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NATIONAL ECONOMY OF MOLDOVA
UNDER PRESSURE OF EXTERNAL
AND INTERNAL THREATS

Presently, Moldova is facing a crucial choice:far tountry over the next decade will make
a drastic modernization of its economy and sodietyeneral, or country will face a real danger
of losing the security and independency. In thigrd, there is a need to develop a scientifically
reasoned plan of county modernization for the larg, as well as its positioning in the world
community, taking into account national specifastiand interests.

At the present stage the small economy of Repiiittlova faces set of problems that
constitute a danger for its national safety andrfete with a sustainable development. The
origin of these dangers is endogenous (internalyldbal crisis conditions, these problems
have deepened and intensified, due to high levepehness and integration of the Moldo-
van economy. At the same time world recession hased both additional risks and prob-
lems which have considerably worsened a sociakandomic situation in the country.

Development of any country is strongly influencedits geopolitical position. Moldo-
va, due to geopolitical bordering limits (locatedtl@e crossroads of the different cultures
alternative institutional systems of East and Westituated in a zone of an attraction of
various cultures and economic forces. This fagedlvely generates multiply and frequent
changes of a direction of national development. lgVtievelopment occurs, the accents are
constantly vary: from "Westernization", in diffeteforms, to «east orientation», or in at-
tempts to find the “own unique” model of developmédn order to understand the present
situation in Moldova it is necessary, at least iiiefy to consider a track of its Post-Soviet
evolution as independent state. The specificitiiisforical development of the small states
is defined, on the one hand, by aspiration to iedepnt development, and from another, -
by pressure of the centers of forces. For Moldaxéhsnfluential forces are Russia, USA
and EU. Their multidirectional interests, substalhtj interferes with development of a
consecutive political policy of the country, andsfiof all, to the resolution of critical polit-
ical and territorial issues (the Transnistrian peal. Almost two decades of separate exis-
tence across Dniester "Left side" and "Right sid@s generated threats for integrity of the
country: there were two rather independent socitgal and economic systems, with re-
sisting imperious elite.

Long lasting political instability in Moldova, thdtas increased dramatically over the
last year, after parliamentary elections and sulseigevents (5-7 April 2009) inhibits
meaningful socio-economic development and createsiadned and unpredictable situation
in the republic.
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In view of inconsistency and effectuated low effiti economic transformations - till
now the Republic of Moldova continues to be inransit" condition. Experience of Mol-
dova, under the remark of J. Striglitz, who visitegublic in 2001, represents a bright neg-
ative example of how not to carry out the reforms.

The specific characteristic of economic transfofaratn Moldova is formal «advance-
ment» to the reforms of the western sample at mifsognce of their results. For example,

1) mass privatization campaign was not accompaniedrowth of a production effi-
ciency, economic and investment activity of "newnews»

2) non-transparent privatization provoked the gap betwcapital (concentrated in the
hands of the oligarchs, banks, the administratfocompanies) and labor (employed
for a symbolic salaries, often paid with considézatelay);

3) generated banking system is weakly involved inribe of the national economy;

4) the stock market is inefficient, unable to provaenpanies with large resources;

5) national economy "opening" has unilateral charadtgegration communications
are rather ineffective.

Moldova experienced the deepest and longest iptis-Soviet territory transforma-
tional crisis, reaching the Gross Domestic Produoctimum in 1999 (34% from level of
1990). Moldova later, than other CIS republics megd its economic growth. From 2000 to
the present day Moldova is considered the "poamshtry in Europe.” Moldova is an out-
sider among all post-socialist countries in termgross national product volume is located
on the level of 1990. This is an absolute gap megome chronic for Moldova, even while
maintaining an annual gross national product groefttv% (maximum of 2000-2005).
However, force majeure (natural disasters, the egabanposed by Russia on alcohol and
agricultural products from Moldova) have led torardatic drop in half, of the GDP growth
in 2006-2008.

At the same time Moldova is experiencing low ecommogrowth, that increases the
danger for national security. Economic growth inltltva is stipulated by foreign funds: it
is based mainly on remittances of Moldova citizivag are working abroad.

The quality of economic growth in Moldova also suff from lack of competitiveness
of domestic goods and services, from mono strucaxports, limited investment in fixed
capital. Serious danger to the sustained developofetihe national economy represented
by such events:

« deindustrialization and expressed agrarian domiagetonomy;

» excessive dependence on domestic consumer demamel sgale of labor migration;

» development lag of regions of the country;

« insufficient development of market infrastructure;

» obvious "industrial raw materials" rather than "k&ing" approach to the formation

of product range;

- absence of modern technology and wholesale trade

The effect of these negative factors in the econatevelopment of Moldova, despite
the declarations of government and their efforts,amly persists, but constantly increase.

