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EXECUTIVE SUMMARY

Moldova’s economy is expected to expand only mo-
destly in 2026, as the lingering effects of energy sho-
cks and the spillovers from Russia’s war in Ukraine
continue to weigh on activity and maintain elevated
fiscal and external imbalances. Still, domestic demand
has shown some resilience, underpinned by real wage
increases and social support. Monetary policy has ti-
ghtened, given renewed inflationary pressures, while
fiscal policy aims to control deficit while protecting
essential public services and key investments. Over
the medium term, growth prospects are favorable but
depend on sustained macroeconomic stability and ti-

mely implementation of reforms under the EU Growth
Plan. As growth strengthens and inflation eases, po-
verty is expected to decline gradually. However, la-
bor force participation and employment remain below
potential. Turning resilience into durable job gains will
require boosting participation—especially among wo-
men and youth—strengthening school-to-work tran-
sitions and skills alignment, leveraging migration and
diaspora, and improving the business environment
to raise productivity and expand formal employment
(Special Focus Note: Moldova’s Labor Market - Re-
silient under Pressure, Transforming only Slowly).

RECENT ECONOMIC DEVELOPMENTS

Growth recovered to 2.4 percent in 2025,
supported by resilient domestic demand
and a stronger agricultural performance
in the second half of the year.

After stalling in early 2025 amid a severe domestic
energy crisis that disrupted industrial output and in-
creased imports, the economy rebounded robustly
in the second half of the year. Stronger construction
activity and increased purchases of machinery and
equipment propelled capital formation to an increase
of 16.9 percent—its strongest since 2015—alongside
solid private consumption growth of 4 percent. Key
demand-side drivers included robust credit growth,
improved investor confidence post-general elections,
real wage gains of 1.9 percent amid moderating in-
flation, and expanded social assistance outlays, whi-
ch rose 6.7 percent in real terms. However, external
trade remained a significant drag on growth subs-
tracting 5.8 pp (Figure 1)."' Reflecting higher energy
imports and robust domestic demand, imports incre-
ased by almost 13 percent. Despite a strong pickup in
the second half of the year, export volumes increa-
sed by only 4.4 percent in 2025 (after contracting in
2024), as drought-related shortfalls in agri-food ship-
ments—particularly cereals and other food products—
suppressed exports early in the year, while subdued
external demand weighed on manufactured exports,
including machinery and mechanical appliances.

Figure 1. Contribution to growth, percentage points
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On the production side, the recovery
was largely broad-based.

On the supply side, ICT remained the main growth
engine in 2025, contributing 0.9 pp to GDP growth
as sectoral value-added increased by 12.5 percent.
Agriculture also made a strong contribution (0.8 pp;
value-added increased by 10.7 percent), largely re-
flecting improved yields and a rebound in crop output
after earlier weather-related disruptions. Constructi-
on added 0.5 pp, consistent with the investment re-
covery and strong credit dynamics—particularly for
real estate and related activities, amid ongoing policy
support. Manufacturing returned to positive territory
(0.2 pp; value-added growing by 3.0 percent), with

The energy imports rise also reflects partly a recording of the electricity imports from the region on the left side of the river Nistru, which was not

recorded earlier.



gains in more dynamic, export-oriented segments
(manufacture of vegetable and animal oils and fats,
computer, electronic and optical products, and me-
tallurgical industry) partly offsetting weakness in car-
supply chain industries (sharp declines in manufac-
ture of electrical equipment. The energy sector had
a broadly neutral impact on aggregate growth, while
wholesale and retail trade as well as transport and
storage each weighed on activity, subtracting 0.3 pp
from GDP growth.

High-frequency indicators signal a
continued recovery in early 2026.

Building on gains recorded in 2025, industrial pro-
duction in January-February 2026 grew by 3.1 per-
cent, year-on-year (yoy), although February already
experienced a decline by 2.5 percent (Figure 2). The
industry rise was driven primarily by a recovery in ma-
nufacturing of food, oil, textile, fabricated metal pro-
ducts and motor vehicles—segments that are largely
export-oriented. Real retail trade also expanded by
10.8 percent yoy, supported by easing price pressu-
res and the rebound in economic activity. Goods ex-
ports rose by around 27 percent by February, driven
by stronger agricultural and food sales, as shipments
to EU surged. Imports increased by 13 percent at the
same time, narrowing the trade deficit. Furthermore,
agricultural production rose by 8.6% in the first quar-
ter of 2026. Together with favorable climatic condi-
tions, this points to the prospect of a strong harvest
this year.

Figure 2. Selected short-term indicators
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Figure 3. Selected monetary indicators and CPI
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Inflation remained elevated in 2025,
driven by persistent supply-side pres-
sures and still-robust domestic demand.

Averaging 7.8 percent—below earlier peaks but abo-
ve the National Bank of Moldova’s (NBM) target ran-
ge—this reflected only partial normalization of price
dynamics. While headline inflation moderated toward
year-end (Figure 3), underlying pressures remained
broad-based. Energy and food prices were the main
contributors. Energy inflation stemmed from regu-
lated tariff adjustments following Moldova’s shift to
EU market-priced electricity after the halt of Russian
gas transit via Ukraine, raising costs for households
and firms. Concurrently, adverse weather constrai-
ned agricultural supply in the first half of the year,
keeping food prices elevated and reinforcing headline
inflation.

Following the conflict in Middle East and
the consequent oil and gas price shock
pushed inflation up again in 2026.

By April 2026, inflation increased to 6.8 percent, brea-
ching the upper bound of the target corridor. Prices
of non-food products accelerated (7.1% vs 1.9% in Fe-
bruary), driven by strong increases in fuels and mo-
tor fuels, footwear, construction materials, and medi-
cines. Meanwhile, inflation for food products eased
(6.3% vs 6.9%), alongside prices in services that also
moderated (6.9% vs 7%), despite increases in water
supply and sewage services, electricity, passenger
transport, and catering.



In response to renewed inflationary
pressures, the National Bank of Moldova
tightened monetary policy in early 2026.

Policy tightening in May 2026 raised the base rate
back to 6.5%, which is the level from Q1 2025. From
Q3 2025, the NBM began cautious easing, and in Q4
2025, easing was reinforced through reserve-requi-
rement cuts (also the last one in February) and a re-
duction of the policy rate to 5 percent. Nevertheless,
spillovers from the conflict in the Middle East, parti-
cularly through higher energy and commodity pri-
ces and the resulting inflationary pressures, promp-
ted a reversal of the momentary policy stance. The
central bank responded by raising the policy rate in
early May, thereby tightening monetary conditions
to contain second-round effects. While broad money
remained robust, while decelerating through most of
2025 before recovering towards the end of the year,
excess liquidity was significantly lower than at the
beginning of 2025.

A more accommodative monetary policy
reflected in the banking sector’s
performance.

The banking sector remains well capitalized and highly
liquid, even as credit growth was strong in 2025 and
into 2026. Credit to the economy expanded rapidly,
increasing by 26.5 percent in 2025 and remaining
elevated at 25 percent year-on-year by end-March
2026, largely reflecting strong growth in mortgage
lending and trade-related financing. Credit mortgage
growth appears to have been supported by a combi-
nation of policy incentives (Prima Casa Plus), easier
financing conditions (NBM easing), price dynamics
(higher construction costs and continued urbanizati-
on pressures), and strong disposable income growth
(rising wages), with banks well positioned to meet
demand. The weighted average interest rate on new
loans in national currency registered 9.04 percent in
March from the peak of 9.3 percent in August 2025.

