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S E L E C T E D  I N D I C A T O R S  

INDICATORS Year 2000 Year  2001 Year 2002 
1 Quarter 

Year 2002 
2 Quarter 

Year 2002 
3 Quarter 

Trend 

GDP growth (annualized). % 2.1 6.4 4.2 7.8 -  

Exchange rate Leu/USD 12.43 12.87 13.21 13.62 13.63  

Inflation. % 27.3 11.9 1.3 0.03 - 1.7  

Rate of Interest % 34 26 25 25 23  

Industrial output.( mil.lei) 8,167.7 9,209.6 2,589.1 2,489.5 2,806.0  

Trade deficit. FOB/CIF (million USD) -275.7 -281.2 -77.7 -82.5 -   

Unemployment rate. % (according to ILO data) 8.5 7.3 7.9 6.3 -  

Demographic Burden,  
(children + elderly) / valid population 

1.2 1.25 1.23 0.55   

Net salary (Lei) 407.3 543.7 579 643.6 -  

Foreign direct investment (USD. mil) 415 137 - - -  

 

 November 
1998 

March 
1998 

August 
2000 

February 
2001 

November 
2001 

March 2002  

Life has improved compared to one year before (IPP poll) % 15 11 8 12 29 31  

Things go in the wrong direction % 52 66 82 79 48 53  

Things will go better off after one year % 35 29 17 24 36 45  
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A B S T R A C T  

 
 
 

The new OSCE plan to end the decade-long conflict between Moldova and the separatist 
Transnistrian Moldovan Republic has stirred up emotions in Chisinau. The Politics section of this 
material argues that, while it may be well intentioned, the plan is likely to fail like all the others before 
it, because it is unrealistic. No workable federal arrangement can be reached, and no free and fair 
elections held on all Moldova’s territory, before the substantial disarmament of parts is implemented 
under neutral international supervision. Unfortunately this is not likely to happen until the major 
international actors understand the importance of transforming Moldova into a stable and reasonably 
functional state  – primarily the EU, who is going to share a border with it soon. It is important that the 
West commit some effort and resources to achieving this long-term goal.  

However, it is hard for Moldova to mobilize sympathy and support abroad as long as it does 
not put its own house in order first. Right now, it is far from being able to implement coherent domestic 
policies. The main reason is that in the past decade the politicians have only learned to play 
democratic political games (campaigns, PR, promises), but very little in the way of implementing a 
coherent policy plan, whatever its orientation, once they get elected. We call this deficit of 
implementation capacity the missing policies model. It is true that such symptoms can be found in 
other transition countries too, but in Moldova they are particularly acute, while the country is the least 
who can afford such loss of executive efficiency. This Administration section of the report illustrates 
the policy deficit shortcoming with a case study on the protracted reform of local governments.  

It is not surprising, therefore, that the Economy is also muddling through the first-generation 
stage of reforms, i.e. laying down the rules of the game. It has still to create a functional economic 
environment or stable expectations amongst the majority of private operators. The current monetary 
and exchange rate policy (real appreciation of the leu) create long-term inflationary pressures, very 
few Western strategic investors have entered the market, the debt-equity swaps represents a poor 
privatization strategy, while the combination of credit and market risk creates a permanent threat of 
default. Finally, the Social policy faces a challenge that has been difficult to confront with even in 
richer and more administratively capable countries: how to identify and target the poor, in order to use 
with maximum efficiency the few public resources available.  
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POLITICS 
ONE STATE OR NO STATE? 
by Igor Munteanu and Alina Mungiu Pippidi 

WHY A NEW PLAN TO BRING MOLDOVA AND TRANSNISTRIA TOGETHER IS 
BOUND TO FAIL − LIKE THE OTHERS BEFORE IT 

A new OSCE plan to end a decade long conflict between Moldova and the 
separatist TMR (Transnistrian Moldovan Republic − following the official 
Moldovan terminology) has provoked considerable anger in Chisinau, 
skeptical comments in Romania and was flatly rejected by self-appointed 
leaders in the breakaway Republic as well. Emotions were high during the 
past six months, with large rallies and inflammatory speech in the media. A 
cool-head look at the facts shows that the weaknesses of the proposed plan 
lie elsewhere than in the alleged challenge to the Moldovan constitutional 
unitary state. With TMR fully separated de facto, as it is now, there is no 
Moldovan unitary state to start with. The breakaway region, which proudly 
called itself 'the last Soviet Republic' at the beginning of the nineties, has 
won all direct armed confrontations with Moldova, managed to assert full 
control over its territory and has been effectively preventing people there 
from participating into country-wide elections and any other form of national 
life. TMR has secured its borders and its own custom taxes, and is keeping 
under arms a military and security force larger than that of Moldova. With 
passive help from Russia and, at times, Ukraine (which refused to back a 
trade embargo imposed by Chisinau), TMR managed to establish itself as a 
separate state, not recognized internationally but much more able than 
Moldova proper to tax its citizens and enforce rules. The relatively peaceful 
autonomous region of Gagauzia, the other area with a high concentration of 
ethnic minorities, is constantly destabilized by TMR’s attempts to build a 

common front against the central government in 
Chisinau.  

The new Communist government, despite being 
pro-Russian and ideologically closer to the 
leadership of TMR, seems to have failed to find, 
like all the others before it, a middle ground 
solution to negotiate the return of the rebel 
province. Not all of this failure is to be blamed on 
Chisinau, however. There was no serious 
international pressure on the breakaway region: 
Russia respected to some extent its own 

commitments to retreat its army, but it clearly lacks the political will to use 
its leverage on local leaders to do their part. The demographics of the 
region indicate that about 25.5% of the population are Russians, 28.3% 
Ukrainians and over 40.1% Moldovans. Some 2,500 troops from the 

Fig. 4. Armed to their teeth: 
TMR’s arsenal  

 1992 1994 2000 

T64 tanks  120 115 

Armoured carriers  160 130 

Heavy guns 180 128 128 
Source: IPP 

WARNING 
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Russian 14th Army are still based there, while much of their armament has 
gradually passed in the hands of the separatist government. Demilitarization 
agreements were therefore largely unsuccessful so far, the decade ending 
with roughly the same amount of weapons on the ground, even if some 
have changed hands.  

Among succession wars of the former Communist world, the one in TMR is 
a particularly illustrative case for what is called 'benefits of ethnic war'. 
Although the region is ethnically mixed, with Moldovans making a relative 
majority (40%), a group of local oligarchs managed to 'privatize' it by force. 
This is not primarily an ethnic conflict, but a political and economic one1. 
TMR and Russian speakers do not constitute an ethnic group, but a 
coalition of interests united by their opposition to the Moldovan party2. 
Ethnicity is clearly not the dominant element of the local identities at stake, 
nor is the so-called ‘historical link’ with Russia or Ukraine a key to 
understand the nationalist resurgence in the region. Inflammatory 
statements about joining Russia or Ukraine are regularly traded by ‘political 
entrepreneurs’ in Tiraspol depending on their economic strategies.  

Both parties perceive economic stakes as high, given that most of the 
industry, including weapons business (Moldova being, on behalf of TMR, 
among the top ten world arms exporters) is based in TMR. At the time of its 
split the region, with only 16% of the population, was producing roughly 
40% of Soviet Moldova’s GNP. The industrial capacity of the region 
accounted for over 33% of all industrial goods and 56% of all consumer 
goods produced in Soviet Moldova as a whole. Due to infrastructure 
advantages (railroads, highways, and rivers), availability of water resources, 
low seismological threats, proximity to Odessa seaport and Donetsk-Dniepr 
region, it became the recipient of considerable investment in Communist 
years and an attractive destination for Soviet internal migration. It was a 
favorite retirement area for the Red Army: much of the Russian-speaking 
population is formed of families of retired officers, like in the enclave of 
Kaliningrad.  

Unlike Kaliningrad, however, where negotiations are carried out between 
the European Union on behalf of the Baltic States and Russia, TMR was 
always low priority on the Western agenda. Competing Russian and 
Ukrainian interests, as well as the ability of the TMR leaders to play ones 
against the others, have produced the current stalemate. While Moldova is 
a formal democracy, with elections held regularly and power changing 
                                                            
1 Overall agreement among independent analysts on this point: 'despite being known as the 
Transdniester conflict … it is not so much regional as rather of an ideological, power-
political, economic and in part ethnic nature' (Gottfried Hanne, Der Transdnistrien-Konflit, 
Ursachen Entwicklungsbedingungen and Perspektiven einer Regulierung. The 
TransTransdniestriaian Conflict: Origins, Determinant Conditions and Prospect of 
Settlement, Beright des Bundesinstituts fur Internationale and Ostwissenschafliche Studien, 
No 42/1998, October 1998; and ‘among the most important reasons for the proclamation of 
the Dniester republic, in September 1990 was the prospect of Romanian-Moldovan 
unification’ (Pal Kolsto, Irrendentism and separatism: Moldova, in Russians in the Former 
Soviet Republics, Hurst and Company, London, 1995, p.143-161)  
2Spiraling to Ethnic War: Elites, Masses and Moskow in Moldova’s Civil War, in International 
Security, vol. 21, #2, 1996, pp.108-138 

The conflict in TMR is 
an economically-
motivated ‘ethnic’ 
conflict, perpetuated 
by local oligarchs in 
order to retain access 
to public resources  
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hands, TMR has organized only ‘popular consultations’, to the effect that 
the same leaders have dominated the past decade. Regular Moldovan 
elections are not permitted in the separatist region, and those attempting to 
vote in other sections have been arrested. 

 

Over time, TMR’s ambitions grew from a ‘minimalist’ agenda – a limited 
degree of autonomy under the shelter of a Free Economic Zone (1989-
1991) – to a loose confederate arrangement (after the end of 1992 war), 
followed by a softening (1994-1996), and a new radicalization (after the 
2001 elections in TMR). External support and Moldova's weakness are to 
account for this buildup.  

