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1. Introduction

Moldova has a dynamic business environment for SMEs in the IT sector. However, significant
challenges impacting SMEs, such as the negative trade balance, low levels of product sophistication
and economic diversification, as well as a brain drain, are still to be addressed.

The COVID-19 pandemic, combined with a severe drought, significantly impacted the Moldovan
economy in 2020. Employment in the economy as a whole is estimated to have dropped by almost
8.0%"! in 2020 compared to the previous year, with value added falling by an estimated 6.7 %?.
The sectors most affected by this overall downturn in economic activity were accommodation and
food services, transportation and storage and wholesale and retail trade.

In Moldova, small and medium-sized enterprises (SMEs) play an important role in the ‘non-
financial business economy’. In 2019, they contributed 68.4% of total value added and 69.1% of
total employment, far exceeding the respective EU averages of 53.2% and 65.0%. However, SME
productivity in Moldova, measured as value added per person employed, was only EUR 9 100 in
2019, roughly a quarter of the EU average of EUR 42 600. SMEs in Moldova employed an average
of 7.7 people in 2019, more than double the EU average of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2019

Number of enterprises Number of persons employed Value added

Moldova Moldova Moldova
Micro 29172 82.8% 93.2% 78 805 20.1% 29.3% 562.9 15.7% 19%
Small 4 940 14.0% 5.7% 96 803 24.7% 19.8% 910.9 25.4% 17%

M:fzi:('j“' 954 2.7% 0.9% 95267  24.3% | 15.8% 977.6 27.3% | 17.2%

SMEs 35066 99.5% 99.8% 270875 69.1% 65% 2451 68.4%
Large 175 0.5% 0.2% 121 277 30.9% 35% 1131.7 31.6% 46.8%
Total 35 241 100% 100% 392 152 100% 100% 3583.2 100% 100%

Source: These data for 2019 are estimates processed by DIW Econ, based on data provided by the Statistical Office of
Moldova. The data cover the 'non-financial business economy’, which includes industry, construction, trade, and services
(NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and fisheries and the largely non-
market service sectors such as education and health. The following size-class definitions are applied: micro firms (0-9
persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons employed), and large
firms (250+ persons employed).

2. Key strengths

Numerous initiatives have been launched in the country to support the growing IT sector
and its start-ups

The ICT sector represented 7% of GDP in Moldova in 20193 (EU average: 4%) with the country’s
strong IT sector alone representing 3.1% of GDP.

However, the Moldovan IT sector is confronted with a brain drain, as skilled IT workers continue
to migrate. Numerous initiatives in the country — some supported by the European Union - have
been launched to enable the sector to continue growing. The country has high-level technical
infrastructure within its education system, a rapidly developing IT and incubators infrastructure
network as well as numerous fiscal incentives* specifically favouring the IT sector.

In Moldova, there are eight innovation incubators as well as a scientific-technological park (funded
by the public agency ANCD) that start-ups can benefit from. In addition, there is a network of 11
functional business incubators around the country, developed to help regional start-ups. The
business incubators are run by the ODIMM agency that supports entrepreneurship countrywide®.

When it comes to IT-specialised infrastructure, the ‘Virtual Moldova IT park’ has more than 700
residents and is continually growing, developing a wide variety of IT projects in the country®. In
addition, Tekwill?, an IT incubator established thanks to international cooperation®, offers a
platform for IT start-ups and aims at merging the research community from the Technical
University of Moldova with the country’s business community.

The turnover of IT SMEs in Moldova grew by approximately 15% in 2019 compared to 2018,
aligned with the two-digit growth trend of previous years for SMEs in this sector®.



3. Key challenges

Disrupted trade balance

Moldova’s exports cover only 47% of its imports!?, resulting in a trade deficit with most countries
around the world as it relies on foreign trade for many commodities. Moreover, there are several
barriers to exporting, such as the significant importance of labour-intensive activities with low
value added in the economy, political instability, and the lack of adequate market support
institutions and transport infrastructure!?.

