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Country: Moldova

Social and Economic Background of Moldova

According to the World Bank, in 2004, Moldova had a population of 4.2 million people, 69% of whom were between the ages of 15 and 64. According to the latest (2005) census data Moldovan population except Transnistria is 3,388,000, out of which 7.7% are temporary overseas (migrant workers). The 2004 PPP adjusted GDP per capita in terms of current international dollars was $1,742, a 15% increase from $1,512 the year prior. In 2002, the International Labor Organization (ILO) reported an official unemployment rate of 8.1%, with 45.1% of the population working in the informal sector. In 2002, the wealthiest 20% of the population held 44% of the nation’s income share, while the lowest 20% possessed 7%. According to the UN Human Development Report, in 2004 Moldova’s GINI coefficient was 0.36.

In 2003, as reported by the World Bank, official development assistance and aid was US$117 million, nearly a 17% decrease from the 2002 figure of US$141 million.  Workers remittances totaled US$152 million in 2003, which is a 49% increase from the year prior.  According to the World Bank, Moldova’s M2/GDP ratio was 0.33 in 2004. 
The currency of Moldova is the Moldovan leu (plural lei). The average exchange rate was Lei13.57:US$1 in 2002, Lei13.94:Us$1 in 2003 and Lei12.33:US$1 in 2004, according to the Economist Intelligence Unit (EIU).

Moldova participates in the World Bank and IMF’s Financial Sector Assessment Program (FSAP). Microfinance issues are covered in the 2005 Financial Sector Assessment (FSA) report.
Doing Business in Moldova

The World Bank provides numerous indicators on the state of doing business in Moldova. On average, the process of starting a business takes an entrepreneur 30 days and requires 10 steps at a cost of 18.6% of GNI per capita (2004). The preliminary results for 2005 show that the situation is improving and the number of days, the number of steps required and the cost to start up a business have all decreased. All figures are on par with regional averages. 

The minimum capital, as a percentage of GNI per capita, is 24.6% while the regional average is 52.8%. Registering property in Moldova requires 81 days and 5 procedures, compared to the regional average of 133 days and 6 steps, respectively. 

The Rigidity of Employment Index for Moldova is 54, compared with the regional average of 41.8 and OECD average of 34.4. Moldova has a Legal Rights Index score of 6, compared with the regional average of 5.4 and OECD average of 6.3. The Credit Information Index score for Moldova is 0, compared to the regional average of 2.0 and OECD average of 5.0. 

Regulatory and Legal Environment of Moldova

According to the World Bank, in 2004, the cost of enforcing contracts in Moldova was 16.2% of the debt value, compared with the regional average of 17.7% and OECD average of 10.8%. The recovery rate is $.29 per dollar, which was on par with the regional average of $.31. 

In December 2003, USAID published a comprehensive policy paper on the development of Moldova’s microfinance sector. Also, a number of regulatory acts define lending to startup businesses as a very risky investment. The Law of Financial Institutions dated December 25 1995 does not reference the composition of non-bank institutions. The National Bank of Moldova (NBN) does not provide a definition of microfinance operations. 

Another law (1505-XII) dated April 1998 is unique to the MFI sector. Since its establishment, it has led to the creation of over 500 Savings and Credit Associations of Citizens (SCA). These are supervised by the State Supervisory Service or SCAs, a department of the Ministry of Finance. This law has also introduced limitations on the geographical outreach of SCA services, as well as prohibited the collection of savings and the provision of loans to legal entities. The law has also not been brought in line with the World Council of Credit Unions’ recommendations. 

The Government of Moldova has targeted the following three tasks as essential to increase the efficiency and scope of the regulatory framework: drafting a law on MFIs; refining the law on SCAs; and finalizing the draft law on Savings and Credit Cooperatives (SCC). Such steps to improve the regulatory framework are to be completed by 2006. 

The creation and amending of laws pertaining to MFIs and other “alternative” institutions seek to clarify 6 issues: the types of financial products MFIs are authorized to offer; the difference between MFIs and banks; the type of legal structure MFIs can take; the types of NGOs that can be established in the MFI sector; the kind of supervisory and monitoring requirements one should expect; and the tax policy adopted by the state in relation to MFIs.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Moldova

The microfinance sector in Moldova dates back to 1997, with the establishment of the first SCA. According to USAID estimates, the annual demand for microloans/microcredit is about US$200 million. However, the actual supply of loans/credit has reached only US$30 million or 15% of estimated demand.   

USAID also reports that small enterprises served by banks are engaged mostly in trading business services and to a lesser extent in agriculture. It is difficult for new enterprises to receive  a bank’s services, since most new enterprises would not be able to meet the eligibility criteria sought by banks in terms of the required set of loan application documents and collateral. 

The microcredit system in Moldova is a three-tiered system. The first tier is that of SCAs, which primarily targets rural areas (as of 2005, agriculture accounts for 80% of business activities of SCA members). The average loan extended by SCAs is US$200, with a maximum amount of US$2500. The loan portfolio for SCAs is US$22 million.

The second tier of microcredit services is comprised of microfinance organizations such as the MicroInvest, Rural Finance Corporation and ProCredit. Clients from this group are usually new business entrants, which do not hold fixed assets and lack proper management skills. Most do not have a credit history, but they do need long-term funding to purchase assets.  The credit portfolio for microfinance organizations is US$7 million.

According to Moldova’s National Agency for Attracting Investment there are 16 commercial banks in the country. Three banks in the republic have capital completely from foreign investments; eleven banks have joint share capital; and two banks have shared capital formed by residents of Moldova, with the state holding interest in one of the two banks. 

Among the institutions that supported and/or are supporting microfinance development in Moldova are the World Bank, Department for International Development of the United Kingdom, Finance and Investments for Social Development, Soros-Moldova Foundation, German Technical Cooperation, Open Society Institute, and USAID. 

National Committee Activities in Moldova

Moldova is implementing a national awareness program on the International Year of Microcredit (IYM). It is putting information on microfinance and IYM activities on the web site of the Ministry of Economy. It is publishing national and local press columns related to the IYM and distributing informative materials on the activities of the microfinance organizations in Moldova. Moldova is also broadcasting thematic discussions with the representatives from central and local public authorities on both the national and local radio/TV stations. 

The country is hosting seminars, trainings, and round tables at the national and local levels involving representatives from commercial banks, MFIs, and small business agencies in order to inform them about the current financing system and the conditions for crediting and lending. Within the framework of the “Small Business Expo-2005,” Moldova is organizing roundtables entitled “Micro-financing – an element of small business support infrastructure.” It is also organizing an international forum and developing a training program for microfinancing framework participants. It is editing a set of methodical and instructive publications within the microfinance domain, including a fundamental work about the microfinance system. 

Moldova is developing its National Program of Strategic Development, including a section that provides concrete measures for development of microfinance as a tool for poverty reduction. It is attempting to create more access to favorable (incentive) credits and other financial services and is establishing a network of regional funds to support small business as well as some loan guarantee organizations. In this realm, the country is adopting a unique policy for commercial banks providing that the value of pledges does not exceed the amount of credit plus the interest rate. It is decreasing the interest rate and increasing the term of crediting, especially at the stage of small and medium enterprises’ establishment. It is also directing the technical assistance provided to the Republic of Moldova of offering financial support for investment projects in the small business domain. Moldova is increasing access for the country’s small and medium enterprises to small business support services, as well as to financial markets, not covered by the commercial banks services. In addition, the country is attempting to harmonize the legislative and normative framework to create optimal conditions for the microfinance system. It is also enhancing legislation to support the activities of MFIs and small and medium enterprises. 
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