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Section 1. Introduction

The sector of Small and Medium-sized Enterprises (SMEs) continues to have an essential role for the
national economy. These enterprises account for 98.4% of the total number of enterprises in the economy
and generate 37.6% of turnover obtained by enterprises. As a result, they account for about half (48%) of
Gross Domestic Product. At the same time, about 30.1% of the bank loans are contracted by SMEs from
the country, and if we take into account legal entities only, the share of SMEs reaches 46.8%.

In this White Book of SMEs AIM has conducted an in-depth study of aspects of the national economy,
regulatory structure and decision making structure that most affect SMEs. Special attention is paid to so-
called “elephants in the room” aka problems that are well known both inside and outside government but
are rarely discussed or targeted by reforms. Issues of non-compliance and informality are measured via
indirect methods in this report and the structural underpinnings of these and other challenges are explored
in detail.

In non-scientific surveys of AIM’s member companies we can see that business owners are cautiously
optimistic about the future. 71.4% of companies surveyed say that they agree or partially agree with the
statement “2024 will be a good year for my business.” The same 71.4% agree or partially agree that the
country is going in the right direction. At the same time zero percent of companies agreed fully with the
idea that it is easy to find qualified workers at this time. And 57.2% of companies expressed dissatisfaction
with the bank loan opportunities available to their companies. Further challenges can be seen in
perceptions of the ease of interacting with state institutions and the stability and predictability of the
regulator environment. This data, and the research presented in this report, paint a picture of both
opportunity and challenge. AIM believes that with the right reforms it is possible to see major economic
growth in the near future. Conversely, without bold reforms the country will continue to be an unattractive
place to do business and optimism will fade.

Through this report AIM hopes to contribute to the national dialog around economic growth, reform and
EU accession. In addition to a study of the various sectors covered in this report AIM presents a series of
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recommendations for Future Policy Design in Section 4. This section includes “technical” recommendations

for specific reforms that will most positively affect SME development and economic growth. It also includes
“structural / strategic” recommendations that will support an “all of government” effort at economic
reform and growth. For this, each ministry must have a mandate to support economic growth and be
accountable to the public for actions that they take in their areas of responsibility. AIM believes that
creating the conditions for sustained, robust economic growth is critical to solving national problems,
including migration, and to aiding in Moldova’s path to EU integration.

Section 1.1 Methodological Approach

Context

This document was created based on an analysis conducted by AIM in the first half of 2024. The monitored
period included the most recent 2024 months and 2023, with certain earlier incidences incorporated as
necessary. The primary objective of the document was to identify and document critical challenges in the
Moldovan SME sector, as well as to bring attention to the challenges that have an impact on SMEs. This is
essential to gain a comprehensive understanding of the factors affecting SMEs, which is crucial for informed
decision-making and policy development.

The analysis is based on an exercise that included several analytical phases including but not limited to: a
survey of 120 enterprises—micro, small, and medium—from the development regions of Moldova, with
the indication of the branches of activity; document analysis; monitoring of the Parliament plenary session,
meetings of the Government; monitoring and analysis of information on the official websites, etc.



An applicable evaluation methodology is developed for the purpose of this document. The results, findings,
and recommendations presented in this document are based on the application of this methodology as

described below.

Objectives of evaluation and monitoring

The overall objective of the Report is to identify and document critical challenges in the Moldovan SME
sector, as well as to bring attention to the challenges that have an impact on SMEs.

The specific objectives of the White Book are:

Objective 1

Objective 2

Objective 3

1. Conduct a comprehensive
analysis of the SME environment
in Moldova aimed to identify and
address critical challenges in the
said sector.

2. Assess and understand the
factors affecting SMEs in order to
inform effective decision-making
and policy development.

3. Develop recommendations
and strategies and share such
well-defined recommendations
and strategies that address the
identified challenges and foster

SME  growth with relevant
stakeholders.

Applied methods and techniques

A complex methodological approach, including the application of various research methods and
techniques, was proposed to achieve the objectives outlined in this document. The White Book involved a
combination of qualitative and quantitative methods, which included inter alias: (i) international and
national document analysis as well as comments / proposals and recommendations made in such papers;
(i) monitoring of the enacted legislation as well as Parliament and Government meetings and plenary
sessions; (iii) monitoring of official websites and analyzing the information displayed; (iv) survey among AlM
members.

(a) Document analysis was used to collect and systematize the information contained in the

international and national documents mentioned below, in order to establish the consistency

between the outlined findings and actual implementation of reforms as well as existing challenges.

The evaluator used the following documents/sources of information:

(i) National Bureau of Statistics, National Bank of Moldova

(i) Eurostat, World Bank

(i) Mapping of financing instruments and practice for MSMEs in the Republic of Moldova, UNDP,
(iv)  International Monetary Fund Moldova Country reports?

(v)  SME Policy Index: Eastern Partner Countries 20242

(vi)  Promo-Lex reports on the transparency of the decision-making process in the Parliament of
Moldova®

Annual Report 2023 The Secretariat of the Economic Council to the Prime Minister?