Despite rapid credit expansion, financial
stability risks remain contained, sup-
ported by substantial prudential buffers.

The capital adequacy ratio remains well above 20
percent, while the liquidity coverage ratio stood at
296 percent at end-March, far exceeding both the
100 percent regulatory minimum and pre-2022 leve-
Is—reflecting ample liquidity amid still-low financial
intermediation and limited market depth. Profitabiliy
strengthened in 2025, with RoA at 2.7 percent and
RoE at 16.9 percent, easing only marginally in Q1 2026,
which points to resilient margins. At the same time,
asset quality has remained broadly stable, with NPLs
hovering slightly above 4 percent through end-2025
and early 2026, suggesting that rapid credit growth

has not translated into material balance-sheet dete-
rioration. In parallel, the insurance sector maintained
ample solvency buffers (non-life solvency around 180
percent in Q3 2025), and the non-bank credit seg-
ment also expanded in 2025, albeit from a smaller
base than banks. Overall, the financial sector conti-
nues to demonstrate resilience and the capacity to
support economic activity while preserving stability.

Figure 4. External debt (ED) and current account (CA)
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The current account deficit widened
sharply in 2025, driven by a larger trade
gap and weaker income flows, though
reserves remained strong.

TIn 2025, Moldova’s external position remained under
pressure: the current account deficit (CAD) totaled
EUR 3.55 bn (about 19.6 percent of GDP), peaking
in Q1 (-25.9 percent of GDP), narrowing in Q3 (-14.0
percent), and widening again in Q4 (-19.4 percent)
(Figure 4).2The deterioration was driven primarily by
the large goods trade deficit (30 percent of GDP in

2 Electricity supplied from regions on the left bank of the Nistru River was previously not recorded in Moldova'’s official statistics as imports. Following the
shift to EU electricity suppliers, imports of mineral products have increased significantly.



2025) amid strong import volumes and high energy
imports, including energy and electricity imports of
about 8.1 percent of GDP, with a sharp increase in
Q4 (EUR 4829 m; +27.3% y/y). While goods export
volumes recovered later in the year, imports stayed
elevated, keeping the trade gap wide. Offsetting fac-
tors came from services and transfers: the services
surplus strengthened to about 4.5 percent of GDP in
2025, supported by strong IT and transport. Secon-
dary income remained a key buffer (about 8.1 percent
of GDP in 2025), but remittance dynamics softened,
consistent with weaker inflows from CIS countries.
Financing relied heavily on deposits/currency chan-
nels alongside borrowing and official support. The fi-
nancial account recorded large net inflows consistent
with the external financing need, with currency and
deposit inflows financing a large share of the CAD,
alongside EU Growth Plan financing. Despite the large
imbalance, buffers stayed strong: NBM reports reser-
ve assets of USD 6.1 bn at end-March 2026, covering
more than 4 months of imports, while external debt
increased by 1.8 percentage points in 2025 to 58.5
percent of GDP.

The fiscal deficit remained broadly sta-
ble at about 4 percent of GDP in 2025,
reflecting a strong revenue outturn that
largely offset higher expenditure pres-
sures.

Revenue performance was buoyant increasing by
13.8 percent, supported by robust collections from
social security contributions (+13 percent), VAT (12
percent), and external grants (80 percent) (Figure 6).
Expenditures rose by 13.7 percent, with spending re-
maining heavily concentrated on social sectors and
education, partly reflecting responses to recent sho-
cks (Figure 7). Social expenditures surged by 15.2 per-
cent, reflecting mainly structural pressures from pen-
sion indexation and the inflow of new beneficiaries,
but also significant policy-driven increases, including
cash energy compensations, the introduction of elec-
tricity bill subsidies for households, and one-off sc-
hool preparation support. At the same time, public
sector wage spending rose by 13.2 percent, adding to
overall current expenditure pressures. Grants awar-
ded by the state more than doubled, reaching about
1.7 percent of GDP. Capital investment increased by
over 30 percent, rising by 0.2 percentage points to
1.2 percent of GDP, reflecting efforts to strengthen
public investment management. Meanwhile, interest
payments declined, reflecting a greater reliance on
concessional borrowing from multilateral and bilate-
ral partners. Fiscal buffers remained strong with hi-
gher cash reserves, while general government debt
increased modestly to 39.2 percent of GDP, from 38.8
percent in 2024, as access to concessional funding
increased.

Fiscal deficit in the first quarter of 2026
amounted to 2.5 percent of estimated GDP.

Both revenues and spending growth decelerated (to
around 8 percent yoy growth), and deficit stayed above
the corresponding level in 2025. The 2026 budget was
approved with a deficit of 5.7 percent, framed around
the EU-supported Growth Plan (2025-2027, EUR 1.9
bn) that prioritizes reforms and investment accelera-
tion, alongside three main policy shifts: (i) stronger tax
and customs administration (including tools to curb the
shadow economy), (ii) more targeted energy-vulnera-
bility support through compensation mechanisms, and
(iii) continued adjustment of social benefits, including
the minimum pension and other state-budget-finan-
ced allowances. However, the new context requires
reprioritization of the 2026 plans.

Figure 6. Fiscal performance
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OUTLOOK AND MEDIUM-TERM PROSPECTS

Growth in 2026 is projected to deceler-
ate to 1.9 percent, driven by the spillo-
vers from the conflict in the Middle East
and elevated prices.

Weaker external demand and higher energy and food
prices (Box 1) are projected to keep growth below 2
percent in 2026, with transport and agriculture facing
cost pressures from higher fuel and fertilizer prices.
Private consumption is expected to moderate, as in-
flationary pressures persist and real disposable inco-
mes recover only slowly, while uncertainty weighs on
sentiment and spending. Capital formation is expec-
ted to remain robust, underpinned by a scaling-up of
public investment financed through the EU Growth
Facility. Meanwhile, the drag from net exports is pro-
jected to ease as softer domestic demand tempers
import growth, even as export performance improves
only gradually.

Growth is expected to remain subdued
in the near term before gradually con-
verging back to potential by end-2027,

supported by EU-accession reforms and
a recovery in private investment.

As external shocks are projected to fade, growth
should accelerate in 2027-28, driven by productivity
gains, and EU-related reforms and investment. Real
GDP is projected to expand by about 3.1 percent on
average over 2027-28, with investment and private
consumption remaining the main drivers, supported
by EU funds and continued gains in household inco-
mes. Rising real income, supported by an improving
labor market, higher agricultural incomes, and strong
social spending, will help gradually stabilize poverty
from 21.1 percent in 2025 to 19.6 percent in 2028. Net
exports are projected to make a more positive con-
tribution as deeper EU integration accelerates export
growth, particularly in higher value-added segments.
Services—particularly IT—are expected to lead the ex-
pansion, while industry and agriculture are projected
to recover as external demand stabilizes and reforms
strengthen competitiveness and resilience. Over time,
agriculture is expected to benefit from EU-aligned
reforms and investments that raise productivity and
climate resilience, supporting a gradual recovery in
volumes and export capacity. The baseline hinges on
timely implementation of the EU Growth Plan, which
are expected to ease energy and logistics bottlenec-
ks and lift productivity over the medium term.