The apparent lack of solution to the TMR issue is jeopardizing the existence 
of Moldova as an independent state − and therefore is of great importance 
to Romania as well. Romania needs Moldova to become a full-fledged state, 
able to defend its borders against traffickers and other criminals and 
become an economic partner, not only a recipient of aid. Moldova must also 
get to normal politics, by graduating from the identity politics where it was 
stuck during the past decade, and which indirectly involves Romania. In 
view of Romania's accession to NATO, Moldova has become even more 

Fig. 5. State building at a glance 

 Moldova TMR Găgăuzia 
Founding 
Acts 

Declaration of Independence 
– August 27, 1991 

Declaration of Independence – 
September 2, 1990 

Declaration of Independence −  August 
19, 1990 

Economic 
profile 

Mainly rural, traditional food-
processing industry and 
largely successful agriculture, 
but the right bank (83% of the 
whole territory of RM) has 
disproportionately small 
share of country’s economic 
potential – 60% 

Mainly urban, industrial 
dominated and strong memories 
of the former military-industrial 
complex units, left bank has 
15% of the country’s territory, 
11% of the population but over 
40% of its economic potential 

Mainly rural, traditional agricultural 
grain and wine-growing capacities, with 
4% of the whole population, but with 
only 3.1% of the Gagauz ethnics on its 
territory (territorial autonomous unit of 
Gagauzia, since 1994) 

Reforms IMF and World Bank; 
incomplete liberalization 

Unreformed; state ownership in 
industry and state capture by 
oligarchs 

In favor of collective ownership and 
mixed economy, but also active as 
entrepreneurs and private farmers after 
1995 

Symbols Returned to Romanian 
language (although called 
Moldovan), flag, school 
curricula, and largely 
embraced a pro-European 
orientation 

Retention of USSR, and later 
claiming to be attached to 
Russia, Belarus and Ukraine, 
keeping their ‘own’ symbols: 
flag, coat-of-arms, anthem, 
largely fearful of ‘Romanization’ 

Claimed to restore the Gagauz as a 
local language, but due to the scarcity 
of resources and teachers, Russian is 
overriding presently 

Elections Pluralist, 4 successful political 
cycles after 1990:  
Democrats – 1991/93 
Agrarians – 1994/98 
Democrats – 1998/01 
Communists –2001/.. 

Igor Smirnov President since 
the beginning. Elections 
regularly reconfirm him. No free 
media or right to campaign. 

Pluralist, but with a weak party-basis 

Form of 
Government 

Parliamentarian republic, 
though President Voronin still 
keeps its political job as the 
Prime Secretary of the CPM- 
government party 

Presidential and personal. High 
emphasis on security forces. 

Regional autonomy, with highly 
devolved competencies, operates 
however as a semi-presidential 
republic (with a Bashkan as a head of 
state, General Assembly as a 
Parliament and a regional government 
appointed). 

Romania needs a 
full-fledged, stable 
state at its eastern 

border − and so 
does the EU 
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important to Russia as the NATO Eastern border. TMR is the only enclave 
in which Russia succeeded to implement its 1993 Doctrine and 2000 
Foreign Policy Concept, which define the active involvement of the Russian 
state ‘to defend the rights of the Russians outside of the territory of their 
Homeland’ as a cornerstone. 

THE ISSUES ON THE TABLE  

The TMR problem would have been solved long ago if at crucial moments 
both Russia and Ukraine had not acted ambiguously. President Kuchma is 
an active proponent of the settlement of TMR conflict on the principle of 
"acquired status" acceptable for all conflicting parties3. Currently, the 
Ukrainian–Moldovan border accounts for 60% of all trespassers. In 2001, 
Ukrainian frontier troops seized at this border over 4,000 units of 
ammunition, i.e. nearly half of all ammunitions seized throughout the 
Ukrainian frontier, and 83% of all narcotic drugs seized by Ukrainian border 
and customs officers4. Ukrainian authorities declined however an initiative 
coming from Chisinau on border control against illicit trafficking. It appears 
that Kiev see the Moldovan economic blockade against the separatist 
regime as creating 'instability' in the region. On its part, the Russian 
Federation, though committed formally to withdraw its weaponry and military 
personnel in accordance with the Istanbul OSCE Declaration, blames the 
responsibility for non-honoring commitments on TMR alone, implying that it 
has no leverage on its leaders.5 But the TMR leaders have important allies 
in the Russian Duma. The status quo enables them to control a 
considerable part of smuggling and illegal production, including weaponry. 

In spite of the vigorous mediation process of the guarantor state, the 
involving parts have seriously considered only two plans since 1993. The 
first one is known as the Primakoff plan, published in June 2000, aimed at 
legalizing the existing ‘realities’ of the separateness of parts. The plan did 
not provide any specific measures of conflict resolution and, by 
manipulating the slogan "common state" coined by Moscow, it promoted the 
idea of creating all the necessary conditions for a “TRM” state recognition. 
The Primakoff plan also lacked any substantive inventory of measures that 
would increase the level of integration of the parts, while dismounting the 
separatist regime’s military potential. It included, however, separate 
provisions to allow TRM to preserve its military potential, and a strong 
Russian military presence in the region under the framework of the 
peacekeeping operation. 

The second plan is known as the OSCE Mission Plan of 1996/2000. It 
aimed at restarting negotiations over the TMR issue by changing the 

                                                            
3 Statement by H.E. Mr. Borys Tarasyuk,  Minister for Foreign Affairs of Ukraine in the 
general debate of the 55th session of the UN General Assembly 18 september 2000, New 
York 
4 Center for Peace, Conversion and Foreign Policy of Ukraine, Ukrainian Monitor, Policy 
Paper #13 (July 2002) 
5 Interview with Igor Ivanov, Basa – Press, October 7, 2002 
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principles and mechanisms applied in earlier mediation and conflict 
resolution efforts. The Plan attempted inter alia to:  

(1) Enhance participation of the OSCE and the international community in 
negotiation and resolution of the conflict by transforming the status of 
the Mission of OSCE from "observer" into "security guarantor" and main 
intermediary.  

(2) Preserve the existing security zone and ensure strict compliance by all 
parties with the principles of the 1992 Agreement and with the 
decisions of the Unified Control Commission.  

(3) Develop and implement measures to consolidate security and mutual 
trust through complete transparency on the armed forces and military-
industrial complex. The first step in this direction would be to perform 
an inventory of the armed forces and military-industrial establishments 
of the parties, applicable to the entire territory of the Republic of 
Moldova. The plan's proposals are roughly synthesized in Fig. 6 below.   

The plan consists of two distinct parts: first, Moldova's federalization; 
second, a Russia-Ukraine-OSCE mechanism to arbitrate and guarantee the 
settlement. The document lists Russia, Ukraine and the OSCE − in this 
order − as guarantors of the agreement's observance, once it is signed. It 
also empowers them to mediate any differences between Moldova and TMR 
in the post-signature period, thus excluding Western countries, EU or the 
neighbouring Romania. The tripartite group would oversee the 
implementation of the Moldova-TMR agreement, which in turn would enjoy 
precedence over Moldova's federal constitution and legislation and over 
those of the federation's units. The draft agreement would thus place a 
federalized Moldova under joint oversight by Russia, Ukraine and the OSCE 
(OSCE decisions and actions are subject to Russia's veto power within the 
organization itself). Russia receives the largest share through double 
representation and a recognition of the de facto situation − i.e. that it is 
Russia only which has some leverage on TMR.  

This plan was rejected by the separatist region and denounced in violent 
terms by the political opposition in Chisinau. So far, the plan succeeded in 
creating a political crisis, being perceived as a signal that all the main cards 
are held by Moscow, this time officially and with Western approval. 
However, the good intentions behind this plan are undeniable, as the status 
quo is only perpetuating the small TMR 'rogue' state and keeps on hold 
Moldova's attempts to complete its state-building. The status quo is 
therefore not an option.  

The main problem with the OSCE plan is that it is utterly unrealistic, 
regardless of its point-by-point merits or flaws. The main objectives are 
correct: to reunite Moldova and TMR as one polity, within the framework of 
a federal democratic state. In order to hold free and fair elections in TMR 
the region should be demilitarized first, if it is to give any chance to 
candidates that are not backed by the army or security forces. 
Demilitarization of the breakaway region is clearly in strict dependence on 
the strategy for conflict settlement.  

Though it was well-
intended, the OSCE 

plan strengthened 
Russia’s regional role 
and created a political 

crisis in Chisinau. 
But the status quo is 
not an option either 
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What is the incentive for the TMR leaders to allow a democratization 
process that may end with their loss of power? Informal evaluations show 
that Moldovan communists would win, as the region is not ethnically 
homogenous. The TMR leaders have time on their side, as well as the 
indecisiveness of the international community, their large armed forces and 
docile security ‘organs’, and the decision by Russia and Ukraine not to 
allow any serious pressure on them, like the recent Moldovan trade 
embargo. The only thing running against them is the fact that the region will 
not be granted international recognition, as all the state actors are 
committed to stick to the principle of borders inviolability − but they can 
easily do without it, as they have been over the past decade.  

EUROPE SHOULD STEP IN  

How can a settlement be reached if TMR has the upper hand in the disputes 
with Moldova, and no international force is there to ensure some equilibrium 
(unlike in Bosnia or Kosovo, there was no UN or NATO intervention)? It took 
Croatian victories and NATO bombing to create the equilibrium needed for 
concluding the Dayton agreement. Kosovo and Macedonia were first 
disarmed, even if not completely, and only then proceeded to the ballot box. 
In all these cases the first problem solved was the instrument to impose real 
negotiations and preserve the settlement. But these are costly, and nobody 
seems likely to invest in solving the TMR issue.  