Figure 2: Number of documents required when exporting and the time for exporting recorded in calendar days.

25
20
15

10

Documents to export (hnumber) Time to export (days)

mMoldova © EU27

Source: World Bank Doing Business, 20152

Low economic complexity

The low levels of product sophistication and economic diversification in Moldova are major
obstacles for longer-term economic growth. In 2018, Moldova came 71st in the global ranking of
economic complexity, while it ranked 60th in 201213, In 2019, 21.8% of the country’s GDP came
from retail activities, 9.9% from agriculture, 14.2% from the extraction industry, 8.6% from
construction activities and 7.2% from real estate transactions!4.

This low level of economic diversification in Moldova reduces the opportunities for start-ups and
SMEs, as the country’s economy is characterised by a low humber of companies active in a limited
number of production chains, exhibiting few cross-cutting linkages.

Brain drain

The massive exodus of people which started in the early 2000s has created a talent shortage in
Moldova. Some estimates suggest that 1 in 4 Moldovans works outside the country, with most
having dual Romanian citizenship, thus allowing them the opportunity to work in the EU?>.

In 2020, the active working force in Moldova reached 39.9% of the total population, against the
EU average of 73.2%. The unemployment rate is 4.2%, against the EU average of 7.5%?%. The
lack of manpower makes it difficult for SMEs to hire. In order to retain the workforce, the
government launched several programmes and initiatives, especially in the ICT and IT sector, and
significant investments have been made in the technology start-ups infrastructure (see strength
on the IT sector in Moldova).
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4. Other key SME-related brief insights
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The sectors that were hit the hardest by the COVID-19 crisis were hotels,
restaurants, tourism and transport.

The government carried out a series of actions to support SMEs in 2020.
The initiatives included measures such as i) the SME Digitisation Support
Tool to support the digital transformation of SMEs", ii) financial support,
such as the State subsidy, covering credit interest rates given to SMEs'8,
and iii) subsidies to maintain SME employment during periods of
inactivity™.

In 2019, the turnover of SMEs grew by 9.1% and constituted 39.1% of all
sales in the economy?°.

Compared to EU countries, Moldova emits fewer industrial pollutants due
to the severe decline in industrial production over the last 30 years (1.39
metric tons per capita per year, against the EU average of 8.89 metric tons
per capita per year). New industrial SMEs are mostly using green
technologies?'.

In 2020, Moldova launched a grant scheme to promote the use of green
economic models within SMEs — the National Greening Programme for
SMEs (‘Program de ecologizare a IMM-urilor’)?.

Market access policies are relatively new tools in Moldova. A new
programme, ‘Supporting SME with high growth and internalization
potential’, was adopted in 2020 to provide grants covering 50% of total

costs to help selected SMEs with their business plans?®.

Over the last 5 years, Moldova has made some progress in developing an
increasingly favourable environment for SMEs, especially in terms of
regulatory burden®. It has eliminated many superfluous laws and
regulations (e.g. through the ‘guillotine’ packages)?>.

As regards the regulatory burden in the country, on a scale from 1to 7 (1
worst-7 best), some progress has been achieved over the recent years. In
2019, Moldova scored 3.4, up from 2.8 in 20102,

In 2020, a new digital strategy was adopted - ‘Moldova digitala 2020'%7 -
which focuses on 3 pillars: i) improving internet access; ii) increasing
digital content; and iii) increasing digital training for SME.

Fiscal, statistical and financial reporting are increasingly being presented
in digital format. In 2019, the number of e-reports grew by 7.5%. The vast
majority of SMEs are presenting their fiscal reports in electronic format
with the use of digital signatures?®,

The National Bank of Moldova reduced the interest reference rate to a
historic low, from 19.5% in September 2015 to 2.65% in November 2020.
This has increased opportunities for SMEs to access credit®°.
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