Excerpts from Rethinking Moldova
Agriculture

One third of Moldovan labor is engaged in agriculture, where the wages are low. The sector is

characterized by poor access by local producers to markets, lack of storage capacities, limited access

to credit, and low investment. The economic recession has hit Moldovan agriculture as with other

sectors of the economy; however the budgetary constraints provide little fiscal space for agricultural

subsidies.  To ensure sustainability, we need to raise efficiency in the agricultural sector. To this end, the

Government has secured financing from the Millennium Challenge Corporation (MCC) to support,

inter alia, the development of high value agriculture. This will help to increase agricultural incomes

of rural Moldovans by stimulating the production and improved marketing of high‐value agricultural

products, including fruits and vegetables. The project includes plans to provide reliable water for

agriculture by repairing up to 11 large irrigation systems servicing 15,500 hectares. Our estimates

indicate that there is scope for repairing 4 additional irrigation systems. Improving access to credit for agricultural projects and a technical assistance package co‐financed by the United States Agency for International Development will support related investments by farmers and entrepreneurs in the shift to higher value agricultural production, post‐harvest processing, storage, and marketing.

In addition, compliance to international/EU standards and food safety requirements is key to access

export markets. To this end, we see benefit in setting up a new project that will provide financing

with a grant element to farmers for the acquisition of agricultural equipment (similar to the SAPARD

project in neighbouring Romania). Also servicing this goal, the testing laboratories in the phytosanitary

field need to be re‐equipped and modernized in order to receive international accreditation.

Infrastructure investment

Since Moldova’s independence, with the exception of telecommunications, investment in

infrastructure has been inadequate and infrastructure maintenance has been neglected. According

to the Global Competitiveness Index, infrastructure is one of the pillars in which the Republic of

Moldova scores worst. This assessment is particularly true for the road infrastructure and to some

extent true for the water supply and electric power infrastructure.  Taking the ground transportation system as a whole, it should be noted that railroad infrastructure does not serve well the needs of the economy. In this regard, we must work out a strategic vision targeting the modernization of the railroads and their connection to European networks. Public‐private partnerships are part of the solution in the field of infrastructure investment. A law setting up the principles of such collaboration was approved in 2008. Another part of the solution is public finance for infrastructure which the Government will step up as soon as the impact of the economic crisis recedes.

Road infrastructure

The roads in the Republic of Moldova are perceived to be among the worst in the group of countries

in transition, and the worst in Europe. According to the Global Competitiveness Index we are ranked

133 out of 134 countries in terms of road quality. Over 90% of the road network of the Republic of

Moldova requires immediate rehabilitation. Poor quality roads leads to transportation costs which

are 30% higher than in peer countries, and to direct losses to local business. The poor quality of

roads in the Republic of Moldova deters international traffic, excluding the country from the pan‐
European network. The bad state of national roads hampers people’s access to medical

infrastructure and education facilities.  To this end, the Government has secured MCC funding for 93 km of roads to be rehabilitated in the north‐eastern part of the country, as well as joint EU, EBRD and EIB funding for the second phase of the Road Rehabilitation Project. However, this only covers a small portion of Moldova’s 3,600km of national roads that require immediate attention. To address the issue the Government has recently announced a feasibility study for the rehabilitation of another 750 km of national roads, which need financing either in the form of public investment or through a PPP.  Urban roads, which bear the highest traffic, are in very poor condition. High post‐rehabilitation costs associated with road maintenance have prevented donors from engaging in support in this area. In the medium term, sustainability in this sector will be restored through fiscal decentralization through which local governments will have a stronger financial footing. Unfortunately, the economic crisis has constrained Government intervention in the immediate

future and, once again, we count on our development partners, including the private sector for support. 

To ensure sustainability, the Government undertakes to:

· Amending the Road Fund Law, providing a more reliable mechanism for adequate road maintenance funding;

· Implementing a truck axle weight limit control system to prevent heavily loaded and overweight trucks from further deteriorating national roads;

· Stepping up public investment for roads infrastructure as soon as the impact of the economic crisis alleviates;

· Adopting PPPs for national roads where applicable.