The basic distinctions between the TMR and Bosnia-Herzegovina cases 
derive from the passive and condescending stance of the West in the first 
case and the active involvement of international community (UN, OSCE, 
USA and others) in the second, applying a full range of international 
principles and mechanisms.  

This is why the OSCE plan solves nothing and sheds a bad light on 
international negotiators, who are knowingly or unknowingly endorsing the 
idea of a legitimate Russian sphere of influence in the ‘near abroad’. In the 
Country Strategy Paper 2002-2006, the European Commission considers 
that „since Moldova is located directly on the border of an enlarged EU, 
instability and poverty in this country are a matter of concern for the EU”. 
The Commission should act on its words and step in, encouraged by the 
quasi-successful Macedonian experiment, as the missing link to balance the 
parties. True, it still does not have troops of its own. But it is likely to have 
them in the near future. Russia has always showed its support towards a 
European defense initiative, regarding it much more warmly than it sees 
NATO. A force formed of Russians and European peacekeepers could be 
envisaged. 

This is to postpone the solution until such troops are organized, which might 
take a couple of years. But nothing important is likely to change meanwhile. 
Furthermore, the OSCE should use this time to encourage Russia and 
Ukraine to enforce Moldova's trade embargo, and thus make life a little less 
rosy for the TMR oligarchs. In other words, the international mediators 
should create a situation in which both parties have real incentives to sit at 

It is unrealistic to 
expect free and fair 
elections in TMR 
before full 
demilitarization − 
under international 
supervision 
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the negotiating table. And when they are finally there, disarm first and begin 
democratic federalization afterwards.  

 

*** 

Fig. 6. Settlements for Bosnia and TMR compared 

Dayton-Paris Agreement (1995)† Agreement on the principles of peace 
settlement of the military conflict in TMR region 

Elaborated under aegis of the representatives of 
UN and OSCE in the spirit of the United Nations 
Charter and the Final Helsinki Act 

Elaborated by Moscow according to its strategic interests 
and simply incorporated into the OSCE conflict settling 
machinery 

Imposed by UN, OSCE and other countries for 
signing by the parties involved in the conflict 

Imposed by one side implicated in the conflict (Russian 
Federation) for signing by another side (Republic of 
Moldova) 

Represents a developed framework of principles, 
rules and mechanisms oriented to termination of 
military conflict, creation of necessary conditions for 
starting a political dialogue as well as for unification 
of the former conflicting parties. It gives 
responsibility in various areas to many international 
and local organizations. 

Concerns exclusively cease fire, creation of a security 
zone and Unified Control Commission (UCC). Does not 
concern neither principles of settlement nor political 
dialogue, nor creation of necessary conditions for it. The 
main task of UCC is observing the security zone. 

Determines hierarchy of authority and a mechanism 
of decision acceptance in military and political 
fields. Provides the consent of the parties to pursue 
the decisions of the high international authorities 
(14). 

Imposes acceptance of the UCC decisions only on the 
basis of the consent between the parties, which has led to 
its inefficiency 
 

Provides measures to consolidate the credibility 
and transparency, to impose the decisions and 
responsibilities on the parties‡. 

Does not provide measures to impose the decisions or 
responsibilities on the parties etc. 

 
†  The Dayton-Paris Agreement includes a Framework Act on the Peace Settlement in Bosnia – Herzegovina; the 
Agreement on military aspects of process of the peace Settlement; the Appendix on the status of the NATO forces; the 
Agreement on transitive measures to implement the Plan of peace settlement; the Agreement on regional stabilization; 
the Agreement on borders; the Agreement on elections. 

‡  The parties have agreed to subordinate their actions to the decisions of UN Security Council, Arbitration Tribunal, 
Commission for Human Rights, Commission for Refugees, Commission for Protection of Historical Monuments 
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ADMINISTRATION 
 

MISSING POLICIES, KULTURKAMPF 
POLITICS 

The unlikely reform of the public administration in Moldova 
by Sorin Ioniţă 

 
There is ample evidence that all across Central and Eastern Europe, like in 
other regions of the world, citizens’ satisfaction with the public institutions, 
political class, and the whole democratic setting is very much correlated 
with the effectiveness of the state in performing its functions: rule of law, 
security and order, stability of the rules of the game, delivering basic public 
goods and services. On these dimensions, none of the 103 post-communist 
governments in the region has scored very well, and as a result no cabinet 
was re-elected in office in CEE after 19896. The adverse initial conditions 
and the monumental task of reform are probably part of the explanation. 
However, they were often compounded by indecisiveness, political 
squabbling, incompetence and corruption. The new rulers have come to 
cherish very quickly the formal beauties of democratic politics − campaigns, 
electoral promises, pluralism, PR devices − but did not pay the same 
attention to the other, more substantial part of it: coherent programs, 
consistent policies, and implementation mechanisms. This lack of attention 
for policies may seem strange at first sight since, as I have mentioned, 
performance in delivery is related precisely to this second, capability 
component of the democratisation process. But it is understandable at a 
closer look: generating and implementing clear policies in a democratic 
environment require professionalism, openness and acceptance to be held 
accountable for results, qualities that are still scarce among East 
Europeans. The focus on policies (programs and results) as opposed to 
politics (competition for office) may trigger a massive restructuring of the 
whole national elite, and so it is understandable that all the entrenched 
power-and-prestige groups (be they part of the politics proper, or public life 
at large: cultural circles, academia, the media, etc) are tacitly resisting such 
changes.  

The problem is serious. The policy shortcoming has had a substantial 
negative impact on the social welfare in the CEE region. Most human 
development indicators were inherited at reasonably high levels from the 
previous regime in all ex-communist countries. The most well known index 
of social well-being, published by UNDP, measures human development 
through a combination of education, health state and economic output data. 

                                                            
6 With the very recent exception of the Slovak center-right coalition.  
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If the literacy rate and life expectancy change only slowly in time − and 
even those marked a slight decline across the region after 19897 − the 
GDP/capita figures were much more volatile and started the ‘90s with a 
downward trend. The lack of consistent and sustainable growth in some 
parts of the region in the past decade is largely attributable to domestic 
policy failures. Wrong institutional arrangements, lack of political will and 
missing implementation skills, all can be grouped under the heading weak 
governance and put in relation with the missing policies model sketched 
above.  

 
And this is where the really painful questions need to be asked. Because, 
since all of the above apply in various degrees to the whole region, some 
countries fare visibly worse than the others on issues of governance. The 
Republic of Moldova is such a laggard among transition countries. One of 
the most comprehensive evaluations of the governance quality across the 
globe, run jointly by the World Bank and the Stanford University, only 
confirms with quantitative data what other international agencies and 

                                                            

7 True, the pre-1989 figures are questionable in many countries, and in ex-soviet countries 
first of all, due to the propensity of the old regime to tamper with statistics.  

Fig. 1. The quality of governance in Europe: Moldova scores much 
worse in 2001 than in 1998 
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Fig. 2. The quality of governance in Moldova: 
failing executive functions 
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reporteurs have noted before: that there is a deficit of governance in 
Moldova that spans over many aspects of the public life.8 

Fig. 1 shows that Moldova has registered the most significant decline in the 
quality of governance in the whole region over last 3-4 years, thus losing 
contact with the CEE group and being relegated back to the CIS class. 
Other CIS countries like Russia and Ukraine have also embarked upon this 
negative trend, though less spectacularly. By contrast, Yugoslavia and 
Albania, crisis-torn countries with well-known governance problems in the 
last decade, have registered the most impressive improvements.  

But, unlike Russia and Ukraine, who were pulled down by recent negative 
developments in areas such as freedom of speech, pluralism and political 
stability, the explanation for Moldova’s downgrading has to do exclusively 
with the executive functions of the government: effectiveness of 
administration, quality of regulation and anti-corruption measures (Fig. 2). 
This is an important point to stress when talking about the first decade of 
transition in Moldova: the country has failed to follow up with sound policies 
the political liberalization achieved in early ‘90s.  

There are many reasons why this 
happened, in Moldova more than 
in other places, and they will be 
explored in depth further in this 
chapter. But one thing should be 
made clear from the beginning. 
While it is true that Moldova is 
exceptional in the region because 
it has not only inherited ethnic 
cleavages in its society − many 
other CEE and fSU countries 
have − but also has a breakaway 
region to deal with (Transnistria, 
see the previous section) and 
extremely difficult foreign policy 
circumstances to face, this 
situation was true for more than a 
decade. Arguably, things were 
even worse in the early nineties. 
Therefore, they cannot explain the 
deterioration in govering 
performance signaled by most of 
the international observers in the 
last years. These are recent 
developments, probably resulting 
from an accumulation of negative 
developments that are largely 
                                                            
8 Kaufmann, D., A. Kraay and P. Zoido-Lobaton, 2002. Governance Matters II: Updated 
Indicators for 2001. The World Bank and Stanford University, 
www.worldbank.org/research/growth  
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domestic in nature, which threaten to turn things from bad to worse. The 
Moldovan decision makers would be well advised to use their room for 
maneuvre − as little as it is − in order to deliver a better administrative 
performance. Otherwise, the whole democratic arrangement may be 
delegitimized.  

SYMPTOMS OF A WEAK STATE 

The structural incapacity to employ the rational model in public decision-
making (define the problem, identify alternative solutions, evaluate them, 
allow input from all the interested parties, collect feed-back from the 
process of implementation and improve the policy) reminds one the 
situation in pre-modern states, when the lack of data and coherent 
administrative procedures made large portions of the society “invisible” to 
the top public officials. The evolution towards a modern public sector 
implied a systematic effort to centralize information, categorize and handle 
data for policy purposes, and hence to “read” the society accurately. 
However, the attempts to develop rational policies through modern state 
bureaucracies may be resisted by citizens when distrust is high among them 
and the public officials. The former suspect that every attempt to make the 
social transactions more “readable”, record data and measure social 
processes would lead to increased state interference and control, which is 
regarded as evil. In other words, the citizens’ trust in public institutions is 
not only a result of previous experiences with state intervention, but also a 
factor that affects the very capacity of these institutions to design and 
implement public policies – hence, a vicious circle.  