Box 1. Economic Impact of the Middle East Conflict on Moldova

A renewed escalation of the Middle East conflict in 2026 is expected to transmit to Moldova primarily throu-
gh external price and demand shocks. As a small, open, and energy import dependent economy, Moldova is
particularly vulnerable to fluctuations in global commodity prices and regional growth dynamics. The shock is
projected to increase inflationary pressures, compress real incomes, and weaken domestic demand, resulting
in slower economic growth. The assumption for the simulation is an increase of 50 percent in oil price, as well
as in gas price, and a 30-percent increase in fertilizers. Overall, GDP is estimated to decline by about 0.9 per-
centage points under the baseline scenario.

Transmission channels

The effects of the conflict are transmitted through several reinforcing channels that jointly shape macroeco-
nomic outcomes



Middle-East conflict shock channels:

Real economy channel Inflation channel

Trade Inflation

v/ Weaker external demand (exports (energy and fertilizers price
partner GDP declines by 0.6% in 2026 > increase)

Mo\l/d?_\/o?NGéer::npOO.:fsp P) Imports of energy and minerals: 25% of total
v/ 15% increase in imported oil inflation
v/ 30% for fertilizers
v/ Overall: 1.5 pp rise in inflation

Lower private
consumption
v/ Moldova GDP: -0.8 pp

GDP growth
v/ -0.9pp

Welfare of households may
decrease by 3.2 pp

Real economy channel (Trade and external demand)

+ A slowdown in key trading partners (proxied by a 0.6% decline in partner GDP) reduces Moldova’s export de-
mand, directly lowering domestic output by about 0.23 percentage points of GDP. At the same time, weaker
domestic activity leads to a decline in import demand, which partly offsets pressures on the external balance but
primarily reflects subdued economic conditions. Overall, this channel results in a contraction in trade volumes and
a weakening of growth momentum.

Inflation channel (Energy and import prices)

+  Moldova’s high dependence on imported energy—accounting for roughly one quarter of total imports—makes
it particularly vulnerable to global price shocks. A 50% increase in oil and gas prices raises import costs and is
estimated to generate about a 15% increase in imported inflation. As a result, consumer price inflation increases
by around 1.1 percentage points, eroding household purchasing power. Higher prices for essential goods reduce
real disposable income, leading to a decline in private consumption equivalent to about 0.9 percentage points of
GDP. This also translates into a significant deterioration in household welfare, estimated at approximately 3.2 per-
centage points, with stronger effects on more vulnerable households. At the same time, weaker domestic activity
leads to a decline in imports.

Amplification via supply side effects (agriculture and food prices)

+  The shock is further amplified through supply side effects, particularly in agriculture. Rising fertilizer prices (as-
sumed at +30%) increase production costs in a key domestic sector, which in turn pushes up food prices by
an estimated 4.5%. This adds approximately 0.8 percentage points to overall inflation. At the same time, higher
production costs and resulting inefficiencies reduce output, generating an additional negative impact on GDP of
about 0.4 percentage points.

Together, these channels reinforce each other, with higher prices depressing demand while also constraining supply,
leading to a more persistent macroeconomic adjustment.

+ In 2026, the shock is most pronounced, with a contraction in GDP and consumption, alongside a spike in inflation
driven by energy and food prices.

+  From 2027 onward, the effects begin to unwind as external conditions stabilize and base effects fade, allowing
for a gradual recovery in demand and disinflation.

*  Over the medium term, output losses remain limited but highlight Moldova’s structural vulnerability to external
shocks.



Inflation is expected to remain elevated
in 2026.

Average inflation in 2026 will reflect the lagged
pass-through from higher energy costs and renewed
input-price pressures—particularly fertilizers—into
food prices. Fuel and lubricant prices have already
increased significantly, rising by 12.8 percent ove-
rall, driven in particular by a sharp increase in diesel
prices (+31.1 percent) and, to a lesser extent, petrol
prices (+14.2 percent). These dynamics are expected
to translate into higher agricultural production costs,
primarily through increased fuel inputs, while the im-
pact from fertilizers is likely to be more limited, reflec-
ting Moldova’s continued reliance on imports from
the Russian Federation, where price growth was less
prominent. Gas procurement for the 2026/2027 hea-
ting season typically takes place during the summer
months. In the event of a prolonged conflict in the
Middle East, elevated global gas prices are expected
to feed into procurement costs and, with a lag, affect
consumer tariffs from the fourth quarter of 2026, co-
inciding with the start of the heating season. Against
this background, inflation is projected to rise gradu-
ally throughout 2026, averaging around 7.2 percent. In
the baseline scenario, elevated energy and food pri-
ces are expected to persist in 2027, albeit with a dimi-
nishing impact, partly due to base effect and easing
external price pressures. As these shocks gradually
unwind, inflation is projected to return to and stabili-
ze within the National Bank of Moldova’s target band
of 5 percent #1.5 percentage points over the medium
term, supported by moderating commodity prices
and a gradual rebalancing of growth toward exports.
However, these projections do not take into account
possible inflationary impacts of envisaged tax system
reform, given the details are not known as yet.

As exports and foreign direct invest-
ment (FDI) strengthen, the current ac-
count deficit (CAD) is expected to nar-
row gradually, although it will remain
elevated, highlighting persistent exter-
nal vulnerabilities.

In 2026, CAD is expected to marginally widen as hi-
gher energy and food prices will persist. After peaking
at 19.8 percent of GDP in 2026, the CAD is projected
to decline to below 18 percent of GDP over the pro-
jection horizon. The adjustment is expected to be dri-
ven by two main factors. First, a gradual recovery and
diversification of exports, particularly in services and
EU-oriented trade. Second, energy import dynamics
are expected to stabilize, as ongoing energy-secu-
rity reforms and infrastructure investments begin to
reduce reliance on volatile external energy sources.
However, the pace of adjustment is likely to be mo-
derated by the high import intensity of investment,
which will keep import demand elevated, especially
for capital goods and energy-related equipment. This
will limit the speed at which the CAD can narrow. On

the financing side, FDI inflows are projected to incre-
ase, supported by closer economic integration with
the EU and an improved investment environment. At
the same time, remittances are expected to stabili-
ze, following a structural decline in inflows from CIS
countries during 2023-2025, which has reduced a
historically important source of external financing.
International reserves are projected to remain at
adequate levels, providing an important buffer again-
st external shocks. Nonetheless, Moldova is expected
to continue relying on concessional external finan-
cing—particularly from the EU—to cover its external
financing needs. This underscores the importance of
maintaining sound external debt management and
preserving access to concessional funding to ensure
fiscal and external sustainability.

The fiscal deficit is projected to remain
elevated, reflecting the authorities’
strategy to frontload Growth Plan-relat-
ed spending to support investment and
convergence.