Despite of Moldovan agricultural economy domindrgré are employed nearly 34% of
the able-bodied population, operating more thar015§ economic agents and more than
292 thousand farms), the situation in agricult@eléplorable. Poor managed agricultural
land privatization and liberalization campaigns tedsevere disproportions and negatives,
such as:
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< reduction of the volume of agricultural productioompared to the pre-reform pe-

riod, decrease

« of the share of agricultural GDP (8.9% in 2008);

e preservation of ratio of commodity output at a ltevel (less than 40%), the re-

mainder is used for intra-family consumption;

» food shortage, which is covered by imports, angugtimated at 300-350 million Euro;

» According to experts, domestic producers supplysaarer demand for food prod-

ucts only at 52%;

« exclusion and substitution of products, which aaglitionally made in Moldova (an-

imal products, grapes, cucumbers, tomatoes) impgaeds;

e agricultural products price growth and appearedcpgors-middlemen, that fix

monopolistically high prices for products;

« manufacturers experience loss of interest to predaigor-intensive and costly agri-

cultural products;

* low competitiveness of agricultural products.

Occurred reforms produced destructive effect oninbestrial potential of the country.
Privatization of large and medium industrial entegs, the separation of Moldova on the
left-and right-sides led to the fact that the rdjaulost its industrial complex. Domestic
industry is making a limited contribution to theoduction of GDP (14.5% in 2008), Only
25% meets the needs of the domestic market, wiporés of industrial products is in
2,5 times less than its imports.

Over the last decade, the most dynamically devetppidustrial production field was
production of construction materials, which is &$ated with construction "boom" occur-
ring in the country. As for light industry, traditially developed in Moldova since the So-
viet era, biggest part of it (especially shoes taxtiles) are exported, at the domestic mar-
ket is occupied by imports or low-grade domestimdpicts.

Until now Moldova has no system of testing and rtarmg of conjuncture conditions
in internal and external market of industrial ampli@ultural products. This system would
allow making reasonable decisions related to theimwe of export-import supplies, the
promotion of products of local producers and inseeaf its competitiveness.

The situation in the investment field is also drémaDver the last decade, the level of
investment in the national economy decreased itirh®s and is the lowest among CIS
countries. Analysts name this situation the investias a disaster, according to their cal-
culations, the economic recovery in Moldova recgiigedoubling of investment. Far from
perfect is the current structure of investment:pation financial assets cover only a very
small share (2%).Creating of the right conditiomshie country (in particular, ensuring pub-
lic confidence in the banks), according to expertajld bring to the national economy up
to U.S. $ 3 billion of public funds and from busisethat prefer to remain in shade. The
majority of economic agents are not interestecbimgiterm investment in research and in-
novation due to the high cost of financial risk.

During last years, situation with science and tedbgical capacity of Moldova adopted
the following negative tendencies:

« reducing share of high-tech industry: science sitenenterprises are in significant

proportion of loss-making enterprises;

e aging of fixed assets, it has reached a criticabtp@vear of the active part of more

than 60% and only 3-4% annually updated);
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e growth impairment of small innovative businesses;

« reduction of scientist in fields and certain typéproduction;

« reducing of the innovation efficiency;

« non effective distribution of funds from the stdedget for scientific research. In
Moldova, much of the allocated funds are spent oment expenditures (up to
96%), whereas in developed countries —on the fued&hand strategic research;

« lack of a single center of scientific and techniicdibrmation, one of the important
elements of infrastructure;

« lack of venture capital and real stock market.

Empirically verified, that the countries with greateconomic freedom have economy
higher growth potential and prosperity comparinghvagountries with a constrained econo-
my. World rating of the index of economic freedom2009showed that from 167 rated
countries, Moldova occupied 120 place, and amongalttries of the European region -
39 place.

It is important to mention that during the last ngethe situation about freedom has es-
sentially worsened: in a rating of 2005 from 157moies Moldova was in the middle and
occupied 77 place. The level of economic freedorivigidova is fixed at the world aver-
age, and the economy in general is considered tmdre free than not free. At the same
time Moldova is nearly located the world’s averdgpeel for the degree of "tax freedom",
"free trade", "free enterprise”. The worst positiaare fixed in such fields as "investment
freedom,"” "monetary freedom" and "freedom from gption." The level of inflation is
very high. Attracting of the foreign investmentviery difficult, due to bureaucracy and
corruption in the highest levels of authorities.ring whole reforming process, the highest
level of economic freedom was achieved by Moldava000, 2003 and 2007, approaching
the world average. However, in 2008 -2009 the dyosmvorsened.
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The deterioration of mentioned index, especiallyhi@ monetary sphere, in the field of
labor relations, property rights, as well as inspbere of state intervention results from:

— The imperfection of the institutional system (beatseflemand, widespread corrup-
tion and "shadow" agreements, the transformatioforwhal relations into informal,
neglecting of the

— economic agents rights);

- Restrictive monetary policies in the country, inrtigallar, demonetization of the
funds due to ressure of significant transfers gueskers;

- Increased costs of food production, due to adveaseral conditions (drought, then
floods).