GRECO Moldova compliance report®

(vii)
(viii)

! https://www.imf.org/en/Publications/CR/Issues/2023/12/19/Republic-of-Moldova-Staff-Report-for-2023-Article-1V-Consultation-

Fourth-Reviews-Under-the-542616

2 https://www.oecd-ilibrary.org/development/sme-policy-index-eastern-partner-countries-2024 3197420e-

https:

101.promolex.md/publicatii

https://consecon.gov.md/en/2024/03/27/annual-report-2023/

https://rm.coe.int/fourth-evaluation-round-corruption-prevention-in-res pect-of-members-of/1680ab41b9



https://www.imf.org/en/Publications/CR/Issues/2023/12/19/Republic-of-Moldova-Staff-Report-for-2023-Article-IV-Consultation-Fourth-Reviews-Under-the-542616
https://www.imf.org/en/Publications/CR/Issues/2023/12/19/Republic-of-Moldova-Staff-Report-for-2023-Article-IV-Consultation-Fourth-Reviews-Under-the-542616
https://www.oecd-ilibrary.org/development/sme-policy-index-eastern-partner-countries-2024_3197420e-en;jsessionid=w__qJ06ft5KtAuWUciWKgsfFDlRiLQR0ulLtc8QP.ip-10-240-5-23
https://www.oecd-ilibrary.org/development/sme-policy-index-eastern-partner-countries-2024_3197420e-en;jsessionid=w__qJ06ft5KtAuWUciWKgsfFDlRiLQR0ulLtc8QP.ip-10-240-5-23
https://101.promolex.md/publicatii
https://consecon.gov.md/en/2024/03/27/annual-report-2023/
https://rm.coe.int/fourth-evaluation-round-corruption-prevention-in-respect-of-members-of/1680ab41b9

(ix)  European Commission Republic of Moldova 2023 Report®

(b) Monitoring the legislative and decision-making processes. The Parliament plenary session,
meetings of the Government, etc. where relevant legislation has been adopted or where it should
have been approved were carried out by online tracking of the meetings held and by consulting the
draft legislation that included initiatives related to the SMEs in the monitored period.

(c) Monitoring and analysis of information on the official websites of relevant national agencies
and authorities such as the Parliament, the Government, and others such as the Ministry of
Economy, the Ministry of Finance, the State Tax Service, etc. The digital version of the Official Gazette
and Official legislative database’ were also analyzed in relation to the subjects concerned. These
activities were carried out online.

(d) Survey was carried out among AIM member companies to ensure an accurate assessment
of the problems and proper feedback on perception of issues is provided. Thus, three interviews
were conducted with representatives of the 19 industries as follows:

AIM Members by Industry
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1

Accounting / Taxation / Audit 5
soeAlconholic/ Non-Alcoholic beverages

Agricult3fé/Zootechnics
2%

Retail
17%

Consulting
1%

Medicine/Aesthetics
3% Creative Industry

Desi@fd Organization/Cleaning Services
1%

Turism/Agroturism
2%

Marketing / Digital Marketing/ Media Financial and Insurance Activities
9% 4%

HORECA
3%

Food Industry
10%

Education/Early Educati
LightIndustry ucation. 42:2’ ucation
5%

Manufacturing Industry
10%

= Alcoholic/ Non-Alcoholi
uDesign/0 'Cleaning Services m Turi:
mManufacturing Industry u Light Industry u[TC
mMedcine/Aesthetics = Retail mTransport and logistics

mAccounting / Taxation / Audit u Consulting
u Food Industry
= HORECA

= Rent office

mCreative Industry
wEducation/Early Education
= Marketing / Digital Marketing / Meda

mFinancial and Insurance Activities

Assessment process

The evaluation process of the initiatives and actions of AIM included in its Legislative Agenda consists of 5

stages, as follows:

Step1 Step2 Step3 Step4 Step5
Documentation Elaboration  and | Data collection Data processing Elaboration of the
consultation of the White Book
evaluation
methodology
(a) Documentation —analysis of the context and situation in the assessed area, of the specific

actions included in the structure of the White Book, as well as of the applicable and related regulatory

framework and/or economic facts.

(b) Elaboration and consultation of the evaluation methodology:

(i) Development of the conceptual and methodological framework of the evaluation.

(ii)  Development of research tools.

(iii)  Conducting the (online) methodology consultation meeting with the AIM team between June
14-18, 2024.

https://neighbourhood-enlargement.ec.europa.eu/system/files/2023-11/SWD 2023_698%20Moldova%20report.pdf

www.legis.md


https://neighbourhood-enlargement.ec.europa.eu/system/files/2023-11/SWD_2023_698%20Moldova%20report.pdf
http://www.legis.md/

(c) Data collection—this stage involves organizing the data collection process through:

(i) monitoring the meetings of the Parliament, the Government, etc.

(i) analysis of the official pages of international organizations and national authorities such as the
Parliament, the Government, but also others such as the Ministry of Economy, the Ministry of
Finance, the State Fiscal Service, etc.

(iii)  Survey among AIM members.

(d) Data processing—during this stage a few operations were carried out with reference to the

verification of the data collected by analyzing the recordings and facts identified through the Data

collection phase.

(e) Elaboration of the White Book — analysis of data collected within the documentation

process, preparation, and consultation of the White Book with the AIM team.

Section 2. Economic Context

When compared to similar economies within the EU and broader Western Balkans region, Moldova has
serious deficiencies in both the numbers of SMEs operating and the productivity of those companies. The
available data indirectly points to serious regulatory challenges inhibiting SME growth and development.
Most critical are bureaucratic complexities and obstacles when opening and running a company and a lack

of structures to bring unofficial companies and workers into the system.

Bottom Line Up Front:

e Moldova has far fewer SMEs per capita than the EU norm.

o Moldovan SMEs employ more people on average than the EU or neighborhood / near-peer norms.

e The larger size and smaller number collectively imply more cumbersome regulations, more
challenges running an SME in Moldova and consequently more informal SMEs.

® SME revenues per employee are much lower than near-peers in the EU (Moldova 24,900 EUR vs
Estonia 138,000 EUR and Slovenia 129,000 EUR). Moldova’s numbers compare more readily to
Balkan nations with high levels of informal work (Albania and North Macedonia).

