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The following symbols have been used throughout this document:

to indicate that data are not available;
0 to indicate that thefigure is zero;
- to indicate that data are not applicable or cannot be determined;
— toindicatethat thefigureisnegligible;

National Accountsestimatesand other statisticswhich appear in this Economic Survey
are provisional and subject to revision. Figures may not add up due to rounding.
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1. State of the Economy

The unfavourable global economic environment prevailing since 2001 has
impinged significantly on domestic economic conditions, particularly in view of
the high degree of openness of the Maltese economy. However, during 2004,
some positive devel opments were recorded in the domestic sphere, even if, by
historical growth rates, local economic activity remained relatively subdued.

Although the negativerea growth registered in Gross Domestic Product (GDP)
during 2003 wasreversed, theincreasein real GDP during thefirst nine months
of 2004 remained low at 0.6 per cent. Domestic demand was relatively weak,
with amargina advancein grossfixed capital formation and relatively subdued
growth in private final consumption expenditure, whilst general Government
final consumption expenditurerose by 2.1 per cent. On the other hand, exports
of goodsand servicesincreased inreal terms, evenif international pressureson
prices pushed down the absolute nominal value of exports during the Survey

period.

Inthe labour market, the drops registered in the labour supply and the gainfully
occupied population in January-September 2003 were halted. However, it is
notablethat asustained increasein part-time activity isalso being registered. It
is not surprising that, against the backdrop of a weak economic environment,
theincreasein labour supply was accompanied by an increasein the number of
unemployed persons. The number of unemployed persons under Part | of the
Register rose by 149 between September 2003 and the corresponding monthin
2004, whilst the unemployment rate rose marginally to 5.1 per cent.

Despitethe prevailing economic conditions, the Survey period was characterised
by agradual riseintheinflation rate, which stood at 2.57 per cent in September
2004, from 1.10 per cent a year earlier. This increase was primarily due to
domestic factors, astheinflation ratein Maltaexceeded that in the main trading
partners during the period under review. Meanwhile, a review of collective
agreements currently in force shows a relatively modest increase in average
weekly wages between September 2003 and September 2004.

Exports by the manufacturing industry advanced by 1.2 per cent during the
January-September 2004 period, being underpinned by the gradual recovery in
the global market for electronic components as well as successful efforts by
domestic based manufacturing concernsto expl oit business opportunities abroad.
Onthe other hand, local sales by the domestic manufacturing industry dropped
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by 4.9 per cent, being affected by the dismantling of the remaining levies on
importsand the prevailing general domestic economic conditions. Asaresult of
these developments, total turnover by the manufacturing industry declined
marginally by 0.2 per cent. Investment rose by 10.3 per cent, as a number of
sectorsincreased their capital outlays. In contrast, employment income declined
by 2.4 per cent, reflecting the job shedding being undertaken by specific sectors
in the domestic manufacturing industry.

Inthetourismindustry, the declinesregistered since 2001 werereversed during
the first nine months of 2004, when tourist departures advanced by 2.3 per
cent. Nevertheless, the level of tourist departures remained below the 2001
level. Whilst gross earnings from tourism al so improved, employment in hotels
and catering establishments was stable, while the number of nights spent
declined. Asbusiness operatorsre-assessed their operationsin the Mediterranean
region, adrop in cruise passenger arrivals was recorded.

Despite the improvement in merchandise exports as well as in gross foreign
exchange earnings from tourism, the current account deficit deteriorated to
10.3 per cent of GDP during the first nine months of 2004, from 4.4 per centin
the corresponding 2003 period. This mainly reflected adeterioration in net re-
invested earnings and an increase in merchandise imports. Lower net interest
receipts from abroad and higher net outflows of current transfers also affected
the current account deficit.

Onthefiscal front, the Survey period was characterised by consolidation efforts
with the Government’s structural deficit amounting to Lm2109.9 million during
the Survey period, whichisLm25.9 million lower than that registered during the
corresponding 2003 period. Thisoutcome was underpinned by higher recurrent
revenue, as well as by a contraction in capital expenditure and aslowdown in
the rate of growth of recurrent expenditure. Nevertheless, further efforts need
to be undertaken to meet Government’s medium-term fiscal targetsand to ensure
a stable macroeconomic framework.

The developments in the domestic economy during the first nine months of
2004 continueto highlight the structural challengeswhich the Maltese economy
iscurrently facing. In particular, theincreasingly competitive global environment
in which the economy is operating calls for increased efforts to improve
competitiveness. Thisappliesto all sectors of the economy. Domestic-oriented
enterprises are now also operating within a liberalised and hence more
competitive environment. The improvement in the competitiveness edge of
domestic-based enterprises, together with the attainment of a stable
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macroeconomic framework, particularly the adoption of the necessary structural
reformsto Government’sfiscal position, are crucial for the creation of morejob
opportunities and for the further improvement to the standard of living of the
domestic population.

Local Scene

Economic Growth

Rea Gross Domestic Product (GDP) increased marginally by 0.6 per cent
during the Survey period. In nomina terms, GDP advanced by 2.1 per cent to
reach Lm1,404.0 million. In real terms, improvements were recorded within
private and general Government final consumption expenditure, whilst marginal
increases were also recorded in gross fixed capital formation. |mprovements
werealso registered in exports of goodsand services, but the significant increase
in imports of goods and services served to dampen the positive impact of the
increase in exports on GDP growth. Consumers expenditure advanced by
Lm36.0 million or 4.3 per cent in nominal terms. In real terms, this component
grew by 1.2 per cent. Household disposableincomeincreased by Lm7.2 million,
or 0.8 per cent. The growth registered in household disposable income was
lower than that registered for private final consumption expenditure. Asaresullt,
during the Survey period the savings ratio stood at 2.4 per cent.

Genera Government final consumption expenditure advanced by Lm15.3 million,
or 5.2 per cent during the Survey period to Lm309.0 million. Inrea terms, this
category of expenditureincreased by 2.1 per cent. Grossfixed capital formation,
recorded an increase of 1.6 per cent in nominal terms and stood at L m287.7
million. In real terms a marginal increase of 0.6 per cent in this category of
expenditure was registered.

Exports of goods and services in nominal terms stood at Lm1,055.6 million,
representing a marginal drop of 0.3 per cent over the comparable January-
September 2003 period. Inreal terms, exports of goods and servicesincreased
by 3.6 per cent. However, it is pertinent to note that the recovery recorded in
real exportsof goods and serviceswas underpinned by adrop in average export
prices. Imports of goods and services in nominal terms registered an increase
of 1.2 per cent, to reach Lm1,152.7 million. Thisincrease was underpinned by
an increase in imports of goods which more than offset the fall in imports of
services. In rea terms, imports of goods and services advanced by 3.2 per
cent.
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Sectoral Contribution to Gross Value Added

GrossValue Added (GVA) at basic pricesrose by 1.8 per centin nominal terms
during thefirst nine months of 2004. The main contributorsto economic growth
as measured by GVA were the financial intermediation, wholesale and retail
trade (including repair of motor vehicles, motorcyclesand personal and household
goods), real estate, renting and business activities, public administration and
defence (including compulsory socia security), health and social work and
education. The growth rates registered in these sectors, together with other
minor increasesin other sectors, served to counteract the declinesregisteredin
manufacturing and electricity, gas and water supply sectors.

Gross national income (GNI) is the aggregate of the Gross Domestic Product
at market prices, net compensation received from therest of theworld, subsidies
less taxes from/to the rest of the institutions of the European Union and net
property incomefromtherest of theworld. During the nine monthsto September
2004, GNI at market prices declined by Lm31.6 million or 2.2 per cent to
L m1,374.7 million. Thisdecline was mainly dueto lower net property income
received from the rest of the world since GDP at market prices increased by
2.1 per cent during the same period.

Furthermore, during the Survey period decreaseswererecorded in net property
income from the rest of the world, in net compensation of employees from the
rest of the world and also in subsidies |less taxes to the rest of the EU.

Compensation of employees rose by 1.1 per cent to Lm647.4 million, when
compared to the same period of 2003. Average weekly compensation per
employee in nominal terms stood at Lm123.51, an increase of 2.0 per cent or
Lm2.43 over January-September 2003. In real terms average weekly
compensation per employee declined by 0.8 per cent. Gross operating surplus
and mixed income registered a margina decline of Lm0.3 million during the
Survey period to reach Lm584.6 million. Taxeson productsand importsincreased
by Lm16.1 million, whilst subsidiesregistered adecrease of Lm5.6 million. The
developmentsin these components during the January-September 2004 period
contributed to an increase in nominal GDP at market prices of 2.1 per cent.

Labour Market

The contraction in the labour supply and the gainfully occupied population
registered in January-September 2003 were reversed during the Survey period,
but unemployment continued to rise though at a slower rate than that recorded
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last year. At the end of September 2004 the labour supply stood at 145,414,
representing an increase of 492 persons over the same period last year, whilst
the gainfully occupied population increased by 294 to 137,274. The number of
unemployed persons registering under Part | of the Register increased by 149
to 7,382 at the end of September 2004. As a conseguence, the unemployment
rate stood at 5.1 per cent, amarginal increase of 0.1 percentage points over the
same period of 2003.

Inlinewith the trends noted over the recent years, the private sector, especialy
the private market services was the main source of employment creation in
Maltaduring the Survey period. On the other hand, employment in manufacturing
registered afurther decrease during the period under review, albeit the decrease
wassignificantly below that registered in the twelve monthsto September 2003.
Additionally, employment in the public sector continued to decline and at the
end of September 2004, the share of employment in the public sector in total
employment stood at 34.0 per cent, 0.5 percentage points less than the level
recorded during the same period last year. This development isattributed to the
implementation of restructuring exercises and in particular, voluntary early
retirement schemes in a number of public enterprises.

Productive Activities

During the Survey period, the performance of thelocal manufacturing industry
was affected on the one hand, by the trade liberalisation process aswell asthe
increasingly competitive international environment, and on the other hand, by
animproved global economic scenario, and in particular the continued recovery
of the electronic components market. Within this context, exportsincreased by
1.2 per cent, reflecting an improved performance by the radio, TV and
communication equipment sector, medical, precision and optical instruments
sector and textiles and textile products sector. On the other hand, local sales
declined by 4.9 per cent. Asaresult, thelocal manufacturing industry registered
a 0.2 per cent decline in total turnover in the Survey period. Capital outlays
continued tofollow theupward trend registered in recent years, reaching Lm40.0
million in the nine months to September 2004. On the other hand, employment
income dropped by 2.4 per cent, reflecting the job-shedding in a number of
manufacturing sectors.

Average weekly sales per capita registered an increase of 4.9 per cent and
stood at Lm982.06 in the period under review. Average weekly exports per
capita rose by 6.4 per cent and reached Lm771.75. Per capita weekly
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compensation levelsadvanced by 2.6 per cent to Lm116.63. These developments
reflect the lower level of employment within the manufacturing industry.

The agriculture and fisheries sector is undergoing areform programme aimed
at enabling the sector to maintain a sustainable rate of economic activity. As
from 13 May 2004, theremainingimport levieson agricultural and agro-industrial
products were dismantled. During the Survey period, a decline was registered
inthevolume of slaughtered livestock. Whilst the volume of fruit and vegetables
sold through official markets rose by 8.5 per cent, the wholesal e value of fruit
and vegetables declined by 5.0 per cent. Fish landingsincreased by 1.8 per cent
over the January-September 2003 period, whilst the wholesale value of fish
remained at the same level registered a year earlier. Furthermore, the volume
of exported fish rose by 3.2 per cent during the period under review, while the
value of fish exportsincreased by 26.6 per cent to reach Lm3.3 million.

The ship repair and shipbuilding industry has undergone major changes since
the unfolding of the restructuring plan which commenced in 2002. In November
2003 Malta Shipyards Ltd was set up and employed around 1,700 workers. The
remaining shipyards employees either took up the voluntary early retirement or
resignation schemes or were absorbed by Industrial Projects and Services Ltd
and offered placements within the public sector. Malta Shipyards Ltd aims at
strengthening the industry’s competitiveness in order to change the industry
from anet beneficiary of state aid into acommercially viable enterprise.

Services Activities

The services category is a mgjor pillar in the Maltese economy. While the
largest contributor is the tourism industry, financia service activities and
transhipment related activitiesare growing inimportance. Following thedeclines
in tourist departures registered during 2002 and much smaller fall in 2003, an
improvement of 2.3 per cent was registered in the first nine months of 2004.
Nonetheless, at 919,728, tourist departures remain below thelevel recorded in
2001. On the other hand, total nights spent dropped by 3.9 per cent. Gross
earnings from tourism increased by 3.5 per cent over the corresponding period
of 2003, to Lm203.5 million. Per capitaearningsincreased to Lm221.3 during
thefirst nine months of 2004, from L m218.8 in the same period of 2003, whilst
earnings per night spent increased from Lm20.9 to Lm22.5 during the same
period. Employment in tourism rel ated activitiesremained practical ly unchanged
and amounted to 9,590 employeesas at September 2004. M eanwhile, the number
of cruise liner tourists declined by 31.7 per cent during the Survey period, to
196,358.
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Throughout the Survey period, the MataFinancial Services Authority (MFSA)
continued to promote Malta as a destination for financial services. A positive
performance was registered with respect to Malta Freeport, as transhipment
throughput increased by 10.7 per cent to 995,778 Twenty Equivalent Units
(TEUS). Meanwhile, as from January 2004, Malta Enterprise Corporation
assumed the responsibility previously carried out by Malta Development
Corporation, MaltaExport Trade Corporation and the Ingtitute for the Promotion
of Small Enterprises.

Prices and Incomes

Percentage changesin the 12-month moving average for the Retail Price Index
(RPI) providethe official measure of inflationin Malta. During the period under
review, theinflation rateincreased gradually to reach 2.57 per cent in September
2004, from 1.10 per cent in September 2003. The upward trend followed by the
12-month moving averageinflation rate was mainly dueto higher pricesregistered
within the Beverages and Tobacco sub-index and the Other Goods and Services
sub-index. All the sub-indices that compose the RPI recorded percentage
increases, with the exception of the Clothing and Footwear sub-index which
declined during the twelve months to September 2004.

A study concerning average wage levels in 204 enterprises shows that the
average weekly wage rate increased by Lm1.46 or by 1.6 per cent during the
twelve months to September 2004. It is pertinent to note that the mandatory
cost-of -living compensation stood at Lm0.75 for 2004. The analysisalso shows
that the highest wage rises in percentage terms were recorded in the Transport
Equipment sub-sector, followed by the M achinery sub-sector. Thelargest share
of employees for al firms (51.0 per cent) earned on average a weekly wage
that fell within the over Lm92.25 wage bracket. Furthermore, 64.1 per cent of
employees in market services earned an average weekly wage that exceeded
L m92.25, compared to 37.8 per cent of employeesengaged in direct production.

Foreign Trade and Payments

During the first nine months of 2004, the current account deficit increased by
Lm83.4 million to Lm144.4 million. A variety of factors underpinned this
deterioration inthe current account balance. In particular, asubstantial increase
in profitsby foreign owned companies, particularly in the banking sector, led to
asignificant outflow of Lm37.2 millionin theinvestment income account. Most
of these earnings were however re-invested in the Maltese economy and will
feature as an inflow of foreign direct investment in the capital and financial
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account of the balance of payments. In addition, a decline of Lm24.2 million
was recorded in net interest receipts from abroad during the Survey period.
Net outflows of current transfers also increased by Lm210.2 million.

Furthermore, developments in the merchandise account have al so contributed
towards a higher current account imbalance. Imports of goods, as recorded in
the balance of payments, registered asubstantial increase of Lm18.1 million. In
fact, higher imports of consumer and capital goodswererecorded. Thisincrease
partly reflectsthe removal of the remaining levies onimports aswell as higher
capital outlays. Imports of fuel also increased as a result of the significant
increase in international oil prices registered during the Survey period. The
effect of higher oil priceswashowever partly mitigated by lower volumes of ail
imports as a magjor company in the oil-bunkering services ceased operations.
Meanwhile, adeclineinimportsof industrial supplieswasregistered during the
Survey period. The sources of higher imports during the Survey period were
the EU and the Asian continent whilst imports from America declined.

Export performance remai ned modest, registering anincrease of Lm1.9 million.
Higher exports to the EU and the American continent were recorded whilst
exportsto the Asian continent declined. The breakdown of exportsby economic
category indicates that the manufacturing base is still undergoing a period of
structural change. Sectors that typically generate high value added per capita
recorded an increase in exports. Such sectors included the machinery and
transport equipment sector and the chemical and pharmaceutical sector. This
positive development made up for thefall in exports by the clothing sector and
the food, beverages and tobacco sector.

Moreover, tourist earningsincreased by Lm6.8 million over the Survey period.
Thiswas partly offset by alL m3.6 million increasein payments on transportation,
partly reflecting theincreaseinimports and possibly higher transport costs due
totheincreaseininternational oil prices. Meanwhilenet flowsfrom other services
improved by Lm1.3million.

Financial Developments

The first nine months of 2004 were characterised by budgetary consolidation
whereby thestructural deficit declined from Lm135.8 millionto Lm2109.9 million.
Thedeclinein thefiscal imbalance wasunderpinned by an expansion of Lm41.6
millionin recurrent revenueto reach Lm538.2 million. Thiswasattributableto
an increase in both tax and non-tax revenue. The implementation of various
measures as announced in the Budget Speech for 2004 contributed to thisresult.
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Meanwhile, total expenditureincreased by Lm15.7 million to Lm648.1 million.
Higher recurrent expenditure and interest on public debt more than offset the
declinein capital outlays. However, the expansion in total expenditure, and in
particular in recurrent expenditure, was significantly lower than that registered
in previous years. Recurrent expenditure increased from Lm499.4 million to
L m518.2 million during the period first nine months of 2004. Meanwhile, capital
outlays, which constitute around 12 per cent of total expenditure, declined from
L m84.2 millionto Lm75.6 million. Interest on public debt accounted for around
8 per cent of total expenditure, rising by Lm5.5 millionto Lm54.3 million. The
declineinthestructura deficit coupled with higher extraordinary receiptslowered
the public sector borrowing requirement to Lm107.3 million as compared to
L m2139.9 million during the corresponding 2003 period.

During the Survey period, broad money, (M3), continued to expand, mainly
attributable to morerapid growth in domestic credit whichisthe main counterpart
of broad money. A slower growth in net foreign assets of the banking system
was partly offset by asimilar slowdown in the growth of the other counterparts
of broad money.

Following an easing of the Central Bank’s monetary policy stance during 2003,
the central intervention rate was left unchanged at 3.0 per cent during the first
nine months of 2004. During the first nine months of 2004, the value of the
Maltese lira vis-a-vis the Euro as well as against the US dollar remained
practically unchanged from the level recorded at the end of 2003. Meanwhile,
the Maltese lira weakened against the Sterling but appreciated against the
Japanese yen.

International Scene

The pace of global economic growth in 2004 is anticipated to be brisker than
that registered inthe past two years. Thisismainly driven by astronger recovery
inthe United States (US), continued growth in Chinaand accel eration in Japan.

Nevertheless, indicators are pointing towards moderating world trade growth
and a slowdown in global growth in the near-term due to the negative supply
shock caused by rising oil prices as costs of production increase. Furthermore,
if oil priceincreasesarefed into priceinflation and eventually wages, monetary
policy may have to be tightened. Thus, it remains uncertain to what extent a
persistence of rising oil prices will further dent current projections of world
GDP.
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World GDP growthin real termsreached 3.5 per cent in 2003 surpassing growth
in 2001 and 2002. Thisincreased growth was reflected in the growth rates of
theindustrialised countries namely the US and Japan aswell as other economies
namely Russia and China as shown in Table 1.1. The table also shows that
despite these positive results, growth in 2003 within the Euro Area and the
European Union (EU) remained weak, even slowing down further from the
growth rates attained during 2002 and 2001 especially for countries as Germany,
France and Italy. Relevant macroeconomic indicators are displayed in Tables
1.1tol.6and Charts1.1and 1.2.

Growth in the first quarter of 2004 was much stronger than earlier expected.
Thereafter, growth fell below expectationsin several major economies, notably
the US, Japan and China, mainly in the wake of asharp risein oil prices.

Outlook for Industrialised Economies

Growthinindustrialised countries should reach 3.5 per cent in 2004 representing
the fastest growth since 2001. The low level of interest rates has helped in
sustaining growth. Average valuationsin the equity marketsare closeto historical
averages, though thereisadownside risk of growth vacillating. Following the
record peaks of the Euro against the dollar in February and monetary policy
tightening inthe US, major currencies have been relatively stable and currency
volatility has diminished. Charts 1.1 and 1.2 indicate stable or falling
unemployment rates for the EU 25, US and Japan between 2003 and 2004 and
higher inflation ratesin 2004 than 2003 for the US but lower inflationin the EU.

The European Commission anticipates growth in the EU 25 to increase from
1.0 per cent in 2003 to 2.5 per cent in 2004. A stronger growth ratein 2004 as
compared to 2003 is also foreseen for the Euro Area. This growth will be
mainly driven by increased exports.

Inflation is expected to increase above 2.0 per cent in 2004 in the EU 25 and
Euro Areamainly due to the developmentsin the oil and energy prices.

The increased exports for the EU 25 will not have a significant impact on the
unemployment rate, asthisisprojected to remain stable at the 2003 level of 9.1
per cent also in 2004. A similar development is expected in the Euro Area

The increased world imports of 7.4 per cent in 2003 and a projected 9.9 per
cent increasein 2004, have had a positiveimpact on EU exports being projected
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World GDP, Volume
annual percentage change

Table 1.1
2001 2002 2003 2004*
World 2.4 2.7 3.5 5.0
Industrialised Countries 1.2 1.4 2.1 3.5
EU 25 1.8 1.1 1.0 2.5
Euro Area 1.6 0.9 0.6 2.1
Germany 0.8 0.1 -0.1 1.9
France 2.1 1.2 0.5 2.4
Italy 1.8 0.4 0.3 1.3
United Kingdom 2.3 1.8 2.2 3.3
United States 0.8 1.9 3.1 4.4
Japan 0.4 -0.3 2.4 4.2
Canada 1.9 3.3 2.0 3.0
Others 3.9 4.2 5.2 6.8
Russia 5.1 4.7 7.3 7.4
China 7.5 8.3 9.1 9.2

*Projections

Source: European Commission
Inflation: Harmonised Index of Consumer Prices*
percentage change on preceeding year

Table 1.2
2001 2002 2003 2004**
EU 25 25 2.1 1.9 2.2
Euro Area 2.4 2.3 2.1 2.1
Germany 1.9 1.3 1.0 1.7
France 1.8 1.9 2.2 2.3
Italy 2.3 2.6 2.8 2.3
United Kingdom 1.2 1.3 1.4 1.4
United States 2.8 1.6 2.3 2.6
Japan -0.6 -0.9 -0.3 -0.2

*National index if not available
**Projections

Source: European Commission
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Unemployment Rate*
percent of labour force

Table 1.3
2001 2002 2003  2004**
EU 25 8.5 8.9 9.1 9.1
Euro Area 8.0 8.4 8.9 8.9
Germany 7.8 8.7 9.6 9.7
France 8.4 8.9 9.4 9.6
Italy 9.4 9.0 8.6 8.3
United Kingdom 5.0 5.1 5.0 4.9
USA 4.8 5.8 6.0 5.5
Japan 5.0 5.4 5.3 4.8
*Series following Eurostat definition, based on the labour force survey
**Projections
Source: European Commission
Current Account Balance
percent of GDP
Table 1.4
2001 2002 2003 2004*
EU 25 0.6 1.1 0.9 0.8
Euro Area 1.8 2.5 2.0 2.2
Germany 4.9 6.5 6.3 7.9
France 0.2 0.5 0.2 -0.6
Italy 1.8 1.6 1.1 0.8
United Kingdom -4.1 -4.5 -4.3 -4.8
USA -4.3 -4.7 -5.1 -5.7
Japan 1.7 2.4 2.7 2.8

*Projections

Source: European Commission
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to increase by arecord 7.4 per cent in 2004. Notwithstanding the increased
exports for 2004, the EU 25 current account balance as a percentage of GDP
isprojected to remain at similar levels as at 2003.

Germany’s growth is expected to reach 1.9 per cent in 2004 following anemic
growth since 2001 and negative growth in 2003. Asinthe EU 25 and Euro Area
growth will be mainly driven by increased exports. Inflation is expected to
increasein Germany mirroring development inthe EU 25 and Euro Areaduring
2004 due to higher ail prices. Unemployment figures for Germany indicate a
projected marginally increased unemployment ratein 2004 though thisincrease
is attributable to the tightening of social benefit eligibility criteria which will
force persons to register as unemployed in order to continue receiving social
benefits. The main contributor towards the EU 25 and Euro Area increased
exports are Germany’s exports which are projected to increase by a notable
11.9 per cent in 2004. This led to projecting even higher surplus on current
account for Germany in 2004 than 2003.

Growth in France during 2004 should also be the best growth rate recorded
since 2001 reaching 2.4 per cent. Contrary to what was observed in the Euro
Area as a whole, the French recovery was supported by domestic demand,
especially by private consumption. Theimprovement in equity marketsand the
increase in housing prices may have encouraged households to free up some
savings. Inflation in France should increase marginally over 2003 again dueto
higher energy prices. Thelatest surveysin the manufacturing and service sectors
revea that hiring intentions remain at a relatively low level thus a higher
unemployment rate is expected in France in 2004 than 2003. A worsening of
the current account balance as a percentage of GDP is expected in France
during 2004.

Growthin Italy should befaster than that recorded since 2002 reaching 1.3 per
cent. Gross fixed capital formation seems to have been the main motor for
increased growth. Despite weak economic performanceinflation remained over
2 per cent in Italy. As areaction the Government decided to freeze a series of
controlled prices in 2004 and reached agreement with large retailers to keep
pricesof certain productsunchanged until the end of theyear. Thelabour market
improved, with a decrease in the unemployment rate to reach 8.3 per cent in
2004. Though Italy’s exports is expected to increase after decreases in 2002
and 2003, the growth in imports in 2004 should outpace the growth in exports
during the year leading to adeclinein the current account surplus as a percentage
of GDP.
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Exports of Goods, Volume
percentage change on preceeding year

Table 1.5
2001 2002 2003 2004*
EU 25 3.3 2.0 L5 7.4
Euro Area 3.1 1.9 0.6 7.6
Germany 5.4 3.2 2.6 11.9
France 2.1 2.3 -1.5 4.5
Italy 15 -2.9 -4.3 45
United Kingdom 2.7 -1.7 -0.5 1.0
USA -6.1 -4.1 2.2 8.8
Japan -6.2 8.1 10.1 .7

*Projections

Source: European Commission
Imports of Goods, Volume
percentage change on preceeding year

Table 1.6
2001 2002 2003 2004*
EU 25 1.6 14 3.0 7.4
Euro Area 0.8 0.6 2.6 7.1
Germany -0.2 -15 5.8 8.1
France 1.0 3.2 -0.1 8.2
Italy 0.0 -1.1 -1.3 6.3
United Kingdom 5.4 4.1 15 5.5
USA -3.2 3.7 4.7 10.5
Japan 0.1 11 5.0 8.9

*Projections

Source: European Commission
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Growth in the United Kingdom (UK) should reach 3.3 per cent in 2004
representing the highest growth rate since 2001. Domestic demand isthemain
driver of this performance. Inflation in the UK should remain at 1.4 per cent
during 2004, the same level as 2003. The effect of improved average earnings
isexpected to be offset by the tightening of monetary policy. Unemployment in
2004 should remain at relatively low levels of 4.9 per cent. A sustained
appreciation of the Sterling dented the export growth leading to lower growth
ratesthan most other European counterparts. The continued increaseinimports
led to aworsening of the current account balance as a percentage of GDP.

Growthinthe USisexpected to reach 4.4 per centin 2004 from 3.1 per cent in
2003. Notwithstanding the current expansion in investment, consumption growth
in expected to slowdown, as fiscal policy may not accommodate any further
stimulus to growth while monetary policy becomes more neutral. Inflationis
expected to increase to 2.6 per cent in 2004 due to higher energy prices. The
unemployment rate should fall to 5.5 per cent in 2004, from 6.0 per cent in
2003. The current account deficit is expected to continue worsening in 2004 as
the growth in exportsis outpaced by the growth in imports.

The Japanese economy is projected to grow by a significant 4.2 per cent in
2004. This growth is underpinned not only by external demand but also by
structural improvements in the corporate and financial sectors. It seems very
likely however, that the growth will slow down asthe peak of the upturn seems
tobeover. Deflation in Japan isexpected to continue also in 2004, but to diminish
marginally due to increased energy prices. The unemployment ratein Japanis
expected to fall to 4.8 per cent in 2004. The current account balance as a per
cent of GDP should remain very closeto thelevel registered in 2003in 2004 as
export increases continue to outpace import increases.

Growth figuresin Russia and China are expected to remain high in 2004, the
latter driven by strong fixed investment and exports. Meanwhile, the Russian
economy isexpected to gain from sustained high pricesfor hydrocarbonswhile
consumption and investment are al so expected to underpin growth in 2004.

Commodity Markets

Oil prices haverisen by morethan 50 per cent both in US dollar and Euro terms
since the beginning of the year. Thiswas due to surging demand and concerns
over political developmentsin major oil exporting countriesthat have adversely
affected supply conditions. Stronger than expected demand for oil, mainly in
the United States and China, has eliminated most of the excess oil production
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capacity. Moreover, oil producing countries, including OPEC, are unable to
increase capacity in the short -term, whilst stock levelsin industrial countries
remain low by historical standards.