Drinking water and sanitation infrastructure

The state of water supply and sewerage infrastructure is extremely poor and has been for some

time. Revenue does not reflect the real cost of service provision, leaving service providers carrying

high levels of debt. Water supply and sewerage facilities are underutilised by around 25 – 30%; at

the same time, water losses are significant, caused by worn equipment and poor maintenance of the

water supply network. Sewerage facilities are absent in many parts of the country. Limited financing

and under‐investment over the last fifteen years has meant that maintenance has not been carried

out and infrastructure has not been adequately developed.  Half of Moldova’s population, particularly in rural areas, does not have access to safe water sources and to an improved sewerage system. Almost 90% of rural households do not have basic water and sanitation facilities in their homes. Living in the rural areas has become synonymous with tough living conditions and lack of infrastructure. Poor access to sanitary infrastructure has a negative impact on the population’s health. In this context, the Government considers the development of water supply and sewerage facilities among its top priorities, and will ensure adequate support for this and to increase the proportion of the population having access to improved sources of water

supply and sewerage.  In line with this priority, investments will be made to reduce risks to public health, including through reducing excessive levels of nitrates and microbial contamination in rural drinking water supplies through fencing of well zones, removal of rubbish heaps, public information campaigns and by

protecting groundwater in rural areas, e.g. through simple latrine improvement programmes.

Substantial investments will also be made in improving sanitation in rural educational institutions

including through the installation of mini stations for water treatment and improved sanitary

standards in lyceums and gymnasiums.

Energy

Up to 98% of primary energy resources in Moldova are imported, the country being highly

dependent on supplies from Russia and Ukraine. Until recently national tariffs for energy were

regulated by public authorities which limited increases in tariffs because of concerns about the

impact of price rises on the population. Tariff increases are required to fund improvements in

equipment, 60% of which has been in use for over 30 years and 40%for more than 40 years. This

situation leads to reduced quality of electric power supply services as well as to increased losses

during energy transportation and distribution, and ultimately to low sector efficiency and

accumulation of debt along the energy sector value chain (starting with import and ending with final

consumption).  From the beginning of 2010 the independent regulator ANRE has been responsible for establishing tariffs for all energy companies along the value chain. This will allow for proper adjustment of tariffs for energy resources but cannot solve the problem of inefficiencies in state enterprises.

In order to reduce further accumulation of debt and/or increases in tariffs for energy, the

government is planning to assess the efficiency of energy companies and invest in restructuring their

operation, making them more efficient. This will require the modernization and extension of the

generation capacity of the national Combined Heating Plants and energy distribution networks, as

well as construction of new energy interconnections with neighbouring countries. Undertaking this

modernisation will make the sector more attractive to private sector investors. Bearing in mind the

Government’s objective to optimize energy tariffs by improving efficiency, diversifying sources of

primary energy and promoting energy conservation, we will compliment the measures above

through the development of the thermal‐energy sector.

Information & communication technology (ICT)

Our Government is keen to transform Moldova into a knowledge based society. However, the

development of the ICT sector lags regional peers. Market penetration of broadband internet is less

than 2 percent, most of it concentrated in Chisinau. The development of the IT sector is held back

because of limited skilled labour, the presence of a dominant state‐owned company which crowds

out private firms, and the absence of a coherent industry development and promotion strategy.

Moldova lags behind all its Eastern European peers in the adoption of e‐services because of a weak

information society strategy, unequal distribution of access throughout the country, and limited

mainstreaming of ICT in other sectors.  

Our Government is keen to unlock ICT sector growth, creating the conditions to increase job

creation, diversify the economy, and enable trade. This will lay the foundations for the

transformation of Moldova into a knowledge based society. To achieve this, our Government is

planning to review the strategic and policy framework and (1) promote competition and strengthen

the regulatory environment in the telecommunications sector, (2) expand the information

technology (IT) sector, and (3) enhance e‐government services, including mobile services.

Even though liberalization of the telecommunications sector led to growth, Moldova still lags behind

its regional peers because of limited competition and a weak regulatory environment. The

dominance of Moldtelecom has limited the growth of competitive fixed line telephony and internet

service providers. Further, the mobile telephony market remains highly concentrated despite having

four service providers. A weak regulatory regime has been unable to mitigate the effects of

dominance and an uneven playing field.

To promote competition now will require strengthening the regulatory framework and restructuring

Moldtelecom. A strong regulator can mitigate the effects of market dominance and create a level

competitive playing field. Restructuring, or even privatizing Moldtelecom with adequate competition

safeguards, will invite investment and enhance the incumbent’s performance, enabling it better to

face the competitive environment and technological evolution.

Promoting the information technology (IT) sector will diversify the economy and create jobs. The

strategy must address the existing skills gap, which is compounded by the stagnating quality of

technical education and the emigration of young professionals. Further, the government can

improve firms’ access to finance, develop shared infrastructure such as technology parks, and

promote the sector internationally. It can also leverage its role as a major user of IT to generate

business, supporting local firms through their initial growth.

Expanding e‐Governance programmes will improve the delivery of public services to citizens, reduce

corruption, and increase trust between citizens and the state. However, the Government will have to

move beyond simple automation towards business process re‐engineering that improves the

effectiveness of such programs. This issue is addressed in the section on e‐Governance (page A.13).

