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1. Introduction

Background
• WHO declared Covid-19 a global pandemic on March 11
• In line with the international response, the government of Moldova 

enacted strict containment measures in order to avoid a spread of the 
pandemic and prevent a public health crisis 

• Domestic containment measures in combination with negative effects 
from global markets are likely to severely affect the Moldovan 
economy (“Corona crisis”)

Purposes of this Policy Briefing
• Forecast of GDP taking into account the effect of domestic measures 

and external effects
• Estimation of economic impact from Corona crisis
• Initial policy recommendations for dealing with the Corona crisis
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Impact chanels of Corona crisis on Moldovan economy

Domestic shock 
• Effect of containment measures 

‒ Closures of shops, restaurants, etc.
‒ Limitation of transport 
‒ Closure of schools and 

kindergartens
• Effect on consumer and investor 

confidence

Impact on gross domestic product (GDP)

External shock 

• GDP decline of main trading partners
• Declining remittances inflows
• FDI

• Corona crisis means Moldovan economy will be affected by an 
external shock as well as an domestic shock resulting from the 
necessary “economic lockdown”
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2. Approach for estimating the impact of Corona crisis

• We use our existing dynamic equilibrium model in order to 
forecast the main economic indicators taking into the account 
the effects of the Corona crisis

Steps
1. Quantification of domestic shock based on assumptions 

regarding effects of containment measures
2. Update of external variables (e.g. GDP of main trading partners) 

to reflect external shock
3. Update of economic model to incorporate both shocks
4. Model-based forecast of GDP and main economic indicators 

taking into account both shocks
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3. Assumptions regarding domestic measures
• The table below shows the assumed decline of the sectors or economic indicators affected by the domestic 

containment measures

• Assumption: current measures stay in place in full until end of April, gradual lifting in May, most restrictions 
lifted in June 

Containment measure / 
type of shock

Sectors / 
economic indicators 

affected
March April May June July Aug Sep Oct Nov Dec

1. Domestic shocks (containment measures)

Closure of non-essential 
retail and services

Non-food retail -25% -70% -35% 0% 0% 0% 0% 0% 0% 0%

Personal services -25% -75% -35% 0% 0% 0% 0% 0% 0% 0%
Closure of restaurants, 
hotels, cafes, 
entertainment

Hotels, restaurants, 
entertainment -35% -75% -35% 0% 0% 0% 0% 0% 0% 0%

Limited domestic 
transport

Domestic transport 
services -25% -50% -25% 0% 0% 0% 0% 0% 0% 0%

Restricted international 
transport

International flights -35% -75% -50% -50% -25% -25% -25% -25% -25% -25%

Imports -5% -10% -5% -5% -5% -5% 0% 0% 0% 0%

Exports -5% -10% -5% -5% -5% -5% 0% 0% 0% 0%

Consumer confidence non-food retail 0% -10% -20% -20% -20% -10% -10% -10% -10% -10%

Investor confidence Investments 0% -50% -50% -50% -40% -40% -40% -30% -30% -30%
Source: GET calculations 
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Quantification of domestic shock (monthly)
• The table below shows the estimated direct reductions resulting from containment measures (MDL m).

• April assumed to be the month with the largest cumulative decline from the domestic shock of MDL 5.4 
bn. 

• Important: This does not mean that GDP will decline by the same amount. As consumer spending and 
investments typically contain a large import share, declining import demand will mitigate the effect on 
GDP. 

• Declining consumer and investor confidence adds to the effect of the actual containment measures and 
are assumed to remain muted even after lockdown ended.  

Containment measure / 
type of shock

Sectors / 
economic indicators 

affected
March April May June July Aug Sep Oct Nov Dec

1. Domestic shocks (containment measures)
Closure of non-essential 
retail and services

non-food retail -900 -2400 -1200 0 0 0 0 0 0 0

Personal services -400 -1300 -600 0 0 0 0 0 0 0

Closure of restaurants, 
hotels, cafes, 
entertainment

Hotels, restaurants, 
entertainment -200 -400 -200 0 0 0 0 0 0 0

Limited domestic transport Domestic transport services -100 -200 -100 0 0 0 0 0 0 0

Restricted international 
transport

International flights -100 -300 -200 -200 -100 -100 -100 -100 -100 -100
Imports -500 -1000 -500 -500 -500 -500 0 0 0 0

Exports -300 -500 -300 -300 -300 -300 0 0 0 0

Consumer confidence non-food retail 0 -200 -700 -1000 -1000 -500 -500 -500 -500 -500
Investor confidence Investments 0 -1100 -1100 -1100 -800 -800 -800 -600 -600 -600

Cumulative effect -1500 -5400 -3900 -2100 -1700 -1200 -1400 -1200 -1200 -1200

Source: GET calculations 
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Quantification of domestic shock (quarterly)
• The table below shows the estimated direct reduction of demand resulting from the domestic 

containment measures (MDL million) for each quarter in 2020.