The situation in Irag, terrorist attacks in Saudia Arabia, political tensions and
instability in Russia, Nigeria and Venezuela have contributed to the risks of a
possiblefurther shortagein oil supply further increasing therisk premiumin oil
prices.

As aresult of the above developments, oil prices are expected to remain high
over the medium term. The European Commission is expecting oil pricesto be
38 per cent higher in 2004 than 2003.

Following the substantial increasesin non-energy commaodity pricesduring the
second half of 2003, further but more modest gains were experienced in the
first eight months of 2004. The slower increases coincided with China's move
to cool down the pace of its economic expansion and the tightening of US
monetary policy. Non-energy prices are expected to remain flat or decline
marginally in the coming months as world growth is expected to slow down.

Salesin the semiconductor markets strengthened further during thefirst half of
2004, following the recovery in 2003. Experts expect 2004 to be avery strong
year for semiconductor sales in terms of higher sales volumes rather than
increased prices as demand for wireless goods continues to increase. Some
analysts are expressing reservations about the market’s prospects after 2004
as extrainvestment and higher production, that is outpacing demand, will lead
to increased inventories and lower prices.

Future Economic Prospects

World economic activity is expected to remain strong as despite the tightening
of highly expansionary monetary policiesin some countries, real interest rates
remain very low. The main downsiderisksto the robust growth are uncertainties
about the impact of the higher oil prices on the world economy, worsening of
external and internal imbalances in the United States, as well astherisk of a
slowdownin China. Household indebtednessinthe USisstill at record levels,
while the current account deficit continued to widen. Correction of these
imbalances may imply aslowdown of the US economy with significant negative
implicationsfor theworld economy.
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EU 25 Projections

Table 1.7

2003 2004* 2005*
Real GDP (% change) 1.0 25 2.3
Inflation (% change) 1.9 2.2 2.1
Unemployment Rate (% of labour force) 9.1 9.1 9.1

*Projections

Source: European Commission

Asshownin Table 1.7, the European Commission anticipates growth within the
EU 25 to slow marginally during 2005 to reach 2.3 per cent. Thisismainly due
to slower world increase in imports in 2005 which is expected to be transated
in more modest increased exports for the EU 25 and Euro Area in 2005. Oil
pricesare expected toincrease again by 15 per cent in 2005 maintaining pressure
oninflation. Thus, thisis projected to remain above 2 per cent inthe EU 25 also
in 2005. The unemployment rate should remain at 9.1 per cent for the EU 25
during 2005, that is, at the same level since 2003.
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2. Economic Growth

During thefirst nine months of 2004 the M altese economy expanded in nominal
terms by 2.1 per cent. This corresponds to areal rate of growth of the Gross
Domestic Product (GDP) of 0.6 per cent. A negative rate of growth in GDP
during the second quarter of 2004, was counteracted by a significant increase
innominal termsinthefirst quarter of theyear and another increasein thethird
guarter which however was of a smaller magnitude. In real terms, during the
first three quarters of 2004, improvements were recorded within private and
general Government final consumption expenditure, whilst amarginal increase
was recorded in gross fixed capital formation. An advance was also registered
in exports of goods and services in real terms, but the significant increase in
imports of goods and services served to dampen the positive impact of the
increase in exports on GDP growth.

National accounts data presented in this Chapter are based on the European
System of Accounts (ESA95) methodology. This internationally compatible
accounting framework providesfor asystematic and detail ed description of the
total economy, itscomponentsand itsrelationswith other economies. Thelevel
of GDP has changed due to the adoption of the new methodology which
encapsulates previously unrecorded items of economic activity. The base year
for GDP has a so been changed from the previous 1995 base to the year 2000.
Thus, dataprovided in this Chapter isnot directly comparableto data published
in previous Economic Surveys. In particular, the comparison of previously
published growth rates with the new rates of growth based on ESA95
methodol ogy should be dealt with caution.

National Expenditure

During thefirst three quarters of 2004, nominal GDP at market prices advanced
by Lm28.5 million, or 2.1 per cent to Lm1,404.0 million. In real terms, GDP
increased by 0.6 per cent, to reach Lm1,258.1 million. Real GDP per capita
stood at Lm3,130.2, practically maintaining the same level as that recorded
during the first nine months of 2003. Chart 2.1 illustrates real GDP per capita
covering the period 2000 to September 2004. Table 2.1 providesinformation on
GDP by category of expenditure at current and constant market prices, whilst
the relevant percentage changes are presented in Table 2.2 to facilitate the
analysis.
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Box 2.1

Gross Domestic Product based on the European System of Accounts
(ESA95)

Malta's National Statistics Office (NSO) issued its first estimates of GDP at market prices
computed using the European System of National and Regional Accounts (ESA95) in
December 2003. ESA95 is not conceptualy different from SNA93 but is more focused on
the circumstances and data needs of the EU. Eurostat describes its ESA95 methodology as
‘an internationally compatible accounting framework for a systematic and detailed
description of a total economy (that is a region, country or group of countries), its
components, and its relations with other total economies’. The NSO has been compiling
national accounts data since 1954 and the system used until last year was the United
Nation's System of National Accounts (SNA) 1953, which was revised in 1968 and 1993.
The implementation of this new system of accounts involved a major change of the existing
national accounts framework. In particular, the NSO, besides its own censuses and surveys,
is now using broad and exhaustive databases as a base for its calculations, including those
of the Employment and Training Corporation, the registry of companies, the Government’ s
departmental accounting system (DAS) and the VAT office. Furthermore, ‘new’
nomenclatures and classifications were introduced, such as NACE, COICOP, COFOG,
COPNI and CPA.

Following the introduction of the ESA95 methodology, Maltese national accounts are today
published using three different approaches. The Production approach, published for the first
time, under the ESA95 methodology, estimates GDP by looking at the contribution to
production of economic units, that is the value of their total output less the value of the
inputs used up in the production process. This account is drawn up for industries (NACE
A60) and its resources include output whilst its uses include intermediate consumption. An
important aggregate derived from this account is Gross Vaue Added (at basic prices), and
this item measures the value generated by any unit engaged in a production process.

The Generation of Income account adds up all income earned by resident individuals or
corporations in the production of goods and services. This account analyses the extent to
which value added can cover compensation of employees, the self-employed, genera
Government and producing enterprises and other taxes less subsidies on production. This
serves to indicate whether the production process resultsin any operating surplus.

The Expenditure approach measures total expenditure on final goods and services produced
in the domestic economy. This is obtained by adding final consumption expenditure on
goods and services by households, non-profit institutions serving households (NPISH) and
general Government, gross capital formation and net exports of goods and services.

The change to the ESA95 system has resulted in an upward revision of Malta's nominal
GDP of about 7 per cent when compared to the former method of calculating GDP. The
release of ESA95 GDP data provides more statistical information on the various economic
activities which comprise the Maltese economy, and so should constitute an improved
statistical  tool for analysts and policymakers to better understand and assess the
performance of the Maltese economy. Furthermore, national accounts data for Mdtais now
comparable with that published by other EU Member States, thus facilitating the analysis of
Cross-country comparisons.
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Chart 2.1

Real Gross Domestic Product*
per capita
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*Based on total population
GDP by Category of Expenditure

Table 2.1 Lm million
2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

At Current Market Prices
Private Final Consumption Expenditure™® 1,090.1 1,096.9 1,122.9 833.8  869.8

General Government Final
Consumption Expenditure 354.0 372.9 388.0 293.7 309.0
Gross Fixed Capital Formation 360.5 263.6 375.0 283.3 287.7
Changes in Inventories 4.4 8.7 52.5 40.5 30.0
Acquisitions less Disposals of Valuables 7.0 6.2 6.0 4.5 4.5
Exports of Goods and Services 1,399.1 1,492.6 1,420.5 1,058.9 1,055.6
Total Final Expenditure 3,215.1 3,240.9 3,364.9 2,514.7 2,556.6
Less Imports of Goods and Services 1,487.6 1,473.6 1,518.8 1,139.1 1,152.7
Gross Domestic Product 1,727.6 1,767.3 1,846.1 1,375.5 1,404.0

At Constant 2000 Prices
Private Final Consumption Expenditure(” 1,056.8 1,052.2 1,069.4 796.2 805.6

General Government Final
Consumption Expenditure 324.1 336.4 341.8 259.1 264.7
Gross Fixed Capital Formation 347.5 244.8 346.0 261.3 262.9
Changes in Inventories 4.5 8.1 48.3 37.3 27.1
Acquisitions less Disposals of Valuables 6.8 5.8 E5 4.2 4.1
Exports of Goods and Services 1,495.0 1,593.2 1,533.1 1,140.7 1,181.4
Total Final Expenditure 3,234.7 3,2405 3,344.1 2,498.8 25458
Less Imports of Goods and Services 1,590.4 1,552.6 1,662.1 1,248.2 1,287.7
Gross Domestic Product 16444 16878 16820 1,250.6 1,258.1

Source: National Statistics Office
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GDP by Category of Expenditure
Percentage Changes
Table 2.2

2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

At Current Market Prices

Private Final Consumption Expenditure® 2.3 0.6 2.4 1.0 4.3
General Government Final

Consumption Expenditure 9.6 5.3 4.0 4.0 5.2
Gross Fixed Capital Formation -5.0 -26.9 42.3 53.9 1.6

Changes in Inventories -
Acquisitions less Disposals of Valuables - - - - -

Exports of Goods and Services -11.0 6.7 -4.8 -5.2 -0.3
Total Final Expenditure -6.1 0.8 3.8 4.2 1.7
Less Imports of Goods and Services -14.5 -0.9 3.1 4.6 1.2
Gross Domestic Product 25 2.3 4.5 3.9 21

At Constant 2000 Prices

Private Final Consumption Expenditure® -0.8 -0.4 1.6 0.2 1.2
General Government Final
Consumption Expenditure 0.3 3.8 1.6 1.6 2.2

Gross Fixed Capital Formation -8.5 -29.6 41.3 52.2 0.6
Changes in Inventories - - - -
Acquisitions less Disposals of Valuables - - - - -

Exports of Goods and Services -4.9 6.6 -3.8 -4.4 3.6
Total Final Expenditure -5.6 0.2 3.2 3.3 1.9
Less Imports of Goods and Services -8.6 -2.4 7.1 8.6 3.2
Gross Domestic Product -2.4 2.6 -0.3 -1.4 0.6

®includes NPISH final consumption expenditure

Source: National Statistics Office

Following the positive performance recorded in the year 2000, the Maltese
economy hasgenerally fared quite weakly. Indeed, although the negative growth
rate of 2.4 per cent, was reversed in 2002, when the economy advanced by 2.6
per centinreal terms, GDPfell again in 2003 by amarginal 0.3 per cent. Given
the high degree of openness of the Maltese economy, the unfavourable
international economic environment persisting since 2001, has significantly
impinged on the performance of the local economy. However, the constraints
on local economic growth are not only international asthere are also domestic
structural weaknesses, and in particular competitivenessissues, which areaso
hampering growth in the Maltese economy.

Private Final Consumption Expenditure

Thiscategory of expenditure compriseshousehold final consumption expenditure
and non-profit institutions serving households (NPISH) final consumption
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expenditure. Thelatter comprises the expenditure by non-profit institutes such
as universities, charities and trade unions. During the Survey period, private
final consumption expenditure advanced by 4.3 per cent in nominal terms
compared to agrowth rate of 1.0 per cent recorded for the January-September
2003 period. Inreal terms, this category of privatefina consumption increased
by a lower 1.2 per cent, reflecting the increase in average consumer prices
registered during the period under review. The NPISH final consumption
expenditure category registered a slight decrease of around 0.7 per cent in
nominal termswhen compared to the corresponding January-September period
of 2003. The increase registered in nominal consumption during the first nine
months of 2004 was larger than that recorded for nominal GDP and thus as a
result the share of this component to GDP rose from 60.6 per cent to 62.0 per
cent.

The increase recorded in private consumers  expenditure during the Survey
period was broadly based among most of the componentsincluded in thiscategory
of expenditure. In particular, significant increases, in nominal terms, were
registered in expenditure outlays on health, recreation and culture and clothing
and footwear. Increases were recorded in all other components of private
consumption expenditure, with the exception of the restaurants and hotels
category where aminimal decline was registered.

Expenditure by Maltese tourists abroad, which is aso included in private
consumers’ expenditure decreased by 0.7 per cent during the Survey period to
reach Lm33.4 million. Expenditure by foreign touristsin Maltaincreased from
L m2196.7 millionto Lm203.5 million during the January-September 2004 period,
representing a rise of 3.4 per cent. Since expenditure by foreign tourists is
included in exports of goods and services, spending by foreign touristsin Malta
isdeducted from the computation of private final consumption expenditure, so
asto avoid double counting in the computation of GDP.

Movementsin disposableincome are aprime determinant of changesin private
final consumption expenditure. This measure of income increased by Lm7.2
million or 0.8 per cent to reach Lm890.9 million. The growth registered in
household disposable income was lower than that registered for private final
consumption expenditure. As a result, the savings ratio stood at 2.4 per cent
during the Survey period compared to 5.7 per cent during the corresponding
2003 period.

Table 2.3 provides information in per capita terms on Gross National Income
(GNI), private final consumption expenditure and expenditure by tourists in
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GNI, Private Final Consumption Expenditure
and Expenditure by Tourists
(at current market prices)
Table 2.3

2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

Per Capita (Lm)

GNI* 4,406 4,455 4,655 3,523 3,420
Private Final Consumption Expenditure* 2,762 2,761 2,808 2,089 2,164
Expenditure by Tourists 220.8 217.0 233.8 218.8 221.3

Per Capita (% change)

GNI* 5.7 1.1 4.5 3.1 -2.9
Private Final Consumption Expenditure* 15 — 1.7 0.4 3.6
Expenditure by Tourists -1.7 7.7 6.3 11

*Based on total population

Source: National Statistics Office

nominal terms. Improvements of 3.6 per cent and 1.1 per cent were recorded
in privatefinal consumption expenditure per head and in per capitaexpenditure
by tourists, respectively. On the other hand, a decline of 2.9 per cent was
registered in GNI per capita during the first three quarters of 2004.

General Government Final Consumption Expenditure

General Government final consumption expenditure includes expenditure by
the central Government and the local councils. During the first nine months of
2004, final consumption expenditure by general Government increased by Lm15.3
millionin nominal terms, or 5.2 per cent. In real terms, this component of final
expenditure advanced by 2.2 per cent. In nominal terms, increaseswererecorded
inall categoriesthat comprisethisitem of expenditure. In particular, theincrease
in expenditure related to health and social protection is notable.

It is important to note that for GDP purposes, general Government final
consumption expenditure excludes outlays which finance transfer payments,
such as National Insurance benefits, subsidies and grants. Since such items of
expenditure do not reflect the production of goods and services, but merely
involvetheredistribution of funds between different sections of the population,
they do not contribute to the generation of domestic economic activity and
hence should not be included in the computation of GDP.
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Gross Capital Formation

Within gross capital formation the ESA95 methodol ogy di stinguishes between
grossfixed capital formation, changesin inventoriesand acquisitions|essdisposals
of valuables. Changes in inventories covers the change in value of inventories
over the period under review. Acquisitionslessdisposalsof valuables essentially
relates to goods which are not used in the production process, and which are
generdly held asastore of value. Themain item withinthe grosscapital formation
category of expenditure is gross fixed capital formation. During the Survey
period, grossfixed capital formation reached Lm287.7 million, representing an
increase of Lm4.4 million or 1.6 per cent in nominal terms. In real terms, gross
investment registered a marginal improvement of 0.6 per cent. Growth rates
for gross fixed capital formation have fluctuated significantly over the recent
years, primarily due to significant one-off exceptional transactions which
materialised during particular years. In particular, the significant decline in
investment figures in 2002 reflect the disposal of aircraft, which amounted to
L m65.4 millioninnominal terms. Thisone-off itemincludedin 2002 figuresalso
explainsthe notable increase in investment in 2003. For analysis purposes, if
this exceptional item is excluded, gross fixed capital formation would have
increased by around 14 per cent in nominal terms for the January-September
2003 period.

Data on gross fixed capital formation at current market prices and constant
market pricesispresentedin Table 2.4. Theratio of investment to GDP practically
maintained the same level as in the previous January-September comparable

Gross Fixed Capital Formation
Table 2.4

2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

At Current Market Prices

Gross Fixed Capital Formation (Lm million) 360.5 263.6 375.0 283.3 287.7
% change -5.0 -26.9 42.3 53.9 1.6
GDP (Lm million) 1,727.6 1,767.3 1,846.1 1,375.5 1,404.0
(GFCF/GDP) % 20.9 14.9 20.3 20.6 20.5

At Constant 2000 Prices

Gross Fixed Capital Formation (Lm million) 347.5 244.8 346.0 261.3 262.9
% change -8.5 -29.6 41.3 52.2 0.6
GDP (Lm million) 16444 16878 1,682.0 1,250.6 1,258.1
(GFCF/GDP) % 211 14.5 20.6 20.9 20.9

Source: National Statistics Office
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period, amounting to 20.5 per cent in nominal terms and 20.9 per cent in real
terms.

Gross fixed capital formation is subdivided into three main categories: metal
products and machinery, transport equipment category, construction category
and other products category. Reductions were recorded in the metal products
and machinery, transport equipment and in the construction categories of
investments. These decreases were though more than offset by increaseswithin
theother products category of grossfixed capital formation. A further subdivision
of grossfixed capital formation showsthat investment undertaken by the private
sector during the Survey period, increased by 6.9 per cent in nominal terms. On
the other hand, a significant decrease was recorded in investment undertaken
by Government, falling by 14.8 per cent when compared to the nine months
ending September 2003. This primarily reflectslower capital outlays on social
development and productiveinvestment which morethan offset theincreasein
expenditure oninfrastructural facilities.

Foreign Demand and Supply

Of significant importance to the performance of the Maltese economy is its
external sector. In recent years, the export-oriented sectors of the economy
have been particularly vulnerable to the generally unfavourable international
economic environment aswell asto theincreasingly competitive global scenario.
Indeed significant downward pressures have been reported for export and import
priceswithin particular industries of thelocal manufacturing sector.

During the Survey period, exports of goods and services in nomina terms
decreased marginally by Lm3.3 million, or 0.3 per cent. In real terms, exports
of goods and services increased by 3.6 per cent as average export prices
declined. Exportsof goods and services primarily consist of merchandise exports
and foreign exchange earningsfrom tourism. A decreasewasrecorded in exports
of goods of 0.5 per cent, whilst the services component practically maintained
the same level as at the January-September 2003 period. The developmentsin
the services component reflect higher foreign exchange earnings from tourism
which were offset by lower receipts from other services.

Importsof goods and servicesin nominal terms advanced by Lm13.6 million, or
1.2 per cent during the January-September 2004 period. In real terms, imports
of goodsand servicesrose by 3.2 per cent, being underpinned by lower average
import prices. The nominal increase in imports of goods and services was the
result of an increase in imports of goods which more than offset the fall in
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imports of services. Increases where recorded in imports of consumer goods,
fuels and capital goods which more than offset the fall in imports of industrial
supplies. Thefall recorded inimportsof servicesprimarily reflectsadeterioration
in transportation services partly dueto theincrease in imports of goods. Onthe
other hand, other servicesimproved whilst payments by Maltese tourists abroad
remained practically unchanged.

The increase recorded in imports of goods and services and the decrease in
receiptswith respect to exports of goods and servicesin nominal termsledto a
deterioration in the current account deficit for the January-September 2004
period as compared to the same nine months of 2003.

Sectoral Contribution to Gross Value Added

GrossVaue Added (GVA) isdefined asthe val ue generated by any unit engaged
inaproduction activity and is obtai ned asthe excess of output over intermediate
consumption. Onthe other hand, intermediate consumption consists of thevalue
of the goods and services consumed as inputs in the process of production,
excluding the consumption of fixed assets. Gross value added at basic prices
does not include taxes less subsidies on products as output is valued at basic
prices, while intermediate consumption is measured at purchaser’sprices. Itis
pertinent to note that GVA of each sector is inclusive of FISIM. The latter
standsfor financial intermediation servicesindirectly measured and is subtracted
from the sum of value added in the different sectorsin order to obtain the GVA
at basic prices.

During thefirst nine months of 2004, GVA at basic prices rose by 1.8 per cent
innominal termsover the same period |ast year, and stood at Lm1,230.7 million.
Economic growth as measured by GVA at basic priceswas mainly attributable
tofinancial intermediation, wholesale and retail trade (including repair of motor
vehicles, motorcycles and personal and household goods), real estate, renting
and business activities, public administration and defence (including compul sory
social security), health and social work and education. Thegrowth registeredin
these sectors as well as minor increases in other sectors offset the decline
registered in manufacturing and electricity, gas and water supply sectors.

A better understanding of the developments recorded in GVA at basic prices
during the Survey period can be obtained by analysing the sectoral composition
of the Maltese economy. Chart 2.2 depi ctsthe sectoral contribution of agriculture,
hunting and forestry, industry and services activities to GVA at basic prices.
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Chart 2.2

Gross Value Added
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Over the period 2000 to 2004, the Maltese economy became more services-
oriented and less dependent on industry and agriculture. Services activities,
which include wholesale and retail trade (including repair of motor vehicles),
hotels and restaurants, transport, storage and communication, financial
intermediation, real estate, renting and business activity, public administration
and defence (including compul sory social security), education, health and social
work and other community, social and personal services, stood at 72.3 per cent
of GVA at basic prices during thefirst nine months of September 2004, up from
70.4 per cent recorded during the same period of 2003. The share of industry -
which comprises mining and quarrying, manufacturing, electricity, gasand water
supply, and construction - stood at 25.4 per cent. This was 1.9 percentage
points below that recorded during the comparabl e period of 2003. Meanwhile,
the share of agriculture, hunting and forestry, which includes a so fishing was
unchanged from 2.3 per cent recorded during the nine months to September
2003. Table 2.5 presents a sectoral contribution to GVA at basic prices for the
2001 to September 2004 period. For analysis purpose the contribution of each
sector to GVA is calculated after adjusting for the FISIM category.

GVA at basic pricesin agriculture, hunting and forestry, fishing and operation of
fish hatcheries and fish farms increased by Lm1.2 million, to Lm30.1 million
during the Survey period. Thiswasmainly dueto anincrease of Lm0.9 million
recorded in the agriculture, hunting and forestry. The fishing sub-sector also
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Sectoral Contribution to Gross Value Added
(at basic prices)
Table 2.5 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

Agriculture, Hunting and

Forestry 27.6 9.0 28.5 8.7 26.4 8.6 27.3
Fishing 2.9 1.1 2.3 1.9 2.5 1.6 2.8
Mining and Quarrying 34 1.2 4.0 1.3 4.7 14 4.8
Manufacturing 246.3 81.4 243.1 81.5 260.1 88.6 249.5
Electricity, Gas and Water

Supply 23.7 4.3 24.4 6.1 21.7 4.7 15.0
Construction 51.0 17.2 52.8 17.4 56.5 18.8 57.6
Wholesale and Retail Trade™ 126.5 437 1325 449 1365 478 1433
Hotels and Restaurants 87.1 22.9 84.4 24.3 85.4 25.0 86.8
Transport, Storage and

Communication 138.6 43.0 118.4 42.0 128.3 39.5 129.5
Financial Intermediation 56.8 21.3 51.5 20.3 60.9 21.7 73.1
Real Estate, Renting and

Business Activities 142.8 47.2 150.7 49.1 162.2 54.6 172.1
Public Administration and

Defence® 87.7 29.6 90.3 29.9 94.9 325 1005
Education 76.2 24.9 82.4 26.1 87.1 27.7 90.9
Health and Social Work 62.5 20.9 66.7 22.4 70.0 23.6 74.0
Other Community, Social and

Personal Service Activities® 53.5 18.2 59.8 208 611 225 621

Financial Intermediation
Services Indirectly Measured
(FISIM) -38.8 -16.1 -38.4 -15.7 -49.0 -19.6 -58.5

Gross Value Added 1,147.8 369.9 1,153.2 380.8 1,209.3 399.1 1,230.7
®includes Repair of Motor Vehicles, Motorcycles and Personal and Household Goods

@Includes Compulsary Social Security
®Includes Private Households with Employed Persons

Source: National Statistics Office

registered an increase of LmO0.3 million. GVA at basic prices in the industry
category declined by Lm16.1 million or 4.7 per cent reaching Lm326.9 million
during January-September 2004. The sectors contributing to this decline were
the manufacturing and electricity, gas and water supply sectors. This decline
was partly mitigated by increasesregistered in construction, mining and quarrying.
It is pertinent to note that the decline in GVA at basic prices in manufacturing
partly reflectsthe restructuring exercise carried out at the shipyards, in particular
lower outlays on employee compensation following lower employment as a
result of theimplementation of early retirement schemesaswell asthetransfer
of workersto Industrial Projects and Services Ltd (IPSL), which is classified
under services activities. During the Survey period, GVA at basic pricesinthe
services activities category, rose by Lm45.9 million or 5.2 per cent over the
corresponding 2003 period, reaching Lm932.3 million. All the categoriesfalling
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under services activities registered increases in GVA at basic prices with the
highest being in financial intermediation, wholesale and retail trade (including
repair of motor vehicles, motorcycles and personal and household goods), real
estate, renting and business activities and public administration and defence
(including compulsory social security).

At Lm27.3 million, GVA at basic prices in agriculture, hunting and forestry
advanced by LmO0.9 million or 3.4 per cent reflecting an increase in output of
L mZ1.7 million which exceeded therisein intermediate consumption of Lm0.8
million. During the period under review, the contribution of agriculture, hunting
and forestry to GVA stood at 2.1 per cent, unchanged from the level recorded
during the comparabl e period of 2003.

GVA at basic prices in manufacturing declined by Lm210.6 million or 4.1 per
cent, to Lm249.5 million during thefirst nine months of 2004. Thisoutcomewas
duetoafall of Lm17.2 million in manufacturing output which was partly offset
by afal in intermediate consumption amounting to Lm6.7 million. The main
sub-sectors that reported declines in GVA at basic prices were the other
transport equipment (L m8.1 million), manufacturing of wearing apparel (including
dressing and dyeing of fur) (Lm2.8 million) and manufacturing of food products
and beverages (Lm2.3 million). Thedeclinein GVA at basic pricesin the other
transport equipment sub-sector partly reflects a decline in employee
compensation asaresult of lower employment foll owing theimplementation of
reforms at the shipyards. On the other hand, a number of sub-sectors posted
higher GVA at basic prices namely in the manufacturing of chemicals and
chemical products (Lm2.6 million), manufacture of radio, television and
communication equipment and apparatus (L m1.8 million) and in the manufacture
of medical, precision and optical instruments, watchesand clocks(Lm21.2 million).
The contribution of manufacturing to GVA at basic prices stood at 19.4 per
cent, 1.3 percentage pointslower than the share recorded during the nine months
to September 2003.

GVA at basic pricesin construction increased by LmZ1.1 million, or 1.9 per cent
to Lm57.6 million during the Survey period. This was due to an increase in
output by Lm3.7 million, which was partially offset by aL m2.5 million increase
inintermediate consumption. Theincreasein employment recorded in this sector
may have reflected on GVA at basic prices for construction. The contribution
of construction to GVA stood at 4.5 per cent, unchanged from the share recorded
during first nine months of 2003.
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The GVA at basic prices for the wholesale and retail trade sector (including
repair and motor vehicles, motorcycles and personal and household goods),
rose by Lm6.8 million or 5.0 per cent to Lm143.3 million during the Survey
period. Thiswasaresult of sectoral output increasing by Lm8.8 million which
was partly outweighed by a Lm2.0 million rise in intermediate consumption.
Higher employment within this sector may have accounted for this outcome.
This sector’s contribution to total GVA at basic prices stood at 11.1 per cent,
practically unchanged from that recorded during the first nine months of 2003.

During the period under review, output in the hotels and restaurants sector
advanced by Lm4.4 million when compared with the same period of 2003.
However, intermediate consumption alsoincreased by Lm3.0 million. Asaresult
GVA at basic prices for the hotels and restaurants sector increased by Lm1.4
million or 1.6 per cent, and amounted to Lm86.8 million. The share of this
sector in GVA at basic prices stood at 6.7 per cent practically unchanged from
the level recorded during the corresponding period of the previous year.

During the Survey period, thefinancial intermediation sector’soutput increased
by Lm12.8 million comparedto amarginal rise of Lm0.5 millioninintermediate
consumption. Consequently, the sector’'s GVA at basic prices advanced by
Lm212.2 million or 20.0 per cent during the nine months to September 2004,
ending theperiod at alevel of Lm73.1 million. All sub-sectorswithin thissector
recorded higher GVA at basi ¢ priceswith the highest being in respect of financial
intermediation services (except insurance and pension funds services) (Lm11.3
million). During the ninemonthsto September 2004, the contribution of financia
intermediation to GVA at basic prices stood at 5.7 per cent, up from 4.8 per
cent recorded during the comparable period of 2003.

In the first nine months of 2004, output of the real estate, renting and business
activities sector wasLm19.1 million higher than that recorded in the same period
of 2003. An increase of Lm9.2 million was aso registered in intermediate
consumption. As aresult, GVA at basic prices advanced by Lm9.9 million or
6.1 per cent to Lm172.1 million during the nine monthsto September 2004. This
was mainly dueto higher GVA at basic pricesrecorded inthereal estate services
(Lm 9.7 million) and computer and related services (LmO.7 million). On the
other hand, GVA at basi ¢ prices of the other business servicesdeclined marginally
(LmO.6 million). During the first nine months of 2004, the contribution of this
sector to GVA at basic prices rose by 0.5 percentage points to 13.3 per cent.