While overall revenues are expected to ease modestly
due to a decline in grants, domestic revenue mobiliza-
tion is projected to remain strong, with tax revenues
stabilizing at around 33 percent of GDP, supported by
continued economic recovery and improvements in
tax compliance. At the same time, the authorities have
signaled a renewed reform effort to strengthen the
revenue base and improve equity and efficiency, in-
cluding measures to broaden the tax base, rationalize
and consolidate multiple personal income tax regimes,
support investment through reinvested corporate in-
come tax provisions, and streamline VAT exemptions to
be adopted already in 2026. On the expenditure side,
spending is projected to peak in 2026 and gradually
moderate thereafter, but will remain above historical
levels, reflecting sustained public investment efforts.
Capital (non-financial) expenditure is expected to in-
crease steadily toward 4 percent of GDP by 2028,
supported by improvements in public investment ma-
nagement (PIM) and the scaling-up of financing under
the EU Growth Facility. While social spending will re-
main the largest expenditure category, its efficiency
is expected to improve through better targeting of
benefits, including reforms to the Energy Vulnerability
Reduction Fund (EVRF). In parallel, a set of structural
reforms—including enhanced fiscal rules, the esta-
blishment of an independent fiscal council, and the
institutionalization of spending reviews are expected
to contain the growth of current expenditures below
nominal GDP over time, improving expenditure quality.
As a result, both the fiscal deficit and public debt are
projected to remain above pre-pandemic levels, with
public debt rising toward around 44 percent of GDP
by 2028. While this trajectory remains consistent with
debt sustainability, it underscores the importance of
maintaining prudent fiscal management, preserving
access to concessional financing, and ensuring com-

pliance with the fiscal rule over the medium term.



Despite a broadly favorable baseline,
risks to the outlook remain tilted to the
downside, reflecting a combination of
elevated external risks and domestic
structural constraints, including emerg-
ing macro-financial vulnerabilities.

The prolonged Russia’s invasion on Ukraine continues
to weigh on confidence, trade, and regional stability,
while the conflict in the Middle East poses additional
risks through higher global energy and fertilizer prices,
as well as potential disruptions to trade and financi-
al markets. Moldova remains particularly exposed to
external shocks, especially from key partners such as
Romania, which accounts for a substantial share of
exports. While direct energy supply risks are mitiga-
ted by Moldova’s reliance on Romania, the main trans-
mission channel from global shocks operates through
import prices and inflation, rather than quantities.

On the domestic front,governance weak-
nesses—including limited institutional
capacity, politicization, and corruption—
continue to pose risks to reform imple-
mentation and absorption of EU funds,
potentially delaying investment projects
and dampening growth.

At the same time, persistent twin deficits (fiscal and
current account) create structural financing pressu-
res, underscoring the need for sustained fiscal conso-
lidation, improved policy coordination and structural
reforms to strengthen resilience. The combination of
a tight labor market (see Special Topic on structural
labor challenges), expansionary fiscal policy (inclu-
ding front-loaded investment and wage increases),
elevated inflation, and a relatively accommodative
monetary stance could create pro-cyclical pressu-
res, complicating inflation control and increasing ma-
cro-financial vulnerabilities.

Inflation constitutes a key
macroeconomic risk.

Further increases in energy and input prices could
amplify inflationary pressures, eroding real incomes
and weighing on consumption and growth. Higher
energy costs, governance bottlenecks, and social
pressures—particularly related to energy affordabi-
lity—could further strain reform momentum and fiscal
space, despite the existing support measures alrea-
dy in place for households and firms. These pressures
are compounded by an increasingly tight labor mar-
ket, which is exerting upward pressure on wages. In
this context, the public wage reform represents an
additional fiscal and macroeconomic risk. The reform
is estimated to increase the wage bill by around MDL
5.2 billion in 2027, potentially adding to demand pre-

ssures and complicating fiscal management if not fully
offset by efficiency gains or revenue measures. More
broadly, sustained wage growth—both in the public
and private sectors—could weaken competitiveness
and reinforce inflation dynamics, particularly in a small
open economy.

Emerging risks in the financial sector
merit heightened vigilance.

Strong credit expansion—largely driven by mortgage
lending—has been increasing household leverage and
tightening the link between the banking system and
real estate dynamics. This trend raises vulnerability to
a potential correction in housing prices: a sharp de-
cline could erode household balance sheets, weaken
debt-servicing capacity, and lead to a rise in non-per-
forming loans. This could be amplified by higher inte-
rest rates, given that elevated borrowing costs may
further strain repayment capacity, especially under
conditions of heightened external uncertainty. More-
over, these risks carry a fiscal dimension, as the sig-
nificant share of state-guaranteed mortgages crea-
tes contingent liabilities, potentially putting additional
pressure on public finances.

At the same time, there are important
upside risks.

The EU Growth Plan has the potential to accelerate
reform momentum (Box 2), crowd in FDI, and support
convergence by: (i) raise potential growth through
improved competition, more efficient firm dynamics
(entry and exit), and higher labor force participati-
on; and(ii) reduce external vulnerability by lowering
energy import intensity and improving connectivity.
Governance challenges, including weak institutio-
nal capacity, procurement issues, and limited project
preparedness, pose significant risks to successful im-
plementation, as evidenced in previous EU accession
waves. The baseline projections in Table 1 account for
these implementation challenges, assuming a modera-
te pace of reforms and investment absorption. Howe-
ver, delays or incomplete implementation of reforms
and underutilization of planned investments could
dampen growth prospects. While EU support offers
an important buffer, the magnitude of external imba-
lances underscores the need for sustained structural
reforms and medium-term fiscal consolidation efforts.



Box 2. Macroeconomic Impact of EU Growth Plan Reforms in Moldova

Assessment of the macroeconomic impact of policy reforms under Moldova’s EU Growth Plan builds on in-
ternational methodology linking structural reforms to macroeconomic outcomes through key transmission
channels—total factor productivity (TFP), labor force participation, risk premium, and investment. A total of 153
reforms were consolidated into 23 reform scenarios, covering areas such as private sector development, eco-
nomic governance, connectivity, social capital, and energy security. The reforms were quantified and mapped
into a macroeconomic model (MFMod), allowing estimation of their impact on GDP, potential output, employment,
and investment dynamics. The framework combines both reform effects and public investment scaling-up path
under the EU Growth Plan. Each reform is associated with a transmission channel—for example, improvements in
digital connectivity raise TFP, while governance reforms reduce the risk premium and stimulate investment. The
magnitude of each reform is combined with elasticity estimates from the empirical literature to derive its effect
on macroeconomic variables. Public investment is projected to rise from about 1.0 percent of GDP in 2024 to
around 2.8 percent in 2028, before stabilizing slightly above 2 percent in the outer years.

The estimated impact of the EU Growth Plan should be interpreted as a lower-bound estimate, as the simu-
lations capture only the direct effects of the modeled reforms and do not fully account for potential positive spi-
llovers from implementation. These may include productivity gains in complementary sectors, stronger investor
confidence, enhanced policy credibility, and broader institutional improvements that could amplify the overall
economic impact over time. In addition, the simulation framework excludes 2025 and incorporates forecasts for
2026, both of which are significantly affected by external shocks. In particular, the 2026 outlook reflects higher
electricity procurement costs linked to the conflict in the Middle East. Consequently, part of the positive impact
of reform implementation is likely offset by these adverse external developments, suggesting that the underlying
effects of the reforms may be stronger than the simulated results indicate.

