 ex-PCRM and ex-PLDM deputies contributed to the formation of a governing coalition in 2016, controlled by

oligarch Vladimir Plahotniuc.
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Digitalizing the Parliament’s work, and securing voting and media freedom
during the pandemic, are urgent requirements.

Due to the state of emergency and infec-
tions among deputies, the Parliament'’s
work has been considerably restricted
and virtual tools have not always been
used to replace regular sittings. The inci-
dence of infection among parliamentari-
ans (PSRM, PDM, DA Platform, Shor Party)
and ministers perpetuates the risk of the
activity of state institutions being inter-
rupted. During the state of emergency
(17 March - 15 May 2020), out of 11 existing
standing parliamentary committees, the
most online meetings were organized by
the Committee on Legal Affairs, Appoint-
ments and Immunities, while some com-
mittees did not hold any meetings at all,**
In this context, the profile of the President
and the government came to the fore in
the public space. Although, according to
the constitutional provisions, the Parlia-
ment is the primary institution in the gov-
erning process, the pandemic has sub-
stantially reduced its role, which has been
replaced by members of the executive
branch. In preparation for the November
2020 presidential elections, both Parlia-
ment and the Central Electoral Commis-
sion (CEC) are to take the necessary mea-

sures to ensure proper sanitary conditions
at polling stations and prepare the regu-
latory framework to facilitate the regis-
tration of citizens returning from abroad
to participate in the election.*> Actions by
the authorities aimed at countering disin-
formation about the pandemic were se-
lective, blocking about 50 web pages with
dubious content in the Romanian lan-
guage, without extending the restrictions
to Russian-language sources. The deci-
sion of the Audiovisual Council to demand
the application of (self-) censorship by the
press that had critically reported on the
government's crisis management was an-
nulled after public pressure. Public pres-
sure was also strong in responding to the
rhetoric of the prime minister regarding
his critics. The mobilization of public opin-
ion against the restrictive impulses of the
authorities was due to civil society orga-
nizations, which united around the need
to streamline public spending during the
pandemic, the adoption of the Law on
NGOs, the justice reform, the protection
of the independence of the Constitutional
Court, and the implementation of the EU
Association Agreement.

Interactions between trade unions and the authorities have been boosted as a

result of the health crisis.

The return of Moldovan migrants due
to the deteriorating economic situation
in most destination countries is putting
pressure on the domestic labour market.
The International Organization for Migra-
tion estimates that the unemployment
indicators could double by the end of
2020 (to about 80,000 people®**). Mean-
while, the working conditions in the
Republic of Moldova are unsatisfactory,
including as regards the sustainability
of pensions, motivating people to think
about alternatives abroad (about 47 per
cent of employees).*” In order to protect
employeesalready involved in the econo-
my, the social partners —the trade unions

and the employers’ associations — have
asked the government to cover expens-
es for ‘technical unemployment’ in the
conditions of the pandemic. In the same
context, within the legislative process,
the trade unions have spoken out on: 1)
granting benefits to the families of med-
ical workers infected during their work,
and health care provision for medical
staff; 2) the operation of amendments to
the Labour Code that would allow the re-
call of employees on leave without their
written consent (i.e. by force); and, 3) the
need for technical support to ensure ep-
idemiological safety and social protec-
tion of teachers.

34 Number of online meetings during the emergency period: Public Administration Committee (1); Committee on Agriculture and Food Industry (2); Committee on Culture,
Education, Research, Youth, Sport and the Media (3); Public Finance Control Committee (3); Human Rights and Interethnic Relations Committee (0); Economy, Budget
and Finance Committee (2); Legal Affairs, Appointments and Immunities Committee (7); Environment and Regional Development Committee (0); Committee on Foreign
Policy and European Integration (2); Committee on Social Protection, Health and the Family (1); National Security, Defense and Public Order Committee (2).

35 Promo-Lex, Report No. 1: Moldovan presidential election observation mission from 1 November 2020.

36 International Organization for Migration, IOM rapid field assessment of the impact of COVID-19 on the wellbeing of the Moldovan diaspora: an evidence base regard-
ing migrants’ coping strategies and contributions, https://moldova.iom.int/sites/moldova/files/documents/IOM%20Diaspora%20Survey %20Report-EN_FINAL.pdf

37 Syndex, Friedrich Ebert Stiftung, 'Situation of the employees in the Republic of Moldova: a structural crisis’, 2079.



| External anti-Covid-19 solidarity has reduced the country’s external isolation.