Without measures aimed at enhancing the level of trust in state institutions, 
it is hard to escape this trap of pre-modernity. After Moldova gained its 
independence, there has been little deliberate effort to remedy this 
situation, though centuries of non-democratic and oppressive ruling have 
left the Moldovan citizens highly skeptical towards all things public. The 
pervasive sentiment has been that whatever small gain a person or group 
may make, it must be hidden because it will be taxed away or regulated by 
the authorities, or stolen by private thieves against whom the state cannot 
protect. With no success stories in the public domain, the cynicism only 
goes up. The inconsistent governance come on top of that and creates 
uncertainty among all social actors, public and private, and shorten their 
time horizon, with all the known consequences flowing from here: 
proliferation of hit-and-run transactions, difficult aggregation of actions that 
promote the public interest. 

Moldova face a curious policy paradox here: people do not trust public 
institutions, questioning both the capacity and the motivation of their rulers; 
but in the same time they demand a wide array of public services from 
those very institutions − too wide, some would say − and expect the state 
would take care of many aspects of their life. While this situation is not 
exactly unique to Moldova, being shared with many other transition 
societies where the communist regimes have built unreasonably high 
expectations in the population regarding the efficiency and benevolence of 

Pre-modern, 
personalistic and 

unpredictable 
bureaucracy 
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the state, the degree to which the problem is manifest is among the highest 
in the region.  

To make things worse, the central institutions promote an obsolete, 19th 
century-kind of approach to policymaking, centered mainly in the drafting 
and passing of legislation. A policy is good or legitimate when it follows the 
letter of the law. Judgments in terms of social costs and benefits are very 
rare. This narrow view leaves little room for feasibility assessments in terms 
of social outcomes, collecting feed back or evaluating the implementation 
mechanisms. What little memory exists regarding past policy experiences is 
never made explicit (in the form of books, working papers, public lectures, 
etc), but survives as tacit knowledge of public servants who had happened 
to be involved in the process at some point or another. This, again, is 
consistent with other pre-modern features of the Moldavian public 
administration:  

• Incapacity to communicate across time and institutions  
• Closeness vis-à-vis independent experts and the public opinion  
• Learning exclusively by doing, typically in one agency. As a result, 

there is very little capacity to verbalize and generalize experiences, 
as well as little capacity to adapt to changing circumstances 

• Propensity towards secrecy. By default, information should be kept 
secret because it constitutes the only comparative advantage of an 
official who otherwise lacks any useful skills and is basically 
unemployable 

 
There is a certain taste for ambiguity in Moldova, like in many other CIS 
countries, which goes beyond the way laws are interpreted and enforced. 
The institutional structure is also relatively tolerant of uncertainties and 
overlaps, which reflects the incapacity of the political process to reach clear 
decisions, especially when certain programs must be terminated. One can 
find arrangements in which institutions established in various political 
stages come together in a complex and unworkable whole. The same 
general culture of ambiguity within institutions and shapes a wide range of 
administrative rules. The importance of this culture varies largely according 
to the position of the public agency in the process of resource allocation − 
the more they have a say over the appropriation procedures, the more their 
opinion and discretion matters. The more top civil servants believe an 
official rule to be bad, unhelpful or unpleasant for them, the more likely it is 
that they will exploit every opportunity to block its implementation. Very 
often, top officials exceed their official powers in assuming, given this 
ambiguity of rules, that they are the ultimate arbiters in the use of public 
resources, no matter what the legislators have decided.  

Regular attempts to deal with this problems by imposing order top-down (for 
example, see the current debate about the “verticalization of power”) may 
be well-intended, but they are bound to fail if they do not address the real 
issue: it is the current administrative mechanism, permeated by the old 
soviet-style institutional culture, that generated the problems in the first 
place. Therefore, strenthening it would just perpetuate them.  
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In such an unstable environment, the life of civil servants is tough and 
resembles very little the one of their Western counterparts. The combined 
action of uncertainty and low payment – insufficient for sustaining a decent 
level of life even at modest Moldavian standards – creates a civil service 
who is not only less professional than the one in developed countries, but 
also much more heterogeneous. The majority of its members are old petty 
apparatchiks or new dropouts from the private sector. Frustrated by their 
low income but unsure enough of their own skills to cling to their existing 
jobs, they dully execute daily routines, play the bureaucratic power-games 
and yield to any sort of political pressure coming from above.  

Fig. 3. Dire circumstances: salaries and salary arrears, 
Sept. 2002 

 Public sector Private sector 
Average monthly salary ($) 40 62 
Share of employees with salary arrears 56% 
Salary arrears/average salary 1.3 1.3 

 

On the other hand, a fireball strategy is pursued by a small number of 
people, especially at higher echelons, who regard a stage in the civil 
service as an investment in their professional CV, political career, or a step 
towards a more lucrative job in the private sector or with a foreign 
organization; or, sometimes, they may be driven by a less virtuous 
motivation. Some of them may even be educated in the West and thus 
constitute nuclei of competence in their immediate environment, but their 
tenure tend to be short and there is no long-term impact on the overall 
performance of the institutions. 

The change of generations is not going to alter the rules of the game as 
long as the recruitment and socialization follow the same old pattern: 
graduates from universities with low standards are hired through clientelistic 
mechanisms; performance on the job is not measured; tenure and 
promotion are gained exclusively through internal power struggles. The 
average minister has little understanding of the difficulty and complexity of 
the tasks he or she faces, or simply judges them impossible to accomplish. 
Therefore they focus less on getting things done and more on developing 
supportive networks, because having collaborators one can trust with 
absolute loyalty is the obsession of all post-communist politicians and the 
reason why they avoid formal institutional cooperation or independent 
expertise. In other words, policymaking is reduced to nothing more than 
politics by other means. And when politics is extremely personalistic, 
fragmented and pre-modern, like in Moldova, turf war becomes the rule all 
across the public sector.  

The complexities of Moldova’s position in the region − a young and poor 
state in an unfavorable environment – would represent a challenge even for 
a more mature and professional ruling class. Unfortunately, the only 
response to this challenge in Moldova comes in the form of an extremely 
polarized politics. The government seem to find convenient to agitate 
symbols rather than improve its performance. Looking from abroad, its most 

Dangerous trend: 
raising emotions 

instead of delivering 
results 



E A R L Y  W A R N I N G  R E P O R T ,  M O L D O V A  
−  N O V E M B E R  2 0 0 2  −   

 
 

 
 

19

visible policy decisions of the last year had to do with language and identity 
(the history textbooks issue) and local governments restructuring (again, full 
of symbolic aspects − more about it below). The opposition, on the other 
hand, appears fragmented and disempowered, a situation that is largely of 
its own making. What is more, it has very uneven support in the main ethnic 
groups of the Moldovan society, which is bad omens for its future. The 
escalation of symbolic politics as an alternative to implementing substantial 
policy programs is a very dangerous development in the long run, breeding 
radicalism, lack of dialogue between the two cultural camps and paranoia in 
the public discourse. The cleavage and lack of communication is apparent 
in many aspects of the public life, including the media. It is about time the 
policy makers started to display more inclusiveness and rationality in their 
actions − and, given the current balance of power in Moldova, it is the 
government who should probably make the first step – unless the worst 
fears of the international community become a self-fulfilling prophecy.  

CASE STUDY – THE PROTRACTED REFORM OF THE LOCAL GOVERNMENTS 
(LGS) 

One policy area to start with may be the local governments reform. Right 
after the last elections, the current ruling party made clear that they wanted 
to go back to the old structure of state territorial organization based on 
“rayons” instead of “judete”. A loose concept of “verticalization of power” 
was circulated, together with other, more modern notions such as 
subsidiarity and administrative efficiency. It was not clear what was the link 
between these concepts in practice. Nevertheless, in December 2001 the 
Law of Local Administration was amended substantially by the government. 
Among the most important changes were: a drastic limitation of the financial 
autonomy of LGs; the disappearance of “judet” and the associated office of 
prefect, created in 1998 by the previous administration, to be replaced by 
smaller and more numerous “rayons”; and the indirect election of mayors by 
local councils. All these changes, safe for the replacement judete-rayons, 
were subsequently overturned when the opposition brought the issue before 
the Constitutional Court. Right now the situation is in a limbo, as the 
government tries to find ways around this decision of the judiciary. 

This saga bears all the marks of the missing policies model described 
above.  

• Prevalence of symbolism over substance. The Communist autorities 
wanted to get rid of the “judete” and prefects only because these 
were institutions of French inspiration, reproducing too closely the 
administrative structure in the neighbouring Romania. There were 
little cost-benefit considerations involved. In the case of the office 
of Prefect the sound of the word was so strong that it obscured the 
fact that prefects are actually central government’s representative 
in territory, i.e. an element of vertical administrative power. When 
the ruling party eventually realized how useful this institution can be 
for any central government, they tacitly decided to keep it after all, 
even if judete are replaced by rayons. 

Prevalence of 
symbolism over 
substance 
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• Institutional ambiguity. In 1998, when the new LG organization was 
initiated, many of the old institutions were not dismantled but were 
left in place, partly as a result of indecision, partly as a means of 
social protection for the civil servants involved. Police, lower 
judiciary institutions and other public services remained organized 
by rayons. The new counties (judete) have always felt they do not 
have the full backing of the central autorities, who were reluctant to 
give them real power. The prefect became the dominant institution 
at the county level (in spite of the fact that this office is not even 
mentioned in the Constitution), practically managing the budget, 
which runs squarely against the principle of local autonomy. In 
these circumstances, the current policy turn-around is very easy to 
operate, on the basis of the existing alternative institutional 
survivals. This is a typical case when half-hearted reforms contain 
the seeds of their own reversal.  

