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Need for more fairness in the pension system 
 

Given the fast rising share of people in pension age, it 
is important that Moldova’s social security system 
performs well in preventing poverty and providing 
income replacement for the elderly. However, while 
outright poverty among the old people is reasonably 
low, a large share of people in pension age is almost 
poor. So while social security can prevent outright 
poverty, the pension system does not provide a suffi-
cient pension. Indeed, at the moment there is only 
little incentive to pay contributions once a minimum 
pension is secured. Especially, as the government 
rewards people with low pensions further by grant-
ing them top-up payments. To make the system fair-
er and more attractive the government needs to 
make a clear division between social insurance (“you 
get what you pay for”) and social assistance which 
protects the poor.  
 
Background 
Like in many other countries, Moldova’s population is 
aging fast. This increases the need for a well working 
social security system for the elderly. Essentially, social 
security for the elderly needs to achieve two objec-
tives: Firstly, it should provide an income insurance 
which upon retirement provides the elderly with a 
pension high enough to replace a reasonable share of 
their previous wage incomes (income replacement). 
Secondly, for those in retirement age who do not have 
a sufficient income from other sources, social policy 
should guarantee a subsistence income that allows 
them to meet their basic needs and avoid poverty 
(poverty prevention).  
 
Old-age poverty in the current system  
Measured against those two objectives, Moldova’s 
social security system for the elderly is quite good at 
preventing outright poverty. The absolute poverty rate 
(according to the official definition) has been falling 
consistently since 2009, with around 15% of house-
holds headed by pensioners living below the poverty 
line in 2014. This is only moderately higher than the 
poverty rate of average households and in magnitude 
similar to other CIS countries. However, while outright 
poverty is low, a large share of people in pension age 
is almost poor with average per head income (pension, 
wage, remittances, etc.) of MDL 1,480 (USD 75) per 
month. But while poverty prevention works rather 
well, income replacement is not so successful.  
 
 
 

Absolute poverty rates 

Sources: National Institute for Economic Research Moldova 

 

Existing social security instruments 

The problem lies in the way Moldova’s social security 
system for the elderly is organised. Indeed, a review of 
the existing system shows that there is no clear divi-
sion between social insurance and social assistance. 
For example, a minimum pension of MDL 860 is paid to 
a large share of pensioners as long as they can show 
30 years of employment; regardless of how much they 
actually contributed during that time. Thus, the mini-
mum pension is not really a social insurance instru-
ment but rather resembles social assistance. Also, 
given that in 2015 the average pension was only 
MDL 1,115, there is very little incentive for most peo-
ple to contribute beyond the 30 years required to 
reach the minimum pension. Not only is this unfair, it 
also means that ever less people are willing to con-
tribute to the pension system. 

Furthermore, in 2014 the government introduced a 
monthly pension top-up of MDL 180 for pensions 
below MDL 1,500. While well-intentioned, the meas-
ure greatly reduced the motivation to earn a pension 
of more than MDL 1,500.  

The inherent unfairness and incentive problem be-
comes even more evident when comparing the typical 
incomes of those relying on social assistance with 
those who receive a pension. In fact there is little 
difference in the income levels, regardless if a retiree 
depends on social assistance, receives a minimum 
pension or reaches the average pension level. Con-
tributing to the system just does not pay off. The fact 
that there is a large number of support measures 
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aimed at the elderly with wildly varying entitlement 
criteria, further complicates the situation.  
Pensioners constitute the most important share of the 
electorate, and over time “give-aways” before elec-
tions have created the existing patchwork of instru-
ments.  
  

Representative cases of old-age pensioners 

 
Sources: Own analysis based on Household Budget Survey 
 
Policy recommendations 
Given the short-comings of the current system, the 
reform strategy for the government should be a clear 
division between social insurance and social assistance 
– between income replacement and poverty preven-
tion. To achieve this, the current minimum pension 
should become means-tested and be incorporated 
into the general social assistance system (guaranteed 
minimum income). Only those elderly, who cannot pay 
for their basic needs, will receive income support. 
However, the government needs to ensure that the 
minimum guaranteed income is raised gradually to 
reflect the actual subsistence income level.  

Incorporating the minimum pension into the social 
assistance system should free up money for the actual 
pension system. This money should be used directly 
for the pension fund to increase the replacement rate. 
In addition, the government should abolish the current 
pension top-up and use those funds also for those 
pensioners who earned a regular pension. Finally, the 
government could consider introducing a base pension 
financed from the state budget which would increase 
the average pension for those who contributed to-
wards a regular pension. 

 

Conclusions 

Improving social security for the elderly does not re-
quire a huge reform but rather a number of smaller 
measures that follow our strategy. This should prove 
popular among the population as there is a wide-
spread perception that the current system is unfair. 
Indeed, the result would be a much fairer pension 
system which rewards those who genuinely contribut-
ed towards receiving a state pension and makes it 
much more attractive to do so. At the same time the 
government would have a powerful social assistance 
instrument which prevents poverty for those who do 
not have any other income sources.  
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