GVA at basic prices within the public administration and defence (including
compulsory social security) sector rose by 5.9 per cent or Lm5.6 million to
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L mZ100.5 million when compared to the same period last year. This increase
reflected arisein output of Lm6.5 million which was partly offset by anincrease
in intermediate consumption of Lm0.9 million. The increase in GVA at basic
pricesispartly dueto higher compensation of employeesfollowing the transfer
of employees, previously classified under the other transport sub-sector in
manufacturing to IPSL. The share of the public administration and defence
sector stood at 7.8 per cent, slightly above the share of 7.5 per cent recorded
during January-September 2003.

The GVA at basic prices of the education sector advanced by L m3.8 million or
4.4 per cent to Lm90.9 million. The increase recorded in this sector was a
result of higher output which rose by Lm4.9 million, while intermediate
consumption rose by Lm1.1 million. The contribution of education to GVA at
basic priceswas 7.1 per cent during the first nine months of 2004, practically
unchanged from that recorded during January-September 2003.

At Lm74.0 million, GVA at basic prices of the health and social work sector
increased by 5.7 per cent or Lm4.0 million when compared to January-
September 2003. Thiswas mainly dueto anincreasein output of Lm6.2 million
as intermediate consumption rose by Lm2.3 million during the same period.
This sector’s contribution to GVA at basic prices rose marginally by 0.2
percentage points to 5.7 per cent at end of the Survey period.

In spite of an increase in output of the other community, social and personal
servicesactivities sector by Lm11.1 million, intermediate consumption rose by
Lm210.0 million. Asaresult, GVA at basic pricesin the other community, social
and personal servicesactivities sector increased by 1.6 per cent or Lm1.0 million
during thefirst nine months of 2004, to Lm 62.1 million. Thiswas underpinned
by an increase in recreational, cultural and sporting services (Lm4.0 million)
and to alesser extent by the other services sub-sector (LmO0.4 million). Therise
in GVA at basic prices within the recreational, cultural and sporting services
sub-sector is mainly dueto the improved performance of international internet
betting companieslocated in Malta. On the other hand, the GVA at basic prices
of the sewage and refuse disposal services sub-sector declined by Lm3.0 million.
Other declines were recorded in the membership organisation services and
private households with employed persons. The contribution of this sector to
GVA at basic pricesstood at 4.8 per cent, practically unchanged from the share
recorded during the comparable period of 2003.

Economic Survey January - September 2004



Gross National Income

Gross National Income (GNI) at market prices represents the total primary
income receivable by resident institutional units and is the aggregate of the
Gross Domestic Product at market prices, net compensation received from the
rest of the world, subsidies less taxes from/to the rest of the European Union
and net property income from the rest of the world.

During the nine months to September 2004, GNI at market prices declined by
Lm31.6 million or 2.2 per cent to Lm1,374.7 million. This decline was mainly
due to lower net property income received from the rest of the world, since
GDP at market pricesincreased by 2.1 per cent during the same period. Table
2.6 providesinformation on the components of GNI at market prices during the
2001-2004 period.

During the January-September 2004 period, compensation of employees rose
by 1.1 per cent or Lm7.0 million to Lm647.4 million, when compared to the
same period of 2003. Thisincrease partly reflectsthe higher gainfully occupied
population recorded during the twelve months ending September 2004. The
contribution of compensation of employees to GDP at market prices stood at
46.1 per cent during the first nine months of 2004, slightly below the share

Gross National Income
Table 2.6 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

Compensation of employees 609.6 201.6 616.6 207.0 640.4 213.7 647.4
Gross operating surplus

and mixed income 537.9 176.0 549.1 182.0 584.9 189.6 584.6
Taxes on production and

imports 160.2 69.6 183.0 66.9 179.6 775 1957
Less Subsidies 14.4 13.0 245 12.8 29.4 10.3 23.8

Gross Domestic Product
at current market prices 1,293.3 434.2 1,324.2 443.1 1,375.5 470.6 1,404.0

Net compensation of employees

from the rest of the world -0.5 -0.2 0.1 -0.1 1.3 0.2 0.8
Subsidies less Taxes on

products from/to the rest of

the EU 0.0 0.0 0.0 0.0 0.0 0.0 -3.6
Net property income from the
rest of the world 16.2 -4.4 30.6 -28.0 29.4 -15.5 -26.4

Gross National Income
at current market prices 1,309.1 429.6 1,354.8 415.0 1,406.3 455.2 1,374.7

Source: National Statistics Office
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Chart 2.3

Compensation of Employees and GDP

Lm million
2,250
1 Compensation of Employees
2,000
——1 GDP
1,750
1,500
1,250
1,000
| | -
w0 AN . o
500
250
0
2000 2001 2002 2003 2003 2004
Jan-Sep
Chart 2.4
Average Weekly Compensation per Employee
(excludes employers' N.I. contributions)
Lm
160
C—/ Nominal
1 Rea
140
120
100 '
80
60
40
2000 2001 2002 2003 2003 2004
Jan-Sep

Economic Survey January - September 2004



recorded during the comparable period of 2003. Chart 2.3 describes the
developments in compensation of employees and GDP at market prices over
the period covering 2000 to 2004.

On a sectoral basis, compensation of employees increased in all sectors apart
from manufacturing and other community, social and personal service activities.
The highest increasesin compensation of employeeswererecorded in transport,
storage and communication (Lm4.7 million), financial intermediation (Lm4.1
million) and public administration and defence (including compulsory social
security) (Lm4.0 million). These increases were partially offset by decreases
recorded in other community, social and persona serviceactivities(Lm3.9 million)
and manufacturing (Lm213.2 million). The declinein compensation of employees
in manufacturing partly reflects the restructuring exercise carried out at the
shipyards, as the implementation of early retirement schemes and the re-
classification of employees from the other transport equipment sub-sector to
the public administration and defence (including compulsory social security)
sector resulted in alower outlay on compensation of employees.

Thedevelopmentsin compensation of employeesand intotal employment were
reflected in the average weekly compensation per employee as shown in Chart
2.4 and Table2.7. The dataon compensation of employeesincludesthe earnings
of both full-time and part-time employees. Since afull-time equival ents measure
of the number of employeesis not available, use was made of the datafor total
employment emanating from the L abour Force Survey, which coversboth full-
time and part-time employees.

Average Weekly Compensation per Employee*

Table 2.7
Nominal Real

Value Change Value Change
Lm % Lm %
2001 114.95 7.64 99.13 4.58
2002 116.37 1.24 98.21 -0.93
2003 120.82 3.82  100.66 2.49
2003 (Jan/Sep) 121.08 3.63 101.30 2.49
2004 (Jan/Sep) 12351 2.01 100.53 -0.76

*Excludes employers' National Insurance contributions

Source: National Statistics Office
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During the Survey period, the average weekly compensation per employeein
nominal terms stood at Lm123.51, an increase of 2.0 per cent or Lm2.43 over
January-September 2003. Real average weekly compensation was obtained by
deflating nominal figuresby the Retail Price Index using the baseyear 1995=100.
During the nine months to September 2004, real average compensation of
employees stood at Lm2100.53, a decline of 0.8 per cent over the comparable
period of 2003.

Gross operation surplusand mixed income stood at L m584.6 million, amarginal
decline of Lm0.3 million over January-September 2003. The contribution of
gross operating surplus and mixed incometo GDP at market prices declined by
0.9 percentage pointsto 41.6 per cent during the Survey period. An analysis of
the sectoral distribution of gross operating surplus and mixed incomerevealsa
mixed picture. Decreases were recorded in electricity, gas and water supply
(Lm7.8 million), manufacturing (Lm3.5 million), transport, storage and
communication (Lm3.4 million) and other community, social and personal service
activities (Lm3.0 million). These declines were almost offset by increases
registered in some sectorsmainly rea estate, renting and business activity (Lm8.7
million), financial intermediation (Lm8.1 million) and wholesaleand retail trade
(including repair of motor vehicles, hotelsand restaurants) (Lm6.2 million).

Taxeson productsand importsincreased by Lm16.1 million to Lm2195.7 million
partly owing to an increase in the standard VAT rate as from January 2004.
Meanwhile, subsidies stood at Lm23.8 million during the first nine months of
2004, a decrease of Lm5.6 million. The developments described above in
compensation of employees, gross operation surplus and mixed income, taxes
on products and imports and subsidies contributed to anincreasein GDP of 2.1
per cent.

During the Survey period, net property incomefrom therest of theworld defined
as the difference between income receivable by Maltese owners of financial
assets held abroad and income receivable by foreign residents from Maltese
financial assets, fell by Lm55.8 million over the same period last year. This
declineisattributableto higher reinvested earnings and lower interest receipts.
Net compensation of employees from the rest of the world, defined as the
difference between total remuneration earned abroad by Maltese nationalsless
total remuneration earned locally by foreign nationals, declined by LmQ.5 million.
Meanwhile, taxes paid to the rest of the EU amounted to Lm3.6 million.

Economic Survey January - September 2004



Household Disposable Income

Household disposableincomeiscomputed by deducting direct taxation, including
social security contributions, from compensation of employees and other forms
of income and transfers received by households over a period of time. During
the Survey period, household disposable income stood at Lm890.9 million, an
increase of Lm7.2 million or 0.8 per cent over the comparable period of 2003.
Table 2.8 provides detail ed information on devel opmentsin the components of
househol d disposabl e income during the 2001-2004 period.

Thelevel of compensation of employees (inclusive of employers’ social security
contribution) reached L m647.4 million during the nine months to September
2004, anincreaseof Lm7.0 million or 1.1 per cent over the same period in 2003.
Thisincreasewas dueto ahigher gainfully occupied popul ation during the Survey
period. The contribution of compensation of employees to gross household
income stood at 60.3 per cent, practically unchanged from the share recorded
during January-September 2003. This suggeststhat compensation of employees
remains the most important source of income for households.

Household Disposable Income*
Table 2.8 Lm million

2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

Compensation of Employees® 811.2 8236 8541 6404 647.4
Non wage income @ 366.6 3574 361.6 2746  271.2
Net transfers from Government

including social benefit payments 175.9 185.9 187.9 1411 151.3
Net transfer from abroad 8.0 4.9 3.9 3.2 3.6
Gross household income 1,361.7 1,371.8 1,407.5 1,059.3 1,073.5

Less: direct taxes,

incl. social security contributions 229.6 239.7 254.1 175.5 182.7
Disposable income 1,132.1 1,132.1 11,1534 883.7 890.9
Private consumption 1,090.1 1,096.9 1,122.9 833.8 869.8
Household savings © 42.0 35.2 30.5 49.9 21.0
Savings ratio

(in per cent of disposable income) 3.7 3.1 2.6 5.7 2.4

*Provisional due to ongoing conversion to ESA95

®ncludes employers social security contributions

@Includes income of self-employed persons, rents, dividends and interest
®Excludes depreciation

Source: National Statistics Office
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Non-wage income, which includes income of self-employed persons, rents,
dividendsand interest stood at Lm271.2 million, representing adeclineof Lm3.4
million over January-September 2003. Non-wage income accounted for 25.3
per cent of gross household income, 0.7 percentage points below the share
recorded during the nine months to September 2003.

Net transfers from Government, which includes social benefit payments rose
by Lm210.2 million during January-September 2004, to Lm151.3 million. The
share of net transfers from Government in gross household income stood at
14.1 per cent, up from 13.3 per cent recorded during the same period of 2003,
thus representing an important component in gross household income.

Net transfersfrom abroad increased by L m0.4 million during the Survey period,
to Lm3.6 million. This item primarily includes pension payments and funds
remitted from abroad. The contribution of this category of household incometo
gross household income amounted to 0.3 per cent, unchanged from the level
recorded during 2003.

Direct taxes, inclusive of social security contribution advanced by Lm7.2 million
to Lm182.7 million during the first nine months of 2004. Thisincrease mainly
reflected changes introduced during the period under review in the way tax on

Chart 2.5
Households' Income and Consumption
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property is charged as well as efforts to improve efficiency in tax collection.
The share of direct taxesin gross household income stood at 17.0 per cent, up
from 16.6 per cent recorded during January-September 2003.

Chart 2.5illustratesthe relationship between househol d disposableincome and
private consumption expenditure during the period 2000 to 2004. Private
consumption stood at Lm869.8 million, anincrease of Lm36.0 million, or 4.3 per
cent, over thefirst nine months of 2003. On the other hand, household disposable
income increased by Lm7.2 million, or 0.8 per cent. Despite higher disposable
income, private consumption expenditureincreased by alarger amount with the
consequencethat househol d savingsdeclined to Lm21.0 million. Thisrepresented
asignificant drop of Lm28.9 million over the nine months to September 2003.
Asaresult the savingsratio declined to 2.4 per cent. The savingsratio followed
adownward trend over the recent years reflecting changesin the consumption
patterns of the Maltese as well asincreased availability of consumer credit.

International Comparison

Developmentswithin theinternational environment impact significantly onthe
Maltese economy in particular due to the high degree of openness that
characterizes the local economy. Of particular interest is the performance of
Maltalsmain trading partners over therecent years. Table 2.9 showsthe growth
rates of real GDP for the EU 25 Member States for the four years to 2004,
whilst Table 2.10 illustrates the composition of economic growth in real terms
for the EU 25 countries.

After registering a turnaround during the second half of 2003, the recovery in
both the Euro Areaand therest of the EU 25 picked up further speedin thefirst
half of 2004. Supported by these developments, the growth rates of GDP for
2004 are projected to reach 2.1 per cent in the Euro Area and 2.5 per cent in
the EU 25. However, following the sharp risein oil pricessincethefirst quarter
of thisyear, world growth for 2004 has already been dented. The persistence of
higher oil pricesand their increased volatility have adverseimplicationsfor the
growth outlook over the forecast horizon.

Therecovery in the Euro Areahas been driven by growth in exports, while the
growth-contribution of domestic demand has remained relatively weak. In
particular, one notes the behaviour of investment which has been particularly
disappointing in the first half of 2004. However, over the forecast horizon
investment should be supported by a recovery in productivity, enhanced by
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Gross Domestic Product
at constant market prices

Table 2.9 % change

2001 2002 2003 2004*
Austria 0.7 1.2 0.8 1.9
Belgium 0.7 0.9 1.3 2.5
Cyprus 4.0 2.0 2.0 3.5
Czech Republic 2.6 1.5 3.1 3.8
Denmark 1.6 1.0 0.5 2.3
Estonia 6.4 7.2 5.1 5.9
Finland 1.1 2.3 1.9 3.0
France 2.1 1.2 0.5 2.4
Germany 0.8 0.1 -0.1 1.9
Greece 4.3 3.6 4.5 3.8
Hungary 3.8 3.5 3.0 3.9
Ireland 6.0 6.1 3.7 5.2
Italy 1.8 0.4 0.3 1.3
Latvia 8.0 6.4 7.5 7.5
Lithuania 6.4 6.8 9.7 7.1
Luxembourg 15 25 2.9 4.0
Netherlands 1.4 0.6 -0.9 1.4
Poland 1.0 1.4 3.8 5.8
Portugal 1.6 0.4 -1.2 1.3
Slovakia 3.8 4.6 4.0 4.9
Slovenia 2.7 3.3 2.5 4.0
Spain 2.8 2.2 2.5 2.6
Sweden 0.9 2.1 1.6 3.7
United Kingdom 2.3 1.8 2.2 3.3
EU 25 1.8 1.1 1.0 2.5
Euro Area 1.6 0.9 0.6 2.1
Malta -2.4 2.6 -0.3 0.6

*Forecast. For Malta, this figure relates to January - September

Source: European Commission
National Statistics Office

GDP by Category of Expenditure
at constant market prices
Table 2.10 % change

2001 2002 2003 2004*

EU 25

Private Consumption 2.0 1.4 15 2.0
Government Consumption 2.5 3.1 1.9 1.8
Gross Fixed Capital Formation 0.3 -1.4 — 3.2
Exports of Goods and Services 3.3 1.8 0.9 6.5
Imports of Goods and Services 21 1.4 2.3 6.3
Gross Domestic Product 1.8 11 1.0 25

*Forecast

Source: European Commission
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appropriate reformsin product and labour markets. The outcomefor the EU 25
reveals asimilar picture in terms of the composition of growth, although the
relative contribution of domestic demand was stronger than that of external
demand in the second quarter. Inthe EU 25, consumption expenditureisexpected
to grow by 2.0 per cent in 2004. After registering a subdued growth rate of 0.9
per cent in 2003, exports of goods and services are expected to grow by 6.5 per
cent in 2004. On the other hand, after recording agrowth rate of 2.3 per centin
2003, imports of goods and servicesfor the EU 25 are expected to grow by 6.3
per cent.
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3. Employment

Thetwelve monthsto September 2004 presented anumber of challengesto the
economy, as a combination of domestic and international factors affected the
domestic labour market. Whilst the gainfully occupied populationincreased, the
restructuring initiatives as well as the subdued performance of the domestic
economy and slow growth in Malta's main trading partners may have contributed
to the rise in the number of unemployed persons. However, the increase in
unemployment was lower than that registered in the previous two years.

Thelabour supply stood at 145,414 at the end of September 2004, reflecting an
increase of 492 over September 2003. The gainfully occupied population
increased by 294 reaching 137,274 at the end of September 2004. The number
of unemployed persons registering under Part | of the Register increased by
149, reaching a level of 7,382 at the end of the Survey period. As shown in
Table 3.1, the unemployment rate edged up marginally by 0.1 percentage points,
thusrising to 5.1 per cent.

Employment trends in Malta point towards increased reliance on the private
sector and particularly market services as the main generator of employment.
Employment in the private sector, inclusive of temporary employment, stood at
90,625, an increase of 938 or 1.0 per cent over September 2003. This was
mainly dueto an expansion of 1,135 jobsin the private market services category
which was dlightly offset by adecline of 132 in private direct production. Asa
result of these developments, the share of total private sector in the gainfully
occupied populationincreased by 0.5 percentage points, reaching 66.0 per cent
at the end of September 2004. Employment in the public sector, inclusive of
temporary employees, declined by 644 or 1.4 per cent over the same period last
year. Consequently, the share of public sector inthe gainfully occupied population
declined by 0.5 percentage pointsto 34.0 per cent. Thisdeclinewas mainly due
to restructuring efforts at Malta Shipyards Ltd, Public Broadcasting Services
Ltd, Maltapost plc and Malta Enterprise Corporation.

Theanaysison labour market devel opments contained in this Chapter is based
on the latest employment statistics compiled by the Employment and Training
Corporation (ETC). During 2004 the ETC, inlinewithitspolicy for therevision
of provisional data, hasrevised employment statistics published earlier, with the
aim of attaining acontinuous update of labour market data. Asaresult, the data
inthis Chapter are not directly comparableto those presented in previousissues
of the Economic Survey.
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Labour Market Performance

Table 3.1
2000 2001 2002 2003 2004
Sep Sep Sep Sep Sep
Labour Supply 144,246 145,236 145,241 144,922 145,414
Males 103,911 104,172 103,854 103,233 103,197
Females 40,335 41,064 41,387 41,689 42,217
Gainfully Occupied 136,993 138,252 137,721 136,980 137,274
Males 97,776 98,402 97,780 96,968 96,692
Females 39,217 39,850 39,941 40,012 40,582
Total Private Sector 88,831 89,304 89,750 89,687 90,625
Private Direct Production 37,438 37,855 38,025 36,818 36,686
Private Market Services 50,622 50,700 50,954 52,177 53,312
Temporary Employment 771 749 771 692 627
Total Public Sector 48,162 48,948 47,971 47,293 46,649
Public Sector 47,915 48,694 47,692 47,000 46,386
Temporary Employment 247 254 279 293 263
Registered Unemployed* 7,253 6,984 7,520 7,942 8,140
Males 6,594 5,770 6,074 6,265 6,505
Females 659 1,214 1,446 1,677 1,635
% of Labour Supply 5.0 4.8 5.2 5.5 5.6
of which unemployment

under Part | (%) 4.6 4.3 4.7 5.0 5.1
Self-Employed** 15,926 15,342 15,472 15,645 15,907
Males 13,969 13,402 13,465 13,568 13,752
Females 1,957 1,940 2,007 2,077 2,155
% of Gainfully Occupied 11.6 11.1 11.2 11.4 11.6

Memorandum:
Total Direct Production*** 38,482 38,881 38,923 37,715 36,865
Total Market Services**** 60,337 61,308 61,905 62,747 64,346
Total Private Sector Share 64.8% 64.6% 65.2% 65.5% 66.0%
Total Public Sector Share 35.2% 35.4% 34.8% 34.5% 34.0%

*Includes both Parts | and Il of the registered unemployed

**Included in the Private Sector

***Excluding temporary employees and public sector employees in the electricity and gas
sector

*+*Excluding temporary employees and Malta Drydocks Corporation up to 2003
and Malta Shipyards Ltd in 2004

Source: Employment and Training Corporation
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Box 3.1
The Labour Force Survey for the Maltese Islands

The Labour Force Survey (LFS) is a study carried out by the National Statistics
Office (NSO) in accordance with the methodologies of the International Labour
Organisation and Eurostat. The LFS provides detailed information on a range of
labour market indicators, however it is not directly comparable to statistics
emanating from the Employment and Training Corporation (ETC) mainly due ta
differencesin definitions and methodol ogies of the two datasets.

As from the beginning of this year, the LFS published by NSO are not comparable
on a like-with-like basis to those published earlier. This is because the data is
based on a survey extended over the thirteen weeks of the quarter, in contrast with
the methodology previously in place that referred to a single reference week. In
this context, this section will focus on the LFS covering December 2003.
Additionally, one must express caution in comparing Survey results over time as
changes in employment of 1,800 or less may be the result of sampling error.

At the end of December 2003, the number of employed persons (inclusive of self-
employed and part-timers) stood at 147,042, reflecting a decrease of 1,361 or 0.9
per cent over December 2002. At the end of December 2003, the total employment
rate declined by 0.8 percentage points, and stood at 53.7 per cent. The number of
male employees stood at 101,159, a decline of 961 or 0.9 per cent over the same
period last year. Female employment declined by 1.0 per cent and amounted to
45,883 at the end of December 2003.

At 53.7 per cent, the total employment rate in Malta was 9.3 percentage points
below the EU 25 average. As shown in the Table, at the end of December 2003,
the male employment rate stood at 73.3 per cent, 2.4 percentage points higher than
the EU 25 average. Meanwhile, at 33.7 per cent the female employment rate was
21.4 percentage points below the EU 25 average. Interestingly the employment
gender gap, defined as the difference in the employment rates between females
and males is the lowest for the 15-24 years cohort at 1.0 percentage points, rising
to 52.7 percentage points and 40.1 percentage points for the 25-54 years cohort
and 55-64 years cohorts, respectively.

According to the LFS, during December 2003, the number of unemployed persons
stood at 12,596, an increase of 1,721 over the corresponding month of 2002.
Males made up 67.5 per cent of total unemployed persons. This corresponds to an
unemployment rate of 7.9 per cent, 1.2 percentage points below the EU 25
average. It is pertinent to note that in December 2003 the unemployment rate in
EU 25 rose by 0.3 percentage pointsto 9.1 per cent.

The LFS provides aso an interesting insight into gender differences in relation to
work and pay. At the end of December 2003, the number of persons in full time
job stood at 133,750, of which 72.7 per cent were males and 27.3 per cent females.
Full-time employment with reduced hours and part-time employment were more
prevalent among females. In fact females made up 68.7 per cent and 70.5 per cent
of al persons in full-time employment with reduced hours and part-time
employees respectively.
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Box 3.1 continued

On an occupational basis, female clerks exceed the number of males by 1.4 per
cent, however they are under-represented in al other categories. In particular,
among the occupations having the highest average salary, the number of males
exceeds females. In the case of legidators, senior officials and managers and
professionals, males exceed females by 5.9 per cent whilst for professionals the
corresponding figure is 0.8 per cent.

These gender differences in occupation are reflected in the average salary. The
gender pay gap, defined as the average gross weekly earnings of males and
females as a percentage of male average gross hourly earnings stood at 10.3 per
cent. Furthermore, females tend to work shorter hours compared to males, as at the
end of December 2003 the average number of hours worked by females stood at
38.5, or 1.8 hours less than males. This working pattern may also be reflected in
the gender pay gap.

Selection of Labour Force Survey
Indicators - December 2003

per cent

Malta EU-25

Total Employment Rate 53.7 63.0
Male 73.3 70.9
Female 33.7 55.1
Total Unemployment Rate 7.9 9.1

Source: National Statistics Office, Eurostat

Itisimportant to note that the data on registered unemployment is composed of
both Part | and Part |1 of the Register. Part | of the Register includes those
people who are eligible for work and registering with the ETC as unemployed
while Part 11 incorporates other categories of persons searching for work but
who are not eligibleto register under Part |. Such categoriesinclude those who
were dismissed from work dueto disciplinary action or who left employment at
their free will, those who refused work and training opportunities, those who
failed to submit the necessary documents required for registration under Part |
and those who were struck off after an inspection by the Law Enforcement
Personnel. In this context, unemployment under Part | of the Register is used
as the measure of economic developments in the domestic labour market.

Economic Survey January - September 2004



Labour Market Developments

This section provides an overview of the salient labour market developments
that occurred during the period covering September 2000 to September 2004.
Asshownin Chart 3.1, the labour supply rose by 1,168 or 0.8 per cent between
September 2000 and September 2004, reaching alevel of 145,414 at the end of
September 2004. During this period, the labour supply registered a general
upward trend, except for the twelve months to September 2003, mainly dueto
the economic restructuring.

On a gender basis, the increase in the labour supply recorded over the recent
yearswasdriven by ahigher number of females, asthe males category recorded
adecline. In fact the male component in the labour force declined by 714 or 0.7
per cent between September 2000 and September 2004, with drops recorded
during every year except in 2001. The number of females in the labour force
stood at 42,217 in September 2004 thus reflecting an increase of 1,882 or 4.7
per cent over September 2000. As a consequence, the share of males in the
labour force declined by a percentage point to 71.0 per cent while the share of
females in the labour force rose from 28.0 to 29.0 per cent at the end of
September 2004. Raising the employment rate, especially among females is
one of the objectives of the Maltese Government, which isalso highlighted in
the draft National Action Planfor Employment published recently.

Chart 3.1

Labour Force and Gainfully Occupied Population
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At the end of the Survey period, the gainfully occupied population stood at
137,274 reflecting an increase of 281 or 0.2 per cent over September 2000.
This reflects increases recorded in the twelve months to September 2001 and
September 2004 of 1,259 and 294, respectively that countered the drops of 531
and 741 inthe year ending September 2002 and 2003, respectively.

The number of males in the gainfully occupied population declined by 1,084
over the period under review, reaching 96,692 at the end of September 2004. In
contrast, the number of females in the gainfully occupied population stood at
40,582 at the end of September 2004, representing an increase of 1,365 or 3.5
per cent over September 2000.

As aresult of these developments, the number of unemployed persons under
Part | of the Register in the four years to September 2004 rose by 788. The
number of unemployed persons declined by 379 between September 2000 and
September 2001, however increases were recorded over the subsequent years.
Nevertheless one should note that the increase in unemployment under Part |
recorded during September 2004 wasthelowest in the three yearsto September
2004 and that the increase in the number of unemployed persons appears to
have decelerated. Hence the unemployment rate under Part | stood at 5.1 per
cent at the end of September 2004, an increase of 0.5 percentage points over
September 2000, whilst compared to September 2003, the unemployment rate
rose marginally by 0.1 percentage points.

Private Sector Employment

Private sector employment, inclusive of temporary employment, registered
increases over the period from September 2000 to September 2004, except for
the twelve months to September 2003. Over the four-year period to September
2004, private sector employment increased by 1,794 or 2.0 per cent, reaching
90,625 at the end of September 2004. This increase was driven by higher
employment in both private market services throughout this period and private
direct production between September 2000 and September 2002. However,
declinesin private direct production were recorded in both the twelve months
to September 2003 and September 2004.

Private direct production stood at 36,686, a decrease of 752 or 2.0 per cent
over September 2000. Although an increase of 587 was recorded over the
twenty-four months to September 2002, thisincrease was offset by declines of
1,207 and 132 during the years ending September 2003 and September 2004,
respectively. These devel opmentsreflect mainly restructuring especially in the
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local manufacturing industry. Asaresult, the share of private direct production
intotal employment declined from 27.3 per cent in September 2000 to 26.7 per
cent in September 2004. The declinein private direct production wasmorethan
offset by the strong job creation registered in private market services over the
period under review. Private market services stood at 53,312 at the end of
September 2004, representing an increase of 2,690 or 5.3 per cent over the
period September 2000 to September 2004. This increase registered over the
four years to September 2004 was mainly concentrated in the community and
business sub-sector. Consequently the share of private market servicesin the
gainfully occupied population stood at 38.8 per cent at the end of September
2004, 1.8 percentage points higher than that for September 2000.

Asashare of total private sector employment, private direct production stood
at 40.5 per cent at the end of September 2004, around 1.7 percentage points
lessthan September 2000. Conversely, the share of private market services out
of total private sector employment stood at 58.8 per cent in September 2004, up
from 57.0 per cent recorded at the end of September 2000. These figures are
consistent with the long-term trend towards greater reliance on private market
services that is being experienced by the Maltese economy.

The number of temporary employed in the private sector was on a downward
trend over the period September 2000 to September 2004, except for anincrease
inthe twelve monthsto September 2002. Temporary employment inthe private
sector stood at 627 at the end of September 2004, a decline of 144 over
September 2000.

