

DISCUSSION PAPER
Economic Development Priority Measures (2017-2019)

This discussion paper outlines feasible interventions that will spur economic development in Moldova, taking into account the limits of assistance budgets and implementing capacities. The main purpose of this document is to provide a basis for timely discussion on the programming for the years 2017, 2018, and 2019 between the Government of Moldova and its development partners.

The list of proposed measures is not exhaustive: It includes interventions primarily under the responsibility of the Ministry of Economy to be developed and carried out in close cooperation with the Ministries of Education, Agriculture, Labour and Finance. The indispensable role of the Ministry for Regional Development and Construction and the Regional Development Agencies in ensuring regional outreach and facilitation of the physical investment works is pointed out to ensure effective implementation of the proposed interventions. 

The key objective of this note is to define the priority measures with high synergetic impact, and thus would be the best value-added as to budget allocation and donor assistance.

Activities and tentative funding requirements refer to a three (3) year programming period (2017-2019) and a five (5) year implementation period (2017-2021). 

Approach

Areas of intervention are grouped at three levels: macro, meso and micro. For each area of intervention, the priority measures are proposed with a short description and tentative budget. 

At the macro level the most relevant regulatory issues are addressed. The meso level stresses the importance of implementation with regional involvement. Measures at the micro level aim at increasing capacity of companies to be able to cope with international competition. 

The proposed measures do not refer to specific priority sectors. Those are defined by relevant national strategies and action plans based on numerous studies provided by national and international expertise.

Interventions are thought against the background of:
· a design that is adapted to the respective regional (multi-raional) situation;
· taking into consideration the dynamic development opportunities of both export potential and internal market development, making best use of DCFTA/other FTAs; 
· ensuring complementarities/building upon initiatives already under implementation in respective sectors.

The overall budget amounts to ninety (90) million EUR. Budgets are calculated for a consecutive, multi-annual programme to be designed within the annual action programmes (AAP) 2017, 2018, and 2019. In AAP 2017, a budget of thirty (30) million EUR needs to be programmed. 

In order to ensure measurable and visible impact, two-thirds of the budget is foreseen for the micro level, the remaining one-third for the meso and macro levels.




Rationale

When striving for sustainable progress and prosperity, it has been clearly recognized that Moldova’s growth model should be based on private sector-led job creation and higher productivity. 

In spite of solid economic growth over the last ten years, the Moldovan economy does not provide enough attractive employment opportunities for its population. The official unemployment rate stands at a relatively low value of 4.0 percent (2016). A more telling figure is, however, the employment rate. It is calculated as the ratio of the employed to the working age population (persons aged between 15 and 64 years). Moldova’s employment rate stands at 40 percent (2015), compared to an EU average of 70 percent. To achieve a target employment rate of 65 percent, Moldova needs 490 thousand additional workplaces. This number of jobs would not only contribute to poverty reduction, but would also create an additional yearly tax and social security income of 780 Million EUR (even if salaries were not to grow compared to today’s level).

To create such a large amount of jobs in Moldova, a dynamic growth engine needs to be established. This engine needs to be fed by entrepreneurial initiative, local and foreign capital as well as by widespread technological progress.[footnoteRef:1] [1:  If such a process will not be started now, Moldova will continue to lose population and the gap compared to the EU countries will widen in absolute terms. If Moldova continued to grow economically as it had over the last five years on average, it will reach Bulgaria’s economic levels of today (GDP per capita) only in approximately 33 years. If Moldova’s economic growth could be doubled, this time period would reduce to 17 years.
] 


Productive employment opportunities are needed everywhere in the country. Looking at a poverty rate of 2.2 percent in the large urban centres compared to 16.4 percent in villages, additional income possibilities are even more necessary in the rural areas. Eight out of ten poor people in Moldova live in the countryside. 72% of all tax receipts have been obtained in the cities of Chisinau and Balti (2015). On the other end of the scale, the 20 economically weakest raions are collecting less than 12% of the overall tax receipts. This situation signals large economic disparities, and a loss of opportunities for the people affected.[footnoteRef:2] [2:  All data stem from official national and international statistics.] 


Objective

The overall objective of the proposed measures is to increase the creation of more and better jobs in companies situated in all regions of Moldova.

Scope
The interventions are aiming at:
· Capacitating Moldovan SMEs by
· Introduction of new technologies, quality standards, process standards,
· Reaching out to new markets,
· Increasing their share in the local market.
· Encouraging the creation of new SMEs;
· Attracting domestic and foreign investment in all regions of the country, mostly in tradable sectors;
· Fully harnessing opportunities offered by the DCFTA and other FTAs.



Target Groups

Citizens of the Republic of Moldova, with a special focus on those who currently live in regions outside Chisinau, or who want to move back from abroad to their home town/village. Both SME owners and employees will benefit from higher competitiveness which is a pre-condition for new job creation, job security and higher salaries.

Expected Results

The expected results are to be cumulatively reached by 2023. The underlying assumption is that the development assistance from the programming period 2017–2019 could actually be mobilised only as early as late 2018. 

It is further assumed that on the average, one job can be created by technical and financial assistance with a combined worth of 1250 EUR. This figure is a result of an estimation based on previous experience in Moldova and on international figures for job creation incentives.

Expected results are defined for additional jobs created, increase in GDP and exports:

1. The proposed measures will create 80,000 additional jobs. This number is in addition to what the economy in general will create without additional intervention. 
2. The yearly GDP of Moldova will increase gradually by 400 million EUR compared to the baseline (which equals the GDP development without additional intervention).
3. Exports of Moldova will have increased by 200 million EUR per annum, compared to the baseline (provided that the additional jobs created have an above-average export propensity). 