® Productivity numbers are skewed by informal work. Moldova’s construction industry rivals Belgium

in revenue per employee and the services sector leads the region.
Section 2.1. Moldova’s SME Sector Profile

Moldova needs more SMEs. In 2021, Moldova had 41423 SMEs in market sectors®, translating into 15.9
enterprises per 1000 person ratio (Figure 1). This is the smallest ratio among EU countries and Moldova’s
peers on the European continent. Serbia’s ratio was 39.4, with Portugal and Lithuania at the other end,
registering 161 and 139 SMEs per 1000 persons, respectively. In the first instance, this suggests that
entrepreneurship activity in Moldova is still limited.

8 All economic sectors except agriculture, energy production, water, education and health care



Figure 1 Number of SMEs per 1000 persons
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Moldovan SMEs are usually larger than in other European countries. However, the average number of
employees in Moldova’s industry is 10 (Figure 2), which is not far from the top of the range for European
peers, with 11 in Bulgaria and 10 in Estonia, while Montenegro has the lowest number. Interestingly, the
average SME entity in construction in Moldova has about 7 employees, which is higher than both EU and
EU peer countries' maximum of 5 and 6 in Austria and Albania, respectively. In services, an average SME
employs 4 persons, at the top of the EU peers range in line with Serbia. Although the number of SME
entities per 1000 people in Moldova is low, those entities are usually bigger than on the European
continent. This probably suggests that running small enterprises in Moldova is more cumbersome than in
Europe.

Revenues per employee in Moldovan SMEs are low. Moldova’s Industry absorbs 20% of the total employees
of SMEs engaged in the market sectors. Only Bosnia and Herzegovina has a more significant figure among
EU countries and peers, while Czechia and Serbia follow closely. At the same time, the share of employees
in the construction sector is 10.1%, which is relatively low compared to Romania, Hungary, and Estonia,
which register above 15%. Similarly, the services sector provides jobs for 70% of SME employees in
Moldova, similar to Romania and slightly higher than Estonia. At the same time, the SMEs in the industry
sector generated EUR 24.9 thousand in 2021, which is marginally higher than Albania but far from the top
range of EU peers like Estonia and Slovenia, which are generating EUR 138 thousand and EUR 129 thousand,
respectively. Similarly, the SMEs in the construction sector produce EUR 32 thousand per year, just below
North Macedonia and Albania. SMEs in service sectors are generating EUR 41.9 thousand EUR, more than
30 thousand EUR in Albania and 38 thousand EUR in North Macedonia.

The value added in construction is unusually high. The value added per employee, i.e. productivity, of the
industry sector in Moldova was 14.9 thousand EUR was in 2021, which is higher than Albania (8 thousand
EUR), Serbia (12.8 thousand EUR) and Bulgaria (12.9 thousand EUR), but far from Montenegro with 32.9
thousand EUR or Estonia with 34.2 thousand EUR. At the same time, the value added per employee of SMEs
in the Moldovan construction sector is 34.3 thousand EUR, which is significantly above the top of the EU
peers range as Montenegro registered only 26.1 thousand EUR. This is also above the EU average and is in
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line with Belgium with 35.4 thousand EUR. The services sector generated a value-added per employee of
EUR 20.1 thousand in Moldova, four times higher than Albania and more than Romania with 13.5 thousand
EUR.

Figure 2 SMEs parameters across EU® and EU peers'®
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The low productivity is a structural issue. The above observations suggest that the number of employees in
construction is significantly underreported, which probably distorts the perception of the sector’s
productivity. Also, the fact that a significant chunk of total employees are in the industry while both
turnover and value added per employee are low reflects the sector’s structural low productivity.
Agriculture is also a crucial sector where small and individual enterprises dominate. For example,
agricultural production was MDL 43.8bn in 2021, while the individual sector comprised MDL 23.1bn. Also,
agriculture employs 179.3 thousand people, but only 35 thousand are employees. Therefore, The main
disadvantages of this concentration level by individual enterprises and informal employment are that the
level of investments, technology, integration into the value chain, and employment remains limited.

Section 2.2. Developmentsin SMEs sector inthe Year 2023

The labor market had an unusual phenomenon in 2023. The official number of unemployed registered with
the National Employment Agency (ANOFM) was 8.9 thousand people at the beginning of 2024, compared
to 21.2 thousand at the beginning of 2023. At the same time, the estimated number of unemployed,
according to the International Labor Office (ILO), increased from 41.2 thousand on January 1, 2023, to 45
thousand at the beginning of 2024. Consequently, more and more unemployed people decide not to
register officially. Additionally, some are unemployed for an indefinite period, suggesting that they are
earning illegal income or are part of the circular migration. These factors put even more pressure on
employers to source employees from the National Employment Agency.

° All European continent countries except Luxembourg, Malta, Netherlands, Ireland, Norway and Iceland
1° Albania, Bosnia and Herzegovia, Bulgaria, Estonia, Croatia, Hungary, Lithuania, Letonia, North Macedonia,

Montenegro, Romania, Serbia and Slovenia



Section 3. Enterprise Environment

Section 3.1. Humanresources and Workforce development

Bottom Line Up Front:

e Moldova has faced structural labor shortages over the last decade which are becoming more acute.

e The most critical labor shortages are happening in sectors seeing rapid change due to the war (e.i.
transportation). But labor shortages in all sectors that do not have high rates of informality (i.e.
construction) have persisted for some time.

e The labor situation has continued deteriorating even as wages have risen closer to the average
worker's expectation of fair compensation (wages were 60.5% of the amount desired / expected
by workers in February 2024 as compared to 49% in 2020) .