EU Growth plan 153 Grouping 72
Private sector development 32 Private sector development 13 23 Sf(ﬁ'lareios
wi

Connectivity and digital Connectivity and digital macro
) 1 ) 4
infrastructure infrastructure channels
Economic goverance 28 —) Economic goverance 16 — .
Social capital 21 Social capital 15

Investment
Green transition/natural capital 13 Green transition/natural capital O plan (24th)
Energy security and capital 24 Energy security and capital 24
Fundamentals 24 Fundamentals 1

Combined investment and structural reform scenario have the strongest potential impact on growth, with
growth 2.1 pp higher than in by 2030 baseline scenario. This reflects the transmission of reforms through
total factor productivity, the investment component of the reforms under the EU Growth plan and interest
rate premium. The investment-led scenario is also an important boost to economy, albeit at a lower magnitu-
de due to heavy content of imports in the investments, which drags the overall growth. The positive effect is
largely temporary and fades as the investment cycle matures, reflecting the typical pattern observed in other
EU accession countries where infrastructure spending stimulates short-term demand but does not sustain
long-term growth on its own. A similar distinction is observed in potential output dynamics: while investment
primarily boosts short-term demand and has a more limited immediate effect on potential GDP, structural re-
forms generate more durable gains by enhancing productivity and the economy’s underlying capacity. The
combined effect is slightly less than the sum of individual impacts due to overlaps, capacity constraints, and
moderating factors such as import leakages and crowding-out effects.



Table 1. Real growth rate impacts of different reform scenarios

Average
2027 (2026-
2030)

Baseline, real GDP growth, % change 2.2
Investments only, real GDP growth, % change 23 25 2.5 2.5 2.7 2.5
Policy/reform impact only, real GDP growth, % change 22 3.0 35 34 4.1 3.2

ined invest f i | GDP th
;Oérr]\z:ge: investments and reform scenario, real GDP growth, 26 33 37 36 0 5

Source: World Bank staff simulations using the MFMOD model

The simulation results reveal substantial heterogeneity across reform areas, with a small number of mea-
sures accounting for a large share of the projected growth gains. Streamlining and deregulating business
permits emerge as the single most impactful reform, increasing GDP level by about 1 percentage points above
the baseline by 2030. This reflects the significant constraints currently imposed by Moldova’s complex regu-
latory framework, which includes a high number of permits and administrative requirements. Simplifying these
procedures reduces compliance costs, lowers entry barriers, and supports firm expansion, thereby unlocking
private sector dynamism and productivity gains. Antifraud measures and protection of EU financial interests
could become an important source of growth, with spillovers to the broader economy through stronger bud-
get transparency, judicial and asset-recovery systems, and institutions managing EU funds. This could boost
investor confidence, improve public investment efficiency, and help Moldova use Growth Plan financing more
effectively to support jobs, productivity, and EU convergence. Energy security and efficiency reforms also
rank among the most powerful drivers of growth, increasing GDP by 0.8 percentage points above the baseli-
ne. These reforms focus on expanding renewable energy, improving efficiency, strengthening grid reliability,
and enhancing cross-border integration in electricity and gas markets. Given Moldova’s high dependence on
imported energy, these measures not only support growth but also enhance macroeconomic resilience by
reducing vulnerability to external shocks. Similarly, expanding dual education and digital skills, together with
improvements in insolvency and bankruptcy frameworks, could raise GDP by around 0.9 percentage points
above the baseline, underscoring the role of stronger institutions, better resource allocation, and higher in-
vestor confidence. Improvements in quality infrastructure, access to finance, public investment management,
customs reforms, and the rule of law could also generate moderate but meaningful gains, each adding around
0.2-0.3 percentage points to GDP above the baseline. These reforms operate through medium-term channels,
including human capital accumulation, improved firm capabilities, and enhanced production standards. Addi-
tional reforms—such as reforming the procurement process, improved connectivity and digital infrastructure,
teacher training programs, and capital market development—provide complementary support, with estimated
impacts ranging from 0.1 to 0.2 percentage points to GDP above the baseline.

In contrast, several reforms show limited direct effects on GDP within the simulation horizon. These include
measures in reforming salary system, social services, state-owned enterprise (SOE) restructuring, state aid
schemes, and health sector reforms. In many cases, the modest impact reflects either the limited scope of
the reforms—such as the relatively small number of SOEs subject to restructuring—or the fact that benefits
materialize primarily in the longer term. For example, social protection and health reforms play a critical role
in improving welfare and equity, but their contribution to short- and medium-term economic growth is less
immediate and therefore not fully captured in the model.

Overall, the results underscore the central role of governance quality, regulatory efficiency, and energy
sector reforms in driving growth. At the same time, they highlight the importance of complementary reforms
in human capital and public sector effectiveness for sustaining long-term convergence. These findings are
consistent with evidence from similar reform simulations in other countries in the region, where improvements
in institutional quality, digitalization, and regulatory frameworks have been identified as key determinants of
economic performance.



Table 2. Percentage points increase in GDP levels across different reform clusters
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Notes: Results depend on assumptions including full implementation, elasticity estimates, and investment efficiency, implying uncertainty around projections.

Source: World Bank staff simulations using the MFMOD model.

Table 3. Key Macroeconomic Indicators

Nominal GDP, MDL billion 2020 2021 2022 2023 2024  2025F 2026F 2027F 2028F
GDP, % real change 83 139 -46 12 03 2.4 1.9 2.9 32
Consumption, % real change 58 148 24 -14 13 35 1.6 2.7 2.8
Gross fixed Investment, % real change 5.6 19 -105 00 116 169 135 153 154
Exports, % real change -149 175 297 4.8 -43 4.4 5.4 6.9 7.2
Imports, % real change 95 212 182 -51 57 126 77 8.8 2.0
GDP deflator, % change 5.6 64 189 93 6.4 6.6 49 53 5.4
CPI, % change, average 38 51 287 134 47 7.8 7.2 5.5 5.0
Current account balance, % GDP 77 -124 -171 -111 -165 -196 -198 -189 -177
Remittances, % change, USD -04 138 -35 -21  -45 13 6.9 7.2 9.1
Terms of Trade, % change 42 38 -05 -72 100 0.1 0.1 05 0.8
External Debt, % GDP 701 637 659 607 567 585 606 640 665
Budget revenues, % GDP 314 320 333 337 341 355 354 352 352
Budget expenditures, % GDP 367 339 365 387 380 395 400 392 390
Fiscal balance, % GDP 53 -19 32 50 -39 -40 -46 -40 -38
Public debt, % GDP 364 338 361 357 388 392 420 434 440

Note: The projections do not incorporate the envisaged tax policy reforms or the accompanying mitigating measures, as the specific design, sequencing,
and timing of these interventions remain under discussion.

Source: Moldovan authorities, World Bank projections

Contacts: Marcel Chistruga, Sanja Madzarevic-Sujster

(+373) 22 262262 www.worldbank.org/en/country/moldova
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MOLDOVA'S LABOR MARKET — RESILIENT UNDER PRESSURE,
TRANSFORMING ONLY SLOWLY*

Moldova’s labor market has weathered
recent shocks relatively well.