• The opposition, in its turn, has rejected some of the administrative 
changes envisaged, but failed to produce convincing arguments for 
its position. Smaller and more numerous judete − which is what 
rayons would actually mean − are not necessarily a less democratic 
arrangement. What really matters is the list of functions they must 
perform, and the degree of real autonomy the get under the law. 
Smaller counties may be more efficient for providing some services, 
and less eficient for others − but this discussion has not yet taken 
place. The same observation applies to the procedure to elect the 
mayor: both direct and indirect elections are used across Europe, in 
countries where local democracy is perfectly functional. It may be 
debated with arguments which solution is more appropriate for 
Moldova today, but it is not true that one of them is inherently more 
democratic than the other.  

Moreover, neither the administrative restructuring plan advanced by the 
government, nor the counter-proposals by the opposition contain any 
workable provisions to deal with the issue of Transnistria and Găgăuzia 
regions − as if they did not exist. Legislating by ignoring the real problems 
will not make them disappear, but just render any plan irrelevant, leaving 
the impression that legislators live in a fiction world. In fact, any substantial 
and feasible reform of the local governments in Moldova today must be in 
accordance to the broader constitutional arrangements put in place to sort 
out the separatist issue − whether they are agreed upon under the auspices 
of OSCE, EU, UN or other international body.  

A RATIONAL STRATEGY FOR DECENTRALIZATION 

There are many types of constitutional arrangements a country can 
embrace in order to promote decentralization. They are a matter of 
discussion in the legitimate representatives bodies of the nation − or may 
be subject to a referendum. Moldova is currently considering a series of 
such options.  

However, no matter what specific institutional design is adopted, there are 
some basic principles to be observed if the decentralization process is to be 
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successful. They are important for every country embarking upon such a 
process, but especially in a transition country with a limited democratic 
experience, shaky public finances and weak administrative capacity. 
Following these principles may represent a good policy agenda to start with 
in the process of bridging the gap between the government and the 
opposition.  

1. Rational and deliberate decisions on a series of fundamental 
constitutional trade-offs: 

• Subsidiarity versus efficient provision of local services. Sometimes 
the government unit “closer to the citizens” may not be the most 
efficient provider, because of economies of scale effects. When the 
service in question is general government function, we face the 
basic question, how large should the LG units be in order to be 
functional? 

• Local autonomy versus solidarity and fairness. The first implies a 
higher percentage of own revenues, but also high disparities 
between communities; the second more transfers and national 
mandates.  

There are no correct answers to these questions that may be determined 
technically. Instead, they are a matter of democratic option by the whole 
community.  

2. Clarity of roles and responsibilities between different levels of 
government 

Clarity, responsibility and well-defined rules of the game are crucial for the 
accountability that any efficient and sound decentralization requires. 
Various components of the inter-governmental relations are interdependent. 
As a result, there needs to be clear, effective and stable:  

• Assignment of functions (what the government does) between the 
center and LGs 

• Assignment of revenues, fiscal and non-fiscal (how the government 
raise money in order to accomplish their tasks, according to the 
principle that money follows the function) 

 
Clarity of attributions means also precise delimitations between what the 
government (central or local) can and cannot do – precisely because they 
have limited means in general, and all the more so in a transition country. 
What government does do is the public sphere; all the rest is the private 
one. Open-ended and over-generous descriptions of functions, resembling 
Christmas wish-lists, should be avoided in the laws governing LGs. Local 
governments cannot do everything, nor should they be understood as 
another name for local communities, as it happens sometimes in the laws of 
former soviet countries.  

Apart from the assignment of attributions and revenues, an equally 
transparent system of transfers must be created, fully integrated in the 
budgetary process, in order to realize: 
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• Some equalization between LGs’ resources, by transferring funds 
from the richest to the poorest units, in accordance with the 
decision made at (1) above 

• The financing of national mandates, by transferring funds from the 
central to the local budgets to finance those functions where the 
centre impose a certain provision standard 

• The fair allocation of investments coming from line ministries, 
special funds, etc.  

• All transfers must be based on strict criteria or formulas that 
reinforce the idea of hard budget constraints.  

 
3. A measure of autonomy for LGs both on expenditure and revenue side 
must be created, in accordance with their current administrative capacity. 
Real decentralization implies power to make decisions art the local level. If 
such autonomy does not exist, LGs are just branches of the central 
government who implement national policies. The current arrangement in 
Moldova, where the prefect controls the county budget, leaves the concept 
of local government void of any content. In these circumstances, it is 
perfectly irrelevant whether these counties are smaller or larger, and if they 
are called rayons or judete.  

Briefly, 

• On the expenditure side, there should be clear space of local 
autonomy, even though maybe narrow at the beginning, so that 
local decision-makers can choose various bundles of services and 
delivery methods 

• The same logic applies on the revenue side. At least some 
resources should be true own revenues − among which at least one 
significant tax. This means LGs should be able to control its base, 
rate and collection 

Preferably, for the purpose of stability, the attributions and revenues of LGs 
(own, shared, transfers) should be specified in laws and not altered 
unilaterally by the central authorities. If this is not possible immediately 
after the administrative reform, there should be at least a public 
commitment to this goal and a precise deadline for achieving it.  

4. Institution building. The policy makers should create the appropriate 
environment for the LGs to gradually improve their capacity to manage their 
own functions, resources, make rational decisions on their own and be held 
accountable for them by the citizens. This usually implies some assistance 
for setting up revenue collection systems, modern financial management 
procedures, and so on. 

But, more important, LGs should be given consistent political signals, and 
be allowed to develop stable expectations concerning the direction and 
pace of decentralization. Their autonomy should not be undermined by 
other, crosscutting policies.  

• As the decentralization advances gradually, the central government 
may want to publish a strategy outlining the sequence of the 
devolution of responsibilities and revenues 
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• When new functions are transferred to LGs, at the beginning these 
may take the form of mandates financed through earmarked 
transfers. Preferably the conditionalities should be relaxed in time, 
as LGs gain experience and improve their managerial capability. 
Eventually, when appropriate, they can take full control over the 
functions and the sources of funds. 

• Any changes must be discussed in advance with the LGs’ 
representative bodies, and become effective in the following 
budgetary cycle only. 

• A careful balance must be created between subnational 
administrative tiers, so that greater autonomy for one of them does 
not infringe on the autonomy of the others.  

 
The crucial thing is, all these things have to be considered in relation to the 
final constitutional agreement to integrate Transnistria and Găgăuzia into a 
stable political arrangement. True, some steps can be initiated in advance, 
such as various measures to improve management capacity at the local 
level − as localities are going to stay where they are anyway − or make the 
financial transfers more transparent and rule-based. But essentially a 
comprehensive vision of local autonomy applicable to the whole Republic of 
Moldova, which is eventually written in law, can only be developed under a 
negotiated federalization agreement, following free and fair general 
elections on all its territory (see previous section). The international actors 
have two-fold role here. First, they can provide technical assistance for the 
public administration reform, not by imposing solutions (it is not possible 
anyway) but by framing the discussion and make it more rational − which 
basically means helping the local decision makers not with giving the right 
answers answers, but raising the right questions and keep the policy 
processes on track. So far, with few exceptions, their contribution was 
modest in this respect. They shied away from using whatever leverage they 
have to improve the policy making environment. The assistance agencies 
prefered to maintain a low profile for fear of being involved in political rows.  

Second, however, the international community should understand the 
urgency to reach a negotiated settlement of the separatist issue in Moldova, 
in absence of which any reform plans risk being undermined. Most notably, 
if only for reasons of security, the EU should be directly interested in having 
at its Eastern border a state that is stable and reasonably functional, at the 
central and local level, and able to implement whatever policies its citizens 
vote for. Right now, this prospect looks uncertain.  

 

*** 

A stable system of LGs 
can be only achieved 
after the “federalization” 
issues are solved 
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ECONOMY 
REFORMS − DEFINITELY TOO LITTLE. 
ALSO TOO LATE? 
by Liviu Voinea 
 
 

OVERVIEW 

Moldova started the transition process from scratch: there were no foreign 
exchange reserves, no central bank, no market mechanisms – but also no 
liabilities. After one decade of irregular economic reforms, Moldova is now 
the poorest country in Europe, and its economy features a large array of 
vulnerabilities. Net average wages do not exceed 40 USD/month, one third 
of the labor force left to search for work abroad, the shadow economy 
accounts for more than half of GDP, and the country is heavily indebted.  

Since independence, the economy has plunged by about 60%, while the 
recent economic growth is yet unconvincing, as this paper argues below in 
more detail. Moldova also faced a severe financial crisis in 1998, as the 
contagion effect of the Russian crisis contaminated the local economy that 
has more links with Russia than with any other trading partner.  

International literature (CASE, 2000)9 agrees on the main elements 
undermining successful economic recovery in Moldova: lack of teritorial 
integrity, strong incentives for rent-seeking behavior, inefficiency of the 
legal system, widespread corruption. Lack of ownership of the reform 
programs is also recognized as a cause for reforms’ failure, as these 
programs appeared to be usually in response to the conditionality linked to 
financing from international financial organizations. It is acknowledged 
(following World Bank terminology) that there are two reform stages in a 
transition economy: first generation reforms, that set the new rules of the 
game; and second generation reforms, that teach market players to act in 
the framework set by the new market rules. Moldova finds itself, in most 
cases, still in the first stage of reforms. The implementation of the new rules 
of the game has either been prevented by a highly inertial system (e.g., 
trade structures have not made significant progress) or occurred by default 
(e.g., T-bills acquisitions by foreigners was permitted before the capital 
market being regulated, or main privatization deals were actually a debt-
equity swap).  