e Data on Moldovan worker productivity paints a complex picture when compared to peers. In some
sectors informality drives misleading numbers (construction, agriculture). In other sectors, legal
incentives encouraging offshoring misleadingly present Moldovan workers as unproductive (ICT).

e Moldova’s workforce faces serious demographic challenges. The number of workers in the 35-54
year old range is double that of those in the 15-34 year old range.

e Migration continues to drain the labor force. Of citizens aged 19-23 40% are residing outside of
Moldova. With accelerating migration and increasing job vacancies Moldova has space to
accommodate at least 10-15 thousand immigrants. Increasing numbers of foreign students also
provide an opportunity for part time workers.

e The informal economy continues to make up around a quarter of Moldovan workers with the
highest informality existing in agriculture (52.7%) and construction (14.4%).

e Higher education output of skilled specialists is projected to keep pace with industry growth, but
high levels of vacancies persist implying that wage offerings are not keeping pace with the
expectations of the skilled workforce.

Section 3.1 (a) Worsening labor situation

The most critical labor shortages are in manufacturing and transportation. Vacancy rate as a share of total
jobs is a decent proxy for labor shortage. Figure 3 shows this indicator for Moldova and the EU countries
and peers: i) the red box shows the 2nd and 3rd quartile of peer countries (the 25% value from the average);
ii) the red points in extremes show the lowest and maximum values for peer countries; iii) the blue dot
points show the minimum and maximum values for EU and peer countries without countries; iv) yellow
point is the value for Moldova. The most significant labor shortages are in manufacturing, transportation,
financial, real estate and professional activities. For all these sectors, the vacancy rate as a share of total
jobs is above the ones in peer countries. However, these are still below the levels in countries like Sweden,
Austria, Belgium and Czechia. Interestingly, the vacancy ratio in the construction sector is relatively low.
Nonetheless, this ratio might be distorted by the significant proportion of the gray economy in the
construction sector. The transportation sector has seen a substantial recovery after 2020. In 2022, exports
of transport services amounted to USD 480 million, compared to USD 250 million in 2020. This is mainly
thanks to the transportation of Ukrainian products. Therefore, this might explain the recent labor shortage
in transportation.



Figure 3 Vacancy rate as a share of total jobs
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The labor shortage has persisted for a long time. The dynamics of the unemployment and vacancy ratios
relative to the number of active population (employed and unemployed) in the past decade suggest that
there is a structural issue where the vacancy ratio remains high (Figure 4). This signals that the current
labor market cannot fill the necessary vacancies. This can be related to a combination of mismatched skills,
low wages, and reluctance to participate in the labor market. However, the current salary has been raised
to the level that covers a decent chunk of expectation. According to the CBS-ASA survey in February 2024,
70% of respondents indicated that the desired salary should be between 10,000 and 20,000 lei per month,
with a median of around 17,500 lei, compared to the average net salary of 10,600, i.e. 60.5% of desired
salaries. Although the gap is still significant, it has diminished in the past few years (13.450 lei median vs
6617 actual average wages in 2020, i.e. 49% of desired salaries). Also, according to the same survey, 60.8%
of respondents in the 18-29 age group mentioned that they would consider migrating temporarily, which

will likely add additional pressure on the labor market and salary level.

Figure 4 Vacancyrate as a share of total jobs

2019

4.5
2020
A
ks
<
e
[T
by 202
o
7 3.3 2022
o
-~
1%
c
3
g 3 2018
2017
1
25 016
2015
s 3 3.5 4 4.5 5 5.5

Unemployment Ratio per Active

Source: Eurostat, NBS

10



The vacancyratio inthe ICT sector is slightly lower than the average of EU peers. The number of employees
in BPO and IT exploded to 42 thousand in 2023 compared to 27 thousand in 2015. However, there are
increasing signs that companies struggle to find employees despite relatively high wages. The average
salary in IT is expected to be 2141 EUR in 2024 compared to EUR 577 for the economy after taxes (13,700
lei brutto); therefore, the ratio is expected to be around 3.7, compared to 2.1 in 2013.

The labor shortage has also pushed the minimum wage higher. In 2023, the minimum wage was EUR 205
compared to EUR 298 in Albania, EUR 399 in Bulgaria and EUR 606 in Romania. Government efforts are
likely to concentrate on catching up with the minimum wage, at least at the Bulgarian level.

The low value added per employee in Moldova’s SMEs is a structural issue. Moldova’s value added per
employee per sector is consistently above the minimum value per peer countries, as Albania’s productivity
per sector is mostly lower (Figure 5). However, considering the significant share of unofficial work in
Albania, 37%, according to the European Training Foundation®!, the productivity gap between Moldovan
and Albanian economies might be smaller. At the same time, the value added in construction is unusually
high in Moldova, but this might be related to the underreported labor force. Moldova is less productive in
mining, manufacturing, and professional services than its peers. Nonetheless, the economy’s productivity
is similar to the average of its peers in trade and administrative services. The economy has higher
productivity in construction, transportation, and accommodation services than its peers. Although ITCis an
important economic driver of Moldova, its productivity is far from the average for peers!?. Looking at
agriculture, the sector employs 179.3 thousand people, but only 35 thousand are employees. The main
issue is that the level of education is relatively low. However, the need for more qualified people will
increase once productivity increases based on technology.