Moldova’s labor market has shown resilience to recent
shocks, but underlying performance remains weak.
Labor force participation (LFP) increased following
the pandemic, reaching 54 percent among those
aged 15-64 in 2024, before declining to 52.3 percent
in 2025 following the adoption of the new census fra-

me. Despite this recovery, participation remains low
by international standards and has recently wea-
kened, particularly among women. The gender gap
in participation narrowed temporarily—from about 7
percentage points in 2019 to 3 percentage points in
2024—but widened again to over 6 percentage po-
ints in 2025. Overall, recent fluctuations mask a more
fundamental issue: Moldova continues to face struc-
turally low participation and employment rates.

Box 1. Key Labor Market Concepts

+  Labor Force Participation Rate: Share of the working-age population (15-64) that is either employed or

actively seeking work.

+  Employment Rate: Share of the working-age population that is employed.

+  Unemployment Rate: Share of the labor force that is actively seeking but unable to find work.

+ Inactive Population: Individuals neither working nor looking for work (e.g., students, retirees, discouraged

workers).

+ Informal Employment: Jobs that lack formal contracts, social protection, or legal coverage.

*  NEET: Young people Not in Employment, Education, or Training.

Yet, labor force participation and
employment remain well below
potential.

Participation rates are highest among prime wor-
king-age individuals (25-54) that are typically consi-

dered the most economically active group, but even
for this group they remain below international bench-
marks. Participation gains since 2019 have been ob-
served among workers aged 25-34 and 55-64, whi-
le youth (15-24) participation has remained broadly
stagnant (Figure 1).

Figure 1. Labor force participation (15-64), by gender (left), age group (right)
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Sursa: State Statistical Office, World Bank staff calculations.
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Labor force participation and employment in Mol-
dova remain well below both the European Uni-
on (EU27) average (around 75 percent) and the
upper-middle-income country average (around 70
percent). Compared to European Union countries and
to EU candidate countries in the Western Balkans,
male participation rates across most age groups are
below their averages, except for ages 65+ (Figure 2).
Moldova needs to bring more men in their prime wor-
king age to the labor market and delay retirement.

Female participation rate in Moldova is closer to the
Western Balkan average. Montenegro and Albania are
closer to or above the EU average of 82.4 percent
participation rate for those 25-54 years of age. Mol-
dova’s female participation rates are persistently be-
low EU averages across all working age groups, with
the largest gap being for youth and 25-54 age group.
This signals substantial untapped labor potential des-
pite low unemployment.

Figure 2. Labor force participation rate by gender, Moldova, EU, and the Western Balkans
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Sursa:State Statistical Office, Eurostat, World Bank staff calculations.

Working age population is shrinking
alongside declining unemployment.

The unemployment rate in Moldova remained low.
Younger workers saw an increase in unemployment
rate to over 11 percent in 2023, and a subsequent mo-
deration to 7.4 percent in 2025. This points to challen-
ges in school-to-work transitions in the context of
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high emigration. Encouragingly, unemployment rate
has stayed low among women and older workers
(55+) despite rising labor force participation (Figure
3). Yet, low unemployment is not a reflection of a
strong employment alone and should be assessed in
the context of emigration and low labor force parti-
cipation, where almost 50 percent of working-age
population is inactive.

Figure 3. Unemployment rate (15-64) by gender (left), by age (right)
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Demographic decline disguises Moldova’s true em-
ployment trends. Moldova'’s current employment nu-
mbers look stable or positive only because a higher
percentage of the remaining population is working,
even though the overall number of available workers
is shrinking. During the pandemic in 2020, employ-
ment per capita declined mainly because many indi-
viduals exited the labor force, while steady employ-
ment among those who remained active cushioned
the decline. In 2021-2022, this pattern reversed, as
the economy reopened, employment per capita in-

creased driven almost entirely by rising labor force
participation, with only a modest contribution from
the employment rate recovery. Post pandemic, pre-
viously inactive workers returned as the economy
reopened, but overall gains were dampened by a de-
clining working-age population and greater employ-
ment opportunities abroad (Figure 4). This means that
economic growth and labor market improvements will
depend more on activating inactive individuals than
on reducing unemployment further.

Figure 4. Employment per capita growth and its drivers (15-64)

3.50
3.00
2.50
2.00

1.50

1.00 o
0.50

Average contributions, p.p

-0.50

(@)

-1.00
-1.50

2020
2021

WAP B LFPR BER

©)
®)
(©)
N [\ <
N N N
o o o
N N N

@ Total jobs per capita growth

Source: LFS annual data; authors’ calculations. Note: WAP: Working Age Population; LFPR: Labor Force Participation Rate; ER: Employment Rate.

Moldova’s labor market is best understood when
domestic labor market outcomes and international
migration flows are looked at together. Over the
past two decades, Moldova has experienced a sus-
tained net emigration, with a significant share of its
working age population either working abroad or ha-
ving migration intentions®*This creates a structurally
different adjustment mechanism compared to most
economies: labor supply is highly mobile across bor-
ders, not just across sectors domestically.®

Migration directly affects labor force participati-
on decisions. For many individuals—especially youth
and prime age men—migration acts as an alternative
to domestic labor market entry, reducing participa-
tion, while return migration or changes in external
conditions can quickly increase participation. At the
same time, due to the proximity to the EU, migration
raises reservation wages, as households benchmark
domestic earnings against wages abroad. Combined
with support through remittance income, this redu-
ces incentives to accept low productivity or low pay
jobs domestically and contributes to skills underuti-
lization.”

> Moldova Extended Migration Profile 2010-2015.

Migration shapes Moldova’s labor market through
three main channels. First, it directly reduces the do-
mestic labor supply. Since younger, better educated,
and highly mobile individuals are disproportionately
likely to emigrate, this ongoing trend triggers seve-
re skill shortages and dampens the economy’s ca-
pacity for structural transformation. Second, migra-
tion raises reservation wages. Because households
frequently compare domestic job opportunities with
higher-wage prospects abroad, incentives to accept
low-productivity local jobs are significantly redu-
ced. Third, while return migrants have the potential
to infuse the domestic economy with new skills and
experience, their successful reintegration depends
also on the availability of adequate job opportunities.
Returnees’ needs often include financial assistance,
employment with a better salary, employment near-
by, employment in their field, and recognition of fo-
reign qualifications.

Anincrease in labor force participation does not au-
tomatically translate into higher domestic employ-
ment. A portion of the newly activated labor supply
may be absorbed abroad, particularly when domestic

6 The limpact of the War in Ukraine on the Moldovan Returnees from Abroad, IOM
’ The Impact of the War in Ukraine on the Moldovan Returnees from Abroad, IOM



labor demand is weak or mismatched with available
skills. This implies that labor market improvements
depend not only on activating workers but also on
expanding the domestic demand for labor, especially
in higher productivity sectors. Without stronger job
creation and structural transformation, participation
gains are likely to manifest in higher migration rather
than sustained increases in domestic employment
and productivity, particularly for men and youth.

Slow labor sectoral shifts reflect
insufficient economic dynamism.