After a drop in the twelve months to September 2001, the number of self-
employed increased consistently in the subsequent years although ending at
almost the same level recorded in September 2000. In fact the number of self-
employed at the end of September 2004 stood at 15,907. The share of self-
employment inthe gainfully occupied population in September 2004 continued
to follow an upward trend, following the drop in 2001. This reached 11.6 per
cent in September 2004.

Onagender basis, the number of male self-employed stood at 13,752 at theend
of September 2004, a decline of 217 when compared to September 2000.
Meanwhilethe number of female self-employed stood at 2,155 representing an
increase of 10.1 per cent over September 2000. Consequently, the share of
female self-employed in total self-employed stood at 13.5 per cent at the end of
September 2004, up from 12.3 per cent recorded four years earlier, but till
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relatively low when compared to the share of femalesin the gainfully occupied
population.

Public Sector Employment

During the period September 2001 to September 2004, public sector employment
was generally on a downward trend. At the end of September 2004 total
employment in the public sector, inclusive of temporary employment, stood at
46,649, representing a decrease of 1,513 over the same period in 2000.
Conseguently, asshownin Chart 3.2, the share of total public sector employment
inthe gainfully occupied population stood at 34.0 per cent, 1.2 percentage points
below the share recorded in September 2000. This drop was mainly due to
privatisation aswell as restructuring initiativesin public sector entities carried
out during this period. As shown in Table 3.2, during September 2004 public
sector employment declined by 644 when compared to the same period in 2003.
Employment in Government Departments stood at 30,022, a marginal decline
of 60 over September 2003 but some 700 persons less than in 2000.

As mentioned earlier, several restructuring programmes were implemented
during the Survey period in a number of state-owned enterprises. Early
retirement schemes as well as redeployment of surplus staff with the Public
Sector wereimplemented at Maltapost plc and in Public Broadcasting Services
Ltd. Additionally during thefirst quarter of 2004, Malta Enterprise Corporation
took over thefunctions previously held by the MaltaDevel opment Corporation,
the Ingtitute for the Promaotion of Small Enterprises and the Malta External
Trade Corporation. A voluntary early retirement scheme was introduced and
subsequently, employeeswho were not recruited by Malta Enterprise Corporation
or Malta Industrial Parks Ltd and who did not take up early retirement were
retained in the Public Sector for eventual re-deployment.

Moreover, the setting up of Malta Shipyards Ltd during the fourth quarter of
2003 absorbed around 1,700 employees out of approximately 2,600 previously
employed with the Malta Shipbuilding Co Ltd and Malta Drydocks Corporation.
The remaining employeeswere either transferred to anew company, Industrial
Project and Services Ltd (IPSL), or opted for early retirement schemes, some
of which alowed those eligibleto register for unemployment.

The developments described above had a considerable impact on employment
in companieswith public sector mg ority sharehol ding and Independent Statutory
Bodies. Indeed, employment with public sector mgjority shareholding companies
dropped by 974 during the twel ve monthsto September 2003 mainly duereforms
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Chart 3.2
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Public Sector Employment
Table 3.2
2000 2001 2002 2003 2004
Sep Sep Sep Sep Sep
Government Departments 30,714 30,825 30,349 30,082 30,022
Companies with public sector
majority shareholding 7,457 7,990 7,841 7,199 6,225
Independent Statutory Bodies 8,085 8,267 7,895 8,066 8,510
Armed Forces & Revenue Security Corps. 1,659 1,612 1,607 1,653 1,629
Temporary Employees 247 254 279 293 263
Total 48,162 48,948 47,971 47,293 46,649

Source: Employment and Training Corporation
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Chart 3.3

Public Sector Employment*
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carried out in Malta Shipyards Ltd, restructuring reformsin Maltapost plc and
Public Broadcasting Services Ltd and changes related to the establishment of
Malta Enterprise Corporation. Consequently, the share in the public sector
accounted for by public sector majority shareholding companies stood at 13.3
per cent, 1.9 percentage points lower than September 2003.

At the end of September 2004, employment with Independent Statutory Bodies
stood at 8,510, anincrease of 444 over the same period last year. These changes
were attributed to recruitment at the Malta College for Arts Science and
Technology (MCAST) aswell asthe establishment of Malta ShipyardsLtd and
IPSL that resulted in a re-classification of workers from the companies with
public sector majority shareholding category. Consequently, the share of
Independent Statutory Bodiesin public sector employment rose by 1.1 percentage
point to 18.2 per cent. These devel opmentsare highlighted in Chart 3.3. During
thetwelve monthsto September 2004, adrop of 30 wasrecorded in the number
of temporary employees engaged in the public sector, ending the period at a
level of 263.

Sectoral Employment

Chart 3.4 highlights the share of market services, direct production and non-
market servicesin the gainfully occupied population as at September 2004. As
shown in the Chart, the share of the market services category, stood at 47.5 per
cent, and at the end of Survey period it wasthe major contributor to employment
in Malta. Moreover, the share of employment in direct production and non-
market services stood at 29.1 and 23.4 per cent respectively.

The following analysis gives a detailed overview of the main employment
developments in clusters of economic activity in both direct production and
market services categoriesrecorded during the twelve months ending September
2004.

Direct Production

Ashighlighted in Table 3.3, total employment in direct production stood at 36,865
at the end of September 2004, a decline of 850 or 2.3 per cent over the same
period last year. Employment in direct production isamost entirely provided by
the private sector with asharein total employment in direct production of 99.5
per cent at the end of September 2004, an increase of 1.9 percentage points
over September 2003. The decline in total direct production employment is
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Employment in Direct Production*

Table 3.3
2000
Sep
Agriculture & Fisheries 2,199
Private 2,199
Public -
Stone and non-Metallic Quarrying,

Construction & Oil Drilling 6,433
Private 6,297
Public 136

Manufacturing 29,850
Private 28,942
Public 908

Total Employment in Direct Production 38,482
Private 37,438
Public 1,044

2001
Sep

2,162
2,162

6,759
6,624
135
29,960
29,069
891

38,881
37,855
1,026

2002
Sep

2,219
2,219

6,986
6,853
133
29,718
28,953
765

38,923
38,025
898

2003
Sep

2,292
2,292

6,977
6,844
133
28,446
27,682
764

37,715
36,818
897

* Excluding temporary employees and public sector employees in the electricity and gas sector

2004
Sep

2,278
2,278

7,144
7,016
128
27,443
27,392
51

36,865
36,686
179

Source: Employment and Training Corporation
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mainly dueto alower public sector complement of 718 over September 2003,
mainly asaresult of theimplementation of restructuring programmesin anumber
of public entities. Meanwhile employment in the private sector declined by 132.
Chart 3.5 shows the employment levels in direct production over the period
covering September 2000 to September 2004.

Employment in agriculture and fisheries stood at 2,278 at the end of September
2004, a marginal decline of 14 over the same month of 2003. The share of
agriculture and fisheriesin total employment in direct production stood at 6.2
per cent, amargina increase of 0.1 percentage points over September 2003.
The labour complement in the stone and non-metallic quarrying, construction
and oil drilling increased by 167 or 2.4 per cent over September 2003. This
increase in employment is attributed to the private sector and at the end of
September 2004 the share of stone and non-metallic quarrying, construction
and oil drilling intotal employment in direct production stood at 19.4 per cent.

Employment in manufacturing stood at 27,443, adecline of 1,003 over September
2003. Thisoutcomeismainly dueto adrop in public sector employment of 713
over the same period last year, as aresult of the restructuring at the shipyards.
In particular, a number of workers were transferred to the market services
category following the setting up of IPSL. Private sector employment in
manufacturing declined by 290, ending the year at the level of 27,392. Thisis
mainly dueto dropsrecorded in footwear and clothing, machinery and transport
equipment. However, this decline was much lower than that registered in the
twelve months to September 2003. At the end of September 2004 the share of
manufacturing employment in direct production stood at 74.4 per cent, 1.0
percentage points bel ow that recorded twelve months earlier. Chart 3.6 depicts
the employment levels in manufacturing during the period September 2000 —
September 2004.

Total sectoral job gainsin manufacturing during the twel ve monthsto September
2004 amounted to 503, up from 223 recorded in the same month of 2003. The
increasesarosein the private sector primarily intextilesand el ectrical machinery.
Asshown in Table 3.4, sectora job lossesin the private sector amounted 793,
significantly below the level recorded during the twelve months to September
2003. These were concentrated in footwear and clothing, beverages, furniture
and fixtures, machinery and transport equipment. Job lossesin the public sector
stood at 713 and were mainly due to the restructuring at the shipyards. Further
detailed information about employment devel opmentsin manufacturing isfound
in Table 3.5.
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Chart 3.6
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Table 3.4
2001-00 2002-01  2003-02  2004-03
Sep Sep Sep Sep
Total Change 110 -242 -1,272 -1,003
Private 127 -116 -1,271 -290
Public -17 -126 -1 -713
Total Sectoral Increases 606 703 223 503
Private 606 702 223 503
Public - 1 - -
Total Sectoral Decreases 496 945 1,495 1,506
Private 479 818 1,494 793
Public 17 127 1 713

* Excluding temporary employees and public sector employees in the electricity
and gas sector

Source: Compiled from Employment and Training Corporation data
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Manufacturing Employment*

Table 3.5
2000 2001 2002 2003 2004
Sep Sep Sep Sep Sep
Food mfg 3,116 3,055 3,063 3,046 3,038
Private 3,094 3,034 3,044 3,027 3,024
Public 22 21 19 19 14
Beverages mfg 1,269 1,278 1,214 1,263 1,224
Private 1,269 1,278 1,214 1,263 1,224
Public - - - - -
Tobacco mfg 163 177 168 167 161
Private 163 177 168 167 161
Public - - - - -
Mfg of Textiles 1,084 1,498 1,675 1,407 1,581
Private 1,084 1,498 1,675 1,407 1,581
Public - - - - -
Mfg of Footwear, Clothing etc 3,264 3,275 2,882 2,137 1,650
Private 3,264 3,275 2,882 2,137 1,650
Public - - - - -
Mfg of Wood & Cork 39 30 27 22 18
Private 39 30 27 22 18
Public - - - - -
Mfg of Furniture & Fixtures 2,384 2,322 2,270 2,173 2,110
Private 2,384 2,322 2,270 2,173 2,110
Public - - - - -
Mfg of Paper products 302 322 320 307 304
Private 302 322 320 307 304
Public - - - - -
Printing & Allied mfg 1,569 1,576 1,677 1,728 1,716
Private 1,518 1,528 1,628 1,680 1,682
Public 51 48 49 48 34
Mfg of Leather & Leather Goods 215 215 192 184 173
Private 215 215 192 184 173
Public - - - - -
Mfg of Rubber products 985 966 942 938 923
Private 985 966 942 938 923
Public - - - - -
Mfg of Chemical products 1,197 1,174 1,163 1,032 1,022
Private 1,197 1,174 1,163 1,032 1,022
Public - - - - -
Mfg of Non-Metallic products 1,014 999 1,033 1,009 1,007
Private 1,014 999 1,033 1,009 1,007
Public - - - - -
Mfg of Metal products 1,382 1,423 1,425 1,389 1,371
Private 1,382 1,423 1,425 1,389 1,371
Public - - - - -
Mfg of Machinery 643 618 858 746 614
Private 643 618 858 746 614
Public - - - - -

Economic Survey January - September 2004

63



64

Manufacturing Employment*
Table 3.5 continued

2000 2001 2002 2003 2004

Sep Sep Sep Sep Sep
Mfg of Electrical Machinery, 5,803 5,867 6,006 6,052 6,166
Appliances & Supplies
Private 5,803 5,867 6,006 6,052 6,166
Public - - - - -
Mfg of Transport Equipment 2,683 2,694 2,511 2,582 2,000
Private 1,862 1,885 1,822 1,893 2,000
Public 821 809 689 689 -
Miscellaneous and other mfg 2,738 2,471 2,292 2,264 2,365
Private 2,724 2,458 2,284 2,256 2,362
Public 14 13 8 8 3

Total Manufacturing Employment 29,850 29,960 29,718 28,446 27,443

* Excluding temporary employees and public sector employees in the electricity and gas
sector

Source: Employment and Training Corporation

Food and Beverages

Employment in the food and beverages sector stood at 4,262 at the end of
September 2004, adeclineof 47 or 1.1 per cent over the previoustwel ve months.
The share of the food and beverages sector in total manufacturing employment
stood at 15.5 per cent, 0.4 percentage points above the same period last year.
The performance of this sector was influenced by the increased competition
arising from the removal of all remaining protective levies on agro-industrial
products. Chart 3.7 illustrates the main devel opmentsin the food and beverage
sector during the period September 2000 — September 2004.

Textiles, Footwear and Clothing

Employment in textiles, footwear and clothing amounted to 3,231 at the end of
September 2004, a decline of 313 when compared to the same period of 2003.
This drop is due to a decline of 487 in employment in footwear and clothing
following redundancies by some firms operating in this sub-sector, as a
consequence of international competition from low-wage countriesin thishighly
labour-intensive sub-sector. Meanwhile, employment in the textil es sub-sector
increased by 174 over September 2003. At the end of September 2004, the
share of textiles, footwear and clothing in the manufacturing employment stood
at 11.8 per cent, down from 12.5 per cent recorded in the previous twelve
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months. Chart 3.8 depicts the main devel opmentsin the footwear and clothing
sub-sector over the recent years, thus showing continuous decreases since
September 2001.

Furniture and Fixtures

At the end of September 2004, the number of employees in the furniture and
fixtures sector stood at 2,110, adecline of 2.9 per cent over the same monthin
2003. As shown in Chart 3.9, the number of employees in the furniture and
fixtures sector followed a downward trend over the recent years, reflecting
therestructuring of thissector triggered by theliberalisation of imported furniture
products. The share of furniture and fixturesin total manufacturing employment
stood at 7.7 per cent, 0.1 percentage points higher than the same period last
year.

Paper Products and Printing

Aggregate employment in the paper products and printing sector stood at 2,020
at the end of September 2004, amarginal decline of 15 over September 2003.
One notes, however, that this sector has experienced asteady risein employment
in recent years. The paper products and printing sector accounted for 7.4 per
cent of total employment in manufacturing, anincrease of 0.2 percentage points
over September 2003.

Chart 3.9
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Chemical Products

At the end of September 2004, employment in the chemical products sector
stood at 1,022, amarginal decline of 10 employees over the same period last
year. The share of the chemical products sector in total manufacturing stood at
3.7 per cent, amost unchanged from the share recorded in September 2003.

Non-Metallics and Metal Products

Aggregate employment in the non-metallics and metal products sector declined
by 20 during the year ending in September 2004, down to alevel of 2,378. The
main drop in employment was attributed to the metal products sub-sector. The
share of employment in non-metallics and metal products sector stood at 8.7
per cent, 0.3 percentage points less than that recorded in September 2003.

Machinery, Electrical Machinery, Appliances and Supplies

Attheend of September 2004, employment in the machinery, electrical machinery,
appliances and supplies sector declined marginaly by 1810 6,780 over the same
period last year. Thisdeclinewas mainly dueto adrop of 132 in the machinery
sub-sector, while an increase of 114 employees in the electrical machinery,
appliances and supplies sub-sector partly mitigated this drop in employment.
The better employment resultsreported by the electrical machinery, appliances
and supplies sub-sector reflected the recovery of the globa semiconductors
industry. Employment in the el ectrical machinery, appliances and supplies sub-

Chart 3.10
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sector was on a gradually rising trend over the period September 2000 —
September 2004 as highlighted in Chart 3.10. At the end of the Survey period,
the share of the machinery, electrical machinery, appliances and supplies sector
stood at 24.7 per cent, up from 23.9 per cent recorded at the end of September
2003.

Market Services

In line with the trends noted in past years, market services remained the
generator of employment in the Maltese economy. Chart 3.11 illustrates the
main devel opments in market services employment between September 2000
and September 2004. At the end of September 2004, employment in market
services stood at 64,346 representing an increase of 1,599 or 2.5 per cent over
September 2003. Asshown in Table 3.6 and Table 3.7, higher employment was
mainly driven by the private sector market services that recorded an increase
of 1,135. Employment in the public sector market serviceswas up by 464 mainly
as aresult of a transfer of employees from the direct production category
following the setting up of IPSL.

Total sectoral job gainsin the market services category amounted to 1,876 of
which 1,253 originated from the private sector and 623 took placein the public
sector. The latter reflects the above mentioned shift of employees due to the
restructuring of the shipyards. Meanwhile, total sectoral job lossesstood at 277
mainly as aresult of declines of 118 and 159 in the private and public sectors,
respectively. Job increases arose mainly in community and business, wholesale

Changes in Employment in Market Services*

Table 3.6
2001-00 2002-01 2003-02  2004-03
Sep Sep Sep Sep
Total Change 971 597 842 1,599
Private 78 254 1,223 1,135
Public 893 343 -381 464
Total Sectoral Increases 2,271 1,564 1,478 1,876
Private 1,258 1,000 1,478 1,253
Public 1,013 564 - 623
Total Sectoral Decreases 1,300 967 636 277
Private 1,180 746 255 118
Public 120 221 381 159

* Excluding temporary employees and Malta Drydocks Corporation up to 2003 and Malta Shipyards Ltd in 2004

Source: Compiled from Employment and Training Corporation data
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Table 3.7

Employment in Market Services*

2000

Sep

Wholesale & Retail trades 15,633
Private 15,633
Public -
Banks & Financial institutions 4,228
Private 3,827
Public 401
Insurance 816
Private 811
Public 5
Real Estate 492
Private 454
Public 38
Transport 8,300
Private 5,855
Public 2,445
Storage & Warehousing 694
Private 170
Public 524
Communications 2,383
Private 667
Public 1,716
Community & Business 14,315
Private 10,347
Public 3,968
Recreation services 840
Private 693
Public 147
Hotels & Catering establishments 9,812
Private 9,443
Public 369
Other personal services 2,824
Private 2,722
Public 102
Total Employment in Market Services 60,337

2001
Sep

15,289
15,289
4,140
3,721
419
852
845

7

492
456

36
7,712
5,236
2,476
740
137
603
2,572
806
1,766
15,762
11,053
4,709
1,143
1,012
131
9,962
9,501
461
2,644
2,644

61,308

2002
Sep

15,593
15,593
4,052
3,598
454
842
835

7

486
455

31
7,564
5,171
2,393
759
147
612
2,537
886
1,651
16,843
11,614
5,229
941
822
119
9,599
9,144
455
2,689
2,689

61,905

2003
Sep

15,993
15,993
4,039
3,588
451
831
824

7

507
477

30
7,496
5,115
2,381
769
158
611
2,277
732
1,545
17,594
12,615
4,979
924
810
114
9,584
9,132
452
2,733
2,733

62,747

* Excluding temporary employees and Malta Drydocks Corporation up to 2003 and Malta Shipyards Ltd in 2004

2004
Sep

16,430
16,430

4,017
3,553
464
852
847

480
460
20
7,583
5,219
2,364
751
148
603
2,142
676
1,466
18,739
13,150
5,589
943
835
108
9,590
9,175
415
2,819
2,819

64,346

Source: Employment and Training Corporation
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Chart 3.11
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and retail trades, transport and other personal services. Joblossesmainly occurred
in the communications, real estate and banksand financial institutions.

Wholesale and Retail Trades

The labour complement in the wholesale and retail trades sector rose by 437,
reaching 16,430 at the end of September 2004. As shown in Chart 3.12,
employment in the wholesale and retail trade was on rising trend except for a
decline recorded in the twelve months to September 2001 attributed to the
closure of amajor supermarket chain. Thisrisewasdistributed among anumber
of operatorswithin the private sector. The share of employment inthewholesale
and retail trades sector intotal market services stood at 25.5 per cent, unchanged
from September 2003.

Banks, Financial Institutions, Insurance and Real Estate

Aggregate employment in the banks, financial institutions, insurance and real
estate sector stood at 5,349, a marginal decline of 28 or 0.5 per cent over the
comparable month of 2003. This decline was mainly due to reductions of 22
and 27 employeesin the banks and financia institutionsand thereal estate sub-
sectors, respectively. In contrast, an increase of 21 persons was recorded in
the insurance sub-sector. Conseguently the share of the banks, financial
institutions, insurance and real estate sector in total market services stood at
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Chart 3.12
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8.3 per cent at the end of September 2004, adrop of 0.3 percentage points over
September 2003.

Transport

Employment in the transport sector stood at 7,583, an increase of 87 or 1.2 per
cent over September 2003. Thismainly reflected an increase of 104 in private
sector employment, whilst the public sector complement declined by 17. The
shareof transport in market servicesstood at 11.8 per cent, practically unchanged
from September last year.

Storage, Warehousing, Communications and Community and
Business

During the twelve months to September 2004, employment in storage,
warehousing, communications and community and business sector increased
by 992 or 4.8 per centto 21,632. Thisincreaseismainly dueto arisein community
and business employment by 1,145 of which 535 arosein the private sector and
610 in the public sector. The rise in private sector employment was spread
among several operators within the sub-sector, while the rise in public sector
employment was due to the transfer of employees from the direct production
category following the setting up of IPSL and recruitmentin MCAST. Asdepicted
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Chart 3.13
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in Chart 3.13, employment in the Community and Business category followed
an upward trend over the recent years.

Employment in the storage and warehousing sub-sector declined by 18 when
compared to September 2003. M eanwhile, employment in the communications
sub-sector fell by 135, following a reduction of 56 and 79 persons from the
private and public sector complement respectively. The declinein public sector
employment was mainly a result of the restructuring effort at the Public
Broadcasting Services Ltd. At the end of September 2004, the share of the
storage, warehousing, communications and community and business sector in
the market services category stood at 33.6 per cent, up from 32.9 per cent
recorded during the comparable month of 2003.

Recreation Services, Hotels, Catering Establishments and Others

Aggregate employment in recreation services, hotels, catering establishments
and othersstood at 13,352 at the end of September 2004, ariseof 111 or 0.8 per
cent over September 2003. This increase was mainly as a result of higher
employment in al three sub-sectors. Employment in recreation services rose
by 19 personsasaresult of anincrease of 25 in the private sector and adecline
of 6 persons in the public sector. The labour complement in the hotels and
catering establishments sub-sector increased marginally by 6, dueto anincrease
of 43 in the private sector and a decline of 37 recorded in the public sector.
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Chart 3.14
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Employment in the other personal services category rose by 86, mainly as a
result of relatively small-scale recruitment by several employersin the private
sector. Asillustrated in Chart 3.14, the declinesin employment in the hotelsand
catering establishments sub-sector experienced during the previous two years
seems to have been arrested during the period under review. At the end of
September 2004 the share of recreation services, hotel s, catering establishments
and others sector stood at 20.8 per cent, a decrease of around 0.3 percentage
points over the share recorded in September 2003.

Unemployment

The analysis in this section is based on the registered unemployed statistics
pertaining to Part | of the unemployment Register. The number of Registered
Unemployed persons stood at 7,382 at the end of September 2004, an increase
of 149 over the same period last year. Asaresult, the unemployment rate stood
at 5.1 per cent, amarginal increase of 0.1 percentage points over September
2003. It is noteworthy that the rise in unemployment was mainly the result of
higher unemployment among males, while the number of females registering
for unemployment declined. In fact male unemployment rose by 186 thus
reaching 5,933 or 80.4 per cent of total unemployment asat the end of September
2004. In contrast, the number of femal e unemployed stood at 1,449 or 19.6 per
cent of total unemployment, a decline of 37 or 2.5 per cent over September
2003. These developments partly capture the effect of the early retirement

Economic Survey January - September 2004

73



74

Registered Unemployed*
by age distribution

Table 3.8
Registered 16 - 24 years 25-49 years over 49 years
Unemployed % % %
1999 7,695 28.6 57.0 14.4
2000 6,583 275 56.8 15.7
2001 6,753 29.2 55.4 15.4
2002 6,774 28.3 56.2 155
2003 7,494 28.4 55.1 16.5
2003 (Sep) 7,233 30.1 55.5 14.4
2004 (Sep) 7,382 27.1 55.7 17.2

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation

schemesthat occurred in some public sector enterprises during the period under
review and which were mostly taken up by male employees. Moreover, during
theyear ending in September 2004, the age distribution of registered unemployed
shifted towards older workers as the share of persons aged 49 and over in total
unemployment stood at 17.2 per cent, 2.8 percentage points more than September
2003 as shown in Table 3.8. In contrast, the share of youth unemployment in
total employment, defined as the group of persons aged between 16 and 24,
stood at 27.1 per cent, adecline of 3.0 percentage points over the same period
last year. The share of the 25-49 age group increased only by a margin of 0.2
percentage points over September 2003.

As shown in Table 3.9, the share of persons registering for work for 9 to 48
weeks rose by 2.9 percentage points, reaching 37.3 per cent at the end of
September 2004. This change in the distribution of registered unemployed by
duration coincideswith thetiming of reformsin some public sector enterprises.
Over the year ending September 2004, the share of persons registering for
employment for more than 49 weeks stood at 41.8 per cent, anincrease of 1.2
percentage points over the same month last year. In contrast, the share of
persons registering for 8 weeks or less stood at 21.0 per cent, adecline of 4.1
percentage points over September 2003.

Around 79 per cent of the malesregistering for unemployment are looking for
manual employment, while53.4 per cent of the femal es are seeking non-manual
employment. The increase in unemployment recorded in the twelve monthsto
September 2004 is the combined effect of slight increases in the number of
persons seeking both manual and non-manual employment. During September
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Registered Unemployed*
by duration of registration

Table 3.9
Registered under 8 weeks 9 - 48 weeks over 49 weeks
Unemployed % % %
1999 7,695 13.0 34.6 52.5
2000 6,583 14.9 29.8 55.3
2001 6,753 19.1 354 455
2002 6,774 15.8 37.3 46.9
2003 7,494 20.8 41.2 38.0
2003 (Sep) 7,233 25.1 34.4 40.6
2004 (Sep) 7,382 21.0 37.3 41.8

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation

Registered Unemployed Classified by Occupation*

at September 2004
Table 3.10
Registered Unemployed Percentage Share
Males Females Total Males Females Total
Non-Manual
Clerical & related workers 377 399 776 6.4 27.5 10.5
Supervisory 49 11 60 0.8 0.8 0.8
Technological & professional 303 107 410 5.1 7.4 5.6
Miscellaneous non-manual 278 257 535 4.7 17.7 7.2
Total Non-Manual 1,007 774 1,781 17.0 53.4 24.1
Manual
Agriculture 105 0 105 1.8 0.0 1.4
Construction 540 1 541 9.1 0.1 7.3
Textiles 7 7 14 0.1 0.5 0.2
Wood working 0 0 0 0.0 0.0 0.0
Printing 16 1 17 0.3 0.1 0.2
Metal working 277 0 277 4.7 0.0 3.8
Catering 202 27 229 34 1.9 31
Other services 7 92 169 13 6.3 23
Labouring 1,432 210 1,642 24.1 14.5 22.2
Miscellaneous 2,027 266 2,293 34.2 18.4 31.1
Total Manual 4,683 604 5,287 78.9 41.7 71.6
Disabled persons 243 71 314 4.1 4.9 4.3
Total 5,933 1,449 7,382 100.0 100.0 100.0

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation
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2004, manual unemployment stood at 5,287, reflecting an increase of 750r 1.4
per cent over September 2003. Males made up 88.6 per cent of manual
unemployment, 0.7 percentage points more than September 2003. The main
increasesin manual unemployment were recorded in the construction, catering
and labouring categories. As shown in Table 3.10, manual unemployment
represented 71.6 per cent of total unemployment at the end of September 2004,
a decrease of 0.5 percentage points over the same month last year.

Non-manual unemployment stood at 1,781 at the end of September 2004, an
increase of 55 or 3.2 per cent over September 2003. Thismainly reflects higher
unemployment within the technol ogical and professional and the miscellaneous
categories, whileadight declinewasrecorded in the clerical and related workers
category. The share of non-manual unemployment in total unemployment stood
at 24.1 per cent at the end of September 2004, an increase of 0.2 percentage
pointsover the share recorded inthe previousyear. Non-manual unemployment
was evenly split across genders as the share of males and females stood at
56.5 and 43.5 per cent respectively.

At the end of September 2004, the number of disabled persons registering for
employment stood at 314 or 4.3 per cent of total unemployment, an increase of
19 or 6.4 per cent over the same month last year.

Part-Time Activity

Total part-time employment stood at 37,488 at the end of September 2004, an
increase of 3,320 or 9.7 per cent over the same month of 2003. Total part-time
employment rose steadily over the period September 2001 — September 2004,
asthelevel recorded at the end of September 2004 was 6,681 above September
2001. During thisperiod, theincreasein part-time employment isdueto increases
in both part-timersholding afull-timejob aswell aspersons holding apart-time
job astheir main occupation. Thismight imply that ahigher level of flexibility is
being gradually embedded in the domestic labour market with positive effects
on the level of engagement by personsin the economy.

The number of part-timersholding afull-timejob rose by 1,063 during thetwelve
months to September 2004. Of these, the number of males rose by 546
representing asharein the number of part-timers holding full-time employment
of 74.8 per cent in September 2004. Conversely, the number of females stood
at 4,081, arise of 517 over September 2003. The share of femal esin the number
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Part-Time Employment

Table 3.11
2001 2002 2003 2004
Sep Sep Sep Sep
Part-Timers holding a full-time job 14,048 14,781 15,159 16,222
Males 11,137 11,454 11,595 12,141
Females 2,911 3,327 3,564 4,081
Single 1,644 1,921 2,184 2,602
Married 1,267 1,406 1,380 1,479
Part-Timers as a primary job 16,759 17,729 19,009 21,266
Males 6,447 6,788 7,297 8,284
Females 10,312 10,941 11,712 12,982
Single 3,746 4,059 4,674 5,617
Married 6,566 6,882 7,038 7,365
Total Part-Time Employment 30,807 32,510 34,168 37,488
Males 17,584 18,242 18,892 20,425
Females 13,223 14,268 15,276 17,063
Single 5,390 5,980 6,858 8,219
Married 7,833 8,288 8,418 8,844

Part-Timers as a primary job as % of total
gainfully occupied

Males 6.2 6.5 7.1 8.0
Females 25.1 26.4 28.1 30.8
Total 11.5 12.2 13.1 14.6

Source: Employment and Training Corporation

of part-timers holding afull-time job rose by 1.7 percentage pointsto 25.2 per
cent.