Figure 5 Value added for economic activities
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T https//www.etf.europa.eu/sites/default/files/document/CFI_Albania_2021.pdf

> Note: Moldova’s IT Parks law, combined with nascent e-commerce structures and regulations, strongly
incentivizes companies to offshoreincomeand onshore expenses. Local IT companies only have “income”
from their parent companies sufficient to pay salaries, rent and office expenses. Therefore productivity

comparisons are not a reflection of Moldovan workers but of the incentives created by the legal structure.
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The structure of employed people by age group also weighs on productivity. According to the NBS data, at
the end of 2023, the employed population aged between 35 and 54 was 461.1 thousand (95.5% of the
active population or 66.2% of the total population), while the employed population aged 15-34 numbered
only 226.7 thousand people (93.4% of active population or 40.6% of total population). The low employment
of young people results from multiple factors such as: reluctance of students to do internships and that
employers are prioritizing potential candidates with more experience. Considering that more and more
people are reaching early retirement age, employers will face an even more acute labor shortage. Although
these people have knowledge, their work potential and productivity are declining despite higher salaries.
Therefore, their labor productivity is diminishing.

Foreign migrants could fill up the current vacancies. The migration in Moldova has had three phases. The
first one was in 2000-05 when people emigrated due to poverty, the second one was in 2015-18 when
migration was motivated by a better life. Now, the migration is focused on young people. Out of 187
thousand young people in the 19-23 age group, almost 40% reside abroad, according to a note from IDIS
Viitorul. Therefore, it is difficult to fill up the 30 thousand vacancies, according to official statistics.
Consequently, the economy could easily absorb 10-15 thousand immigrants for a few years. In addition, in
the 2022-23 academic year, there were about 5000 international students. Considering the war in Ukraine,
this can be an excellent opportunity to offer a more attractive educational offer to Ukrainian students and
then integrate them.

Section3.1(b) Grey labor force

The informal economy comprises about a quarter of the economy. In 2023, the share of people employed
in the market economy, excluding public administration and education, who had an informal job was 29.7%
(203.1 thousand out of 683.4 thousand). In the non-agricultural and public sectors, informal employment
constituted 16%, with construction being the most affected. The construction sector employs 63.3
thousand, but only 21.4 thousand are officially employed. The undeclared work is another structural issue,
as it constituted 5.7% in the fourth quarter of 2023 compared to 6.6% in the fourth quarter of 2022.
Employment without completing individual employment contracts (based on verbal agreements) is more
frequent among men (7.7%) compared to women (3.9%).

Section 3.1 (c) Education of new specialists

The young people are more focused on college-level education. The number of young people within the 18-
23 age group has decreased from 254.5 thousand in 2015 to 146.3 thousand in 2022. However, the share
of the young people studying at the universities in Moldova has increased to 45.7% in 2022 from 35.8% in
2015. t The 9.9pp increase is distributed as follows: 2.6pp universities, 3.8pp colleges, 0.4pp professional
schools and 2.7pp lyceums. Therefore, the increasing interest in colleges is a healthy phenomenon that
should align better with the educational supply and demand.

The current state of the manufacturing industry has enough specialists. Considering dampened productivity
in sectors such as manufacturing and ICT, specialists will be increasingly needed. The data of the medium-
term labor market forecast (2024-2026) show that between 2023 and 2026 (Table 1), the number of
employees in the manufacturing industry in the Republic of Moldova is expected to increase by about 8%,
or about 8900 people, of which 860 specialists and technicians, 630 administrative staff and officials, 3860
skilled workers and 3460 other occupations and unskilled workers. Therefore, the manufacturing industry
can rely on the current labor market conditions. However, the high level of vacancy points towards a
structural mismatch of skills and salary expectations.
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Table 1 Number of employees in the manufacturing industry according to the Medium-term Labor Market
Forecast (2024-2026)

Total Specialists | Staff and | Commercial | Skilled and | Other Unskilled
and administrativ | staff assimilated | occupation | workers
technicians | e officers workers s
2023 113626 | 11001 8095 1140 49230 33141 11019
2026 122531 | 11863 8730 1229 53089 35738 11882

Source: Medium-term labor market forecast (2024-2026), PNAIPE 2024-28

The number of engineers is relatively sufficient for the current state of economic complexity. However, in
order to boost productivity in the manufacturing industry, focusing on products with higher complexity, it
is necessary to significantly increase the number of highly qualified staff with technical specializations in
the manufacturing industry. According to data from the National Social Insurance House, in May 2023,
14916 people were employed in the Republic of Moldova in the positions of engineer and 5918 people in
positions of technicians (Table 2). Thus, there is a relatively sufficient number of skilled employees needed
to bolster the potential of the manufacturing industry. However, the low salary and productivity of
manufacturing are what keep the vacancy and labor shortages so high. Nonetheless, the agricultural sector
will remain under pressure from a human resources perspective. In 2022, only 913 students were at the
educational branches related to agriculture compared to 2492 back in 2005. The biggest problem is that
the requalification interest from people in agriculture is quite low. However, this is because 65% of
agriculture workers unofficially.

Table 2 Number of engineers and technicians employed by sector of activity, May 2023

Engineers Technicians
Manufacturing 1887 1084
Production and supply of electricity and heat, gas, hot water 978 258
Construction 1287 234
Wholesale and retail trade; Car maintenance and repair. and moto. 1168 576
Transport and storage 592 304
Information and communications 3885 922
Professional, scientific and technical activities 1249 263
Total 14916 5918

Source: CNAS, PNAIPE 2024-28

Section 3.2. Access tofinance and Costs

Bottom Line up Front:

e Debt financing for SMEs is dominated by bank lending but loan structures do not accommodate
micro-enterprises which are serviced primarily by shorter term non-bank loans unsuitable to long
term investments.

e Informal borrowing in the form of late supplier debt is hard to quantify but endemic due to a lack
of working capital loans for SMEs. This type of B2B debt slows financial flows in the economy and
results in wasted time as many companies are both debtors and lenders who must collect and
repay in their own value chains.

e Structural and trust issues have resulted in a non-existent corporate bond market in lei.
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e Moldova has few venture funds or business angels providing equity financing, and fewer still aimed
at financing startups and early growth phase companies.

e Share concentration as well as other structural factors create an unattractive environment in the
Moldovan Stock Exchange and discourage new IPOs. In practice the local equity market is non-
functional.

o Legislative gaps preventing people from digitally signing investment documents without their
physical presence prevents online equity crowdfunding from functioning.