Partially the reduction of economic liberalizatioan be explained by global financial
and economic crisis. Even countries with high iginf economic freedom worsened their
indexes. It is quite natural: in times of economsimcks the government regulation of the
economy is growing, unfolding the many campaigrat thirectly or indirectly are aimed
against the free market systemPAmong the most important characteristics of théamal
economy, along with the level of economic freedsrthe degree of competitiveness that is
also very important. It is first of all theability of nation to create and maintain an envi-
ronment that favors the profit-national enterpriseesmpanies, and the enrichment and
prosperity of the country's populatioh As of competitiveness situation, accordingrtee
Global Competitiveness Repoat report prepared annually by experts from thelsV&co-
nomic Forum(WEF), Moldova is among the group of countries whoseetijpment is
moved basic factors.

These include:

1) institutions (protection of property rights, ethiof government, corruption level,

and judicial system independence);

2) infrastructure (transportation, communicationsceileity supply);

3) macro economy (inflation, monetary policy, fiscaldnce, and the level of govern-
ment debt);

4) health and school education.

Moldova is clearly situated in development lag ucls fields as competitiveness as "ef-

ficiency dilators™:

« High education and the professional training;

« the efficiency of market of goods and servitks scale of state intervention, degree
of economic openness, freedom of access of the @oiepto the market);

» effectiveness of the labor markets;

» effectiveness of the financial market;

« technological readinesgquick adoption of existing economy technologiesirh-
prove productivity);

* market capacity

Moldova’s Perspective factors of competitivenessagh are even worse presented:

» qualification (the ability of managers to effectively managerthempanies)

« innovations(ability of companies to develop the most advangextiucts and tech-
nologies).

The negative dynamics of the competitiveness inslexserious threat for economic se-

curity: if in 2004-2005 Moldova took in the inteti@nal rating 77 place, in 2007-2008 - 97
place, then in 2008-2009 - 95 pléce



372 O. Sorocean

The low level of national competitiveness is causgdeveral factors, among them are:

» not flexible labor market;

« artificially strengthening of the national currerenyd rising interest rates for loans;

< high level of inflation;

» lack of direct foreign investment;

» lack of innovation;

« undeveloped financial market;

« lack of major regional players;

« poor quality control and high levels of corruption;

« lack of well-grounded economic forecasts about ogtitipeness.

To break through the national economy in termsoohjgetitiveness can lead the accele-
rated development of the sector of information andhmunication technologies (ICTs).
This sector is currently the leader among the rdgsamic sectors of national economy, its
share in gross national product reached 10%. Mealdagcording with the main indicators
of ICT development among the CIS countries, tooth $lace, with leading Russia,
Ukraine and Belarus. In the past six years, softveaports grew in 10 times. This sector is
becoming increasingly attractive to foreign investdMoldova, according to experts, has a
chance in the future to become the "Silicon Valle¥"

EasternEurope. Among the possible ways of improving of cbenpetitiveness of Mol-
dovan economy —many politicians and businessmesigdered and the fact of joining the
EU. It seems that the problem is deeper and sHoilidrgely resolved by Moldova, since
we should speak about "package" of measures. Artfwng: the completion of the privati-
zation campaign, implementation of structural refer attracting foreign competitors in the
industry, which until now have been representedusieely by national producers, ensur-
ing compliance with national products with presentopean standards and observe "rules
of the game" of European institutions. Due to theakvintegration of Moldova into the
global financial system the biggest strike from thebal financial crisis suffered the real
economy and standard of living. The most seriousatito national security are reviewed in
the following areas:

1. "Shock" of national industry: it became possible, on the one hand, due to rising
production costs (imported raw materials prices,renergy resources), as well due to low-
er aggregate demand, more on investment goodsaralimer durable goods. In connec-
tion with the financial instability and high credisk decreases the demand for mortgage
housing, which freezes the construction lots aiso atduces the level of employment in
the national economy.

2. Strengthening of financial instability. Due to the high external dependency of the
national economy the demand for imported productsldldova is reduced to a lesser ex-
tent than the demand for Moldovan products forifpreonsumers. These imbalances lead
to a further increase of the negative trade balamzk public debt. For their payment is
practiced overpriced money emission, which provoltes development of inflationary
processes.