Asshownin Table 3.11, the number of persons holding apart-timejob astheir
main occupation stood at 21,266 at the end of September 2004, an increase of
2,257 persons over the same period last year. The number of females rose by
1,270 over September 2003. At 61.0 per cent of the total, this type of work
arrangement is more common among females since it favours a better
reconciliation of work and private life. On the other hand the number of male
part-timerson aprimary job stood at 8,284 representing an increase of 987 over
the comparable month of 2003. At the end of September 2004, the share of
personsholding apart-timejob astheir main occupation intotal gainfully occupied
stood at 14.6 per cent and followed arising trend throughout the Survey period.
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4. Productive Activities

The local manufacturing industry is characterised by a significant number of
locally-owned small and medium-sized enterprises (SMEs), aswell asanumber
of relatively largeforeign-owned export-oriented subsidiaries. Thisindustry has
been facing a number of challenges in recent years, mainly because of the
increasingly competitiveinternational environment and the consequent need to
restructure. The removal of levies on imported industrial products and on
imported agro-industrial products has put pressure on the locally-oriented
enterprises. Furthermore, export-oriented firmsface continuous challengesfrom
developmentsin theinternational markets, in particular intensified competition
from emerging countries, changing patternsin foreign demand and the general
international economic conditions.

The subdued international economic environment prevailing since 2001 has not
yet recovered fully, although Malta's main trading partners have registered
moderate improvements during the past year. Furthermore, the global market
for el ectronic components showed signs of recovery during 2004, underpinning
the increased exports levels within the local electronics sub-sector during the
Survey period. Meanwhile, the economic situation in Malta’'s main trading
partners continued to improve. This performance contributed to the 1.2 per
cent increasein exports, while developmentsin thelocal economic environment
aswell asthe complete dismantling of the levy regime affected the demand for
local sales, which declined by 4.9 per cent. As aresult of these developments
total turnover declined marginally by 0.2 per cent. During the period under
review, investment increased by 10.3 per cent, mainly reflecting increased capital
outlays in the chemicals and chemical products, textiles and textile products
and publishing and printing sectors. Employment income declined by 2.4 per
cent, reflecting job-shedding in anumber of sectors within the industry during
the nine months to September 2004.

Value added at factor cost is one of the main indicators used to measure the
wealth generation capability of the manufacturing industry. Value added at factor
cost per capitafor the total manufacturing industry increased by 11.9 per cent
between 2002 and 2003. This reflected an increase in gross operating surplus
per capitacoupled with alesssignificant increasein personnel costs per capita.
The sectors which contributed most to aggregate value added were the radio,
TV, and communi cati on equi pment, food and beverages, publishing and printing,
furniture and other manufacturing, rubber and plastic products and wearing
apparel and clothes sectors.
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Although the agriculture and fisheries sector isnot amajor contributor towards
the domestic economy, itsimportancein the economy stemsfromitslinkagesto
other sectors such as tourism as well as environmental. During the Survey
period, thewholesale value of fruit and vegetabl es sold through official markets
declined by 5.0 per cent, while the volume of agricultural production increased
by 8.5 per cent when compared to the level recorded during the same period
last year. On the other hand, both the volume and value of fish landingsincreased
when compared to the corresponding figures of last year.

The Maltese ship repair and shipbuilding industry continued to experience
difficultiesresulting from low levels of productivity and significant competitive
pressures. As part of the restructuring programme, in November 2003, Malta
Shipyards Ltd was set up to manage the previously Government-owned ship
repair and shipbuilding entities. The restructuring plan involvesturning Malta
Shipyards Ltd from a net beneficiary of state aid into a commercially viable
enterprise, and to enable it to withstand international competitive pressuresin
the ship repair market.

This Chapter first analyses the local manufacturing industry’s performance
during January-September 2004. Data presented in this Chapter are not directly
comparable with those found in other Chapters of this Economic Survey, since
the data provided by the National Statistics Office (NSO) are based on the
results of a monthly survey conducted amongst a representative sample of
manufacturing firms. Furthermore, as from 1999, data for the manufacturing
industry are classified by the NSO according to the General Industrial
Classification of Economic Activitieswithin the European Community (NACE).
Thus, they are not directly comparable with the manufacturing data that is
found in previous Economic Surveyswhich had been based on the International
Standard Industrial Classification of Economic Activities (1SIC). Furthermore,
in 2001 the NSO adopted anew methodol ogy with respect to the compil ation of
employment and wages and salaries for the manufacturing industry.

Itis pertinent to note that the sectoral performance presented in this Chapter is
affected by the re-classification of anumber of enterprises among the different
sectorsreflecting ashift in their main reported activity. Moreover, anumber of
enterpriseswere no longer classified as undertaking manufacturing activity but
rather market services and thuswere excluded from the manufacturing industry
by the NSO. Furthermore, dueto thisre-classification exercise, the enterprises
whichwere previoudly classified inthe office machinery and basic metal s sectors,
were al re-classified to other sectors. Consequently, no data for these sectors
is provided after December 2003.
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Moreover, asfrom May 2004, the NSO changed the methodol ogy used for the
collection of data on trade of goods between the EU Member States from the
Customs Declaration to the Intrastat Supplementary Declaration. Thus, with
the introduction of the Supplementary Declaration as a source document for
trade statistics, total exports can no longer be broken down into domestic exports
and re-exports. Thisimpliesthat export figuresfor 2004 featured in this Chapter
may include elements of re-exports.

The second part of this Chapter analyses sectoral value added at factor cost
for the total manufacturing industry. Data for this section is compiled by the
NSO from annual business surveys. Data on value added at factor cost is
classified by the NSO according to NACE and is thus not directly comparable
with dataon value added found in previous publications of the Economic Survey,
which had been based on | SIC. Furthermore, during 2000 the NSO has changed
the methodology adopted in data collection and compilation of value added at
factor cost. This new methodology has been applied to data as from 1999 and
isinlinewiththe Structural Business Stati stics Council Regulation 58/97, making
it comparableto European Union methodol ogy.

Finally, the Chapter reviews activity in the agriculture and fisheries sector and
concludes with an analysis of activities in the shipyards during the January-
September 2004 period.

Domestic Manufacturing Performance

During the January-September 2004 period, total turnover for the manufacturing
industry registered a marginal decline of 0.2 per cent as compared to the first
nine months of 2003 and stood at Lm764.5 million. The performance of the
industry was characterised by a decline in local sales which outweighed the
margina increasein exports. Noticeableimprovementswereregistered in exports
by a number of sectors, namely, textiles and textile products, radio, TV, and
communication equipment and medical, precision and optical instruments.
Meanwhile, sectors such as food and beverages, wearing apparel and clothes,
leather and leather products, chemicals and chemical products and furniture
and other manufacturing registered declinesin total turnover.

Local salesfor the manufacturing industry declined to Lm163.7 million, down
from Lm2172.2 million recorded in the nine months to September 2003. The
level of local saleswas negatively affected by therelatively subdued domestic
economic activity aswell as by the trade liberalisation process which resulted
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in increased competition from imports. The major declinesin local saleswere
recorded in the textiles and textile products, radio, TV, and communication
equipment, furniture and other manufacturing and food and beverages sectors.
Itisinteresting to note that of these sectors, the former two are almost entirely
export-oriented. On the other hand, the food and beverages and furniture and
other manufacturing sectorsare mostly locally-oriented and both wereinfluenced
by changes in the trade regime during the past months. Moreover, the results
for the first nine months of 2003 of the food and beverages sector should be
viewed against higher than average performance in the corresponding 2001-
2004 period. The share of local salesin total manufacturing turnover declined
by 1.1 percentage point to 21.4 per cent. On the other hand, the share of exports
intotal turnover increased from 77.5 per cent to 78.6 per cent. The performance
of exports and local salesis presented in Chart 4.1.

During the Survey period, earnings from employment in the manufacturing
industry declined by 2.4 per cent and stood at Lm90.8 million, as shown in
Chart 4.2. This reflected a drop in employment from the level recorded in
September 2003. The upward trend registered during the past years in capital
outlays in the manufacturing industry was sustained during the period under
review. Infact, asillustrated in Chart 4.3, net investment increased by 10.3 per
cent inthe nine monthsto September 2004, reaching L m40.0 million. Increased
investment was mainly registered in the chemicals and chemical products,
publishing and printing and textilesand textile products sectors, al mainly export-

Chart 4.1
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*As from 2004, data on exports may include re-exports
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Chart 4.2
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Chart 4.4
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oriented. On the other hand, a contraction in investment was particularly
registered by the food and beverages, rubber and plastic products and other
transport equipment sectors.

Chart 4.4 presents average weekly sales per employee, which increased by 4.9
per cent in the January-September 2004 period and stood at L m982.06. Despite
adeclinein total manufacturing turnover, average weekly sales per employee
increased reflecting a higher cash-generating capability by employees in
manufacturing activity. Chart 4.5 presents average weekly per capita
compensation levels, which increased by 2.6 per cent and reached L m116.63
per week.

The average rates of change in exports and local salesin eleven major sectors
within the manufacturing industry during thefirst nine months of the 2000-2004
period are presented in Chart 4.6. Growth rates in exports were registered in
the food and beverages, textiles and textile products, publishing and printing,
machinery and equipment, electrical machinery and apparatus, medical, precision
and optical equipment and other transport equipment sectors. Local sales by
these sectors a so registered positive rates of growth except for the textilesand
textile products, electrical machinery and apparatus, other transport equipment
and furniture and other manufacturing sectors which recorded negative rates
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Chart 4.5
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of growth. Growth rates in local sales were also registered by the wearing
apparel and clothes sector and radio, TV and communi cation equipment sector
although, on the other hand, negative growth rates in exports were registered
by these two sectors.

The performance of the main manufacturing sectors within the industry is
analysed in the following section. Appendix Table 4.1 provides statistical data
on theindustrial performance at a sectoral level.

Food and Beverages

Thefood and beverages sector remained one of themost locally-oriented sectors
inthe manufacturing industry, with 82.9 per cent of production directed towards
the local market. While the beverage sub-sector is largely local-oriented, the
food sub-sector exported around 25 per cent of its output during the Survey
period. Total sectoral turnover accounted for 11.7 per cent of total manufacturing
sales, thus maintaining its position as the sector with the second largest share of
total turnover intheindustry, after theradio, TV and communication equi pment
sector, though the gap in the share of these two sectorsis significant.

Chart 4.7
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Chart 4.8
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A declineof 6.0 per cent wasregisteredin total turnover which stood at Lm89.3
million. This decline was underpinned by a 6.1 per cent declinein local sales
and a 5.1 per cent decrease in exports. It is pertinent to note that the remaining
levies on imported agro-industrial products were removed as from 1% May
2004 and thisliberalisation process has affected the performance of local sales
by this sector during the period under review. Following a marked increase in
net investment by this sector to Lm5.4 million during the first nine months of
2003, capital outlaysdeclined to Lm4.0 million during the Survey period.

During the period under review, average weekly sales per employeefell by 4.0
per cent and stood at Lm738.56 as shown in Chart 4.7. This reflected the fact
that despite the declinein turnover, employment was not significantly affected.
At L m105.39, per capitacompensation levelspractically remained at thelevels
registered during the first nine months of 2003, asillustrated in Chart 4.8.

Tobacco Products

Thetobacco products sector, which is dependent upon salesto thelocal market,
registered an increase of 7.8 per cent in total turnover and reached Lm24.9
million. Thisincreaseintotal turnover by thissector mainly reflectstheincrease
in excise duties on tobacco products as well as the increase in the standard
Value Added Tax (VAT) rate which became applicable during 2004. Net
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investment in the sector practically maintained the level registered during the
previous Survey period and stood at LmQ.1 million.

Averageweekly saes per employeerose by 9.4 per cent and reached Lm4,027.89
in January-September 2004, reflecting the increase in sectoral turnover.
Meanwhile, average weekly earnings per capita increased marginally to
L m146.35.

Textiles and Textile Products

Turnover in the textiles and textile products sector increased by 59.8 per cent
and stood at Lm20.0 million, reflecting asignificant increase in exports by the
sector. Thiswas affected by the re-classification of export-oriented enterprises
to this sector as aresult of a shift in their main manufacturing activity. Local
sales stood at LmO0.8 million, down from Lm2.6 million recorded in January-
September 2003. Capital outlaysin the sector increased from Lm0.3 millionto
Lm1.1million.

Average weekly sales per capita increased by 34.0 per cent, to Lm504.57 in
the period under review. Meanwhile, average weekly exports per employee
increased by 63.2 per cent to Lm484.97. These significantly higher ratiosreflect
increased exports which more than offset higher employment levels, resulting
fromthere-classification exercise highlighted earlier. Average weekly per capita
compensation levelsincreased by 15.5 per cent to Lm95.22, reflecting increased
sectoral wages.

Wearing Apparel and Clothes

The wearing apparel and clothes sector islargely export-oriented, with nearly
80 per cent of its total production directed towards the export market. Total
turnover declined by 20.2 per cent to Lm31.4 million during the Survey period.
Thiswas underpinned by afall of 29.1 per cent in exportsto Lm25.0 million.
Thedeclinein employment level swhich has been recorded since 2002, persisted
during the period under review and was reflected in a22.7 per cent declinein
aggregate wages paid by the sector. This sector continued to be affected by
increased international competition which led to afall in foreign demand for
local products. Domestic wearing apparel and clothes manufacturers had to
respond to similar developments by adopting measures which increased
productivity, including at times downsizing. Loca sales advanced by Lm2.3
millionto reach Lm6.5 million.
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Chart 4.9
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As shown in Chart 4.9, average weekly sales per employee increased by
L m15.93, reaching Lm470.21. Average weekly exports per capitafell by 8.0
per cent and were recorded at Lm373.63. At Lm90.45, average weekly
compensation levelspractically remained at thelevel registered during thefirst
nine months of 2003 as presented in Chart 4.10.

Publishing and Printing

The publishing and printing sector registered amarginal declinein total turnover
and stood at L m36.4 million in January-September 2004. Thiswas underpinned
by a1.8 per cent declinein exportswhich wererecorded at Lm23.8 million. On
the other hand, local salesincreased by 2.7 per cent to Lm12.6 million. Capital
outlaysduring the January-September 2004 period increased by Lm2.3 million,
reaching Lm4.7 million.

Averageweekly sales per employeedeclined marginally and stood at Lm570.92,
as presented in Chart 4.11. Average weekly exports per capita declined by
L m6.32 and were recorded at Lm372.95. Asshown in Chart 4.12, average per
capitacompensation levelsfollowed the upward trend registered during recent
yearsand stood at L m138.62 up from Lm127.29 recorded in the previous Survey

Chart 4.11
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Chart 4.12
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period. This was 18.9 per cent higher than the average recorded for the total
manufacturing industry.

Chemicals and Chemical Products

The chemicals and chemical products sector exported over 70 per cent of its
output during thefirst nine months of 2004. A number of firmswithin the sector
produce pharmaceuticals and toiletries mainly for the export market, while a
number of other companies within this sector which produce products such as
paints, detergents and insecticidesare mainly locally-oriented.

Turnover in the sector declined by 15.4 per cent and reached Lm22.1 million
during the Survey period. Thisperformance wasmainly attributableto adecline
in exportsreflecting the fact that anumber of export-oriented firmswhich used
to be incorporated within the chemicals and chemical products sector are now
included within the textiles sector. Local salesincreased by 11.1 per cent and
reached Lm6.5 million. Net investment increased by L m4.5 million and stood at
Lm7.9million, reflecting higher capital outlays by the pharmaceutical sub-sector.

Average weekly sales per capitaincreased by L m65.96 and reached Lm700.65.
Per capita compensation levels followed an upward trend, increasing to
L m128.30, being Lm11.67 more than the average for the total manufacturing
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industry. Average weekly exports per employee also increased when compared
to the level registered in the previous Survey period and stood at Lm493.52.
These developmentsreflect afall in employment levels.

Rubber and Plastic Products

Turnover in the rubber and plastic products sector increased by 1.6 per cent
reaching Lm29.4 millioninthefirst three quarters of 2004. Thiswas underpinned
by a3.0 per cent increasein exports, which made up nearly 80 per cent of total
production, and stood at Lm23.5 million. On the other hand, local salesdeclined
by 3.7 per cent to Lm5.9 million. This performance was influenced by the re-
classification of a number of enterprisesin this sector to other manufacturing
sectors. Capital outlaysduring the period under review dropped by LmZ1.3 million
toLm1.0million.

Average weekly sales per employee declined by 2.2 per cent and stood at
L m419.75 during the period under review. An increase of 5.1 per cent was
recorded in per capita compensation levels which reached Lm123.97, being
Lm7.34 higher than the average for the total manufacturing sector. Average
weekly exports per employee declined marginally to Lm335.11.

Electrical Machinery and Apparatus

Turnover inthedectrical machinery and apparatus sector, which ishighly export-
oriented, declined by 3.1 per cent during the first three quarters of 2004 to
Lm27.4 million. Thiswas underpinned by a decline of 1.2 per cent in exports,
whilst local sdesdeclined from Lm0.9 millionto LmO0.4 million during the Survey
period. This performance was registered despite the fact that a number of
export-oriented firms underwent a re-classification by statistical authorities
following a change in their activity and were thus included with the electrical
machinery sector for thefirst time. At Lm1.5 million, net investment practically
remained at the level registered during the first nine months of 2003.

Average weekly sales per employee recorded an increase of Lm9.45 and
reached Lm612.36. Average per capitacompensation levelsfollowed the upward
trend registered during recent years and reached Lm124.21. Thiswas Lm7.58
more than that recorded for the total manufacturing industry. Average weekly
exports per employeeregistered anincrease of Lm21.20 and stood at L m604.00
during the Survey period.
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Radio, TV and Communication Equipment

With sales accounting for almost half of total manufacturing turnover, theradio,
TV and communication equipment sector remains the largest sector in the
manufacturing industry. Production mainly consists of electronic components
and other precision communication products. This sector is characterised by a
limited number of relatively large export-oriented foreign subsidiaries. Its
performance depends on international economic conditions, particularly onthe
market conditionsfor electronic products.

Turnover in the sector improved by 3.0 per cent in the period under review
advancing to Lm371.8 million, reflecting the sustained recovery in the global
semi-conductor market which commenced in 2003. This performance was
underpinned by a3.4 per cent increasein exportsto Lm371.1 million. Increased
exports were recorded despite the re-classification of export-oriented firms
previously included in this sector to other sectors in the industry, reflecting a
shift in their main manufacturing activity. On the other hand, local sales fell
from Lm2.0 millionto Lm0.8 million during the Survey period. Investment levels
were slightly higher than those recorded in the previous Survey period and
stood at Lm14.6 million.

Chart 4.13 presents sectoral average weekly sales per employee, which rose
by Lm332.31 upto Lm3,133.35, being Lm2,151.29 higher than the averagefor

Chart 4.13
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Chart 4.14
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the aggregate manufacturing industry. Per capita weekly compensation levels
increased by Lm3.60 to Lm136.51 as shown in Chart 4.14. Average weekly
exports per employee were the highest recorded in the manufacturing industry
and stood at Lm3,126.94, up from Lm2,785.31. These developmentsreflect an
increase in total turnover and exports as well as a drop in employment levels
within the sector.

Medical, Precision and Optical Instruments

Over 99 per cent of turnover of the medical, precision and optical instruments
sector is exclusively directed to the export market. Total sectoral turnover
increased by 35.8 per cent, being accounted for by an increasein exportswhich
rosefrom L m219.4 millionto Lm26.2 million. Thismainly reflected theinclusion
of anumber of export-oriented enterprisesin the sector. Local salesincreased
marginally to LmO0.2 million in the same period. On the other hand, investment
increased from Lm0.4 millionto Lm21.0 million.

Average weekly sales per employee and average weekly exports per capita
both increased by around 11 per cent, underpinned by an increase in turnover
and exports which more than offset higher sectoral employment. Average per
capitacompensation levelsfell by 10.7 per cent to Lm114.46.
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Other Transport Equipment

The other transport equipment sector has become increasingly export-oriented
with over 95 per cent of itsturnover directed towardsforeign markets. Following
asignificant increaseintotal turnover by thissector during thefirst ninemonths
of 2003, turnover declined by 21.1 per cent to Lm9.5 million during the Survey
period. This was mainly underpinned by a 15.6 per cent decline in exports.
Meanwhile, local sales declined by Lm0.9 million to Lm0.4 million. This
performance partly reflected the fact that some enterprises falling under the
other transport equipment sector were re-classified to other sectors in the
manufacturing industry. Following an investment of LmO0.6 million registered
during the first nine months of 2003, capital outlayswere negligible during the
Survey period.

Even if average weekly sales per employee and average weekly exports per
capitadeclined when compared to previous|evels, these exceeded the level s of
other manufacturing sectors. Similarly, despite remaining significantly above
the average for the manufacturing industry, average weekly earnings per
employeefell by Lm16.74to Lm146.31.

Furniture and Other Manufacturing

This sector mainly consists of a number of locally-oriented firms producing
furniture and acluster of other firmsengaged in the manufacture of toys, games
and jewellery items directed towards the export market.

Turnover in the sector declined by 6.6 per cent during the Survey period and
stood at Lm33.8 million, mainly underpinned by a20.7 per cent declinein local
sales. This performance was primarily due to a decline in local sales by the
furniture sub-sector. Certainly, thedismantling of protectiveleviesispresenting
manufacturers in the sector with new challenges. This may be the result of
further consolidation and an adjustment process that has been characterising
thissub-sector for the past two yearsin the wake of increased foreign competition
brought about by the removal of the protective levies. The decline in exports,
from Lm26.1 million to Lm25.8 million, mainly reflects a drop in exports of
jewellery and miscellaneous goods which outweighed an increase in exports of
furniture, gamesand toy products. It is pertinent to note that, asmall number of
companies within the sector were re-classified to other sectors in the
manufacturing industry, dueto achangein their main production.

Economic Survey January - September 2004

97



98

Chart 4.15
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Sectoral capital outlaysdeclined from Lm4.0 millionto Lm3.2 million, mainly
reflecting the decline in investment in the jewellery and games and toys sub-
sector. However, it is pertinent to note that this reflects the fact that during the
first ninemonths of 2003 investment levelsin the sector peaked, following capital
outlaysby aparticular foreign-owned company operating in thetoysand games
sub-sector which expanded its operation.

Average weekly sales per employee increased by Lm16.43 and stood at
L m549.25 in the Survey period, as shown in Chart 4.15, reflecting a fall in
employment level swhich outweighed the declinein turnover. Furthermore, Chart
4.16 presents average weekly compensation levels per capita which increased
by 2.1 per cent and stood at Lm117.37. Average weekly exports per capitarose
by 9.1 per cent and stood at L m419.30.

Value Added

A review of developmentsin value added of the manufacturing industry during
the 2000-2003 period isincluded in the section below. Data compiled for this
analysisisbased on the manufacturers’ responsesto an annual businessstatistics
questionnaire, inlinewith the Structural Business Statistics Council Regulation
58/97. According to this methodology value added at factor cost comprises
personnel costs and gross operating surplus. Personnel costs are made up of
wages and salariesand employers’ social security costs, whilst gross operating
surplus refers to the surplus generated by operating activities net of labour
costs. Data compiled according to this methodology featured for the first time
in the Economic Survey January-September 2002, and thus, the data presented
hereare not directly comparableto that published in previous Economic Surveys.

Value added data provides an indication of the contribution of various sectorsto
the local manufacturing industry. The trend followed by total manufacturing
value added at factor cost during the four years to 2003 is presented in Chart
4.17. Total manufacturing value added at factor cost increased by 4.2 per cent
in 2003, thus maintaining the recovery recorded in the previous year when
value added at factor cost rose by 10.2 per cent. Changes in gross operating
surplus underpinned the fluctuations recorded in value added at factor cost,
since personnel costsregistered marginal fluctuationsin the 2000-2003 period.

Table 4.1 presents a sectoral analysis of the manufacturing industry, based on
value added per capita. The performance of aggregate val ue added wasreflected
in the trend followed by total value added per capita. Total value added per
capitaregistered a decline of 18.3 per cent in 2001 which was followed by an
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Chart 4.17
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Table 4.1 Lm
2000 2001 2002 2003*
Food and Beverages 11,587 10,758 12,170 12,468
Tobacco Products 32,430 23,894 15,436 15,527
Textiles and Textile Products 13,211 12,019 11,546 14,510
Wearing Apparel and Clothes 8,103 6,024 7,036 8,560
Leather and Leather Products 6,121 5,940 6,621 6,358
Wood and Wood Products 5,418 5,806 6,273 7,575
Paper and Paper Products 8,740 7,119 9,277 10,676
Publishing and Printing 11,895 11,066 13,799 15,403
Chemicals and Chemical Products 9,950 12,860 10,362 10,925
Rubber and Plastic Products 12,017 10,295 12,848 13,483
Other Non-Metallic Mineral Products 7,636 7,055 7,636 8,443
Basic Metals 5,693 7,016 7,088 6,145
Fabricated Metal Products 7,017 7,369 8,634 9,039
Machinery and Equipment 9,232 12,745 7,403 8,501
Electrical Machinery and Apparatus 10,761 12,364 13,721 14,088
Radio, TV and Communication Equipment 39,884 21,708 23,393 24,735
Medical, Precision and Optical Instruments 11,940 9,546 12,141 13,118
Motor Vehicles, Trailers and Semi-Trailers 7,113 6,492 7,390 6,577
Other Transport Equipment 3,538 4,436 4,534 6,086
Furniture and Other Manufacturing 8,683 7,702 8,653 9,463
Recycling 12,176 9,250 14,486 14,880
Total Manufacturing 12,122 9,909 10,971 12,272
* Provisional

Source: National Statistics Office
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upward trend in the subsequent two years. In fact, increases of 10.7 per cent
and 11.9 per cent were registered in 2002 and 2003, respectively.

Personnel costsper capita, shownin Table 4.2, increased consistently throughout
the four years to 2003. Indeed, per capita personnel costs rose by 2.3 per cent
and 3.0 per cent in 2001 and 2002, respectively. This was followed by a more
significant increase of 7.4 per cent registered in 2003. Table 4.3 presents
developmentsin gross operating surplus per capitawhich influenced changesin
the value added at factor cost per capita. In fact, this component increased in
2002 and 2003 following a significant decline in 2001. Chart 4.18 presents
developments in the two components of value added at factor cost per capita
during the 2000-2003 period.

The share of personnel costsin value added at factor cost per capitaincreased
from 44.8 per cent in 2000 to 56.1 per cent in thefollowing year. Subsequently,

Personnel Costs per capita
Table 4.2 Lm

2000 2001 2002 2003*

Food and Beverages 4,882 5,002 5,091 5,315
Tobacco Products 8,776 9,176 8,114 8,994
Textiles and Textile Products 5,184 5,685 4,816 5,471
Wearing Apparel and Clothes 4,759 4,645 4,106 4,465
Leather and Leather Products 4,135 4,556 4,606 4,726
Wood and Wood Products 2,765 2,950 3,359 3,897
Paper and Paper Products 5,273 5,418 5,763 6,646
Publishing and Printing 5,481 5,287 6,374 7,041
Chemicals and Chemical Products 5,133 6,089 6,221 6,316
Rubber and Plastic Products 6,335 5,989 5,969 6,651
Other Non-Metallic Mineral Products 3,822 4,067 4,189 4,460
Basic Metals 5,126 5,710 5,710 5,997
Fabricated Metal Products 4,026 4,570 4,859 5,236
Machinery and Equipment 4,406 5,147 5,011 4,714
Electrical Machinery and Apparatus 5,934 6,435 6,701 7,642
Radio, TV and Communication Equipment 6,951 6,309 7,161 7,860
Medical, Precision and Optical Instruments 5,700 5,656 5,991 6,290
Motor Vehicles, Trailers and Semi-Trailers 3,641 3,856 4,215 3,649
Other Transport Equipment 7,008 7,608 7,720 7,663
Furniture and Other Manufacturing 4,240 4,509 4,763 5,349
Recycling 4,167 4,317 4,692 4,517
Total Manufacturing 5,435 5,560 5,727 6,151

* Provisional

Source: National Statistics Office
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Gross Operating Surplus per capita
Table 4.3 Lm

2000 2001 2002 2003*

Food and Beverages 6,706 5,755 7,079 7,153
Tobacco Products 23,654 14,718 7,321 6,533
Textiles and Textile Products 8,028 6,333 6,730 9,039
Wearing Apparel and Clothes 3,344 1,379 2,930 4,095
Leather and Leather Products 1,986 1,384 2,015 1,632
Wood and Wood Products 2,653 2,856 2,914 3,678
Paper and Paper Products 3,467 1,702 3,515 4,030
Publishing and Printing 6,413 5,779 7,425 8,362
Chemicals and Chemical Products 4,816 6,771 4,140 4,609
Rubber and Plastic Products 5,682 4,306 6,879 6,832
Other Non-Metallic Mineral Products 3,814 2,988 3,446 3,983
Basic Metals 567 1,306 1,378 148
Fabricated Metal Products 2,991 2,799 3,775 3,803
Machinery and Equipment 4,825 7,599 2,392 3,787
Electrical Machinery and Apparatus 4,827 5,929 7,020 6,446
Radio, TV and Communication Equipment 32,933 15,399 16,232 16,875
Medical, Precision and Optical Instruments 6,239 3,891 6,150 6,828
Motor Vehicles, Trailers and Semi-Trailers 3,472 2,636 3,175 2,928
Other Transport Equipment (3,470) (3,172) (3,186) (1,576)
Furniture and Other Manufacturing 4,442 3,193 3,891 4,114
Recycling 8,009 4,933 9,794 10,363
Total Manufacturing 6,687 4,349 5,244 6,121
* Provisional

Source: National Statistics Office

Chart 4.18
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in 2002 and 2003, this share stood at around 52 per cent and 50 per cent,
respectively. The significant declinein gross operating surplusin 2001 resulted
inadrop inits share in value added at factor cost. Subsequently, in 2002 and
2003 gross operating surplus accounted for around half of total value added at
factor cost per capita.