® In atime of growing excess liquidity in bank’s SME loan portfolios remain significantly lower than
peer countries standing at 7.9% of GDP in Moldova compared to 13.85% in Serbia, 14.88% in North
Macedonia and 20% in Georgia. Moldova is projected to have an SME finance gap of around 5% of
GDP or $580 million USD.

Section 3.2 (a) Overview

Moldovan SMEs have access to a relatively limited spectrum of financing instruments. The banking loans are
the most important financing for SMEs in Moldova. However, the banking sector has not succeeded in
satisfying the demand from SMEs for more flexible financing instruments. Since 85% of Moldova’s total
firms are micro, in recent years, non-banking financial institutions such as microfinance, savings and credit
associations and leasing companies have seen an accelerated development phase. As of the first quarter
of 2024, the loans offered by microfinance institutions were 13.7bn compared to 66.9bn offered by the
banking system. However, the loans from microfinance institutions might have short maturity that does
not suit the potential investments over long terms of SMEs.

According to a recent UNDP study?®3, the financing mechanism available in Moldova can be grouped into
debt or equity instruments.

Section 3.2 (b) Debt market-based instruments:
Loans from business partners

SMEs usually rely on their own resources and might absorb loans from business partners. However, over
86% of MSMEs are micro-enterprises, so the number of business partners is limited, making such loans
hard to come by. Additionally, individual loans are generally short-term terms being unsuitable for SMEs
needing long-term investments.

Critically, much of the B2B lending occurring happens in the form of overdue supplier debt. Companies
making B2B purchases often operate with 7-day or 15-day payment terms. Exceeding this contractual
deadline could result in financial penalties, but is often overlooked or flexibility is given in order to preserve
working relationships. This situation results in a deceleration of financial flows between SMEs as various
links in a payment chain wait on the one delinquent partner. It also consumes time, which is spent trying
to coax payments from debtors.

Asset-based finance

Loans for working capital

Working capital loans are usually offered to MSMEs and start-ups up to 50-70% of annual sales revenues
(maximum MDL 500ths for start-ups or MDL 10mln for other entities). The maturity of these loans is up to
24-36 months, contingent on the availability of collateral, while the grace period oscillates from 0 to 120
days.

B Mapping of financing instruments and practice for MSMEs in the Republic of Moldova, UNDP, 2022
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Overdraft arrangements have become more popular in the past few years. The limit is usually around 50%
of monthly sales revenues for the preceding 12 months up to MDL 1.5mIn without collateral or MDL 2.5mIn
with collateral. The maturity of overdraft loans could be up to 18 months. The banks usually ask that 70%
of sales revenues for the preceding six months come through the bank. However, these loans are usually
dedicated to entities in commerce and services.

Loans for investment purposes

Investment loans are usually up to 84 months and up to 90% of the investment project, with a 12-month
grace period. If the entrepreneur is a woman and an SME, these loans can be guaranteed up to 70% from
ODA.

Leasing

Vehicle leasing dominates the market, representing only around 8% of equipment leasing. This form of
financing costs more than bank lending, but fewer guarantees are required from the borrower. The leasing
arrangement might be up to 60 and 49 months for new and used equipment, respectively. If the object of
the leasing contract is a unique or large-scale good, the leasing arrangements may take a long time and
require considerable effort.

Agricultural loans

The loans dedicated to the agricultural sector have a maturity of up to 60 months, aiming to finance the
expenses for carrying out the activity in agriculture. The banks are offering the needed amount
instantaneously on the card, requiring only the identity card and/or entity registration documents without
the need to offer collateral. Additionally, the loans financing agricultural machines are popular as well,
where the machine remains as collateral. However, the banks cannot finance more than 80% meaning that
20% should be the contribution from the entrepreneur. The maturity might be up to 60 months with an 8-
month grace period.

Corporatebonds

The capital market is heavily underdeveloped, with limited financial instruments available. Consequently,
the non-existent trading on the regulated market of municipal or corporate bonds and the illiquidity of
government bonds are preventing potential enterprises from contemplating placing bonds to finance their
long-term investments, for example. The market for corporate bonds denominated in local currency is
essentially non-existent. At the same time, the prohibition on issuing corporate bonds in foreign currency
on local markets is deterring the enthusiasm of potential issuers. Therefore, corporates can access loans in
foreign currency from international financial institutions, but they cannot issue foreign-denominated
bonds. These limitations are also unfavorable to foreign investors and the Moldovan diaspora, who still do
not trust the local currency’s stability without a liquid secondary market.

Alternative debt

Access to finance for start-ups and innovation projects can be more difficult, as their risk profile and their
capital structure require different financing approaches compared to funding for traditional MSMEs.
Investors treat small, innovative, young firms differently from others, due to their elevated risk profile and
the high share of intangible assets. Therefore, there is an increasing need for private partners, such as
venture funds or business angels, willing to support innovative MSMEs. However, the few investment funds
and business angels interested in investing in Moldova prefer equity financing, targeting well-established
companies that could generate investment projects with attractive rates of return.
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Crowdlending

Fagura is the only crowdfunding platform that designed a marketplace for loans. At the moment, investors
are offering consumer loan financing expenditures such as holidays, home repairs or even refinancing other
more expensive loans. The interest rate oscillated between 15% and 30% for loans up to EUR 5000 and
maturity up to 5 years. The attractiveness of returns for investors and smoother access to finance for
private persons is paving the way for the integration of SMEs in the current crowdfunding ecosystem.
Consequently, Fagura has recently started intermediating SME loans.