3. Complexities of employment, unemployment, reduced abroad wages Re-emigration.
The return home of the guest workers is accompadboyed reduction in transfers and for-
eign exchange reserves of the country, increasiagension on the national labor market,
decreasing consumer demand, falling living stanslard
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Serious threats to security and development prakendestruction of human potential,
the direct loss of human capital. The country wasinfavorable demographic situation:
birth rate for 1990-2008. decreased in 2 times,déwth rate far exceeds the birth rate. In
the past 10 years, the republic's population isedesing annually by 8 thousand people (the
number one large village). Moldova takes first plac Europe on the number of divorces
(50% of the total number of marriages), a high lefemigration of women (30 - 40% of
the total number of emigrants), 300 thousand ckildive with one parent or no parents.
Moldova is among the countries of Europe, whersathe acute problem of rapid popula-
tion aging. Soon, every fifth inhabitant of Moldowéll be over 60 years In the republic is
pronounced the tendency of depopulation: for thersyd 991-2009. Moldova's population
decreased by 1/ 6 - from 4,3 to 3,6 million.! T8f@re of economically active population
and employed in national economy is in constanicedThe employment sphere is in crit-
ical situation. However, official statistics do rreflect the real picture of the labor market,
the unemployment rate is clearly understated: 0630was estimated at 2,9%, and in 2008
- 3,696. There is a high level of hidden and seasonal pieyment, especially in rural
areas, it is difficult to find a job for qualifiegbuth too. These facts forces the population
legally and illegally to go abroad in search of kdfor the republic is characterized exces-
sive scale of illegal migration of labor, accordiegWorld Bank estimates, the number of
migrant workers from Moldova — approx nearlylmlabgut 30% of the working popula-
tion), these are clear indications of a direct loshuman capital. As a consequence, there
is a shortage of workers in the mass professioftenQit is filled by immigrant workers
from Turkey and Ukraine. The Moldovan economy islemthe strong influence of money
transfers, sent by migrant workers to their homeldn total remittances (1.66 billion dol-
lars, 40% of GDP) in 2008, won first place in therld. The volume of remittances to
Moldova is comparable to the value of exports ofiddwan goods and services, it greatly
exceeds the volume of direct foreign investmenthim country and official help. Income
from abroad allows to 40% of households in Moldtwaurvive. Thus, labor migration has
become one of the mechanisms for the adaptaticgoakty to the crisis of the national
economy. Implemented "quasi reforms" caused impsivment of the population: accord-
ing with a number of indicators Moldova could basidered a region of social depression
with a tendency of becoming a region of socialrdist. In the poorest segments of the pop-
ulation is placed population which according witmanonly accepted indicators of educa-
tional and professional level, social activity astter indicators in the developed countries
is considered to be the middle class. Minimal inesrare on the verge or below the subsis-
tence minimum. Moldova's per head gross domestidymt is (about $ 1700 U.S. in 2008.)
this level is the lowest in Europe. At the sameetiim the country today we can see a huge
gap between rich and poor: 1% percent of the pdipulawns 80% of the total wealth of
the country. More than 1/3 of the population libetow the poverty line. Much of the pop-
ulation is marginalizing, loses motivation to buesa activity.

Among the serious social threats should be notedaffowing situations:

- inadequacy of the national budget to guaranteeakseturity;

- introducing of the new system of the payment fariaoservices, at prices that are
disproportionate to the income of the populatiémjted opportunities for citizens to
obtain quality education and other social serviddsderestimated price of labor
makes the reforms in the social sphere (healthramae, pensions) impossible.
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As a result, the level of welfare of society - mthan a low, the index of human devel-
opment over the years of country transition wordetheir position and went down in the
international rating to 111 plate

With all objective conditions, facing serious imtat threats and global challenges, in
conditions of high political tension in the countsth a long delay was adopted a program
of stabilization and economic recovery of Moldoea 2009-2011, which involves a set of
measures to stabilize public finances, promote @ein activity and ensure effective social
protection in a crisis conditions.
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GOSPODARKA NARODOWA MOLDAWII POD PRESJ A ZAGROZEN
ZEWNETRZNYCH | WEWN ETRZNYCH

W artykule akcentuje sikonieczné¢ podjcia przez rzd Motdowy dziatsh w kierunku mo-
dernizacji gospodarki i spotearmdwa. Dziatania teasniezlkedne,zeby nie stamé przed zagrze-
niem utraty wlasnej suwerendtd. Powstaje zadanie opracowania planu modernizagiju
w dtugoterminowej perspektywie, jak rowni@ozycjonowania kraju wéwiatowej wspoélnocie
z uwzgkdnieniem narodowej specyfiki i interesow.



