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After twin shocks: economy expected to recover in 2021 

2020 was a challenging year for the Moldovan econ-
omy. In addition to the impacts of the COVID-19 crisis, 
the country was affected by a severe drought in the 
agricultural sector. Based on our macroeconomic 
model, we forecast a decline in GDP of 6.7% for 2020 
– its deepest downturn in over a decade. Out of this, 
the agricultural sector accounts for one-third of the 
GDP decline. Besides agriculture, the economic de-
cline was mainly driven by a sharp drop in private con-
sumption. Despite announcing a range of fiscal stimu-
lus measures, public spending actually went down in 
2020, even though more options for external financing 
in the form of pandemic relief and emergency loans 
became available. Nevertheless, we predict that the 
economy will grow by 4.5% in 2021, as consumption 
and investments pick up. Meanwhile, the political fu-
ture remains uncertain after PM Ion Chicu resigned 
and an interim government took over the responsibil-
ities of the administration. In this situation, it remains 
unclear whether Moldova will receive external fund-
ing through a new IMF programme amounting to    
USD 558 m.  

Background 

In 2020, Moldova was affected by twin shocks: the 
COVID-19 pandemic and a severe drought in the agri-
cultural sector. Similar to many other countries, domes-
tic restrictions to contain the pandemic had negative 
effects on the Moldovan economy. At the same time, 
the economic downturn in partner countries negatively 
affected foreign trade. In addition, the drought led to a 
significant decline in the agricultural sector, which ac-
counts for around 10% of GDP. 

Twin shocks explain large decline of GDP in 2020 

As a result of the twin shocks, we estimate a GDP de-
cline of 6.7% for 2020. On the supply side, this effect 
was mainly driven by agriculture and the service sector, 
which suffered under COVID-19 restriction measures. 
The agricultural sector, which dropped by 27% in 2020, 
accounted for around 2-3 percentage points (pp.) of the 
GDP decline. Industry and manufacturing also experi-
enced a sharp downturn in Q2, but started to recover 
from Q3 on. Only the construction sector contributed 
positively to GDP growth, though the performance was 
weaker than in previous years. On the demand side, pri-
vate consumption was the main driver of the GDP de-
cline. 

For 2021, we forecast GDP to grow by 4.5%. This recov-
ery is backed by a strong increase in private consump-
tion and gross fixed capital formation (investment). 
Nevertheless, uncertainties around this outlook 

remain, depending on both the containment of the 
pandemic, economic support measures of the govern-
ment and its ability to finance these. 

GDP growth and its contributions 

 
Source: GET forecast 

Strong recovery of foreign trade expected for 2021 

Moldova’s foreign trade also suffered under the twin 
shocks in 2020. Exports dropped by 13%, mainly driven 
by a decline in manufacturing of textiles and electronic 
parts for the automotive industry as well as agriculture. 
Imports of goods also decreased strongly by 9% as do-
mestic demand for consumption and investment 
slumped. Considering that imports are much larger 
than exports, the net effect of the trade balance on GDP 
was positive, albeit small, with 0.1 pp. 

As the COVID-19 pandemic starts to wane in 2021 with 
successful vaccination campaigns, demand for Moldo-
van exports is forecast to pick up again, resulting in an 
expected export growth of 12.6%. Similarly, imports are 
predicted to grow by 14.3% in 2021 as the domestic 
consumption climate improves and investments in-
crease. 

Development of foreign trade 

 
Source: Ministry of Economy and Infrastructure, *estimate/forecast 
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Inflation and exchange rate stable during crisis 

Amid the recession, the National Bank of Moldova 
(NBM) used its monetary policy tools to support the 
economy. It lowered the policy rate significantly from 
5.50% at the end of 2019 to the current 2.65%. In addi-
tion, required reserves, a powerful instrument of mon-
etary policy in Moldova, were lowered for liabilities in 
Leu and increased for those in foreign currencies. This 
improved liquidity and contributed to further de-dollar-
ization. As a result, inflation has remained stable with 
an average of 4% in 2020. For 2021, NBM expects a de-
crease of the inflation rate to 2.5%. This would mean a 
drop below the NBM’s inflation target corridor of 3.5%-
6.5%. 

International financial flows were also affected by the 
COVID-19 crisis. Remittances for example, which play a 
large role in the Moldovan economy, went down con-
siderably during the first months of the pandemic. 
However, from Q2 on, remittances increased steadily 
beyond 2019 levels. This trend was mainly driven by re-
mittances from EU-countries, while those from CIS-
countries decreased compared to the year before, re-
flecting a long-term trend. At the same time, the in-
crease in total remittances could at least partly be a re-
flection of closed borders, which made money 
transport by personal travel more difficult and raised 
transfers through official channels.  

Budget deficit increased considerably 

In 2020, Moldova had a budget deficit of 5.4% − a con-
siderable increase compared to the last three years.  
This deficit was made possible by the greater availabil-
ity of external funding through COVID-19 response and 
relief mechanisms such as emergency loans from the 
IMF and the EU. At the same time, the Moldovan Min-
istry of Finance had planned a deficit of 8% for the year, 
suggesting some under-execution of the budget de-
spite sufficient funding. However, this policy reflects 
uncertainty regarding future financing options. 

Therefore, there is some room for the government to 
take additional actions to support the economy and 
speed up the recovery process in 2021. So far unem-
ployment benefits and social assistance payments have 
been increased. In terms of support to businesses, the 
majority of measures have focused on tax relief such as 
a VAT reimbursement programme for companies af-
fected from closures as well as cuts in the VAT rate for 
businesses in the hospitality and food services sector 
from 20% to 15% and now to 12% since January 2021. 

Meanwhile, several financial assistance programmes 
for Moldova are still outstanding. These include the 
second tranche of an EU macro financial assistance loan 
of EUR 50 m and a new IMF programme of USD 558 m. 

If Moldova can fulfil the conditions needed for approval 
and disbursement, including reforms related to the in-
dependence of the National Bank, corruption preven-
tion, public procurement and customs policy, the op-
tions for support measures to the economy would be 
greatly expanded.  

Outlook 

The economic outlook for Moldova in 2021 is positive, 
but relies on positive outcomes regarding external fi-
nancial assistance as well as containment of the COVID-
19-pandemic, not only in Moldova, but also among 
partner countries. Meanwhile, the political situation in 
Moldova remains uncertain. After Prime Minister Ion 
Chicu resigned, an interim government has taken over 
the tasks of the administration. At the moment it is un-
clear, when a new government will be appointed or 
whether snap elections will be held. In this situation, 
external financial assistance may not be easily forth-
coming. 
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