Section 3.2 (b) Equity market-based instruments

Issuing shares/IPO

A small number of shareholders usually holds the majority stakes in large companies. Therefore, the
potential minority equity stakes in enterprises admitted to the Moldova Stock Exchange are not attractive
to investors, which leads to a limited number of transactions due to the lack of offers of shares. However,
the recent efforts for closer collaboration between the Moldova Stock Exchange and the Bucharest Stock
Exchange should fuel some dynamism in the future. Based on this integration, in the future, some SMEs
might do IPOs on AeRO segment dedicated to SMEs on the Bucharest Stock Exchange.

Private Equity and business angels

There are only a handful of private equity funds active in Moldova. However, they are revealing the lack of
interest in SMEs. Therefore, business angels might cover this gap. Business Angels Moldova (BAM) is a
group of experienced business people and top managers ready to invest in startups at their early stages of
development. They can offer investments up to USD 25 thousand per business and mentorship from
leading professionals. However, business angels, including their networks, usually focus on high-
growth/high-potential firms in high-tech areas such as ICT, biotech, clean tech and health-related
technologies. Also, considering the limited supply of investment projects with a high rate of return, the
business angels or venture funds environment has limited upside in Moldova.

Equity Crowdfunding/IPO

The major challenge lies in regulation. The law on crowdfunding should establish the appropriate
framework for investor protection, transparency and information disclosure. However, the registration of
change in the ownership of the limited company is cumbersome in Moldova at the moment, requiring the
investor’s physical presence at some point. Nonetheless, the new government has a solid focus on
digitalisation, and the full digitalisation of the ownership change process is likely to be delivered in the near
future. Therefore, SMEs could eventually rely on equity crowdfunding attracting investors from all over
the world, especially the diaspora.

SMEs’ access to finance has been a structural issue for along time. Outstanding SME loans from commercial
banks were 7.9% of GDP in 2022. This is the second lowest value among 16 regional economies and is
significantly inferior compared to Serbia and North Macedonia, for example, where the outstanding SME
loans were 13.85% and 14.88%, respectively (Figure 6). At the same time, the deposits as % of GDP in
Moldova were around 34.73% in 2022, again one of the lowest ratios in the region. Also, the excessive
liquidity was around 1.6% of GDP at the end of 2022, which has recently risen to about 4% of GDP. The
depressed levels of SME loans in the context of excessive liquidity reveal the limited capacity of the
Moldovan banking system to support economic development compared with other countries in the region.
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Figure 6 SME loans as % of GDP vs deposits
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The SME finance gap might be around 5% of GDP. The SME finance gap, the difference between current
supply and potential demand, is a decent proxy for the restrictions of access to finance. The SME Finance
Forum estimated the SME finance gap of Moldova®* in 2017 at USD 894 mn or 13.5% of GDP. According to
a macro-econometric model designed by one of the authors for a UNDP study, the financial gap is
oscillating around 4.9% of GDP or USD 580 mn, considering the actual SME loans as % of GDP were 5.5% in
2019 (estimation for 2020 was ignored due to pandemic distortion of data).

Loansaretoo concentrated on agriculture. Looking at the loans across economic sectors in the region, the
loans to agriculture as a share of GDP in Moldova are one of the highest levels in the region. Similarly, the
ratio of loans to trade sector to GDP in Moldova is also higher than the regional average suggesting that
agriculture and trade sectors are relatively more indebted than similar countries in the region. At the same
time, the industry, services, transport and communications sectors absorbed less loans relative to the GDP
compared to other countries in the region. This implies that increasing efforts to extend loans to those
sectors can fill the SME finance gap.

Section 3.2 (c) Excessive interest rates

The high-interest rate for loans has been constantly raised as a significant obstacle to accessing more |oans.
Figure 7 shows the interest rate margin between new loans for juridical persons over 12 months in MDL
and new deposits for the overall banking system over 12 months. It can be clearly seen that the recent
relation in monetary policy has led to a significant drop in deposit rates. Still, the slope of decline in rates
for juridical persons was not that abrupt, leading to a higher interest rate margin. This points out that the
banking system considers the current business environment requires higher risk premia for lending to
juridical persons. However, the recent 373 government program should have alleviated the high-interest

4 MSME Finance GAP - Assessment of the shortfalls and opportunities in financing micro, small and medium

enterprisesin emerging markets, SME Finance Forum, 2017
'S Mapping of financing instruments and practice for MSMEs in the Republic of Moldova, UNDP, 2022
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rate for loans. Nonetheless, entrepreneurs are still reluctant to engage in long-term investments amid a

volatile geopolitical environment. Hence, additional financial products, such as investment guarantees, are
needed.

Figure 7 Interest rate margin
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Section 3.3. Taxation policies and Regulatory Predictability

Bottomline Up Front:

e On paper Moldova has a modern, competitive tax structure when compared to regional and EU
countries. In reality non-compliance, including structural gaps and incentives against compliance,
contribute to a system that does not reflect the simple comparisons often made.

e Income and payroll taxes, including social contributions, only compare favorably with other nations

when top-income brackets are used. Moldova’s flat tax system is not so competitive when
compared against lower income brackets in other nations.
e Volatility and lack of transparency / public consultations in the passage of fiscal policy results in an
uncertain and unpredictable business environment. In 2023 the Fiscal Code saw an average of 2
amendments per month as compared to the labor code which saw an average of one amendment
per month.
The high frequencies of legal and regulatory changes and use of dense, technical language, makes

the process of understanding and forecasting change in the business environment very challenging
for SMEs.