                                                            
9 Larisa Lubarova, Oleg Petrushin, Artur Radziwill (2000), Is Moldova ready to grow? 
Assessment of post-crisis policies, CASE Studies and Analysis 220, Warsaw. 
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In the Country Strategy Paper 2002-2006, the European Commission 
considers that „since Moldova is located directly on the border of an 
enlarged EU, instability and poverty in this country are a matter of concern 
for the EU”. Taking note of this concern, we intend to warn on the risks the 
economy of Moldova is likely to face in the short and medium run. 

MACROECONOMIC POLICIES AND EXTERNAL IMBALANCES 

Inflation has recorded low levels in Moldova over the last years. However, 
inflationary pressures accumulate, as the anchors for price stability are put 
at risk by the current monetary and exchange rate policy. 

 
The increase in money supply is due to the faster rise in net domestic 
assets (NDA) than in net foreign assets (NFA). The NDA/NFA ratio was 2.3 
in 2000, 3.17 in 2001, and it is programmed for 3.49 by the end of 200210. 
This evolution should be associated with the sharp expansion in bank credit 
(+18% in 2000 and +27% in 2001 in real terms), which might entail a 
perverse misallocation effect in the absence of decisive structural reforms. 
Furthermore, stimulating aggregate demand does not make economic 
recovery possible in Moldova (CASE, 1999)11 because rapid growth in final 
consumption fuels exclusively an increasing trade deficit. 

The exchange rate has been appreciating in real terms since 1999 onwards, 
which seems to repeat the experience prior to 1998. The real appreciation 
                                                            
10 Calculations based on data from IMF (2002), Republic of Moldova – Staff Report for the 
2002 Article IV Consultation. 
11 Artru Radziwill, Octavian Scerbatchi, Constantin Zaman (1999), Financial Crisis in 
Moldova – Causes and Consequences, CASE Studies and Analysis 192, Warsaw 

Fig. 1. Key macroeconomic indicators 
 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 

GDP, % real 
growth 

-1.2 -31.2 -1.4 -7.8 1.3 -6.5 -4.4 2.1 6.1 4.8* 

Current 
account, % 

GDP 

-
11.9 

-7.0 -5.8 -10.5 -12.6 -17.3 -3.6 -8.4 -7.4 -7.2* 

Trade 
balance, 

mil.USD 

-148 -53 -70 -260 -347 -388 -128 -306.6 -313 -
181*

* 
Inflation, %, 

Dec/Dec 
2706 104.6 23.8 15.1 11.2 18.3 43.8 18.5 6.4 8.0* 

Nominal 
depreciation, 
%,Leu/USD 

Dec/Dec 

*** 19 5 4 0 77 40 7 6 n.a. 

M3, % GDP 19.2 15.9 16.5 16.2 19.0 17.0 18.3 20.3 n.a. n.a. 
Gross official 

reserves in 
months of 

imports 

1.7 2.8 3.0 3.0 3.1 1.4 2.9 2.6 2.5 2.5* 

Source: IMF, EBRD, CASE  *programmed **as of end of June 2002 ***the Moldovan Leu was created and enforced in November 1993, at   
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of the Leu is likely to prove detrimental in the context of rigid wages in the 
public sector and widening foreign trade imbalances. 
Indeed, the trade disequilibria is the main negative input in the composition 
of the current account. Showing huge deficits (-21% of GDP in 2000, -16% 
in 2001 and an estimated -21.3% in 2002), foreign trade is still oriented 
towards Russia (40.1% of exports and 11.7% of imports) and the other CIS 
economies (20% of exports and 24.2% of imports), while EU and Romania 
account for significantly smaller shares (22.9% of exports and 28.9% of 
imports, respectively 7.8% of exports and 13% of imports – all data as of 
end of June, 2002). The bad news regarding foreign trade refers to its 
composition. Almost two thirds of Moldova’s exports are natural resource-
intensive; the volatility of international prices for this type of goods extends 
to the volatility of incomes from exports. Moreover, Moldova’s exports are 
overconcentrated, as the calculation of the Hirschmann index indicates 
(table 2), furtehr aggravating the negative consequences of a potential 
adverse shock on foreign markets. The recent accession to WTO is unlikely 
to improve the situation in the short run, given the presumed lower exports’ 
elasticity to tariff cuts (as compared to the imports’ elasticity). 

 

In view of the big difference between export and import concentration, it is 
also probably safe to submit, but it should be qualified by more in-depth 
research, that intra-industry trade is low and that import dependency of 
exports is limited. In terms of policy recommendations, this means that a 
competitive devaluation of the local currency might not have an indirect 
effect of limiting exports because iported inputs become more expensive. 

The large trade deficits are partially balanced by the large inflows of foreign 
remittances. As Fig. 3 indicates, foreign remittances represents the main 
flow of foreign capital in Moldova’s economy. It represents the “Polichinelle 
secret” by which Europe’s poorest country (87% of population lives below 
the “minimum subsistence level”) keeps going on. Of course, since they 

Fig. 2. Foreign trade composition, end of first semester 2002 
 Exports Imports 

Structure, by products groups, Kraus classification, % of total 
Natural resource intensive 62.8 33.6 
Low skilled labor intensive 21.4 31.3 
Technology intensive 10.8 19.8 
Human capital intensive 5.0 15.3 

Concentration, % 
Hirschmann index 23.0 9.73 
Note: a.) According to Kraus classification, „natural resource intensive” class includes groups I-V and VIII, „low skilled labor intensive” class includes groups XI, 
XII, XV, XX, „technology intensive” class includes groups VI, XVI, XVII, XVIII, „human capital intensive” class includes groups VIII, IX, X, XIII.  

b.) Hirschmann concentration index is calculated as: HIx=∑(xi/X)², respectively HIm=∑(mi/M)², where i is the number of 
product groups (groups I-XX of the Combined Nomenclature), xi and mi stand for exports, respectively imports of i, while X 
and M represent total exports, respectively total imports. This index varies between 0 and 1 (or 0% and 100%). Hirschmann 
index for total exports, shows following values (Davenport, 2001): Latvia 16.0, Romania 13.0, Croatia 12.0, Slovakia 11.0, 
Slovenia 11.0, Hungary 10.0, Bulgaria 9.0, Poland 7.0, Czech Republic 6.0, transition countries average 16.0, Spain 12.0, 
Portugal 12.0, Greece 10.0, Italy 5.0, developed countries average 17.0. 

Source: own calculations based on DSS data 

The current monetary 
policy (NDA going up 
faster than NFA) and 
exchange rate policy 
(real appreciation of 
the leu) create long-

term inflationary 
pressures 
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make up for elementary consumption needs, a large part of foreign 
remittances stimulates the imports of current consumption goods.  

If we leave foreign remittances aside, the other autonomous capital flows 
are either net negative (see Fig.4) – the case of portfolio investments, or 
are largely the results of debt equity swaps – the case of foreign direct 
investments. Hence, the main genuine financing source of the current 
account deficit remains foreign borrowing.  

 
 
 

 
As a result, Moldova is heavily indebted, its total external debt matching 
more or less its GDP. Public debt (including publicly guaranteed debt) takes 
the lion’s share, but private debt rose six times from its 1997 level. The 
energy arrears, at about 20% of GDP, show the scale of the distortions in 

Fig. 3. Share of total remittances in total net capital flows 
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Note: foreign remittances = compensation from employees + current transfers; Source: based on NBM data 

Fig. 4. Short term private capital, net flows,  
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Note: a) figures represent mil. USD b) short term private capital flows = portfolio investments + short term private loans + 
other flows + errors and ommissions   
Source: based on NBM data 
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Moldova’s economy; they also speak about Moldova’s incapacity to 
generate non-debt creating flows of foreign exchange for paying off its 
debts. 

 

 
 
  

The scale of the debt problem is huge, and Moldova faces a constant risk of 
credit, combined with an increasing market risk and devaluation pressures. 
When official reserves are merely a quarter of the stock of public debt 
alone, and meeting the debt service is a challenging task each year, the 
combination between credit risk and market risk puts a constant threat 
towards the default risk. Foreign borrowing is therefore not a valid option for 
a healthy financing of the current account deficit in the medium and long 
run.  

 

 

Fig. 5. External debt composition, % GDP 
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Fig. 3. Indicators of external debt 

 2001 2002 
prog. 

Total external debt, public and private, excluding energy 
arrears, % GDP 

76.1 75.6 

Debt service on total external debt, mil. USD 221.9 248.1 
Official foreign exchange reserves / Public external debt, % 24.4 22.8 
Debt service on public external debt / Official foreign 
exchange reserves, %  

57.7 76.1 

Debt service on total external debt / Exports 70.9 67.8 
Source: calculated based on IMF and NBM data 
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STRUCTURAL ASPECTS AND THE FINANCIAL SYSTEM 

We mentioned already the fact that foreign direct investment in Moldova is 
in many cases undertaken by default, in the form of debt-equity swaps. 
Some relevant examples are:  

• Gazprom took over the majority stake in Moldovagaz in exchange 
for a cut in energy arrears (the deal  was evaluated at 50 mil. USD; 
no tender took place); 

• the German company Mabanaft took over the majority stake in 
Tirex-Petrol (largest oil company) in exchange for overdue energy 
debts (no tender took place); 

• EBRD accepted to transform a 8 mil. Euro investment in Glass 
Container Company (part of the Wine Export Promotion Project) 
into equity. 

These are fake, or quasi, foreign direct invetsments (this is why the FDI’s 
stock of 40% of GDP is misleading). They do not reflect any location 
advantages on behalf of Moldova; instead, they represent a second best 
solution for the so-called investor, do not inject capital in the troubled local 
companies, and are unlikely to have positive spillovers (quite the opposite, 
they create market entry barriers by blocking other potential investors; there 
is also no guarantee of improved management practices).  