Ananalysisof productivity changesin the manufacturing industry isconducted
by netting the effects of pricesusing theimplicit Gross Domestic Product (GDP)
deflator having 2000 as the base year, in line with the methodol ogy applied by
the NSO for national accounts data, from value added. Data on real value
added at factor cost per capita are presented in Table 4.4 and Chart 4.19. Real
value added per capitadeclined by 22.2 per cent in 2001. However, thisdecline
was partly reversed in the following two yearsto reach Lm11,181 in 2003, but
declinedin 2004 to Lm11,048.

Nominal and real average value added at factor cost per capitafor the aggregate
manufacturing industry are shownin Table 4.5. A statistical estimate of annual

Value Added at Factor Cost per capita

in real terms

Table 4.4 Lm

2000 2001 2002 2003*
Food and Beverages 11,587 10,240 11,623 11,360
Tobacco Products 32,430 22,743 14,742 14,147
Textiles and Textile Products 13,211 11,440 11,027 13,220
Wearing Apparel and Clothes 8,103 5,734 6,720 7,799
Leather and Leather Products 6,121 5,654 6,323 5,793
Wood and Wood Products 5,418 5,526 5,991 6,902
Paper and Paper Products 8,740 6,776 8,860 9,727
Publishing and Printing 11,895 10,533 13,179 14,034
Chemicals and Chemical Products 9,950 12,241 9,896 9,954
Rubber and Plastic Products 12,017 9,799 12,271 12,285
Other Non-Metallic Mineral Products 7,636 6,716 7,292 7,692
Basic Metals 5,693 6,678 6,770 5,599
Fabricated Metal Products 7,017 7,014 8,245 8,236
Machinery and Equipment 9,232 12,132 7,070 7,746
Electrical Machinery and Apparatus 10,761 11,768 13,104 12,836
Radio, TV and Communication Equipment 39,884 20,662 22,341 22,537
Medical, Precision and Optical Instruments 11,940 9,086 11,595 11,952
Motor Vehicles, Trailers and Semi-Trailers 7,113 6,179 7,057 5,992
Other Transport Equipment 3,538 4,222 4,331 5,545
Furniture and Other Manufacturing 8,683 7,331 8,264 8,622
Recycling 12,176 8,804 13,835 13,557
Total Manufacturing 12,122 9,432 10,478 11,181

* Provisional

Source: National Statistics Office
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Chart 4.19

Average Value Added at Factor Cost per capita
Nominal and Real Terms

Lm
14,000
/1 Nominal
1 Rea
12,000
10,000 ’
8,000 |
6,000
2000 2001 2002 2003
Average Value Added at Factor Cost per capita
nominal and real terms
Table 4.5

2000 2001 2002  2003* 2004%

Average Value Added at factor cost
per capita (Lm)
at current prices 12,122 9,909 10,971 12,272 12,520

Average Value Added at factor cost

per capita (Lm)

at constant prices 12,122 9,432 10,478 11,181 11,048
Percentage Change -22.2 111 6.7 -1.2

Productivity Index
2000=100 100 78 86 92 91

* Provisional
@ Forecasted

Source: National Statistics Office
Own Calculations
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valueadded at factor cost for 2004 was derived applying econometric techniques.
The resultant average value added at factor cost per capita is estimated at
L m11,048, representing adecline of 1.2 per cent in real termsin 2004.

A productivity index with 2000 as a base year was compiled to reflect
developments in real per capita value added for the 2000-2004 period. The
productivity index increased by 8.0 percentage points in 2002 and by 6.0
percentage points a year later. The index declined by 1.0 percentage point in
2004.

Sector Analysis

Thefollowing analysisreviewsthelargest sectoral contributionsto value added
at factor cost generated within the manufacturing industry. Table 4.6 presents
the shares of the sectors within the manufacturing industry in total value added
at factor cost.

Composition of Value Added at Factor Cost
Table 4.6 per cent

2000 2001 2002 2003*

Food and Beverages 12.7 14.4 14.9 15.0
Tobacco Products 1.4 1.2 0.7 0.7
Textiles and Textile Products 2.5 3.1 4.3 4.6
Wearing Apparel and Clothes 6.3 6.5 6.6 5.5
Leather and Leather Products 1.4 1.7 1.5 1.1
Wood and Wood Products 0.3 0.3 0.3 0.3
Paper and Paper Products 0.8 0.8 0.9 0.9
Publishing and Printing 6.0 7.6 8.1 9.0
Chemicals and Chemical Products 2.3 35 2.7 2.8
Rubber and Plastic Products 6.7 6.9 7.4 6.7
Other Non-Metallic Mineral Products 2.7 2.8 2.9 3.1
Basic Metals 0.1 0.1 0.1 0.1
Fabricated Metal Products 2.5 3.2 35 34
Machinery and Equipment 1.2 1.8 0.9 1.1
Electrical Machinery and Apparatus 3.6 5.3 5.3 4.8
Radio, TV and Communication Equipment 325 222 21.6 22.0
Medical, Precision and Optical Instruments 4.6 4.1 4.1 4.6
Motor Vehicles, Trailers and Semi-Trailers 0.2 0.2 0.2 0.1
Other Transport Equipment 3.6 5.4 5.0 5.2
Furniture and Other Manufacturing 8.4 8.5 8.7 8.7
Recycling 0.2 0.2 0.3 0.3
Total Manufacturing 100.0 100.0 100.0 100.0
* Provisional

Source: National Statistics Office
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Thefood and beverages sector’ sshareto total value added remained the second
largest intheindustry. The sector’s shareintotal value added followed agradual
upward trend during the three years to 2002, reaching 14.9 per cent up from
12.7 per cent in 2000. During 2003, the contribution of the food and beverages
sector to total value added remained at around 15.0 per cent. Personnel costs
per capita followed a gradual upward trend between 2000 and 2003. Gross
operating surplus per capitaregistered adeclinein 2001 and increased thereafter.
Thisisreflected in the devel opments of value added per capita, which followed
asimilar trend. The share of gross operating surplus in value added per capita
reached 57.4 per cent in 2003, being slightly below the shareregistered in 2000.
Value added at factor cost per capitain the sector was marginally higher than
the average for the manufacturing industry in 2003.

The share in value added at factor cost of the wearing apparel and clothes
sector stood at around 6.5 per cent between 2000 and 2002, falling slightly to
5.5 per cent in 2003. On the other hand, value added at factor cost per capita
fell by 25.7 per cent in 2001, but increased in the subsequent two years. This
reflected the trend in the sector’s gross operating surplus per capitawhich fell
in 2001 but increased thereafter. In fact, in 2003 gross operating surplus per
capitaincreased by 39.8 per cent, exceeding thelevel recorded in 2000. Personnel
costs per capita, which made up 52.2 per cent of the sector’s value added per
capitain 2003, increased by 8.7 per cent in 2003, following declinesrecorded in
the previous two years. Value added per capita in the wearing apparel and
clothes sector was 30.2 per cent lower than the average for the manufacturing
industry.

In 2003, the publishing and printing sector was the third largest contributor to
total manufacturing value added. Its share in total value added reached 9.0 per
cent in 2003. The sector’s value added at factor cost per capita was 25.5 per
cent more than the average for the aggregate manufacturing sector in 2003.
Following a 7.0 per cent decline in 2001, value added at factor cost per capita
increased by 24.7 per cent in 2002 and by 11.6 per cent in the following year.
Gross operating surplus followed asimilar trend during the four yearsto 2003,
whilesectoral personnel costswererelatively stablein 2000 and 2001, increasing
thereafter. The share of personnel costs per capitain the sector’s value added
at factor cost per capita declined marginally since 2001 to 45.7 per cent in
2003.

At 6.7 per cent, the share in total manufacturing value added at factor cost of
the rubber and plastic products sector declined to the level recorded in 2000.
Theincreasein value added at factor cost per capitain 2003 was underpinned
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by the 11.4 per cent increase in personnel costs per capita. Meanwhile, gross
operating surplus per capitaremained at the level recorded in 2002. The share
of personnel costs in the sector’s value added per capitaincreased to 49.3 per
cent in 2003, up from 46.5 per cent recorded a year earlier. Sectora value
added per capitawas 9.9 per cent higher than the average for the manufacturing
industry.

The major contributor towards total manufacturing value added at factor cost
remained the radio, TV and communication equipment sector whose share in
total value added at factor cost stood at around 22 per cent in the three yearsto
2003. This followed a peak of 32.5 per cent in 2000 reflecting the sector’s
exceptional performancein that particular year. Sectoral value added per capita
registered an increase of 5.7 per cent in 2003, following an increase of 7.8 per
cent recorded a year earlier. This performance in value added at factor cost
per head was underpinned by a similar pattern recorded in gross operating
surplusand personnel costs per capita. Although this sector isthe most capital -
intensive sector within thelocal manufacturing industry, the share of personnel
cost per capitaincreased gradually from 17.4 per cent in 2000 to 31.8 per cent
in 2003 reflecting the significant drop in gross operating surplus during this
period. These developments may have been influenced by the depressed
international prices of electronic products.

Thefurniture and other manufacturing sector wasthe fourth largest contributor
to aggregate manufacturing value added, registering a share of 8.7 per cent.
Sectoral value added per capita during the four years under review stood at
around three-fourths of the average for the industry. The sector’s value added
per capitadeclined in 2001 but increased by 9.4 per cent in 2003, exceeding the
level registered in 2000. This performance in 2003 mainly reflects changesin
the sector’s personnel costs per capita. Indeed, personnel costs per capita
increased by 12.3 per cent in 2003, following relatively stable levels between
2000 and 2002. Personnel costs accounted for around 57 per cent of the sector’s
value added per capitain 2003.

Agriculture and Fisheries

Although the agriculture, hunting and forestry and fishing sectors’ contribution
towardstotal economic activity remained rather low in the period under review,
at 2.3 per cent of Gross Value Added excluding FISIM, the sector still maintains
its importance in the local economy. The welfare of the farming community,
which generally ismade up of family-owned concerns, depends on the activity
inthissector. Moreover, agricultural servicesenhancetheislands’ limited rural
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landscape, while the fisheries sector enhances the traditional seascape in the
main fishing villages, thus providing atourist attraction.

Agriculture

The performance of the Maltese agricultural sector is hampered by various
factors, such as scarce water supply, limited size of holdings which prevents
producers from reaping economies of scale, scarcity of forage for livestock
and undeveloped export distribution facilities. In line with Government’s
agriculture policy reform agenda, import levies on anumber of agricultural and
agro-food products were entirely removed by 1% May 2004. In a bid to assist
producers adapt to these new circumstances, the Special Market Policy
Programme for Maltese Agriculture (SMPPMA) provides various financial
assi stance schemes aswell asincentive schemes earmarked to enable operators
inthe sector to carry out the necessary capital outlays|eading to therestructuring
of the sector. During thefirst nine months of 2004, Lm3.9 million were provided
by Government under the agriculture support scheme.

Table 4.7 presents monthly data on the volume of fresh beef, pork and broilers
slaughtered at the Civil Abattoir and in private slaughterhouses. The amount of
livestock slaughtered during the Survey period waslower than that recordedin
the same period in 2003. The amount of slaughtered pork fell by 15.4 per cent
to 6,232 tonnes, whilst the slaughtering of beef declined by 12.8 per cent.
Meanwhile, the amount of slaughtered broilersfell by alower 7.9 per cent to
4,984 tonnesin the period under review. The production of pork wasthesingle

Slaughterings
Beef, Pork and Broilers
Table 4.7 tonnes

Beef Pork Broilers
2003 2004 2003 2004 2003 2004

January 135 86 992 745 734 904
February 129 87 810 687 621 718
March 113 127 885 748 604 734
April 131 110 913 778 684 614
May 106 108 821 640 509 530
June 123 87 719 677 571 364
July 85 84 802 635 642 362
August 92 117 673 638 521 333
September 128 103 748 684 527 425
Total 1,042 909 7,363 6,232 5,413 4,984

Source: National Statistics Office
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most important activity, accounting to 51.4 per cent of total meat production.
Onthe other hand, bovine meat production accounted for theleast sharein total
meat production, since the production of milk isthe main activity of the local
cattleindustry.

During the nine months to September 2004, 36.1 million kgs of fruit and
vegetables were sold, being 8.5 per cent more than the quantity sold in the
previous Survey period. Neverthel ess, thewholesal e value of fruit and vegetables
sold through organised markets stood at Lm5.8 million, 5.0 per cent less than
the value recorded in the same period a year earlier. This reflected the fact
that, during January-September 2004, most of the monthly priceindicesof fresh
fruit and vegetables were lower than those recorded in the same period last
year, as shown in Table 4.8.

Further analysis of the fresh vegetableindex showsthat only the priceindex for
January was higher than that recorded in the same period of the previous year.
Infact, indicesrecorded in thefollowing eight monthswere generaly significantly
lower than those recorded in the same months for 2003. A marked decline in
the price index was registered in April, reflecting cheaper prices of marrows,
cucumbersand bellpepper. Similarly, thepriceindex for May fell possibly reflecting
the effect of the removal of levies on agriculture products. The main price

Fresh Fruit and Vegetables Indices
Table 4.8 1995=100

Fresh Fruit Index Fresh Vegetables Index
Price Index Volume Index  Price Index Volume Index

2003

January 180.85 50.31 121.41 95.76
February 189.96 27.31 179.21 76.90
March 169.43 26.38 182.60 82.44
April 110.41 54.34 170.72 108.73
May 176.10 74.29 175.39 118.06
June 137.80 160.14 73.95 174.42
July 158.81 122.89 69.49 193.61
August 135.94 169.58 77.99 153.74
September 166.47 142.37 105.58 122.77
2004

January 182.84 29.90 193.32 79.04
February 197.01 14.18 156.59 84.62
March 162.75 26.41 152.79 100.72
April 92.44 70.29 127.41 120.28
May 152.26 71.12 83.65 128.40
June 102.96 218.36 53.95 161.57
July 133.99 175.58 64.86 219.96
August 107.71 251.15 61.98 182.93
September 144.06 193.91 71.48 133.67

Source: National Statistics Office
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drops were recorded in water and sugar melons and pumpkins. Lower prices
for vegetables reflected high production levels of vegetable crops during the
Survey period. The volume index for vegetables was higher in the first nine
months of 2004 except in January and June. The highest rise in the volume
index wasrecorded in July, reflectingincreased supply of water melons, potatoes,
dry onionsand marrows. Thevolumeindex for August wasalso relatively high,
reflecting higher production of potatoes, tomatoes, sugar melons, dry onions
and lettuce.

Between March and September 2004 monthly average price indices for fresh
fruit were lower than the corresponding figures for 2003. Significant declines
wereregistered between May and September dueto lower prices of nectarines,
peaches, cherry plumsand lemons. Thefruit volumeindex registered increases
in most months during the Survey period with the exception of January, February
and May. The largest increases were recorded between June and September
on account of higher supply of nectarines, peaches and strawberries.

Major agricultural importsfor thefirst nine months of the 2001-2004 period are
presented in Table4.9. Thevalue of imported agricultural commoditiesincreased
by 1.4 per cent over thelevel recorded in the previous Survey period and reached
L m86.6 million. Higher import valueswere registered for meat and edible offals,
cereal preparations, beverages, spirits and vinegar and dairy produce. On the

Imports of Major Agricultural Commodities
(January-September)
Table 4.9 Lm million

2001 2002 2003 2004

Live Animals 0.31 0.35 0.32 0.57
Meat and Edible Offals 6.31 6.65 7.84 10.17
Fish 4.36 9.34 5.78 4.06
Dairy Produce 9.17 8.78 8.95 9.64
Edible Fruits and Nuts 6.30 6.10 6.18 5.80
Cereals 7.69 7.01 9.26 4.13
Preparations of Meat, Fish 6.45 6.14 6.43 6.84
Sugar & Confectionery 3.87 3.89 3.74 3.34
Cereal Prep. 8.20 8.43 8.67 10.85
Veg. and Fruit Prep. 4.76 5.19 5.63 6.47
Misc. Edible Prep. 6.73 7.85 8.43 7.80
Beverages, Spirits, Vinegar 7.72 8.27 9.36 11.20
Feeds 5.46 5.21 4.81 5.76
Total 77.33 83.21 85.40 86.63

Source: National Statistics Office
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Box 4.1
Economic Accounts for Agriculture

In August 2004, the National Statistics Office (NSO) has launched agriculture statistics
based on the new methodologies for the Economic Accounts for Agriculture, as per the
European System of Accounts (ESA95) as well as the revised methodology on
Agriculture Labour Input Statistics. It is pertinent to note that the agriculture statistics
cover private enterprises and are thus not directly comparable with other chaptersin this
Economic Survey.

In 2003, agricultural factor income at current market prices, presented in Table 4.A,
registered a margina increase over the level recorded in 2002 and stood at Lm27.9
million, which was mainly due to a decline in intermediate consumption. In fact,
intermediate consumption declined by 5.2 per cent when compared to the level recorded
in 2002 and stood at Lm27.2 million in 2003. This was underpinned by a decline in the
value of all goods and services used as inputsin the production process.

Furthermore, final production at basic prices fell by 2.3 per cent and stood at Lm56.6
million in 2003. This decline mainly reflected a drop in the value of crop production from
Lm20.8 million to Lm18.8 million as well as a decline of Lm0.7 million in livestock
production. On the other hand, an increase of Lm1.4 million was registered in the value
of the production of other animal products.

In 2003, final production at producer prices fell by 8.0 per cent and stood at Lm52.5
million. Government compensated farmers for this drop through various subsidy schemes
which made up for the loss of income from lower prices obtained due to the gradual
dismantling of levies on agro-food products. Indeed, subsidies increased from Lmo0.8
million in 2002 to Lm4.1 million in 2003.

Total factor income in rea terms declined by 0.8 per cent and stood at Lm24.7 million in
2003, since the marginal increase in nomina income was offset by an increase in the
genera price level. Nominal factor income in terms of wages registered the largest
increase and reached Lm1.3 million, up from Lm1.1 million registered in 2002, as
illustrated in Table 4.B. On the other hand, nominal entrepreneurial income registered &
margina decline when compared to the level recorded in 2002 and stood at Lm25.3
million. Nomina income in terms of interest and rents remained at the level recorded in
the previous year, at LmO0.8 million and LmO.5 million, respectively.

Factor Income at Current Prices
Table 4.A Lm thousand

2000 2001 2002 2003

Total final production at producer prices 55,008 57,513 57,107 52,548
add subsidies on production 119 128 799 4,051
Total final production at basic prices 55,127 57,641 57,906 56,599
less intermediate consumption 27,258 28,354 28,680 27,200
Gross value added at basic prices 27,869 29,287 29,226 29,399
less fixed capital consumption 1,706 1,790 1,800 1,729
Net value added at basic prices 26,163 27,497 27,426 27,670
add other subsidies not directly linked with production 300 300 429 268
Factor income at current prices 26,463 27,797 27,855 27,938

Source: National Statistics Office
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Box 4.1 continued

Distribution of Factor Income at
Current Prices
Table 4.B Lm thousand

2000 2001 2002 2003

Factor Income 26,463 27,797 27,855 27,938
Entrepreneurial income (profits) 24,025 255520 25,528 25,349
Compensation of employees (wages) 1,015 995 1,081 1,344
Interest 897 755 755 755
Rents 526 526 490 490

Source: National Statistics Office

other hand, significant declinesinimport valueswere recorded for cereals, fish
and miscellaneous edible preparations. These notable decreases partly offset
the effect of increased imports due to the removal of levies asfrom May 2004.

Fisheries

The Maltese fishing industry relies on both fish farming techniques as well as
traditional fishing methods. The fish farming industry, whose main produce
consists of sea-bass and sea-bream, is mainly export-oriented.

Traditional fishing methods supply thelocal market with avariety of fish, mainly
blue fin tuna, dorado (lampuki) and swordfish. In January-September 2004,
total fish landings increased by 1.8 per cent over the level recorded during the
same period last year, and stood at 742 tonnes. This reflected an increase in
landings of swordfish, dog-fish and bluefin tuna. On the other hand, there was
adeclinein landings of shrimps, bogue and stone bass. At Lm1.5 million, the
wholesale value of fish remained at the level recorded during the first nine
months of 2003.

Table4.10 presents monthly data on average fish prices and volume, expressed
as an index (1995=100). When compared to the first nine months of 2003,
increases in the fresh fish price index were registered in February and March
and between July and September. On the other hand, the price index registered
a decrease during January as well as between April and June when compared
to the corresponding periods of 2003. Asindicated by the volumeindex, similar
to previous years, the largest quantities of fish were caught between May and
September.
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Fresh Fish Indices

Table 4.10 1995=100
Fresh Fish Index
Price Index Volume Index
2003
January 144.24 12.81
February 124.37 10.38
March 112.60 26.59
April 158.50 12.62
May 169.76 106.53
June 150.93 84.61
July 124.20 56.94
August 111.75 63.60
September 111.94 137.61
2004
January 113.52 32.63
February 159.77 21.94
March 129.67 20.00
April 133.11 16.69
May 159.47 126.86
June 128.04 84.00
July 125.56 46.07
August 129.49 75.29
September 117.01 97.46
Source: National Statistics Office
Exports of Fish
(January - September)
Table 4.11
2003 2004
Qty Value Qty Value
(Kg) Lm 000 (Kg) Lm 000
Sea-bream/Sea-bass 751,283 1,421.7 706,699 1,629.9
Tuna 287,498 1,196.9 365,764 1,685.8
Total 1,038,781 2,618.6 1,072,463 3,315.7

Source: National Statistics Office
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Asshownin Table4.11, during the Survey period, exportsof fishtotaled 1,072,463
kgs, 3.2 per cent more than the exports registered during the same period last
year. However, the value of these exports registered an increase of 26.6 per
cent and reached Lm3.3 million. This reflects higher average prices for fish
exports. While the volume of exported sea-bream and sea-bass declined by 5.9
per cent, the value of these exportsincreased by 14.6 per cent. Asaconsequence,
theratio of sea-bream and sea-bassto thetotal volume of fish-exports decreased
from 72.3 per cent to 65.9 per cent. On the other hand, a higher volume of tuna
was exported. In fact, the value and volume of exports of tunaincreased when
compared to the first nine months of 2003.

Shipyards

The Maltese ship repair and ship building industry experienced difficulties over
the past years primarily dueto low levelsof productivity and significant pressures
fromtheinternational market. Over theyears, the shipyardsregistered significant
losses and relied heavily on Government financial assistance. A Task Force
was set up in September 2001, primarily entrusted with drawing up and
implementing arestructuring plan for the shipyards. This plan envisaged amongst
other things that over a period of seven years, a gradual scaling down of the
capacity of the yardsin terms of both human and physical resourceswasto be
undertaken aswell astheintroduction of various schemesrelated to training of
staff and support to employees who seek alternative occupation.

In 2002, around 700 persons accepted early and voluntary retirement schemes.
After the signing of an agreement between the management and the union
representing the employeesin November 2003, 1,700 empl oyeeswere absorbed

Government Assistance
(Contributions through the Consolidated Fund)
Table 4.12 Lm million

2001 2002 2003 2003 2004
Jan/Sep Jan/Sep

Malta Shipbuilding 5.0 55 4.7 4.5
Malta Drydocks 5.1 15.2* 15.1* 12.2*
Malta Shipyards Ltd = = ® - 6.1

*Includes funds which in previous years were provided for from the Treasury Clearance Fund

Source: The Treasury
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into anewly formed company —Malta Shipyards Ltd, whilst another 900 were
offered different types of early retirement schemes and resignation schemes.
Those who refused the schemes were entrusted to another new wholly-owned
Government company, Industrial Projects and Services Ltd. These workers
have been posted within the public sector.

Themajor aim of therestructuring programmeisto fully eliminate the need for
further reliance by thisindustry on public funds. Asthe shipyards are currently
amajor beneficiary of financial assistance, the plan seeksto eliminate subsidies
to this industry by the end of 2008. This phasing out path is in line with the
transition period agreed upon during Malta’'s accession negotiations.

Asillustrated in Table 4.12, public funds financed by appropriations from the
Consolidated Fund directed to Malta Shipyardstotaled L m6.1 million during the
Survey period. Furthermore, Government provided Lm1.7 million to financethe
pensions of personswho opted for the early retirement scheme in 2002.

Employment in Malta Shipyards Ltd in September 2004 stood at 1,776, down
from 2,651 as show in Table 4.13. It is pertinent to note that in the period under
review, a number of employees were transferred to Industrial Projects and
Services Ltd reflecting the restructuring programme implemented at the
shipyards. The company’s turnover for the January-September 2004 period
stood at Lm7.1 million while net losses for the same period were recorded at
Lm7.0million.

Thecommercial ship repair market was affected by the high freight rateswhich
discouraged ownersfrom docking their ships except for emergency repairsand

Employment

Table 4.13
2001 2002 2003 2003 2004
Sep Sep
Malta Shipbuilding 813 692 - 690
Malta Drydocks 2,654 1,973 - 1,961
Malta Shipyards Ltd - - 1,743 - 1,776
Total 3,467 2,665 1,743 2,651 1,776

Source: Employment and Training Corporation
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maintenance. Furthermore, the offshore market in the M editerranean remained
rather subdued thisyear. Moreover, competition in the sector remained intense
with the traditional ship repair market currently being dominated by low cost
countries such as Turkey and Croatia.

However, Malta Shipyards Ltd succeeded in securing a number of important
contracts, including one for the building of a barge which isto be used in the
Caspian seaoilfields, the refurbishment of acruiseliner, aswell asmajor repairs
on two tug boats. Furthermore, the Company was commissioned to undertake
extensive repairs on adamaged oil rig.

Moreover, the servicing of super yachts in the yard, which commenced last
year, proved to be successful during 2004, resulting inanumber of yachtsvisiting
the facility for maintenance and repair reasons. The facility’s competitive
advantage is derived from its unique location, which lies between the Far East
and the western Mediterranean and the efficient service which is provided.