Section 3.3 (a) State of play and impact

Moldova has an attractive taxation environment. The current level of corporate income tax (CIT) is 12%,
which is relatively attractive to many countries in the region. However, some countries like Romania have
reduced CIT for SMEs where the tax is 1% of total sales for revenues below EUR 1 million. At the same time,
Portugal has a tax rate of at least 21%, which can be increased between 24% to 29% depending on the level
of profit. The personal income tax (PIT) is flat at 12% in Moldova, which is slightly higher than 10% in North
Macedonia, Bulgaria and Romania. However, this is more attractive than: i) 15% in Hungary and Georgia,
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ii) Armenia at 20%, iii) Greece that taxes income up to EUR 10000 with 9% and then gradually rises up to
44%, iv) Portugal that applies 13.25% for income up to EUR 7703 and then gradually rises up to 48%. For
comparison, EU countries with progressive tax rates are: Austria, Belgium, Croatia, Czechia, Denmark,
Finland, France, Germany, Greece, lreland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands,
Poland, Portugal, Slovakia, Slovenia, Spain and Sweden. At the same time, the countries with flat rates are:
Bulgaria, Estonia, Hungary and Romania.

Social security tax is 33% in Moldova. This is significantly higher than Georgia with 6% or Armenia that has
a rate of 5% for monthly gross salary below EUR 1200 and 10% for higher salaries. The social security tax in
North Macedonia is 28% while in Hungary it is 31.5%, but 15% of the unused amount of child tax base
allowance can be deducted from the total amount of 18.5%. In Bulgaria, the social security and health
insurance varies between 32.7% to 33.4%. In Portugal, the social contribution is 34.75% where 11% is paid
by the employer. In Greece, the social contribution is 36.16% and monthly contribution is capped at EUR
7126.94, In Romania, the employees are paying 25% and 10% for social and health insurance, respectively,
while employers add a 2.25% labor insurance. Therefore, the overall level of salary-related taxes is relatively
competitive compared to Romania, Hungary and the European average.

Figure 8 Tax rates in Moldova versus peers
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Moldova relies too much on VAT. Moldova’s tax revenues per GDP (Figure 9, left chart) was 20.4% of GDP
for 2021, which is in the middle of the range compared to peers, where Romania and Serbia collected 15.8%
of GDP and 25.7% of GDP, respectively. In 2021, the government revenues were heavily relying on VAT
(Figure 9, right chart), collecting about 10.5% of GDP, which was 1pp higher than the average for the
Eastern Europe and Central Asia region and 3.8pp higher than the world average. At the same time, the
income tax generated only 4.6% of GDP, which is 2pp and 2.7pp lower than the Eastern Europe and Central
Asia region and World.
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Figure 9 Tax revenues per GDPin Moldova versus peers (left) and tax type in Moldova versus Eastern

in percent of GDP

14

European and Central Asiaand World

101 ‘

M Income Taxes

©

@

B

N

o

1998 2000 2002 2004 2006 2008

Source: World Bank

' VAT
0 A2 A4 016 08 200 o

~
=
N

M Excise Taxes
Trade Taxes

. Other Taxes
B Property Taxes

The compliance level is moderate. The previous observations are strengthened when the income and VAT
taxes per GDP are compared to countries with similar levels of GDP per capita. For 2021, The VAT taxes per
GDP are significantly above and income taxes per GDP are below the benchmarks (Figure 10). This suggests
that the level of compliance with income taxes, including corporate and personal income taxes, is relatively
low. The World Bank Revenue Dashboard quantified the income tax gap at 4.2% of GDP, whereas the CIT
gap is about 3% of GDP. These, in combination with the large information economy, which has been
recently estimated at 25.4% for 20196, are generating significant tax loss in the amount of around 7.3% of

the GDP.

Figure 10 Income and VAT taxesin Moldova versus the peers

Income Taxes:Moldova (2021)

VAT:Moldova (2021)

18.00
° °
30.004
DNK 16.004 BIH
25.00 14.007 ® MNE o iy
L ] L
KKX ARG
. 12.00- °
o 20-001 NZL® o MDA HUN
=] =S ° ., ® NZL® g onk
E ®ISL EIO 004 ] SR ‘ ®CYP '.
‘215 00 BEL o X £ kez @G ki VRS @ ae @ ... SWE
H 1 Y 1 .
e 28 £ 8.00- e ®150 g -0 CHN l!;”ﬁon
a esP¥ @ e = a [ ] ’
15 L] §°TET ¢ Moz ne ARV @ a@-- (S ®
° - BHS
10.001 O zvg oIk @FS @ Bwa .%‘.'FISR IR.L &0 _gera MOMRT 51t & v TUR o o
Moz ° Y - o oo8 8o ¥ rneecan
ZWE woe SN° ee OV @ . O e ORL
4,00+ L]
‘ ° e oo "LA0 MEX SMR @
5001 @ CUD.:‘ } o @ kin @ ®0ON CHE
BDI TZA LBN
ey % % 2004  COD ‘e ° ° -
L-="" MDG BGD ® LKA MYS MAC
0.004 L L]
0.004
6.00 7.00 8.00 9.00 1000  11.00 6.00 7.00 8.00 9.00 1000  11.00
Log of GDP Per Capita Log of GDP Per Capita

Source: World