Moldova’s structural transformation remains slow,

with a slight decrease in employment in agriculture
and slight increase in employment in skilled services.
Between 2019 and 2024, the share of employment in
agriculture fell from 20 to 18 percent, while employ-
ment in ICT, professional services, and education ex-
panded only slightly. Industry, particularly manufac-
turing, remained broadly stable at about 12 percent of
total employment. Trade remained the second largest
employer but its share fell from 17 to 15 percent over
the period. Employment in health and education rose
from 17 to 19 percent. ICT employment increased from
2.1to 3.6 percent, likely linked to rising IT services ex-
ports (Figure 5).

Figure 5. Sectoral composition over time
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Source:LFS annual data; authors’ calculations.

Slow structural transformation reflects weak firm
dynamism and limited expansion of high-produc-
tivity sectors. The increase in ICT and professional
services employment is encouraging but remains
marginal and too small to drive aggregate producti-
vity gains. This suggests that constraints to firm en-
try, growth, and scaling in tradable sectors continue
to limit demand for higher-skilled labor. At the same
time, the persisting concentration of employment in
low-productivity sectors - agriculture and low-value
services - points to a structural demand constraint.
Without stronger growth in productive sectors, im-
provements in skills and education may not be fully
absorbed domestically, reinforcing outward migration
pressures.

Informality remains high even with
wage employment growing in recent
years.

The share of wage employment has been increa-
sing, indicating movements into more productive
work. In 2024, 81 percent of Moldovan workers were

W Manufacturing

M Professional activities

50% 60% 70% 80% 90% 100%

M Electricity and gas B Water

M Hotels HICT

Administrative activities M Public administration

H Other services B Households as employers

wage employees, up from 78 percent in 2019. This re-
flects a gradual move away from micro-businesses
and self-employment toward more productive wage
jobs. About 17 percent of workers in Moldova are in-
formally employed, with an aggregate decline since
2019. Informality is highest in agriculture for wage
workers, and in construction for the self-employed.

Informality is concentrated among low skilled and
disadvantaged workers. In Moldova, informal em-
ployment follows distinct demographic and professi-
onal fault lines. According to international classificati-
on standards, informality is dense among low-skilled
laborers (including services, trades, and agriculture)®,
rural populations, less-educated wage workers, and
youth (ages 15-24) (Figure 6).

& Workers in occupations 4-9 according to the 1-digit International Standard Classification of Occupation, which are clerical support workers, service and
sales workers, skilled agriculture, forestry and fishing workers; craft and related trades workers, plant and machine operators, and assemblers; and

elementary occupations.



Figure 6. Informality by key characteristics wage workers (left), self-employed (right) (2024)
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Source: LFS annual data; authors’ calculations.

Although informal wage workers are overrepre-
sented at the bottom of the earnings distribution,
most of the wage gap between informal and formal
workers is explained by differences in education,
age, occupation, and sector rather than informality
itself. The raw informality wage penalty is large: 26
percent in 2024 and 28 percent in 2019. Once the-
se characteristics are controlled for, the gap shrinks
sharply and becomes statistically indistinguishable
from zero in 2024 (and falls to about 10 percent in
2019). In other words, the wage disadvantage is dri-
ven mainly by low skills, not informality status, hig-
hlighting the importance of productivity-enhancing
reforms alongside formalization efforts.

Tertiary education is a major driver of
better labor market outcomes, while
gender wage gap persists.

Tertiary education is associated with substantially
higher wages. Wage workers with tertiary educati-
on in Moldova earn (hourly) wages about 57 percent
higher than workers with less than upper secondary
education. Returns to tertiary education remained
broadly stable between 2019 and 2024. The urban-
rural wage gap narrows from about 25 to 15 percent
after accounting for education, reflecting higher sc-
hooling levels in urban areas. Secondary education
carries only a modest premium of around 10 percent
compared to workers with less than upper secon-
dary education. This premium disappears once sector
and industry are taken into account. This suggests
that many workers with secondary education are
employed in jobs that do not fully utilize their skills,
which weakens the wage premium for this group and
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may increase incentives to seek better opportunities
abroad.

Foundational learning is critical for development
of Moldova’s future workforce. Limited access to
quality early childhood education contributes to en-
trenched inequalities that later show up in learning
outcomes. Moldovan students perform more than two
school years behind their OECD peers in mathema-
tics, reading, and science, with the largest deficits in
rural and disadvantaged areas. Digital learning oppor-
tunities are also scarce. Less than one in five students
has access to digital education tools, compared to
around 85 percent in the EU, highlighting the need for
technology enabled teaching and stronger internati-
onal exposure. At the tertiary level, the system is not
keeping pace with labor market needs. Few students
graduate in science, technology, engineering, and
mathematics (STEM). Curricula remain outdated, and
more than 60 percent of jobseekers lack professio-
nal qualifications. Employers report that only about
half of graduates possess adequate practical skills,
particularly in education, mathematics and statistics,
and environmental sciences, and consistently call for
more hands on training, modernized programs, and
expanded internship opportunities to ensure gradu-
ates are better prepared for absorption in the labor
market.

Women have more high- and medium-skilled jobs
than men, but their wages are lower than those of
men with comparable education. A gender wage gap
of about 5 percent emerges when controlling for edu-
cation in econometric wage regressions, indicating
that women earn less than men at similar education
levels. This difference may partly come from sectoral



differences in the employment of men and women.
In 2024, 53 percent of employed women worked in
the public sector, compared with 30 percent of men.
However, women earn less than men in nearly all sec-
tors except agriculture. For instance, in skilled market
services, men earn roughly 40 percent more than in
agriculture, while the corresponding premium for wo-
men is only about 20 percent.

Moldovan youth face high levels of
inactivity and unemployment.

While Not in Employment, Education or Training
(NEET) rates are very low among the 15-19 year
olds, inactivity among 20-24-year-olds reflects a
transition phase with a mix of schooling, job sear-
ch, and disengagement. Around 87 percent of both
young men and women are inactive and in school, lea-
ving virtually no NEET population among youth aged
15-19. However, focusing on the 20-24 age group, 16
percent of 20-24-year-old men and 25 percent of
20-24-year-old women are inactive and out of scho-
ol, forming the core NEET population.

Youth working abroad may be misclassified as in-
active, distorting labor force indicators. While labor
force statistics typically classify individuals working
abroad as employed if they maintain strong ties to the
domestic economy, survey responses suggest that

many young people engaged in temporary or informal
work abroad report themselves as inactive. This cre-
ates an apparent inconsistency between measured
labor force participation and self-reported activity.

Among the group of greatest concern, that is the
inactive out-of-school youth, the majority of men
actually report working abroad while young women
mention care responsibilities more frequently. For
young men, inactivity is dominated by labor-related
factors rather than detachment. More than half the
inactive and out-of-school men report working ab-
road, reflecting early engagement in international
migration, while another quarter of these men report
being inactive due to sickness (Figure 7). In contrast,
young women’s inactivity is overwhelmingly driven by
care and family responsibilities, which are mentioned
by two-thirds of inactive and out-of-school young
women, indicating early transitions into unpaid care
roles even before stable labor-market attachment is
established. Migration plays a much smaller role for
young women, while those reporting being sick ac-
counts for a more limited share. These differences
suggest that, among out-of-school youth, inactivity
reflects early gender specialization, with young men
entering international work trajectories and young
women withdrawing into family roles at the very start
of working life, patterns that risk shaping long-term
employment prospects and reinforcing gender gaps
over the life cycle.