The government has not given up its
‘multi-vector’ foreign policy, which has
blocked some channels of commmunica-
tion with the West, but the deepening of
the health crisis in the Republic of Mol-
dova has indirectly generated openness
and solidarity among foreign actors.
The EU and several Member States have
provided financial or technical assis-
tance and humanitarian aid, in the form
of equipment purchases or donations.
Additional aid has come through inter-
national organizations (United Nations
agencies, the IMF, the World Bank, etc.).
China’'s and Russia's health diplomacy
has also mainly consisted of humanitar-
jan aid. On various occasions, the central
authorities’ public discourse has high-
lighted Russian and Chinese aid, despite
the fact that the most relevant and con-
sistent assistance has been provided by
European partners (up to € 300 million).
The government has also ignored Rus-
sian disinformation, which has sought
to discredit the EU’s solidarity at home

and towards its eastern neighbours.
The implementation of the Association
Agreement has continued, but without
remarkable progress. Following the ful-
filment of the conditions, the macro-fi-
nancial assistance was received, but late
and without the third tranche (€ 40 mil-
lion). The liberalized visa regime with the
EU has been partially disrupted due to
the travel restrictions for countries with a
high infection rate, such as the Republic
of Moldova. In an attempt to control the
spread of the infection, separatist forces
have restricted access to the country’s
constitutional territory, blatantly vio-
lating the right to free movement. The
settlement of the Transnistrian conflict
as such did not move forward. In turn,
the more frequent high level political
contacts between Chisinau and Tiraspol
raised the suspicion of an intention to
transport voters from the region to fa-
vour the pro-Russian candidate in the
2020 elections, as happened in the 2016
elections.

Policy Recommendations

® Carry out an evaluation of the management of the health crisis in order

to identify the normative, institutional and technical gaps that weaken
the state’s resistance to crisis situations:

- Setting up a Parliamentary Commission to investigate the measures taken by
the authorities during the pandemic and mapping the state'’s fragility in crisis
situations.

- Evaluation and improvement, based on the experience of the pandemic, of
the institutional response capacity and the degree of technical and human
skills, but also the updating of external cooperation within civil protection
mechanisms (EU, NATO, Commonwealth of Independent States) for new
exceptional situations.

- Elaboration of a regulation at the governmental level on the ‘stress testing’ of the
institutions responsible for crisis management, by replicating the ‘Regulation on
the organization and conduct of antiterrorism tests’ on critical infrastructure.

- Theequal application of pandemic restrictions, and of sanctions, for citizens and
officials.

4 ‘ REPUBLIC OF MOLDOVA 2020 | STATE OF THE COUNTRY REPORT



<« ‘ REPUBLIC OF MOLDOVA 2020 | STATE OF THE COUNTRY REPORT

Amending the regulatory-legal framework to prevent and combat
political corruption within the legislature:

- Strengthening the financial reporting mechanisms of parties by engaging
with the Court of Accounts and the State Fiscal Service, but also the strict
application of the sanctions policy by the CEC (CEC Regulation on financing of
political parties — art. 92-93, Law on the functioning of the Court of Accounts -
Article 32).

- Increasing the CEC's technical capacities in respect of monitoring the financial
donations offered to parties by Moldovan migrants or the diaspora.

- Amendment of the Electoral Code and of the Law on Political Parties in
order to introduce a mechanism of concrete sanctions for political corruption
cases (bribery, money laundering), which will prevent changes of the political
composition of the already elected Parliament via active or passive acts of
corruption.

- Accelerating the reform of the judiciary, with a focus on the integrity of judges
and prosecutors, and with the mandatory participation of pan-European
international organizations and civil society, among others.

Digitalization of parliamentary democracy to prevent bottlenecks in
times of crisis:

- Revision of the regulation of Parliament with a view to rendering it compulsory
to use digital tools in order to ensure business continuity in both the standing
committees and the legislature in crisis situations.

- Development of IT infrastructure (including the presence on the basic social
networks) in Parliament, but also in other public institutions, in order to
guarantee the continuity of the legislative and executive activities of the state
in situations of emergency, while avoiding contagion risks.

- Adjusting the regulation of Parliament and the Law on Decisional Transparency
to update the mechanisms for online public consultations and to strengthen
the cyber security of the participatory consultation process.

Intensify cooperation between trade unions and the authorities to
adjust legislation to crisis situations:

- Regulation of remote work (‘telework’) with respect to the right to remuneration,
leave, etc.

- Updatehealthandsafetyrulesatworkforhealthcrisissituations(doctors,teachers,etc.).

- Digitalization and automation of work to ensure effective versatility between
conventional and ‘distance’ work or education (technical equipping, IT literacy).

- Ensuring the presence of mechanisms to prevent domestic violence during
homeworking.



® Updating the mechanisms of European integration and de-
personalization of bilateral relations with the Russian Federation:

- Setting up a multilateral platform (EU-government-civil society) to assess
objectively the fulfilment of conditions for future EU financial assistance.