On the other hand, the promotion of cash-based privatizations is hindered 
by the gloomy investment climate. The lack of strategic resources, the small 
size of the domestic economy, the wide-spread bureaucracy and coruption 
(EBRD, 2001)12 deter FDI. Hence, there is no surprise that 40% of all FDI 
in Moldova come from Russian investors; they are more accustomed with 
the local environment, and can better integrate their investments in regional 
networks of distribution, since Russia also accounts for a large share of 
Moldova’s foreign trade. Claims were also raised that the Eastern-way 
orientation is politically directed, taking advantage of institutional fragility 
and lack of functioning market mechanisms. As a remark, according to 
Russian statistics (quoted in CSSR, 2002)13, Russian direct investments in 
CIS economies added up to 120 mil.USD in 2001, 93 mil. USD of which 
being directed to Moldova. 

The financial system remains weak. There is low monetization in the 
economy, stock market capitalization is only 0.1% of GDP, and the banking 
sector is very concentrated, first four banks owning 69% of total assets. 
High real interest rate stays high, as credit is constrained by two factors: 
availability and cost. High borrowing requirements from Government and, as 
a consequence, the attractivity of t-bills, low supply of domestic savings, 
high operational costs, high systemic risk deem bank intermediation rather 
inneficient; in this context, the surge in bank crediting over the last period 
will likely prove to be of an inflationist nature in the end, as the problems 
mentioned above can not be solved over night. 

                                                            
12 EBRD (2001) Strategy for Moldova. 
13 Center for Strategic Studies and Reforms (2002), Moldova in transition. Economic 
Survey, no.9/2002 

The combination 
between the credit 
risk and the 
market risk puts a 
constant threat 
towards the 
default risk 
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The best indicator of the structural strain in Moldova is probably given by 
the very low performance in tax collection. Tax revenues represented 22.3% 
of GDP in 2000, 22.4% in 2001 and an estimated level of 23.2% in 2002; 
one third of these revenues come from VAT collection. At the same time, 
expenditures have constantly exceeded 30% of GDP; interest payments 
represent one fifth of budget expenditures (payments for domestic debt are 
slightly higher than those for external debt).  

Fiscal improvement through expenditure rationalization, focused on the 
reduction of education and health contributions, contradicts one of the 
pillars of the Poverty Reduction Strategy, namely the promotion of human 
development policies. Another controversial measure in the fiscal area is 
(according to IMF) the proposal to increase the land tax based on area and 
quality of land owned, that would replace the income tax on farmers, VAT 
on agricultural products, the current land tax, and social contribution of 
farmers (with repercussions on the integrity of the collection system).  

SUMMING UP: MAJOR VULNERABILITIES  

• Incapacity to assume ownership of reforms. Reforms are induced and 
designed by programs associated to financing of international financial 
institutions. This explains the shaky evolutions of reforms, their 
inconsistencies within a country-wide strategy, and their delayed and/or 
fragmented implementation.  

• As a logical consequence of the lack of reforms’ ownership, Moldova 
follows sharply contradicting objectives in terms of its long-term 
development perspective. On the one hand, Moldova is de facto 
integrated, from the perspective of commercial and investment flows, in 
CIS, and, on occasions, is playing with the idea of the joining a 
hypothetical Russia-Belarus federation. On the other hand, Moldova 
states its objective of EU integration. The conflict between these two 
objectives is observed also by the European Commission (in its 
mentioned Country Strategy Paper) and suffocates the development of 
the Moldova’s economy in a straight direction.  

• The likely accumulation of inflationary pressures, in the absence of 
decisive structural reforms (the structural component of inflation does 
not seem to be dealt with). 

• The persistence of huge trade deficits, together with the predominance 
of natural resource intensive class of exports (with volatile international 
prices) and excessive concentration of exports.  

• The excessive recourse to debt equity swaps, that represent a second 
best solution for the so-called investor, do not inject capital in the 
troubled local companies, and are unlikely to have positive spillovers. 
Moreover, trade reorientation is not stimulated under the circumstances 
of very low Western driven FDI outside the debt equity swap 
mechanism. Political interference allegedly plays an important role in 
choosing this method of privatization. 

• The incapacity to generate autonomous (non-debt creating) flows of 
foreign exchange;  portfolio inflows were in most years net negative and 

FDI as debt-equity 
swaps represents 
a poor strategy – 
no fresh capital, 

no  location 
advantages, no 

positive spillovers 



E A R L Y  W A R N I N G  R E P O R T ,  M O L D O V A  
−  N O V E M B E R  2 0 0 2  −   

 
 

 
 

31

foreign remittances (not generated by domestic policies) are dominant 
in the composition of foreign capital flows.  

• The heavy external indebtedness of an economy that is practically 
dependent of official financing. Consequently, there are constant credit 
and market risks, the combination of which leads to a quasi-permanent 
risk of default. 

• The lack of proper market mechanisms and the absence of a friendly 
investment climate. Moldova is, in most cases, locked in first generation 
type of reforms.  

A WAY OUT: POLICY RECOMMENDATIONS 

European Union’s objective regarding Moldova is to help it “overcome crisis 
by improving its position in foreign trade and diversification” of its products 
and markets. EBRD considers that key challenges for Moldova are: to 
demonstrate capacity to implement the structural and institutional reforms 
needed for building the market economy; to secure international financial 
institutions’ financing in order to avoid default; to successfully privatize 
telecommunication, wine, and tobacco industries; to implement an effective 
regulatory framework; to improve the investment climate. 

In addition to all these, we issue the following policy recommendations: 

• do not favor the accumulation of inflationary pressures    (price 
control is one of the targets in the Government’s program). Inflation rate 
should not represent a policy objective in itself as long as structural 
reforms are not undertaken (as long as structural component of inflation 
is not dealt with resolutely). 

• consider the opportunity of a competitive devaluation of the local 
currency, which could help reduce the trade deficit in the short run. This 
should nevertheless be done in a way that would not fuel inflationary 
expectations. 

• improve, or impose, controls on specific capital outflows (don’t let 
money leave the country if you can’t compensate them through capital 
inflows). 

• tax speculative and debt-creating inflows, in order to limit the scale 
of foreign indebtedness and to diminish the incentives for a rent-
seeking behavior (use the practice of unremunerated reserve 
requirements for one year). Limit as much as possible foreign 
borrowing, as it can not be a valid option for a healthy financing of the 
current account deficit in the long run. 

• promote foreign direct investments in the forms of greenfield 
investments and privatization for cash (diminish the recourse to debt 
equity swaps). 

• assume political role in promoting investments from EU members 
and EU candidate economies, as the main policy tool for trade 
reorientation towards EU, and for changing trade structure 
(through intra-firm trade). Start with a specific large privatization, 
since the smaller the size of the economy, the higher the impact of a 
demonstration effect. 
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SOCIAL 
 

LOOKING AFTER THE POOR IN A POOR 
COUNTRY 
 
by Bogdan Chiriţoiu 

The Moldovan government is trying to put together a national strategy to 
fight poverty. The scale of the phenomenon makes it all the more necessary 
to avoid spreading the scarce resources thinly, and target instead the 
poverty relief measures to the very needy. This is actually the main 
message of this section: instead of advancing grandiose, but unfeasible 
plans based on universal coverage that ignore the fact that social policy is 
basically about re-distributing, not creating wealth (and hence cannot 
possibly make everybody better off), the decision makers should 
concentrate the scarce public assistance resources on helping those most 
in need.  

LOOKING FOR THE POOR 

Traditionally, the big debate of poverty alleviation has been how to identify 
the poor. There are two approaches here. The universal benefits approach 
would target the help to all the individuals from a certain category, thought 
most likely to include a high proportion of vulnerable people. One example 
of such a policy is the child benefit. Price subsidies could also be 
assimilated into this class. The means-tested approach would provide 
support only to those whose income is below a certain threshold. Minimum 
income guarantee falls into this later category.  

Both methods have disadvantages. The universal benefits system is going 
out of fashion because it is wasteful: it provides support to many in the 
respective category who are not very needy (e.g. average earners who have 
access to subsidized food or heating).  On the other hand, means testing is 
difficult to manage, because it requires the administration to identify the real 
income of the claimants.  

Moreover, the problem commonly associated with means-tested benefits is 
the disincentive to work. Because any increase in earned income is offset 
by the decrease in the amount of the social benefit, the marginal utility of 
labor is very low. The result is the so-called ‘poverty trap’: people do not 
find worthwhile to take the pain of a regular job, and therefore do not 
acquire the experience necessary for advancing to better paying positions. 
The challenge for the government is to devise a policy mix that would target 

Challenging task: 
targeting the poor with 
workable mechanisms 
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the resources to the most needy, while being also feasible from the 
management point of view.  

POVERTY IN MOLDOVA 

International statistics present Moldova as the poorest country in Eastern 
Europe (Fig. 1). A staggering 55% of the Moldavian population was 
estimated to live in poverty in 1999, calculated at the modest level of 2 USD 
/ day in purchasing power parity (ppp). This is all the more serious, since in 
1997 the similar number was only 37%. It is estimated that 787,000 
pensioners are among the most vulnerable and marginalized social groups, 
whose survival depends on the support of their children. 150,000 
handicapped people live below the poverty line, and are totally dependent 
on state institutions.  

According to the Department of Statistics, in 1999 there were around 
208,000 unemployed (measured by the ILO methodology). Unemployment 
reached 11.5% and was higher among men and in urban areas. However, 
only slightly over 43% of the total number of the unemployed received 
unemployment benefits. 