• Domestic shock assumed to lead to a decline in demand and output of about MDL 11.4 bn in Q2 
2020. 

• Demand effect from domestic shock assumed to amount to MDL 20.8 bn in 2020. 
• However, actual GDP decline will be smaller as declining imports offset the effect.

Containment measure / 
type of shock

Sectors / 
economic indicators 

affected
Q1 2020 Q2 2020 Q3 2020 Q4 2020 2020

1. Domestic shocks (containment measures)
Closure of non-essential retail and 
services

Non-food retail -900 -3600 0 0 -4500

personal services -400 -1900 0 0 -2300
Closure of restaurants, hotels, cafes, 
entertainment Hotels, restaurants, entertainment -200 -600 0 0 -800

Limited domestic transport Domestic transport services -100 -300 0 0 -400

Restricted international transport
International flights -100 -700 -300 -300 -1400
Imports -500 -2000 -1000 0 -3500
Exports -300 -1100 -600 0 -2000

Consumer confidence Non-food retail 0 -1900 -2000 -1500 -5400
Investor confidence Investments 0 -3300 -2400 -1800 -7500

Cumulative effect -1500 -11400 -4300 -3600 -20800

Source: GET calculations 
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4. Assumptions about external shock

• External shock: in addition to domestic shock, external shock expected as exports, 
imports and remittances will decline due to recessions in economies of main trading 
partners.

 External shock on its own likely to significantly reduce GDP growth. 
GDP forecasts main trading partners: before vs. after corona shock

Source: IMF WOE Oct 2019, JP Morgan Russia, own assumptions 

Next step: Update of economic model with assumptions of domestic and external shocks 
to obtain GDP forecast for 2020.
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5. GDP forecast and Corona crisis impact

• Effects from domestic shock and external shock are incorporated into the 
macro-economic model in order to forecast GDP for 2020.

• We forecast GDP to decline by 6.3% in 2020 compared to 2019.
• In comparison: previously IMF forecasted 3.8% GDP growth for 2020 (WEO,

October 2019)
• Thus, Corona effect: overall GDP reduction of 10.1%

Corona effect
on GDP: -10.1%

Sources: IMF, GET calculations
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GDP forecast

• Real GDP to decline by 6.3% in 
2020 

• In comparison: previously 
growth of 3.8% was expected 
for 2019

• Recovery in 2021 with 5.5% 
GDP increase

• Q2 2020 expected to be the 
quarter mainly effected by the 
corona crisis with a GDP decline 
of 8.3% compared to the Q1 
2020

• Note: the economy was already 
weak in the second half of 2019 
with negative quarterly growth 
in Q3 and Q4

Real GDP annual growth
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Impact on GDP components (demand side)

• Domestic consumption likely to decline by 
10% in 2020 mainly caused by 
containment measures, but also decline in 
consumer confidence due to economic 
uncertainty and declining remittances

• So far no significant stimulus from 
government spending assumed

• Exports expected to decline by 8% in 2020 
due to sharp decline in GDP of main 
trading partners

• Investments to decline by 16% on the back 
of reduced investor confidence, capital 
flight, declining remittances

• Stark contraction of import demand by 
17% in 2020 will soften the economic 
decline, as net exports increase

• Indeed, imports only positive growth 
contribution in 2020

• 2021: recovery of consumption, 
investments, exports and imports

GDP components annual growth

Growth contribution
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Conclusions

• Corona crisis to lead to a severe economic downturn with a 6.3% 
decline of GDP expected in 2020 compared to 2019.

• Downturn more severe than during the international financial crisis 
of 2008/2009.

• Comparison with 2020 GDP growth forecast prior to crisis suggests 
overall Corona impact will lead to ca. 10% GDP reduction. 

• Effect of domestic containment measures, which were absolutely 
necessary to avoid public health crisis, amplified by external shock 
resulting from sharp decline in exports and remittances.

• Current assumption: downturn short-lived with growth to return in 
the second half of 2020.

• But: speed of recovery and depth of downturn depends on 
government support measures provided over the coming months.
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Recommendations

• Speed of recovery and depth of downturn depends on government support 
measures provided over the coming months. 

• Affected businesses need to be provided with liquidity in order to avoid wave of 
insolvencies, which would otherwise reduce economic potential and slow down 
recovery.

• Additionally, government needs to start planning and communicating steps and 
criteria for ending “economic lockdown” as this will improve confidence of 
consumers and investors.

• In addition to support measures, significant fiscal stimulus needed once lockdown 
measures have been lifted to fill demand gap.

• However, currently risk of cuts in government spending due to short-fall in fiscal 
revenues due to the slump in economic activity. 

• It is positive that IMF emergency loans and World Bank funding could be secured 
as this helps to cover short-term financing needs. 

• Further macro-financial assistance from IMF, EU and other feasible sources needs 
to be activated to provide funding for fiscal stimuli to assist the economic 
recovery.
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