- Updating and adopting the Association agenda for the 2020-2022 period,
for the implementation of the Association Agreement, by organizing public
consultations with stakeholders and including public health (provision of
equipment, tests, and also the purchase of anti-Covid-19 vaccines) and civil
cooperation at the top of immediate priorities.

- Attracting long- and short-term international observers to discourage any form
of manipulation of the 2020 presidential election.

- Qualitative revision of Moldovan—Russianrelations, in the post-electoral context,
by strengthening the institutional cooperation framework and considerably
reducing the personal factor, as well as eliminating the role of informal contacts
at the level of country leaders.

Table 9.

Key governance indicators monitored

Total public spending, per cent of

GDP 30,1 30,56 31 29,9 33
Budget deficit, per cent of GDP -1.6 -0,6 -0,8 -1,4 -10
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About Expert-Grup

WHO WE ARE

Expert-Grup is a think-tank that specializes in economic research and public policy
analyses. Expert-Grup was established in 1998 and started its research activity in 2006.
We position ourselves as a politically and ideologically neutral organization, and we do not
represent any economic, corporate or political interests.

OUR MISSION

The mission of the organization is to promote the public interest and to come up with
efficient and innovative solutions for the development of the Republic of Moldova.
In order to fulfil this noble goal, Expert-Grup provides the necessary creative and
institutional environment, encouraging the expression of free thinking, which makes
us a leading source of unbiased economic analysis.

FOUR CORE VALUES OF EXPERT-GRUP

1. Independence and objectivity - We encourage creative and critical thinking. We remain
independent of any political or ideological influences.

2. Integrity and transparency - We use robust, relevant and transparent analytical tools. All
sources used for research are quoted and all contributors to research are mentioned.

3. Quality and relevance - We aim to produce high-quality analytical products addressing
topical issues for the economic and social development of Moldova.

4, Avoiding conflicts of interest - We do not accept activities and partnerships that are
contrary to our values or that may undermine our independence.

10 PRIORITIES OF EXPERT-GRUP

1. A functional market economy: free competition and the protection of property rights.

2. Reasoned and rational economic and social policies, developed in the interest of
citizens.

3. Free trade based on real competitive advantages.

4, An efficient, transparent and accountable public sector.

5. A business climate that is friendly and appealing for SMEs.

6. Fair labour market conditions for both employers and employees.

7. A flexible educational system that is connected to the economic, social and

demographic realities.

8. Equal access to economic and social opportunities for all citizens.
9. A society that is familiar with the economic trends and basic principles of the
economy.

10. Balanced regional development.
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About FES

WHO WE ARE

Friedrich-Ebert-Stiftung (FES) is a German political social-democratic foundation,
which aims to promote democracy, peace, international understanding and
cooperation. FES performs its tasks in the spirit of social democracy and participates
in public debates to identify social-democratic solutions to current and future issues
in society.

FES IN MOLDOVA

In the Republic of Moldova, FES aims to foster European integration, democracy, peace
and social justice through political dialogue, education and research. Our main areas of
activity are the following:

Democratization and political participation

The Republic of Moldova faces challenges related to strengthening its democratic institutions
and developing a democratic culture that would make the country fully compliant with the
standards of the EU. FES contributes to this by promoting political participation in civil society
organizations, political parties and local public administration bodies. In this area, FES puts a
particular focus on building the capacities of citizens in the regions. Citizens should be trained
to follow critically and participate in public debates in order to monitor decision-makers,
express their views and act in their own interests. Therefore, through its activities, FES has
committed itself to promoting participatory democracy and citizens’ civic and political culture
at the local level.

European integration

The Republic of Moldova is a part of the European Neighbourhood Policy and the Eastern
Partnership. FES aims to support the European integration process of the country. Through
a number of tools, such as radio debates, news bulletins, policy papers, publications and
conferences, FES focuses on the main challenges related to European integration, facilitating
people’s access to up-to-date and reliable information on the topic, improving the dialogue
between the civil society and decision-makers as regards the requirements for successful
European integration, and strengthening, in this way, the efforts of Moldovan authorities to
integrate into the EU. Additionally, FES supports non-government organizations in contributing
to a peaceful resolution of the Transnistrian conflict, as a precondition for successful European
integration in the long-term.

Economic, social and environmental policy

FES supports its partners in developing and implementing policies for a sustainable and
socially-balanced market economy that is able to address the needs of all citizens. The activity
and projects in this area focus on such topics as: reforming social security systems, improving
working conditions and labour market opportunities, and fostering sustainable development.
Additionally, FES runs programmes that aim to promote social-democratic values.
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