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The transition of the public services provision system in Moldova has known a very controversial trajectory within the last 20 years. The path from a highly centralized and hierarchically deconcentrated system to a decentralized organization of public administration is still a very sensitive and debated issue. 
Within the Moldovan legal framework, expenditures assignment of local public sector is regulated by the Law on Local Finances (2003) and partially by the annual National Budget Laws. 
In 2006 the national authorities failed to promote a bursting package [international donors driven] of decentralization reforms: they decided the approval of new Laws on Administrative Decentralization and Local Public Administration, but refused to pass a new Law on Local Finances. As result, the already existing confusions and misinterpretations have been doubled by new legal contradictions and misunderstandings. Currently, the designing of a new Law on Local finances and updating of existing expenditures assignment is among the main priorities of the governing coalition. 

From the beginning of the transition, the central government is fully responsible for the expenditures related to defense & national security, research and high education, national transport infrastructure, national environmental and cultural issues, and other public services traditionally belonging to the state authorities. 
In accordance with the legislation, local self-governments have the formal authority over local spending decisions, but the Government estimates the share of the consolidated national budget, which may be spent for financing the public services provided by local authorities (both own and delegated responsibilities), calculating the per capita expenditures and working out methodological norms.
Within the last 5 years the average expenditures assignment of local self-governments consisted: management (11%), education (69%), culture & sport (4%), social protection (1%), communal services and infrastructure (5%) and others (10%).  

The educational function is shared between local and central governments, but fully financed by local self-governments. The sector is by far the largest consumer of local budgets (almost 70%). The local governments of 1st tier are responsible for covering the costs related to building, management, equipping and maintenance of primary and extra school institutions, and kindergartens.  The lyceum-type and vocational education are in the financial responsibility of the 2nd tier of self-government. The entire financial responsibility of local public administration for education is not supported by an adequate administrative decentralization level: the national government (and the de-concentrated institutions) is still regulating the decisions related to the opening/closing of the schools, the teachers’ salaries scale, appointing of directors, etc. Logically, the curricula and all methodological responsibilities are in responsibility of the national Government. There were many cases when the Government was taken decision to increase the salaries level for teachers, and local self-governments being imposed to implement the decision by reducing other spending. 
From 2003 the local authorities formally have no financial role in the provision of healthcare (as a result of the implemented health reform, the National Health Assurance Fund and Agency have been established).  Although, the Fund is supposed to cover all related costs, the 2nd tier of self-governance is still allocating some finances for the renovation and maintenance works for the hospitals and family doctors centers belonging to them. 
Generally, the central government is providing the full financing for the provision of social and welfare function (pensions, unemployment payments, child allowances, etc). In accordance with the legislation, the local governments are responsible for financing the elderly centers and orphanages.  In the same time, by inertia, many local public administrations are still providing some social payments and paying subsidies for communal services (e.g. public transport, heating). 
The only financial role in providing the local communal services belongs to the local self-governance (water supply and sewerage, public transportation and roads infrastructure, waste management and garbage collection, heating, streets cleaning, etc.). However, not clear delimitation of competences between 1st and 2nd self-governance levels is creating many problems, conflicts and inefficiencies. 
Local governments are responsible for social housing provision, but the ‘social housing’ term is still not defined by the legislation [as result: no definition – no service]. 
The management of high-rise multi-family housing stock is also in the responsibility of local self-governance. The issue remain financially very sensitive, because the mass privatization of housing stock was not synchronized with the transfer in co-ownership of the housing blocks. The homeowners of approx 60% of apartments did not yet take responsibility [condominium co-ownership] over the housing blocks. As a result, the local governments are still managing and maintaining more than half of multi-family housing blocks with predominantly privatized apartments [due to the gaps in the existing legislation, the co-owners condominium associations are not created]. 
The local social and cultural activities (‘houses of culture’, libraries, museums, concert halls, local theaters, etc.) a in full financial responsibility of local self-governance. 
Many local governments [especially big and medium size cities] still own the communal enterprises, which are providing services to private sector in the conditions of politically approved and partially-cost-recovery pricing (e.g. housing maintenance, feeding, etc.). 

Local governments can borrow short-term from banks for cash management purposes, which must be repaid within the fiscal year. Also, local authorities can borrow for capital investment purposes, but the law is imposing severe restrictions in terms of the rights of local self-governments to take loans: (i) the loan my not exceed more than 5% from total municipal revenues approved by the budget, (ii) the loan may be taken for covering capital costs if total sum of debts from and new loans does not exceed 20% from total revenues of respective budget. Many voices are advocating for the revision necessity of the capital investment policy by which the level of loans taken by the local authority will not be measured by one year level of their own revenues. This would allow local governments to contract more loans for their infrastructure investments.
Generally, the distribution of spending responsibilities remains ambiguous. The main reforms needs are related to the following aspects: (i) many contradictions between Law on Local Finances and Framework-Law on Administrative Decentralization (e.g. in accordance with Administrative Decentralization Law, the education is not in responsibility of local government, but the Local Finance Law is imposing 70% of local expenditures going for education sector], (ii) ambiguity in the assignment of the authority to regulate and issue declarative norms and the resultant proliferation of unfunded local mandates, (iii) confused expenditure assignments between 1st and 2nd self-government levels, (iv) the top-down imposed expenditure norms are reducing drastically the incentives to prioritize local budgets, reduce the costs of service delivery, eliminate excess physical capacities and properly maintain social infrastructure. Additionally, an important part of the sectoral legislation is conflicting with the existing local self-governance regulatory framework. 
	Benchmark 
	Moldovan Context

	Expenditure assignments are specified in the law
	Law on Public Finance

	The central government assumes full financial responsibility for social welfare responsibilities
	 + [through National Social Assurance Fund]

	The central government assumes 100 percent responsibility for expenditures in national defense
	+ [100%]

	Sub-national governments assume responsibility for public utilities
	+ [100%]

	Responsibilities of capital infrastructure are placed at the level of government responsible for the delivery of the specific services including the operation and maintenance of those facilities
	+ (Yes), but: (i) there are confused delimitations between 1st and 2nd levels of self-governance, (ii) for many positions the central level is responsible for building, but local for maintaining. 

	Sub-national borrowing is closely regulated by central authorities
	+ [Yes]

	Laws establish debt limits for sub-national governments
	+ the loan may be taken for covering capital costs if total sum of debts from and new loans does not exceed 20% from total revenues of respective budget

	There is a certification process of the conditions for any bond issues
	+ [but very old and not practiced yet]

	Central Gov. does not act as a guarantor of regional and local debt
	- [does not act as guarantor]

	A sub-national development fund is established to promote lending to sub-national governments for long-term capital investments
	-[No] 

	National program is developed to deal with the problem of divestiture of social responsibilities by state enterprises
	- [No]

	National standards are set for social welfare, education, health, sanitation and environment protection services
	+ [Yes]

	Sectoral policy objectives are developed to increase the efficiency of operation in key sectors (housing, education, health, social welfare)
	- Yes [except – housing]
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