Figure 7. Reason for inactivity by gender among out-of-school 15-24-year-olds, 2024
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Among those who do participate in the labor mar-
ket, high youth unemployment and low-quality jobs
for those who work point to difficulties in genera-
ting suitable jobs. Migration opportunities and high
reservation wages play a central role. A large share of
young people compare domestic job offers to poten-
tial earnings abroad, and Labor Force Survey results
indicates that around 42 percent of youth report
refusing jobs because of low pay (Figure 8). Many

young Moldovans may be actively holding out for
better-paying opportunities, often outside the coun-
try. In other cases, there may not be enough suitable
opportunities where youth with mobility restrictions
(especially women) reside. These factors underline
the risk that Moldova’s youth may not fully develop
or deploy their productive potential in the domestic
economy.

Figure 8. Main reasons to turn down a job, 2024

. Reservation wage

. Mobility and family constraints

All

Youth

[ Job characteristics (beyond wage)

. Would accept a job under any circumstances

Women

Source: LFS annual data; authors’ calculations. Note: Unemployed individuals aged 15-64. Youth = 15-24-year-olds. Job characteristics include low-skilled jobs, re-qualification,
no contract, inadequate work environment, uninteresting work, and unfavorable work conditions. Mobility and family constraints include relocation, long commute, and family

separation. Number of observations: All (430), Women (225), Youth (56).

For those employed, there is scope
to enhance job quality through more
stable jobs, higher wages, and better
working conditions.

Employed youth face limited access to stable, formal
employment at labor-market entry, resulting in dis-

proportionate exposure to informality and weaker
working conditions. One in four working youth is in
informal employment compared to 19 percent among
25-64-year-old workers (Figure 9).° These patter-
ns point to structural barriers at the school-to-work
transition, where young people gain initial labor-mar-
ket access primarily through low-quality employment
rather than through stable career pathways.

Figure 9. Job Quality dimensions, 2024, age (left) and gender (right)
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Source: LFS annual data; authors’ calculations. Note: Employed individuals aged 15-64. The definition of informality is the same as in Section 3 and as the definition of the NBS.

?Informality of wage employees refers to wage employees who satisfy at least one of the following conditions: the employer does not pay social contribu-
tions for them, and/or does not benefit from paid annual leave, and/or in case of iliness or trauma, do not benefit from paid sick leave. Informal self-employ-
ment refers to own account workers and employers whose enterprise is not registered; and contributing family workers, working in formal or informal sector
enterprises.



Policy Priorities: Turning Labor
Market Resilience into Sustained
Improvements in Jobs and Labor
Market Outcomes.

Moldova faces a labor market paradox: low unem-
ployment-at less than 4 percent in 2025-and low
labor force participation, at 52 percent, especially
for women, youth and elderly. This issue is com-
pounded by tightening demographic pressures: the
working-age population has already shrunk markedly
and is projected to fall further by 2050. While in-
creasing participation could expand labor supply, the
main constraint lies on the demand side. Moldova’s
economy generates too few high-productivity, we-
lI-paying jobs to absorb its growing pool of educated
workers. As a result, many individuals either remain
inactive or seek opportunities abroad. Addressing
skills mismatches require both: better preparation of
workers and stronger demand for their skills. Ultima-
tely, Moldova’s core challenge is not merely creating
more jobs, but fostering better jobs that can effecti-
vely retain and utilize its domestic talent.

To create better jobs, government needs to actin a
coordinated and decisive way and focus on:

+  Creating the foundational infrastructure for jobs:
building future-ready skills, raising participation,
extending working lives, using migration strategi-
cally, supporting youth transition and activation,
improving job quality and inclusion;

+ Strengthening governance and creating a pre-
dictable regulatory environment: building firm
capabilities and supporting technology adoption,
fostering competition, reforming State-Owned
Enterprises (SOEs), regulatory reforms, suppor-
ting innovative and high performing start-ups,
building innovative ecosystem; and

+  Mobilizing private capital for the private sector
to expand and create more and better jobs: pro-
moting digital and green upgrading of firms, con-
necting to the global markets, attracting private
sector finance for transformation.

1. Support higher labor force participation, espe-
cially among women and youth

+ Develop dedicated Active Labor Market Poli-
cies (ALMP) tracks for youth, women, vulnerable
groups, and rural households that address spe-
cific barriers to participation and school to work
transitions, supported by better labor market in-
formation systems with timely, gender disaggre-
gated data.

+  Clarify and modernize regulations for flexible and
part time work, while ensuring proportional bene-
fits and protections, to make it easier for young
parents and caregivers, especially women, to en-
ter and remain in the labor market.

Expand access to affordable, quality care servi-
ces for children and the elderly to ease care bur-
dens, particularly for women, and enable higher
and more stable labor force participation.

Improve the school-to-work transition with
ALMPs supporting job matching as well as ups-
kiling and aligning skills training with labor
market needs

Gradually increase investment in public employ-
ment services and ALMPs toward levels observed
in EU peer countries, while enhancing their effec-
tiveness through digital tools for job search and
matching.

Upgrade the labor-market information system to
provide timely gender-disaggregated data, iden-
tify skills shortages for domestic and foreign labor
to fill, track levels and trends of key labor market
indicators in real time, and reduce skills mismat-
ches by informing evidence-based interventions.

Expand sectoral skills councils to new sectors to
identify emerging occupations and enhance pri-
vate sector consultative role and the capacity to
design and implement relevant, high-quality trai-
ning programs.

Develop skills forecasting as an active policy tool
by building an integrated labor market informati-
on system to shift from reactive to forward-loo-
king labor market policies.

Leverage migration and diaspora engagement
to strengthen domestic labor markets

Update migration policies to better engage the
diaspora and manage immigration, to help allevi-
ate labor shortages and bring skills, investment,
and networks back to Moldova.

Simplify procedures for residency and work per-
mits, including for displaced persons and remote
workers, to support their integration into the la-
bor market and channel part of outward migration
into productive domestic employment.

Accelerate skills and education reforms to align
with labor market needs

Update migration policies to better engage the
diaspora and manage immigration, to help allevi-
ate labor shortages and bring skills, investment,
and networks back to Moldova.

Simplify procedures for residency and work per-
mits, including for displaced persons and remote
workers, to support their integration into the la-
bor market and channel part of outward migration
into productive domestic employment.
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Boost productivity and formal job creation
through a better business environment

Simplify business regulations and licensing, fos-
tering competition across sectors, and improve
G2B services.

Expand access to finance for MSMEs to encoura-
ge entrepreneurship, formalization, and job crea-
tion, including among youth.

Restructure SOEs and privatize those in commer-
cial sectors to ensure level-playing field.

Strengthen Labor Formalization

Adopt a risk based approach to enforcement, to
shift from broad, untargeted inspections toward a
risk based compliance system.

Enhance data integration and digitalization.

Formalization efforts should be anchored in stron-
ger engagement with employers’ associations
and trade unions. For instance, business associ-
ations can help in identifying informal practices,
while unions can help report wage under-decla-
ration.
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