Finally, a dire situation is registered among children of poor families. It was 
estimated that up to 10% of the children below the age of 5 suffered from 
malnutrition, and up to 28% of anemia. These last data are especially 
worrisome, as the consequences of deficient child development will mark 

Fig. 1: Poverty in transition countries, 1995 - 1999 

 Year Poverty rate 
  2 USD PPP*/day 4 USD PPP/day 

Moldova 1999 55.4 84.6 
Russia 1998 18.8 50.3 

Albania 1996 11.5 58.6 
Romania 1998 6.8 44.5 

Macedonia 1996 6.7 43.9 
Latvia 1998 6.6 34.8 

Bulgaria 1995 3.1 18.2 
Lithuania 1999 3.1 22.5 

Ukraine 1999 3.0 29.4 
Slovakia 1997 2.6 8.6 
Estonia 1998 2.1 19.3 

Hungary 1997 1.3 15.4 
Poland 1998 1.2 18.4 

Belarus 1999 1.0 10.4 
Croatia 1998 0.2 4.0 

Czech Republic 1996 0.0 0.8 
Slovenia 1997/98 0.0 0.7 

Source: World Bank, 2000 
Note: The poverty estimates use thresholds in USD/day/adult at 1996 PPP (purchasing power parity) equivalent 

Child poverty 
presents the highest 
risk for the society 
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Fig. 2. Total Net Monthly Income Dynamics, 1999 

 Urban Rural 
Total monthly income (I+II) 272.4 141.8 
I. Available income, Lei 169.3 112.1 
Including after types of activity, %   
Salary earned income 57.7 15.3 
Independent agricultural activity 6.5 67.2 
Individual business 5.5 1.4 
Property income 0.3 0.3 
Social payments 10.3 6.5 
Other current payments and transfers 19.4 9.3 
II. Savings income, Lei 103.1 29.8 
Including, %   
Financial system payments 75.5 99.0 
Sale of real estate, used equipment 24.5 1.0 
Source: HBS, 1999 

the society for a long time to come, resulting in lost production, higher 
healthcare costs, and lower quality of life.  

THE RURAL / URBAN DIVIDE 

The average revenue of urban inhabitants is estimated at double the 
amount in the rural areas. Moreover, much of the income of the rural 
inhabitants is in kind, what further reduces their purchasing power – wages 
represent only 15% of the earned income for rural inhabitants, while 
accounting for 57% of the same income for the urban dwellers. For details, 
see tables 2-4. Somehow surprisingly, rural inhabitants spend three 
quarters of their total income (ie including non-monetary income) on food, 
substantially higher than is the case in urban areas, where food expenditure 
accounts for half of the total income.  

There is also a marked difference in terms of population income between 
large cities and small towns. While in 1997 total net incomes of city 
inhabitants surpassed the amount of incomes of the small urban areas by 
1.6 times, the spread increased in 1999 to 2.3 times. Actually, when 
comparing income levels, small towns come with very similar numbers to 
the rural areas, and they both differ substantially from the large cities.  

There is a high disparity 
in cash income 

between rural and 
urban areas 
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INCOME DIFFERENTIATION 

The income polarization of the population is significant. For exemplification 
in 1999, the poorest 20% received 4.5% of the population income, while the 
richest 20% accumulated 49%. The quintile differentiation coefficient 
therefore exceeded 11, while the Gini coefficient, which measures income 
differentiation, reached 0.44 – see table 5 for more details. Conventionally, 
a value of the Gini coefficient over 0.35 is considered to represent a high 
level of income differentiation. 

Fig. 3. Household Current Expenses Structure, per capita, 
1999, % 

 Urban Rural 
Total current expenses, inclusively for: 100.0 100.0 
Food 55.6 73.3 
Alcohol and tobacco 2.9 5.5 
Clothes and shoes 7.8 5.6 
House and facilities 13.3 5.6 
Housekeeping 2.6 2.3 
Health 4.7 2.8 
Transport 4.6 2.1 
Communication 1.8 0.3 
Entertainment 2.5 0.5 
Education 0.4 0.4 
Public alimentation, hotels 0.7 0.0 
Other services ans accommdations 3.1 1.6 
Source: HBS, 1999 

Fig. 4. Income Dynamics and Population Distribution by 
Place of Residence, 1999, % 

 Small cities Large cities Rural areas 
Population – in total, including 
monthly per capita income: 

100.0 100.0 100.0 

Up to 90.0, MLD 50.5 25.3 51.0 
From 90.1 to 198.0 35.7 34.3 37.6 
From 198.1 to 270.0 8.0 15.9 6.1 
270.1 and more 5.8 24.5 5.3 
Source: HBS, 1999 

Fig. 5. Distribution of Population Money Income, % 

Year Total  
Income Quintile 

Income 
concentration 
coefficient 
(Gini)  

The ratio of 
income of the 
poorest 20% to the 
richest 20% of the 
population 

  I II III IV V   
1997 100.0 4.3 9.8 14.8 22.5 48.7 0.44 11.5 
1998 100.0 3.9 9.7 15.0 22.6 48.8 0.44 12.6 
1999 100 0 4 5 9 8 14 7 22 0 49 0 0 44 11 0
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It is worth noting that the income distribution appears stable: over the 
interval 1997 – 1999 the Gini coefficient stayed put at 0.44 (it is estimated 
at 0.42 for 2000), while the income quintile differential varied slightly 
between 11.0 and 12.6. This distribution of income is determined mainly by 
the differential of the cash income. When in-kind revenue is also figured in, 
a smoother income distribution results (the Gini coefficient is thus estimated 
to 0.36 in 2000). 

 

THE STRATEGY OF THE GOVERNMENT 

The government estimates that as much as 8% of GDP was spent in 1997 
on poorly targeted social protection measures. It has changed policy since. 
With the support of World Bank and other international donors, it works on 
an all-encompassing strategy for fighting poverty, which includes both 
efforts to boost economic performance, and to improve the access to social 
services (e.g. education, health care). In the area of social protection 
proper, the priority is to replace the general subsidisation of public services 
(e.g. heating) with income support for the most affected beneficiaries 
(coming from 11 social categories). The strategy also identifies families with 
children as a main category exposed to the risk of poverty. From the 
institutional point of view, the strategy process is coordinated by a 
committee chaired by the President of the Republic, which brings together 
the main actors from the legislative and executive branches of the 
government. Answering to the coordinating committee, there is a 
consultative committee where civil society actors are represented (experts, 
academics, NGOs, representatives of the business community), and an 
implementation committee, led by a senior minister for the economy.  

 
This is an on-going process, and it is difficult to estimate how much real 
impact it will have. One has to appreciate the coherence of the design, 
nevertheless. The main failing of the strategy remains its reluctance to 
approach means-testing.  

TRANSDNIESTER REGION 

The peculiarity of Moldova is that a significant region of the country is 
outside the effective control of the national government. Moreover, there is 
an acute lack of information over what is actually happening in the 
Transdniester region, and to some extent in Gagauzia. For exemplification, 
international statistics about Moldova are not able to cover the 
Transdniester region. This lack of reliable information makes it very difficult 
to adequately plan a social policy that should address the whole of 
Moldova. Since however there is a reasonable chance the negotiations for 
the solution of the Transdnister conflict will succeed, the government 
strategy has to include contingency plans for the whole country, even if 
based on less that adequate information 

Unlike most CEE 
countries, Moldova 

records a higher 
level of income 

polarization than 
Western countries 
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CONCLUSIONS AND RECOMMENDATIONS 

• It goes without saying that poverty relief is just a palliative, and the 
real eradication of poverty is going to be achieved through 
economic growth, and not social transfers. Poverty relief is a re-
distribution policy. That is why deciding that 80% of the population 
is poor, and requires public support is rather unhelpful from the 
policy point of view: there is no way 20% of the population could be 
taxed enough to provide for transfers for the remaining 80%. The 
policy significant poverty level is therefore the relative one (part of 
the population compared with another part), and not the absolute 
one (calculated according to the purchasing power).  

• The high level of income differentiation suggests however it is 
feasible to identify a relatively reduced number of extremely poor 
people, to whom poverty relief should be targeted. It also indicates 
there is room for redistributive taxation, and effective taxation of 
relatively well earning people should be a government priority.  

• However, the priority should be to expand the base of taxes and 
social security contributions instead of raising rates. Right now the 
taxation system is full of loopholes and insufficiently exploited (in 
taxing property, for example, or in indirect taxes, where 
innumerable exemptions are granted on questionable reasons) − 
and hence squarely unfair. Sorting out these issues and closing the 
loopholes may be politically difficult, since it touches a small 
number of rich, well-connected and mobile people. But on the other 
hand may bring in substantial revenues, help the authorities regain 
some popularity and increase general trust in the public institutions. 

• The scope of poverty relief should be narrow: scarce resources 
should be directed to the very poor, who are really in need.  

• In the short term, poverty relief could be targeted towards the 
categories where these are most likely to be found. The disabled 
(institutionalized or not), and single pensioners are obvious targets.  

• The situation of children deserves special attention. Children are 
prone to poverty. The cases of malnutrition are especially worrying, 
as it can hinder their physical and psychical development. Child 
benefit is one instrument that can be used to alleviate this situation. 
In-kind provisions for children could also supplement it – these 
could be distributed through kindergartens and schools (in order to 
facilitate school attendance), and could include school supplies and 
catered meals (or meal vouchers).  

• In the long term, means-tested benefits have to be developed. 
Given the high level of informal economic activity in Moldova, they 
have to be based on accurate determination of real personal 
income, what will be taxing for the administration. In order to 
prevent the development of a dependency culture (i.e. poverty 
trap), they have to be coupled with active measures that will 
stimulate the integration of the recipients into the labor market. 

Two failings: the strategy 
of the government does 
not envisage means 
testing, and fails to 
incorporate contingency 
plans for Transdnister 
region 

Over the medium 
term, poverty relief 
could develop a 
dependency culture. 
Active measures have 
to join the poverty 
relief effort 
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• Active measures could include conditioning the benefits upon 
working in public projects, acceptance of any job offer available, 
and the participation in training programs; mobility grants, whereby 
recipients are supported to move in another part of the country 
where they have found a job, would also facilitate their integration 
in the labor market; another possibility is the provision of 
consultation and credits for starting a private business.  

Finally, the government has to devise contingency plans for case the 
negotiations concerning the Transdniester region will succeed, and income 
support will remain a responsibility of the national government.  
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