	
	





	Level
	Measures
	Description
	Tentative budget

	Macro
Mio. EUR

	Trade



	Implementation of DCFTA and other FTAs

Relaunch of trade relations with the Russian Federation - traditional market for RM

Implementation of the WTO Trade Facilitation Agreement



Develop Integrated Diplomacy 

	Adopt legislation and promote implementation with focus on exports in priority sectors/sub-sectors
Involve Business support organizations to facilitate implementation


Establish a coordination structure with participation of private sector; In cooperation with Customs and other relevant agencies promote simplification of procedures on and behind the border


Establish permanent coordination between MoE and MFA
Ensure training of diplomats and introduce information exchange MIEPO-embassies
	2,0

1,0


0,5




0,5

	Quality Infrastructure


	Complete institutional and legal framework


Ensure implementation
	Adopt legislation, develop institutional capacity and equip laboratories most relevant to exports in priority sectors/sub-sectors

Build capacity of Business Support Organizations (BSO)SOs to facilitate adoption of standards and certification

	6,0


1,0

	Business climate


	Combat red-tape 



Ensure consumer protection
	Continue with regulatory reform and one-stop-shop agenda in permanent consultation with private sector


Build capacity with focus of market surveillance on product safety and consumer protection
	1,0



2,0


	Meso 

	Entrepreneurial Infrastructure
	Develop Entrepreneurial Infrastructure to support economic development in all regions













Improve the investment readiness and training of SMEs in financial management
	Assess existing Entrepreneurial Infrastructure (including business support institutions) against economic potential of respective regions, taking into account knowledge and physical infrastructure, labour availability and migration trends; Define optimal Entrepreneurial Infrastructure in coordination with regional development strategies

Regionalize SME development support structures 

Enhance capacity of Entrepreneurial Infrastructure to support business (especially high-value adding Business Development Services with potential for cost reduction and efficiency gains)
-Mapping of existing Entrepreneurial Infrastructure (including business support institutions)
-Elaborating a feasibility study of economic potential of regions.

Develop and implement programs to enhance financial literacy of SMEs 

	0,5





1,5

1,0

	Education



	Develop vocational education







Adjust tertiary education to the need of priority sectors
	Update occupational standards and corresponding curricula in permanent inter-ministerial coordination economy-labour-education and organization of advanced trainings of lifelong learning (LLL) for unemployed people.

Development of manuals and instructions as well as partnerships between educational institutions and business for student internships.

Prioritize implementation aiming at priority sectors

Organization of training courses for SMEs on specific management systems standards: Quality management system, Food safety management, Risk management, Energy management system, Information security management system in order to promote the implementation of these standards.
	2,0


6,0

	Innovation
	Promote innovation and technology transfer
	Implement new legal and institutional set up of R&D and Innovation; Assess commercialization potential of existing capacities; Assess needs/potential of private sector, including FDIs

Develop and implement schemes promoting cooperation of R&D with private sector
	2,0



3,0


	Access to finance for SMEs





	Adjust legal and regulatory framework

[bookmark: _GoBack]
Diversify the sources and types of external financing available



	Approval and implementation of relevant legislation (non-bank financial institutions, credit history bureau, consumer protection)
Design specific initiatives encouraging banks to offer tailored services to SMEs
Decentralization of bank services in rural areas 
Improve the governance, internal controls and risk management of the credit guarantee fund.
	

	Micro

	Up-grading and 
up-scaling SME
















Market development for Business Development Services
	Assess the needs of SME



Working with SME














Working with Business Development Service (BDS) providers



Information to companies


Support to regional outreach



Strengthening of BDS demand
	Analysis of up-scaling potential (in terms of jobs, turnover, salaries, taxes) of various subsectors (based on sectors in SME segmentation study)

Analysis of firm-level development obstacles in short-listed sectors

Consulting/coaching to companies (business model, proposition to clients, leadership, export etc.)

Transition to/certification of new production and quality standards, including training of personnel

Matching grants (top-up by 100%) for technological upgrading (machines, software, etc.)

Adopting a coaching program for export-focused SMEs. The program must be focused on the identified priority sectors. The coaches shall be the international experts with particular sectorial experience and sales background on the target markets.

Support for company R&D initiatives and private-public R&D cooperation

Consulting to subsectors (via associations, BDS providers) on sourcing and distribution channels, business linkages

Organization of information campaigns for different interested parties to promote the implementation of standards.



Free accessible database on BDS service provision for potential companies
Based on mapping, supporting BDS providers to increase their outreach (for example, by using existing business incubators)

Vouchers for high-value BDS services, consulting to BDS providers
	0,1


0,9

7,0


8,0


6,0







3,0

1,0


1,0


1,0

2,0



4,0

	Physical economic infrastructure in the regions
	Provision of building connections for new companies


Provision of production space
	Fast-track procedure for connection of companies with water/electricity etc. at their demand, managed by MoE, implemented by Regional Development Agencies[footnoteRef:3]  [3:  Objective: To connect new production facilities to electricity/water/sewage/gas/internet within 3 months free of charge.
] 


Provision of ready-to-go production spaces at competitive rental prices based on Letters of Interest. Managed by RDAs or Local Authorities.[footnoteRef:4] [4:  Objective: To reduce risks which are linked to investments in real estate – remedy for market failure based on high perceived country risk.] 

	9,0




9,0


	Support to job creation
	Introduce job creation incentives
	Government of Moldova currently plans to introduce an incentive scheme for the creation of additional (export-related) jobs based on international practice (state budget allocation is already foreseen). The measure shall top-up Government budget contributions by a factor of 2.[footnoteRef:5] [5:  Objective: Up-scaling of the incentive scheme, focus on specific target groups (for example disadvantaged regions).] 

	8,0
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