Malta ShipyardsLtd intendsto attract enough businessto thrive, particularly in
the context of the planned reduction in Government assistance. This can be
achieved through further diversification into higher value added sectors of the
ship repair and conversions market. To this end, the Company is strengthening
its marketing efforts so as to enter into new alliances with specialised service
providersin order to establish itself in new markets, such as liquefied natural
gas (LNG) vessel repair and tank coating.
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Sampled Manufacturing Firms*
(January-September)
Appendix Table 4.1

2001 2002 2003 2004+
TOTAL MANUFACTURING
Sales (Lm 000) 752,101 738,118 765,848 764,490
Wages (Lm 000) 86,632 88,365 93,034 90,790
Net Investment (Lm 000) 31,705 34,952 36,277 40,024
Exports (Lm 000) 589,354 565,225 593,682 600,773
Local Sales (Lm 000) 162,747 172,893 172,166 163,717
Avg. Weekly Sales/Employee (Lm) 856.27 864.51 935.77 982.06
Avg. Weekly Earnings/Employee (Lm) 98.63 103.50 113.68 116.63
Avg. Weekly Exports/Employee (Lm) 670.98 662.01 725.40 771.75
FOOD AND BEVERAGES
Sales (Lm 000) 85,215 89,332 94,915 89,263
Wages (Lm 000) 11,556 12,027 12,986 12,737
Net Investment (Lm 000) 3,652 2,293 5,414 3,958
Exports (Lm 000) 11,803 14,413 16,089 15,262
Local Sales (Lm 000) 73,412 74,918 78,826 74,001
Avg. Weekly Sales/Employee (Lm) 693.14 727.24 769.52 738.56
Avg. Weekly Earnings/Employee (Lm) 94.00 97.91 105.28 105.39
Avg. Weekly Exports/Employee (Lm) 96.01 117.34 130.44 126.28
TOBACCO PRODUCTS
Sales (Lm 000) 27,339 23,067 23,075 24,872
Wages (Lm 000) 1,098 817 907 904
Net Investment (Lm 000) 662 484 99 134
Exports (Lm 000) 3,398 177 26 43
Local Sales (Lm 000) 23,941 22,890 23,049 24,829
Avg. Weekly Sales/Employee (Lm) 4,601.70 3,943.10 3,682.59 4,027.89
Avg. Weekly Earnings/Employee (Lm) 184.83 139.62 144.73 146.35
Avg. Weekly Exports/Employee (Lm) 571.92 30.31 4.22 6.94
TEXTILES AND TEXTILE PRODUCTS
Sales (Lm 000) 7,174 12,808 12,496 19,967
Wages (Lm 000) 1,516 2,387 2,737 3,768
Net Investment (Lm 000) 459 1,438 306 1,142
Exports (Lm 000) 5,006 7,909 9,862 19,191
Local Sales (Lm 000) 2,167 4,900 2,634 775
Avg. Weekly Sales/Employee (Lm) 358.08 429.87 376.51 504.57
Avg. Weekly Earnings/Employee (Lm) 75.67 80.12 82.47 95.22
Avg. Weekly Exports/Employee (Lm) 249.90 265.44 297.14 484.97
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Sampled Manufacturing Firms*
(January-September)
Appendix Table 4.1 Continued

2001 2002 2003 2004+

WEARING APPAREL AND CLOTHES

Sales (Lm 000) 42,602 45,921 39,379 31,407
Wages (Lm 000) 10,622 10,156 7,813 6,042
Net Investment (Lm 000) 1,116 505 400 76
Exports (Lm 000) 38,166 40,896 35,215 24,956
Local Sales (Lm 000) 4,436 5,025 4,164 6,451
Avg. Weekly Sales/Employee (Lm) 334.09 380.24 454.28 470.21
Avg. Weekly Earnings/Employee (Lm) 83.30 84.09 90.14 90.45
Avg. Weekly Exports/Employee (Lm) 299.30 338.63 406.24 373.63

LEATHER AND LEATHER

PRODUCTS

Sales (Lm 000) 12,050 10,808 8,454 5,936
Wages (Lm 000) 2,670 2,182 1,853 1,430
Net Investment (Lm 000) 154 223 103 44
Exports (Lm 000) 11,468 10,642 8,316 5,809
Local Sales (Lm 000) 582 166 138 127
Avg. Weekly Sales/Employee (Lm) 362.36 388.50 394.11 354.81
Avg. Weekly Earnings/Employee (Lm) 80.30 78.44 86.41 85.45
Avg. Weekly Exports/Employee (Lm) 344.87 382.53 387.69 347.21

WOOD AND WOOD PRODUCTS

Sales (Lm 000) 374 377 375 238
Wages (Lm 000) 127 119 122 82
Net Investment (Lm 000) 2 1 0 0
Exports (Lm 000) 24 34 21 0
Local Sales (Lm 000) 350 343 355 238
Avg. Weekly Sales/Employee (Lm) 195.83 211.61 201.94 182.88
Avg. Weekly Earnings/Employee (Lm) 66.32 66.64 65.54 63.26
Avg. Weekly Exports/Employee (Lm) 12.55 19.18 11.07 0.00

PAPER AND PAPER PRODUCTS

Sales (Lm 000) 5,624 5,503 5,610 5,645
Wages (Lm 000) 1,287 1,256 1,324 1,372
Net Investment (Lm 000) 68 7 18 402
Exports (Lm 000) 302 234 92 141
Local Sales (Lm 000) 5,322 5,269 5,518 5,504
Avg. Weekly Sales/Employee (Lm) 453.48 454.68 510.70 504.34
Avg. Weekly Earnings/Employee (Lm) 103.74 103.76 120.57 122.57
Avg. Weekly Exports/Employee (Lm) 24.33 19.34 8.41 12.57

118 Economic Survey January - September 2004



Sampled Manufacturing Firms*
(January-September)
Appendix Table 4.1 Continued

2001 2002 2003  2004*Y

PUBLISHING AND PRINTING

Sales (Lm 000) 23,872 30,416 36,540 36,442
Wages (Lm 000) 5,920 7,000 8,135 8,848
Net Investment (Lm 000) 522 3,241 2,471 4,721
Exports (Lm 000) 13,103 19,104 24,238 23,806
Local Sales (Lm 000) 10,769 11,312 12,302 12,636
Avg. Weekly Sales/Employee (Lm) 408.97 509.06 571.76 570.92
Avg. Weekly Earnings/Employee (Lm) 101.43 117.15 127.29 138.62
Avg. Weekly Exports/Employee (Lm) 224.48 319.74 379.27 372.95

CHEMICALS AND CHEMICAL

PRODUCTS

Sales (Lm 000) 26,133 26,288 26,073 22,052
Wages (Lm 000) 4,700 4,883 5,110 4,038
Net Investment (Lm 000) 1,456 3,885 3,415 7,906
Exports (Lm 000) 20,498 20,222 20,207 15,533
Local Sales (Lm 000) 5,635 6,066 5,866 6,519
Avg. Weekly Sales/Employee (Lm) 638.77 641.55 634.69 700.65
Avg. Weekly Earnings/Employee (Lm) 114.88 119.16 124.38 128.30
Avg. Weekly Exports/Employee (Lm) 501.04 493.50 491.89 493.52

RUBBER AND PLASTIC PRODUCTS

Sales (Lm 000) 28,684 29,846 28,963 29,423
Wages (Lm 000) 8,169 8,055 7,957 8,690
Net Investment (Lm 000) 2,494 2,303 2,270 1,009
Exports (Lm 000) 23,983 23,895 22,804 23,490
Local Sales (Lm 000) 4,701 5,951 6,159 5,933
Avg. Weekly Sales/Employee (Lm) 335.23 393.53 429.28 419.75
Avg. Weekly Earnings/Employee (Lm) 95.47 106.21 117.94 123.97
Avg. Weekly Exports/Employee (Lm) 280.28 315.07 337.99 335.11

OTHER NON-METALLIC MINERAL

PRODUCTS

Sales (Lm 000) 9,351 10,671 10,284 10,439
Wages (Lm 000) 2,030 2,107 2,307 2,328
Net Investment (Lm 000) 189 318 295 68
Exports (Lm 000) 1,585 1,929 1,229 1,368
Local Sales (Lm 000) 7,766 8,741 9,055 9,072
Avg. Weekly Sales/Employee (Lm) 384.06 417.30 383.45 396.75
Avg. Weekly Earnings/Employee (Lm) 83.37 82.39 86.02 88.48
Avg. Weekly Exports/Employee (Lm) 65.11 75.44 45.81 51.98
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Sampled Manufacturing Firms*
(January-September)
Appendix Table 4.1 Continued

2001 2002 2003 2004+

BASIC METALS

Sales (Lm 000) 455 297 218 -
Wages (Lm 000) 244 220 201 -
Net Investment (Lm 000) 0 2 0 -
Exports (Lm 000) 122 126 107 -
Local Sales (Lm 000) 333 171 111 -
Avg. Weekly Sales/Employee (Lm) 185.39 135.12 117.37 -
Avg. Weekly Earnings/Employee (Lm) 99.41 100.34 108.34 -
Avg. Weekly Exports/Employee (Lm) 49.69 57.23 57.55 -

FABRICATED METAL PRODUCTS

Sales (Lm 000) 9,804 11,639 11,658 9,803
Wages (Lm 000) 2,621 2,788 2,814 2,966
Net Investment (Lm 000) 173 156 351 99
Exports (Lm 000) 4,104 6,601 5,178 4,454
Local Sales (Lm 000) 5,701 5,039 6,480 5,349
Avg. Weekly Sales/Employee (Lm) 359.14 436.11 444.15 387.11
Avg. Weekly Earnings/Employee (Lm) 96.02 104.48 107.20 117.12
Avg. Weekly Exports/Employee (Lm) 150.32 247.31 197.27 175.89

MACHINERY AND EQUIPMENT

Sales (Lm 000) 10,592 8,383 9,841 9,752
Wages (Lm 000) 1,633 1,588 1,652 1,829
Net Investment (Lm 000) 242 247 380 134
Exports (Lm 000) 8,403 6,172 7,350 7,395
Local Sales (Lm 000) 2,189 2,211 2,491 2,357
Avg. Weekly Sales/Employee (Lm) 634.57 547.41 677.69 591.60
Avg. Weekly Earnings/Employee (Lm) 97.83 103.68 113.80 110.93
Avg. Weekly Exports/Employee (Lm) 503.42 403.03 506.17 448.63

OFFICE MACHINERY

Sales (Lm 000) 807 909 591 -
Wages (Lm 000) 81 77 66 -
Net Investment (Lm 000) 0 0 1 -
Exports (Lm 000) 64 332 131 -
Local Sales (Lm 000) 743 577 460 -
Avg. Weekly Sales/Employee (Lm) 1,089.31 1,185.49 826.10 -
Avg. Weekly Earnings/Employee (Lm) 108.83 100.86 92.54 -
Avg. Weekly Exports/Employee (Lm) 86.05 433.18 183.23 -
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Sampled Manufacturing Firms*
(January-September)
Appendix Table 4.1 Continued

2001 2002 2003  2004*+Y

ELECTRICAL MACHINERY AND

APPARATUS

Sales (Lm 000) 33,324 30,226 28,240 27,353
Wages (Lm 000) 5,625 5,372 5,719 5,548
Net Investment (Lm 000) 1,951 1,313 1,449 1,494
Exports (Lm 000) 32,863 29,117 27,298 26,979
Local Sales (Lm 000) 461 1,109 942 374
Avg. Weekly Sales/Employee (Lm) 649.13 635.95 602.91 612.36
Avg. Weekly Earnings/Employee (Lm) 109.56 113.03 122.10 124.21
Avg. Weekly Exports/Employee (Lm) 640.14 612.62 582.80 604.00

RADIO, TV AND COMMUNICATION

EQUIPMENT

Sales (Lm 000) 368,930 337,773 361,004 371,816
Wages (Lm 000) 13,747 15,108 17,129 16,198
Net Investment (Lm 000) 15,856 15,157 14,357 14,634
Exports (Lm 000) 368,544 335,308 358,977 371,055
Local Sales (Lm 000) 385 2,466 2,027 761
Avg. Weekly Sales/Employee (Lm) 3,028.09 2,778.59 2,801.04 3,133.35
Avg. Weekly Earnings/Employee (Lm) 112.83 124.28 132.91 136.51
Avg. Weekly Exports/Employee (Lm) 3,024.92 2,758.30 2,785.31 3,126.94

MEDICAL, PRECISION AND
OPTICAL INSTRUMENTS

Sales (Lm 000) 13,179 16,758 19,453 26,417
Wages (Lm 000) 4,491 4,140 4,875 5,303
Net Investment (Lm 000) 1,763 602 362 951
Exports (Lm 000) 13,081 16,680 19,401 26,220
Local Sales (Lm 000) 98 77 51 197
Avg. Weekly Sales/Employee (Lm) 293.17 420.30 511.22 570.17
Avg. Weekly Earnings/Employee (Lm) 99.89 103.84 128.12 114.46
Avg. Weekly Exports/Employee (Lm) 291.00 418.36 509.87 565.92

MOTOR VEHICLES, TRAILERS AND
SEMI-TRAILERS

Sales (Lm 000) 874 579 541 429
Wages (Lm 000) 170 148 131 161
Net Investment (Lm 000) 16 7 0 0
Exports (Lm 000) 741 441 385 270
Local Sales (Lm 000) 133 139 156 159
Avg. Weekly Sales/Employee (Lm) 332.92 257.54 291.13 207.48
Avg. Weekly Earnings/Employee (Lm) 64.62 65.96 70.50 78.00
Avg. Weekly Exports/Employee (Lm) 282.23 195.90 207.28 130.67
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Sampled Manufacturing Firms*
(January-September)

Appendix Table 4.1 Continued
2001 2002 2003 2004+

OTHER TRANSPORT EQUIPMENT @
Sales (Lm 000) 4,151 5,477 11,989 9,455
Wages (Lm 000) 776 714 1,393 1,328
Net Investment (Lm 000) 23 25 617 44
Exports (Lm 000) 3,408 4,839 10,683 9,012
Local Sales (Lm 000) 743 638 1,306 443
Avg. Weekly Sales/Employee (Lm) 638.59 858.07 1,403.66 1,042.00
Avg. Weekly Earnings/Employee (Lm) 119.44 111.83 163.05 146.31
Avg. Weekly Exports/Employee (Lm) 524.25 758.19 1,250.79 993.21

FURNITURE AND OTHER
MANUFACTURING
Sales (Lm 000) 41,566 41,040 36,150 33,781
Wages (Lm 000) 7,551 7,219 7,801 7,219
Net Investment (Lm 000) 907 2,744 3,969 3,207
Exports (Lm 000) 28,688 26,154 26,072 25,788
Local Sales (Lm 000) 12,878 14,886 10,078 7,993
Avg. Weekly Sales/Employee (Lm) 587.87 602.23 532.82 549.25
Avg. Weekly Earnings/Employee (Lm) 106.79 105.94 114.99 117.37
Avg. Weekly Exports/Employee (Lm) 405.73 383.79 384.28 419.30

* Data reflects re-classification of enterprises according to their main manufacturing activity
** Provisional

MAs from 2004, data on exports may include re-exports

@Data for 2001-2003 excludes Malta Shipbuilding Co. Ltd.

Source: National Statistics Office
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5. Services Activities

Along the years, the services sector has become a major contributor to the
development of the Maltese economy. Within this sector, tourism holds a
significant role, both in terms of employment and foreign exchange earnings.
After suffering a setback in 2002, due to a number of factors mainly linked to
international developments, dataindicates someimprovement in the performance
of the domestic tourist industry in the first three quarters of 2003. During the
period under review, Government and the private sector continued to invest in
this sector, including the promation of Malta as an all year tourist destination
and marketing campaignsin key foreign countriesin order to diversify thetourism
market. Similarly, financial servicesand Freeport-related activities continued to
be consolidated, enhanced and devel oped.

During the Survey period, tourist departuresincreased by 2.3 per cent up from
1.3 per cent recorded in the first nine months of 2003. However, at alevel of
919,728thisistill below the corresponding 2001 level. During the Survey period,
the average length of stay rose from 9.5 days to 10.2 days. Gross foreign
exchange earnings stood at L m203.5 million, an increase of 3.5 per cent over
the same period of 2003. Per capitaearningsincreased to Lm221.3from Lm218.8
in the corresponding period of 2003, whilst earnings per night spent increased
from Lm20.9 during thefirst nine months of 2003 to Lm22.5 during the Survey
period. Full-time employment in tourism-rel ated activitiesremained practically
unchanged and amounted to 9,590 employeesas at September 2004. Meanwhile,
the number of cruiseliner touristsdeclined during thefirst nine months of 2004,
with arrivalsto Maltareaching 196,358.

The Malta Financial Services Authority (MFSA) continued to provide the
regulatory framework concerning financial services in Malta. Moreover, the
legal framework governing the Maltesefinancial sector continued to be brought
inlinewith EU legidation, leading to agreater integration of the domesticfinancia
system with that of the EU.

The Malta Freeport Corporation Ltd is aleading transhipment terminal in the
Mediterranean. A growth of 10.7 per cent was registered in transhipment
throughput between January and September 2004 over the same period last
year.

Asfrom January 2004 Malta Enterprise Corporation assumed the responsibility
previously carried out by Malta Development Corporation, Malta Export Trade
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Corporation and the Institute for the Promotion of Small Enterprises.
Consequently, it actsasasingle point of contact for all enterprises considering
investment and commercial linkswith Malta.

Tourism

The National Statistics Office (NSO) introduced a new system for compiling
tourist data starting from 2001 on the basis of an Inbound Tourism Survey.
Therefore, tourist data in this Chapter is not directly comparable with that
published in previousissues of the Economic Survey. Moreover, it is pertinent
to note that until March 2004 data regarding tourist arrivals by sea are taken
from information provided in embarkation cards. Thereafter, data for tourist
sea departures refer to information taken from the Inbound Tourism Survey.

Devel opments during the Survey period seem to indicate that the impact of the
unfavourable global environment that started in 2001 on tourism departures
seems to be diminishing. Indeed, following the decline in tourism departures
registered during 2002 amuch smaller contraction wasrecorded in 2003, whilst
animprovement was posted in thefirst nine monthsin 2004. Tourist departures
during the period under review increased by 2.3 per cent over the same period
of 2003. However, at 919,728 the level of tourist departures recorded during
the Survey period is still below that registered during the first nine months of
2001. Gross foreign exchange earnings from tourism increased by 3.5 per cent
to Lm203.5 million during thefirst nine months of 2004.

On the other hand, cruise liner passengers posted a decline during the Survey
period. In fact, cruise passengersfell by 31.7 per cent to 196,358 from alevel
of 287,525 in the January — September 2003 period, the latter being the highest
level recorded in recent years. Full-time employment in hotels and catering
establishments amounted to 9,590 as at the end of September 2004, almost
unchanged over September 2003. During the Survey period the bed-stock
capacity in hotels, complexes, guesthouses, and hostel sdeclined by 330 bedsto
41,793. The main tourism indicators are presented in Table 5.1.

Ontheinternational front, the fear factor in the aftermath of the 11" September
2001 and the Irag war in 2003 have faded away and travel confidence is being
restored. Destinations in Asia and the Pacific, and in particular in Northwest
and Southwest Asia, have regained from the losses suffered in 2003 due to
SARS. Additionally, despitethe uncertainty surrounding theinternational political
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Main Tourism Indicators

Table 5.1
2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep
Tourist Departures* 950,977 229,778 887,282 244,994 899,147 219,087 919,728

Gross foreign exchange earnings

(Lm million) 205.5 55.3 1827 63.0 196.7 64.7 2035
Nights spent (000's)** 9,092 1975 8553 2,046 9,423 1,870 9,054
Cruise Passengers*** 187,889 71,501 257,294 84,338 287,525 96,074 196,358

Total full-time employment in
hotels and catering
establishments 9,962 9,438 9,599 9,432 9,584 9,338 9,590

Beds in hotels, complexes,
guesthouses, and hostels 41,629 38,701 39,348 39,940 42,123 41,443 41,793

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for sea departures taken from
Inbound Tourism Survey

**For 2004 includes April - September sea nights from Inbound Tourism Survey

***Excluding Maltese cruise passengers

Source: National Statistics Office
Employment and Training Corporation

scenario and the concernsraised by thevolatility of ail prices, theworld economy
hasimproved.

On the other hand, with regards tourism in Europe, the strength of the Euro
during the first nine months of 2004 emerges as a major factor in the present
performance. Indeed, the strong Euro and decreasing airfares led to agrowing
popularity of travel from Europe to destinationsin the Caribbean or in Mexico
and Brazil asthese destinations becameincreasingly accessible and acompetitive
aternativeto the Mediterranean. Given theinfluence of thesefactors, the Maltese
tourism industry isfacing a challenge to remain an attractive destination in an
increasingly competitiveinternational market.

The Malta Tourism Authority (MTA), through its activities, aims at promoting
Maltaasan all-year tourism destination and in devel oping asustainable tourism
industry. To thisend, the M TA is operating under its Second Strategic Plan for
thetourismindustry for the period 2002-2004. The M TA hasanumber of offices
globally, participatesin anumber of trade and consumer fairs, and commissions
various advertising campaigns. During the Survey period, MTA was in the
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processof carrying out an extensivereview of itsoperationsin order toimprove
itsoveral efficiency, effectiveness and accountability.

Additionally, 14 airlinesincreased their number of flightsto Malta or operated
flightsto Mdtafor thefirst timeduring the Survey period. Furthermore, besides
Government and private investment in the tourism industry, an EU and
Government-funded scheme has been launched during the Survey period. The
aim of this Scheme is to increase the competitiveness of the tourism service
providers and to directly influence investment by the private sector. The target
beneficiaries of the scheme are tourism operators and those closely linked to
the industry. Accordingly, this will enable the tourism sector to benefit from
EUR 2.5 million over two years, with 60 per cent of the funds to be given as
grants while the rest are to be provided by the private sector.

Monthly Tourist Departures*

Table 5.2

2001 2002 2003 2004
January 56,103 47,868 50,000 49,262
February 55,369 47,781 49,418 51,132
March 81,515 79,859 72,501 65,999
April 103,879 93,559 94,640 92,166
May 108,556 97,492 105,736 105,402
June 110,772 103,557 106,226 114,879
July 133,663 126,293 131,438 134,366
August 166,776 163,893 167,112 177,097
September 134,344 126,980 122,076 129,425
January/September 950,977 887,282 899,147 919,728
% change** -6.7 1.3 2.3
October 117,338 126,040 110,589
November 68,782 70,927 66,368
December 43,658 48,027 42,130
Total 1,180,755 1,132,276 1,118,235
% change** -4.1 -1.2

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for
sea departures taken from Inbound Tourism Survey

**Figures for 2001 are not available due to a change in the methodology of compiling tourism statistics,
which is now based on the Inbound Tourism Survey

Source: National Statistics Office
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Monthly Distribution

Data on the monthly distribution of tourist departures is shown in Table 5.2.
Chart 5.1 indicates clearly that the local tourism industry is characterised by
significant seasonality patterns. Despitetheincreasein tourist departures, during
the period under review, this improvement was not consistent on a month by
month basis. Lower tourist departureswere recorded in January when compared
to the same month of 2003, together with March and April. By contrast, February
recorded an increase in tourist departures of 3.5 per cent over February 2003.
In May tourist departures declined by 0.3 per cent over the comparable month
of 2003. On the other hand, from June to September tourist departuresrecorded
significant increases, particularly in June, with an 8.1 per cent increase, to a
level of 114,879. During the period under review, August remained the peak
month accounting for 19.3 per cent of total departures.

Thedistribution of tourist departureson aquarterly basisisshownin Table5.3.
Tourist departures in the first quarter of 2004 declined by a percentage point
when compared to the same quarter in 2003, to 18.1 per cent. Thiswas due to
adeclinein departuresin both January and March of 2004. Meanwhile, tourist
departures in the second quarter of the Survey period remained practically
unchanged at 34.0 per cent attributable to lower departures in both April and

Chart 5.1
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*As from 2001 tourism data is based on the Inbound Tourism Survey, and therefore is not strictly
comparable to previous periods. Until March 2004, data for sea arrivals taken from embarkation cards.
Thereafter, data for sea departures taken from Inbound Tourism Survey
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Quarterly Distribution of Tourist Departures*

Table 5.3 per cent

2001 2002 2003 2004
March 20.3 19.8 19.1 18.1
June 34.0 33.2 34.1 34.0
September 45.7 47.0 46.8 47.9

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for sea departures
taken from Inbound Tourism Survey

Source: National Statistics Office

May, while the third quarter which accounts for the bulk of tourist departures
from Malta, increased by 1.1 percentage pointsto 47.9 per cent.

Tourist Nationality

During the Survey period, further efforts were undertaken to diversify the
domestic tourism market. Market campaigns were made in Russia, Austria,
Germany, Switzerland, Italy, and other Eastern European countries. MTA'S
campaign in overseas countries promoted Malta as an all-year round active
destination. Whilst the UK remains the main important market in the tourism
sector, there were other markets which showed gains in terms of tourist
departures during the Survey period.

Chart 5.2 illustrates the market share of Malta’'s main source markets for the
first three quarters of the period ranging from 1990 to 2004. The UK represents
the highest proportion of tourists, however itsrelative share has declined from
51.8 per cent during January — September 1990 to 38.6 per cent during the
Survey period. Meanwhile, after increasing up to 2000, the share of the German
market recorded a decline to 10.9 per cent in the nine months to September
2004. The share of the Italian source market remained rel atively stable between
1990 and 2000, but increased to 9.7 per cent at the period ending September
2004. Similarly, the share of the French market increased to 8.2 per cent during
the Survey period, compared to the 4.2 per cent during 1990. The share of the
other markets category, increased from 21.9 per cent in the first three quarters
of 1990 to 32.6 per cent at the end of September 2004.

A detailed breakdown of tourist departures by nationality is presented in Table
5.4. Tourists from the UK decreased by 16,734 or 4.5 per cent, to 354,420
persons at the end of September 2004. On the other hand, after the declinein
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Chart 5.2

Tourist Market Shares*

PErEET January-September Departures

60
3 1990

] 1995
/] 2000

. 2004

40 ’
30
-
20
-
1 - / ~
-
0
UK

Germany Italy France Others

50

Jan - Sep

*As from 2001 tourism data is based on the Inbound Tourism Survey, and therefore is not strictly
comparable to previous periods. Until March 2004, data for sea arrivals taken from embarkation cards.
Thereafter, data for sea departures taken from Inbound Tourism Survey

Tourist Departures by Nationality*

Table 5.4
2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep
United Kingdom 361,364 105,474 354,042 113,363 371,154 101,943 354,420
Germany 132,533 33,907 112,446 36,025 96,394 29,021 100,549
Italy 85,437 9,898 77,778 10,452 81,431 11,249 89,605
France 68,220 10,984 68,928 11,345 65432 11,950 75,419
Netherlands 40,985 8,688 33,745 8,630 32,468 7,576 30,564
Scandinavia** 38,525 11,850 29,792 10,240 35,280 11,677 50,117
Libya 26,277 6,151 19,482 5564 14,312 3,151 10,115
Belgium 17,952 3,753 19,813 4,796 22,025 4,374 25,762
Austria 21,390 3,928 15,166 3,787 19,999 4,597 18,690
Switzerland 21,121 5,649 16,064 6,309 17,446 4,564 16,480
USA 11,459 2,520 10,269 2,588 11,734 3,440 14,061
Others 125,714 26,976 129,757 31,895 131,472 25,545 133,946
TOTAL 950,977 229,778 887,282 244,994 899,147 219,087 919,728

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for sea departures taken from
Inbound Tourism Survey
**Includes Denmark, Finland, Norway, Sweden

Source: National Statistics Office
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thefirst three quarters of 2002 and 2003, tourist departuresto Germany, increased
by 4,155 or 4.3 per cent to 100,549 during the comparabl e period of 2004. This
increase may partly reflect the fact that atravel agency company booked more
touriststo Maltathis year compared to the previous year.

Touristsfrom Netherlands, Libya, Austria, and Switzerland registered adecline
during the Survey period when compared to the same period of 2003. However,
the M TA continued its strong marketing campaign in Austriaduring thisperiod,
in order to promote Maltaasayoung, active and vibrant destination. Similarly,
MTA ispromoting Maltaasatourist destination in Switzerland.

By contrast, arelatively high improvement was recorded in the Scandinavian
sources market, which consist of Denmark, Finland, Norway and Sweden.
Departures to this market amounted to 50,117 during the Survey period, an
increase of 14,837 or 42.1 per cent over September 2003. This increase is
largely attributable to the Swedish market. In fact, tourist departuresincreased
by 9,709 over January to September 2003, to 17,776 persons during the first
nine months of 2004. As a result, the share of tourist departures to Sweden
increased from 0.9 per cent in the first nine months of 2003 to 1.9 per cent in
the comparable 2004 period.

During the period under review, tourists from France increased by 15.3 per
cent to 75,419 persons thus reversing the decline recorded in the same period
of 2003. Thiswas mainly attributabl e to the increased marketing promotion by
the MTA. After declining by 1,190 between January to September 2001 and
2002, tourists from the US registered an increase of 19.8 per cent to 14,061 in
thefirst nine months of 2004. Similarly, tourist departuresto the Other Countries
category, were higher during the period under review. Indeed, this category
increased by 1.9 per cent to 133,946 in the first three quarters of 2004.

Cruise Passengers

During the Survey period, the number of foreigners visiting Malta on cruise
liners registered arelatively high drop of 91,167 or 31.7 per cent, as business
operators re-assessed their operations in the Mediterranean region.

During the period under review, a number of cruise liner companies started
using Malta as a home port where cruises start and end. Since this concept
involves tourists flying to Malta from where they start and end their cruise, it
should provide high value added to the economy that goes beyond the cruise
liner industry. Moreover, anew liner, which forms part of the world’s leading

132 Economic Survey January - September 2004



cruise liners, will start including Maltain its itinerary as from next year. The

completion of the Cruise Liner Terminal Project should continueto bolster Malta
as an important destination in the Mediterranean.

Accommodation

Table5.5 providesdata concerning Malta'saccommodation capacity by category
of unitsand beds. It is pertinent to point out that the change in accommodation
levels in Table 5.5 reflects new accommodation, closure of existing

accommodation as well as reclassifications.

By the end of September 2004, the number of hotelsamounted to 128, oneless
than that recorded in December 2003 attributable to the 3-Star category. In

Main Types of Tourist Accommodation

Table 5.5
2002 (Dec) 2003 (Dec) 2004(Sep)
Units Beds Units Beds Units Beds
Hotels
Five Star 11 3,738 13 5,040 13 5,040
Four Star 45 15,341 47 15,906 47 15,922
Three Star 51 11,548 51 11,074 50 10,914
Two Star 19 1,258 18 1,174 18 1,174
Total 126 31,885 129 33,194 128 33,050
Villages/
Aparthotels
Four Star 8 1,924 8 1,920 8 1,920
Three Star 12 2,618 12 2,642 10 2,884
Two Star 15 2,407 15 2,407 15 2,407
Total 35 6,949 35 6,969 33 7,211
Guesthouses
Comfort 12 295 12 295 12 295
Standard 24 645 28 749 28 749
Total 36 940 40 1,044 40 1,044
Hostels
Standard 2 166 3 236 5 488
Total 2 166 3 236 5 488

Source: National Statistics Office
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terms of bed-stock, capacity in September 2004 stood at 33,050 beds, adecline
of 144 beds when compared to December 2003 |levels. Capacity in the 5-Star
accommodation category as well as the 2-Star category remained unchanged,
while the 4-Star category increased the number of beds by 16. The 3-Star
accommodation recorded a decline of 160 beds over December 2003.

The total number of tourist villages and aparthotels at the end of the Survey
period stood at 33 with abed-stock capacity of 7,211, compared to 35 unitsand
6,969 beds at December 2003. On the other hand, the accommodation capacity
of guesthouses remained unchanged over the same period, at alevel of 40 units
and 1,044 beds. Meanwhile, accommodation in hostels when compared to
December 2003 increased by 2 unitsto 5 hostels, while the bed-stock capacity
increased by 252 to 488, during the period under review.

The amount and level of accommodation facilities along with the occupancy
ratesasillustrated in Table 5.6, are an important element of considerationinthe
analysisof thetourism industry. The 5-Star, 4-Star and 3-Star category of hotel

Monthly Accommodation Occupancy Levels - 2004*

Table 5.6 per cent
Hotels Complexes

Villages &

Aparthotels

Hostels &

5 Star 4 Star 3 Star 2 Star  Guesthouses

January 37 35 29 6 14
February 34 44 39 8 17
March 44 63 42 16 19
April 57 65 46 11 27
May 55 66 41 38 38
June 63 71 52 29 46
July 80 100 76 72 56
August 100 100 100 97 77
September 70 80 76 44 38
Average 60 69 56 36 37

*Occupancy levels for January - June period are based on the Collective Accomodation Establishments
Occupancy levels for July - September are estimated on the basis of the Inbound Tourism Survey
and the official bed-stock as supplied by the Malta Tourism Authority

Source: National Statistics Office
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accommodation reached their peak inflow in August with 100 per cent
occupancy rates. August also proved to be the peak month for the 2-Star hotel
category, and for the complexes, villages and aparthotel s, together with hostels
and guesthouses, with 97 per cent and 77 per cent, respectively. For the 5-Star
and 4-Star category, the second highest occupancy rate was registered in July
at 80 per cent and 100 per cent, respectively.

Another important indicator of the performance of the tourist industry is that
related to the average length of nights spent by tourists. During the Survey
period, the average length of stay was recorded at 10.2 days compared to 9.5
days over the same period of 2003.

Employment

Full-time employment in tourism-rel ated activities as at September 2004 stood
at 9,590 persons, representing 7.0 per cent of the gainfully occupied population.
Private sector employment in hotels and catering establishments amounted to
9,175, or 17.2 per cent of the persons employed in private market services.

Foreign Exchange Earnings

Tourism earnings are an important source of foreign exchange generation for
the local economy, and help to reduce the gap in the domestic merchandise
trade account. Accordingly, tourism earnings are an important indicator of the
performance of the domestic tourism industry.

Grossforeign exchange earningsfor the first nine months of 2004 amounted to
L m203.5 million, an increase of 3.5 per cent from Lm196.7 million registered
during the same period in 2003. Apart from the higher number of tourist
departures, this increase in tourism earnings during the Survey period could
partly reflect the small appreciation of the Euro against the Maltese lira. Per
capitaearningsstood at L m221.3 during thefirst nine months of 2004, compared
to Lm218.8 of the previous comparable period. Similarly, earnings per nights
spent increased to Lm22.5 for the period under review from Lm20.9 for the
corresponding period in 2003. Dataon foreign exchange earnings from tourism
isprovided in Table 5.7, while Chart 5.3 depicts tourism earnings per capita.

During the Survey period, gross earnings from tourism accounted for 19.3 per
cent of exports of goods and services. This compares with 18.6 per cent
registered in thefirst nine months of 2003. During the Survey period, anincrease
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Earnings from Tourism

Table 5.7
Gross Per Capita Earnings Per Ratio to Ratio to
Earnings  Earnings Nights exports of exports of
(Lm million) (Lm) Spent* goods and manufactured
(Lm) services (%) goods (%)
2001 260.7 220.8 23.6 18.6 29.9
2002 245.7 217.0 23.2 16.5 27.4
2003 261.5 233.8 23.1 18.4 28.7
2003 (Jan/Sep) 196.7 218.8 20.9 18.6 29.0
2004 (Jan/Sep) 203.5 221.3 225 19.3 29.9

*For 2004 includes April - September sea nights from Inbound Tourism Survey

Source: National Statistics Office

Chart 5.3
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*As from 2001 tourism data is based on the Inbound Tourism Survey, and therefore is not strictly
comparable to previous periods
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intheratio of foreign exchange earningsfrom tourism to exports of manufactured
goods was also registered. This ratio increased from 29.0 per cent in the first
three quarters of 2003 to 29.9 per cent during the Survey period. These ratios
highlight the important role of the tourism industry in its contribution to the
external payments position of the domestic economy.

Malta Financial Services Authority

During the Survey period, the Malta Financial Services Authority (MFSA)
continued to regulate Malta as a centre for financial services. The legal
framework governing the Maltese financial sector continued to be brought in
line with EU legidlation, contributing to a greater integration of the domestic
financial system with that of the EU.

Regulationsrelated to the European Passport Rightsfor financial services have
comeinto force asfrom 1 May, 2004. These procedures, known asthe single
passport, provide accessto the European financial servicesmarket. Thisimplies
that a particular product licensed in the home Member State would be
automatically recognised in all other Member States and may be sold across
borders free of undue bureaucratic controls. The single passport also attracts
investment from outside the EU that establishesitself withinaMember Statein
order to gain access to the European market.

Additionally, the MFSA continued to enhance its level of co-operation with
foreign supervisory authorities. During the Survey period, the MFSA signed a
Memorandum of Understanding with the financial services authorities of a
number of countries, with the aim of protecting investors and promoting the
integrity of regulated markets.

During the period under review, nine new trustswere registered with the MFSA
and fourteen trusts were terminated, thus bringing the total number of trustson
theregister at theend of September 2004 to 181. Additionally, the MFSA issued
three new Investment Services (1S) licenses during this period, bringing the
total of ISlicensesto 90. Moreover, during thefirst nine months of thisyear, the
MFSA issued 41 new Collective Investment Scheme (CISs) licencesincluding
four professional investor fund licences. Thetotal number of ClSsat the end of
September 2004 stood at 267.

The situation in the insurance sector remained relatively unchanged compared
to the first nine months of 2003. At the end of the third quarter of 2004, the
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number of foreign principalsauthorised to carry oninsurance businessin Malta
stood at 12. Thetotal number of registered insurance brokers during thisperiod
under review amounted to 62, of which 24 were companieswhilethe remaining
38wereindividua brokers. Additionally, 25 insurer agentsconsisting of 11 local
and 14 foreigninsurerswereregistered withthe MFSA asat the end of September
2004.

During thefirst nine months of 2004, some 1,762 new commercial partnerships
wererecorded, representing anincrease of 21.8 per cent over the corresponding
2003 period.

Malta Freeport Corporation Ltd

Along the years Malta Freeport Corporation Ltd has established itself as a
major maritime transhipment centre in the Mediterranean region. The main
activitiesof the MaltaFreeport are namely two container terminals, the distripark
facilitiesand an oil productsterminal.

TheMaltaFreeport TerminasLtd handled atotal of 1,061,603 Twenty Equivalent
Units (TEUs) during the Survey period, an increase of 9.6 per cent over the
corresponding 2003 period. Of thetotal TEUs handled, transhipment throughput
accounted for 93.8 per cent, or 995,778 TEUs. As a result, transhipment
throughput increased by 10.7 per cent over January - September 2003.
Additionally, over thesameperiod, 1,287 ship callswereregistered at theterminal,
from 1,297 ayear earlier. Charts 5.4 and 5.5 depict transshipment throughput
and total ship calls, respectively.

The latest addition to the Freeport’slist of clients was the Islamic Republic of
I'ran Shipping Lines, which opted to utilise MataFreeport following their decision
to start transhipment operationsin the M editerranean. Additionally, ChinaShipping
Container Linesincreased transhipment activities at the Freeport.

Inlinewith Malta Freeport’sstrategy to consolidate its competitive edge various
development projects were undertaken aimed at expanding capacity and
improving productivity. Additionally, the Freeport has developed part of its
hinterland to create a storage area of over 4,000 empty TEUs. The company
will also be undertaking dredging maintenance works of the basin between
Terminal One and Termina Two.
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During thefirst nine months of 2004, the Oiltanking Malta L td handled 2,662,960
metric tonnes of oil products, compared to 2,371,394 in corresponding period of
2003, whilst 382 vessels berthed alongside its jetties, compared to 404 a year
earlier.

Additionally, the Government signed aUSdollars 421 million agreement granting
the French CMA CGM group, thefifth largest shipping company in the world,
athirty-year concession to operate the Malta Freeport Terminals.

Malta Enterprise Corporation

Malta Enterprise Corporation started operations in January 2004, taking over
theactivitiesof MataDevelopment Corporation, MataExport Trade Corporation
Ltd and the Institute for the Promotion of Small Enterprises Ltd. The remit of
Malta Enterprise Corporation includes business development and enterprise
support. By providing aone-stop shop for foreign and local investors, it actsas
asingle point of contact for all enterprises considering investment, trade and
commercial linkswith Malta.

During the period under review, Malta Enterprise Corporation approved 19
new projects, which consisted of 5 Maltese projectsand 14 foreign projects. In
line with last years' developments, the majority of foreign-owned projects
originated from Germany. Furthermore, 37 expansion projectswere approved.
These projects were made up of 26 Maltese projects and 11 foreign-owned
projects.

Malta Enterprise Corporation identified the pharmaceuticals, healthcare, ICT,
maritime, aviation, oil and gas, filmmaking, international trading, research and
development and shared servicesas potential sectorsfor the attraction of foreign
direct investment.

During the period under review, four schemes to assist local enterprises were
launched, of which two werefunded by Government and the otherswerefunded
through the EU’s European Regional and Development Fund. In May 2004, the
Food Processing Support Scheme for Micro Enterprises and SME’s was
launched. This scheme assists beneficiariesto upgrade their operationsin order
to become competitive in global markets, namely through the adoption of
recognised standards. During the Survey period 57 companiesavailed themselves
of this Scheme.
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Moreover, 53 companies benefited from the Compliance Support Scheme for
Micro Enterprises and SMEs. Another scheme that was launched during the
Survey period consisted of a support scheme to assist Ta® Qali Crafts Village
tenants, intheform of loan guarantees and interest subsidy. Meanwhile, during
September 2004, Malta Enterprise Corporation introduced the Operations
Scheme and the Market Entry and I nternationalisation Scheme, both funded by
the EU.

During the Survey period, participation in anumber of trade missionsand fairs
was undertaken. In particular, these initiatives included sector specific mini-
missions to Libya and Dubai, fact-finding delegations to Egypt, Sweden and
Estonia and participation in sector specific fairs.

During the period under review, Malta Enterprise Corporation granted a L oan
Interest Subsidy Scheme, thisamount being theinterest rate differential paidto
clientson commercial ratesfrom banks. By the end of thethird quarter of 2004,
soft loans were granted to nine different sectors, namely the electronic and
electrical sector, the communications sector, the medical, pharmaceutical and
biotechnological, the non-metallic sector, the sectors of software, back office
and internet related, and the paper and printing sector.
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6. Prices and Incomes

This Chapter presents a review of local inflationary trends, together with a
comparison of inflation ratesin the European Union (EU) Member States. The
analysisof fluctuationsininternational pricesisimportant given the high degree
of openness of the domestic economy. The study of local inflationary
developmentsis followed by an in-depth analysis of the changes in domestic
sectoral wages occurring between September 2003 and September 2004. The
analysis of these two topicsis carried out in the context of the close relation
that exists between inflationary developments and changesin earnings levels,
which impinge not only on Malta sinternational competitiveness, hence onthe
ability of the domestic economy to create wealth, but also onincomedistribution
patternsin Malta.

The 12-month inflation rate in Maltastood at 2.57 per cent in September 2004
ascompared to 1.10 per cent in September 2003. After falling throughout most
of 2002 and 2003, the domestic inflation rate recorded its lowest level of 1.05
per cent in October 2003. During the subsequent months, inflation followed a
gradual increasing trend, reaching the highest level in September 2004. The
evolution of inflation during the course of the first nine months of 2004 was
primarily influenced by domestic factors.

The analysis of average weekly sectoral wage rates is compiled from the
collective agreements of 204 compani es employing atotal workforce of 30,996
persons. The study shows that an increase of 1.6 per cent in average weekly
sectoral wages was registered during the twelve months to September 2004. In
accordancewith the mandatory cost-of-living adjustmentsfor 2004, all categories
of employment benefited from aweekly wageincrease of at least Lm0.75. The
analysisindicates that the highest wage risesin percentage termswere granted
in the Transport Equi pment sub-sector, followed by the Machinery sub-sector
in the direct production sector. On the other hand, the Wholesale and Retail
Trade sub-sector recorded the largest wage increasesin percentagetermswithin
the market services sector. The study also shows that the largest proportion of
employees for al firms (51.0 per cent) earn an average weekly wage higher
than Lm92.25. Furthermore, the majority of employees(64.1 per cent) in market
services earned an average weekly wage that exceeded Lm92.25, in comparison
with 37.8 per cent of workers engaged in direct productive activities.
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Box 6.1

Harmonised Index of Consumer Prices (HICP)

In May 2004, the National Statistics Office (NSO) published the Harmonised Index
of Consumer Prices (HICP) for the first time. The HICP measures consumer price
movements and is compiled according to the rules specified in a series of European
Union Regulations developed by Eurostat in conjunction with EU Member States.
This enables comparisons of inflation rates across the European Union.

The scope of the price index is determined by following closely National Accounts
concepts of what constitutes household consumption. Consequently, the HICP uses
National Accounts data sources to weigh the items in the basket.

It is pertinent to note the differences in the methodology of the Retail Price Index
(RPI) and the HICP, in particular with respect to the population base of each index,
the weights used and the coverage of the indices. The population of the RPI is
representative of private households, largely based on data derived from the
Household Budgetary Survey (HBS). Meanwhile, the HICP weights are based on
the final consumption expenditures of al individuas in the domestic territory,
including spending by private households, institutional households and tourists as €
result of which the restaurants and hotels sub-index is assigned a higher weight than
in the RPI. The main discrepancy related to the weighting system is that the RPI is e
fixed weights and fixed base index whilst the HICP is a chain index whose weights
are reviewed in January of each year. This weighting system enables the
introduction of new significant goods and services on an annual basis. In contrast to
the RPI, which is based on aloca classification system with ten commodity groups,
the HICP is composed of twelve sub-indices based on the international National
Accounts Classification of Individua Consumption by Purpose (COICOP) system.
The largest differences between RPI and HICP on a monthly basis are due tc
disparities in the weighting schemes. It is noteworthy that both the RPI and HICF
utilise the same price collection methodologies.

The Table presents inflation rates as measured by the 12-month moving average
HICP with base year 1996 for the period January 2001 to September 2004. During
this period, the inflation rate fluctuated from the lowest level of 1.90 per cent in
November 2003 to the highest rate of 3.11 per cent in May 2002. Since January
2002, the domestic HICP inflation rate followed a general upward trend peaking in
May 2002. Thereafter, the HICP inflation rate decelerated to reach the lowest level
in November 2003. During the subsequent three months, the 12-month moving
inflation rate increased marginally to reach 2.13 per cent in February 2004. After
recording a dlight decline in March 2004, the inflation rate continued to increase
gradually to reach 2.75 per cent in September 2004.
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Box 6.1 continued

Harmonised Index of Consumer Prices
12-Month Moving Average Inflation Rate

(1996=100)
per cent
2001 2002 2003 2004
January 2.84 2.77 2.34 2.09
February 2.66 2.95 2.24 2.13
March 2.52 3.06 2.18 211
April 242 3.10 2.13 2.24
May 2.30 3.11 2.08 2.34
June 2.25 3.07 2.08 244
July 2.23 3.00 2.03 2.56
August 2.23 2.92 1.99 2.62
September 2.23 2.84 1.95 2.75
October 2.19 2.82 1.94
November 2.30 2.74 1.90
December 251 2.61 1.93

Source: National Statistics Office

Inflation

The official measure of inflation in Malta is calculated by using percentage
changes in the 12-month moving average for the Retail Price Index (RPI).

Asfrom January 2003, the National Statistics Office (NSO) introduced a new
RPI with base December 2002. The new index series started being compiled
asfrom January 2002. Thusin order to have acontinuous series of RPI readings
expressed in terms of a common benchmark, the RPI with base year 1995 has
been extended with the use of alinking coefficient.

Table 6.1 presents domestic inflation rates whilst Table 6.2 shows the monthly
RPI readings, for the period between January 2001 and September 2004 in
terms of base year 1995. The inflation rates are calculated by comparing the
average RPI in the twelve months leading to the month under review with the
average for the previous 12-month corresponding period. Over the last twelve
months, the domestic inflation rate recorded itslowest level of 1.05 per centin
October 2003, but increased continuously thereafter to reach 2.57 per cent in
September 2004. A graphical representation of the domestic 12-month moving
inflation rates for the period between September 1999 and September 2004 is
providedin Chart 6.1.
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12-Month Moving Inflation Rate

(1995=100)

Table 6.1 per cent

2001 2002 2003 2004
January 2.15 3.27 1.79 1.57
February 2.01 3.48 1.58 1.70
March 1.92 3.62 1.46 1.75
April 191 3.65 1.36 1.86
May 1.89 3.64 1.26 1.95
June 1.95 3.54 1.25 2.03
July 2.04 3.39 1.20 2.23
August 2.22 3.14 1.14 2.41
September 2.42 2.89 1.10 2.57
October 2.48 2.82 1.05
November 2.64 2.55 1.13
December 2.93 2.19 1.30

Source: National Statistics Office

Retail Price Index

Table 6.2 (1995=100)
2001 2002 2003 2004
January 112.95 118.23 118.09 121.76
February 113.26 117.44 118.66 121.80
March 113.94 117.55 119.57 122.31
April 114.52 117.75 119.62 123.10
May 115.62 118.47 120.01 122.87
June 115.75 118.03 120.19 123.45
July 116.31 118.44 119.78 124.07
August 117.30 118.90 119.70 123.01
September 117.66 119.18 120.12 123.38
October 116.82 119.40 121.42
November 118.48 119.29 121.22
December 118.76 119.14 121.98
Average Jan-Dec 115.95 118.49 120.03

Source: National Statistics Office
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Chart 6.1

12-Month Moving Inflation Rate

per cent

Sep-99 Sep-00 Sep-01 Sep-02 Sep-03 Sep-04

The upward trend in the twel ve-month moving average rate of inflation during
the eleven months to September 2004 was mainly attributable to higher prices
recorded within the Beverages and Tobacco sub-index and the Other Goods
and Services sub-index. The Personal Care and Health sub-index also registered
an increase in average prices, followed by the Housing sub-index. All the
remaining sub-indices of the RPI reported percentage increases, with the
exception of the Clothing and Footwear sub-index which was characterised by
lower average prices.

Ananalysisof particular trendsinherent in each sub-index of the RPI provides
more insight on the underlying inflationary movements. The average for the
twelve months to September of the 2001-2004 period for the sub-indices
composing the RPI, categorised by commaodity group, are presented in Table
6.3.

The Food sub-index followed an erratic pattern during thefour yearsto September
2004. During the twelve months to September 2004, the Food sub-index rose
by 1.42 per cent over the comparable level for 2003. The increase in average
food prices during the period October 2003 to September 2004, was marginally
higher than that recorded during the previousyear. Theremoval of theremaining
leviesonimported foodstuffsincluding agricultural and agro-food productsfrom
1% May 2004 have been reflected in lower average prices for amongst others,
pasta, biscuits and rusks, unprocessed potatoes and vegetables during the same

Economic Survey January - September 2004 149



Index by Commodity Group
(Average for 12 months to September)

Table 6.3 (1995=100)
Commodity Group Weight 2001 2002 2003 2004
Food 23.82 114.05 118.24 119.66 121.36
Beverages and Tobacco 6.11 137.55 148.10 152.61 165.22
Clothing and Footwear 8.24 92.74 92.86 85.94 84.75
Housing 757 117.91 121.64 12450 128.50
Water, Electricity, Gas and Fuels 225 104.64 108.66 110.04 110.46
Transport and Communications 23.13 125.67 127.75 131.44 135.02
Recreation and Culture 8.84 116.29 120.08 122.00 122.67
Household Equipment & House Maintenance

Costs 7.65 10548 105.74 104.96 106.13
Personal Care and Health 6.22 119.64 123.44 127.11 13342
Other Goods and Services 6.17 106.96 108.22 111.83 120.68

Source: National Statistics Office

month. A marginal increasein the average price of fresh bread and fresh pastry
wasrecorded in August 2004, mainly dueto therevisionin the price of flour to
reflect higher imported pricesfrominternational markets. However, in general,
theincreasein average pricesfor fresh or chilled fish, vegetables, served meals
and take-aways, and fresh or chilled fruits have compensated for the declinein
average pricesof other itemsfalling within the Food sub-index during thetwelve
monthsto September 2004. It is noteworthy that the Food sub-index carriesthe
largest weighting within the RPI.

Average prices for beverages and tobacco increased significantly by 8.26 per
cent in the October 2003-September 2004 period compared to the same period
of the previousyear, mainly contributing to the higher overall inflation during the
same period. The Beverages and Tobacco sub-index has followed a general
upward trend during the past years, mainly on account of higher excise duties
on cigarettesand alcohal. It is pertinent to note that although these price changes
generally become effective in November of each year, following an
announcement in the Budget, they are captured in the RPI in January of the
following year when average prices are observed by the NSO. In December
2003 and January 2004, higher average prices for cigarettes, non-alcoholic
beverages, wines, and served beverages were recorded. On the other hand,
the highest price drops were recorded in respect of retail wine prices, mainly
brought about by the removal of levies on foreign wines.
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The Clothing and Footwear sub-index experienced adecline of 1.38 per centin
2004 over the comparable twelve-month period of 2003. This sub-index has
been declining generally since 2001. Average pricesin the Clothing and Footwear
sub-index tend to be subject to seasonal fluctuations. In particular, priceincreases
are generally recorded in November and May, whilst average price reductions
aretypically registered in January and August due to seasonal sales.

The Housing sub-index followed ageneral upward trend over thefour yearsto
September 2004. This sub-index increased by 3.21 per cent during the twelve
monthsto September 2004, compared to the corresponding period of the previous
year. In particular, higher average prices were recorded in respect of the repair
and maintenance of dwellings and parts of household appliances in January,
June and September 2004.

During the twelve months to September 2004, the Water, Electricity, Gas and
Fuels sub-index was characterised by a margina increase of 0.38 per cent.
Following an increase in the Water, Electricity, Gas and Fuels sub-index in
January 2002 due to the total removal of rebates on electricity bills, average
pricesfor items falling within this sub-index remained rel atively stable during
the subsequent months to September 2004. Average price increases for liquid
fuels were recorded in January, April and July 2004, whilst an increasein the
price of liquid gas was recorded in February 2004, following an adjustment in
tariffsfor liquid petroleum gas and propane gas.

Average pricesfor itemsfalling within the Transport and Communications sub-
index have increased over the past four years. An increase of 2.72 per cent in
this sub-index was recorded in the twelve months to September 2004, when
compared to the same period in 2003. During the three months to December
2003, lower average priceswere recorded in respect of fuels, maintenance and
repair service of carsand air transport services. However, significant increases
were recorded in January, April and July 2004 in respect of the retail price of
fues, which arelinked with movementsin world oil prices. In July 2004, higher
average prices were also recorded in respect of sea transport services and
telephone services, the latter asaresult of arevisionintariffsfor local callsand
fixed linerentals by the national fixed linetelephony provider, applicable from
1% June 2004. Furthermore, average price rises in respect of motor cars, car
parts, the maintenance and repair services of cars and air transport services
also contributed to the rise in the Transport and Communications sub-index.
Since the introduction of the new RPI in January 2003, the Transport and
Communications sub-index has carried the second largest wei ghting within the
RPI.
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The Recreation and Culture sub-index was characterised by ageneral increase
in prices during the four yearsto September 2004. During the October 2003 to
September 2004 period, the Recreation and Culture sub-index recorded a
marginal increase of 0.55 per cent over the comparable period of 2003. In
particular, higher average prices in respect of parts and accessories of audio-
visual equipment, plants and flowers and hire and leasing of recreational and
sports events contributed to higher pricesin this sub-index in December 2003
and January 2004. Higher average prices were also recorded in respect of
books and newspapers, reflecting the introduction of a reduced VAT rate of 5
per cent on these items as from 1% May 2004.

The Household Equipment and House M ai ntenance Costs sub-index generally
followed an erratic pattern over the four years to September 2004. During the
twelve months to September 2004, this sub-index increased by 1.11 per cent
over the comparable period of the previous year. In particular, higher average
pricesfor furniture and household appliances were registered in January 2004.
In contrast, the declinein this sub-index during June 2004 was brought about by
lower average prices recorded for furniture and household appliances due to
annual sales.

The Personal Care and Health sub-index followed agenera upward trend during
the four yearsto September 2004. In particular, average pricesfor itemsfalling
within this sub-index increased by 4.96 per cent during the twelve months to
September 2004 when compared to the same period of 2003. The main price
increases were registered in January and February 2004, resulting from price
changes for medical services, dental services and hairdressing and personal
grooming services.

Average pricesfor itemsfalling within the Other Goods and Services sub-index
have in general increased over the past four years. Indeed, this sub-index
increased by 7.91 per cent over the October 2003 to September 2004 period. A
significant increase wasregistered in January 2004, mainly attributableto higher
average prices for insurance services and other personal effects. Further price
increases were also registered in April 2004 for jewellery, watches and clocks
and in June 2004 for insurance services, contributing to the general risein the
Other Goods and Services sub-index.

International Comparison

Table 6.4 presentsdataoninflation rates based on the 12-month moving average
of the Harmonised Index of Consumer Prices (HICP) for EU Member States.
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The common methodol ogy used to compile thisindex enables the comparison
of inflation rates across the European Union.

The lowest inflation rates in September 2004 were recorded in Lithuania and
Finland, at 0.1 per cent and 0.3 per cent, respectively. In contrast, the highest
inflation rates were reported in three of the new Member States, Slovakia (8.2
per cent), Hungary (6.7 per cent) and Latvia (5.3 per cent). The 12-month
moving average inflation rate registered for the EU 25 Member States in
September 2004 stood at 1.9 per cent, practically at the samelevel recorded in
December 2003. Inflation in the EU Member States throughout the past nine
monthswas mainly affected by movementsin energy prices. Inthefirst quarter
of 2004, inflation inthe EU Member States declined dueto asharpfall inoil and

European Union Inflation Rates
(Harmonised Index of Consumer Prices)

Table 6.4 per cent

2001 2002 2003  2004%
Austria* 2.3 1.7 1.3 1.7
Belgium 2.4 1.6 15 17
Cyprus 2.0 2.8 4.0 2.0
Czech Republic 4.5 14 -0.1 2.1
Denmark 23 2.4 2.0 0.9
Estonia 5.6 3.6 14 2.2
Finland 2.7 2.0 1.3 0.3
France* 1.8 19 2.2 2.4
Germany 1.9 1.3 1.0 1.5
Greece 3.7 3.9 3.4 3.0
Hungary 9.1 5.2 4.7 6.7
Ireland 4.0 4.7 4.0 25
Italy 2.3 2.6 2.8 2.4
Latvia 25 2.0 2.9 5.3
Lithuania 1.3 0.4 -1.1 0.1
Luxembourg 2.4 2.1 25 2.8
Netherlands* 5.1 3.9 2.2 15
Poland 5.3 19 0.7 2.8
Portugal 4.4 3.7 33 25
Slovakia 7.2 &5 8.5 8.2
Slovenia 8.6 7.5 5.7 4.0
Spain 2.8 3.6 3.1 2.9
Sweden 2.7 2.0 2.3 1.2
United Kingdom 1.2 1.3 14 1.3
EU 25* 2.2 2.1 2.0 1.9
Malta 25 2.6 19 2.8

* Provisional for September 2004
®For 2004, figures relate to September

Source: Eurostat
National Statistics Office
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energy prices, from high pricesin early 2003 due to the start of the Iraq war.
Thereafter, the strong increase in oil prices in the past months contributed to
reverse the downward trend followed by EU inflation in the first months of
2004. The inflation rate in Malta, based on the HICP reached 2.8 per cent in
September 2004 as compared to 1.9 per cent recorded in December 2003. A
review of the data presented in Table 6.4 shows that the domestic inflation rate
stood above the average for the EU 25 Member States in September 2004, as
well asthat of our main trading partners.

Sectoral Wages

This section reviews developments in sectoral average weekly wage rates
recorded between September 2003 and September 2004 on the basis of collective
agreements finalised and deposited with the Department of Industrial and
Employment Relations until September 2004. The analysis is based on 204
enterprises, accounting for atotal of 30,996 employees. Thisincludes 100 firms
engaged in direct productive activitiesemploying atotal of 15,416 workersand
104 organisations operating in the market services sector with atotal workforce
complement of 15,580 employees. The study focuses on four major categories
of employment covered by collective agreements, namely labourers, skilled
tradesmen, clerical as well as managerial grades. Definite contracts of
employment are excluded from the analysis. Likewise, employment benefits
received over and above the basic wage, such as production bonuses, overtime
payments, social security benefits and allowances, and other non-wage income
are not taken into account. As aresult, the employees’ actual average weekly
remuneration is higher than that reported hereunder. It is relevant to note that
since not al employees are covered by a collective agreement and the analysis
includes only the basic wage, the resultsreported in this Chapter are not directly
comparableto databased on the gainfully occupied population included in other
chapters of this Economic Survey.

In addition, the tables presented in this section are not directly comparable to
those published in previous issues of the Economic Survey, due to the
methodology and sampling procedure adopted in this analysis. Direct
comparability isrestrained by the introduction of additional firmsand changes
in employment levels of the enterprises, which alter the individua firm's
respective weightings in each category. Furthermore, in the case when a new
collective agreement results in a reclassification of grades and there are new
trainees who are generally paid the entry level of any given wage scale, the
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reported average remuneration level may decline. Thisdeclinewould berecorded
even if the compensation level of existing employees would not have been
adversely affected. Collective agreements were classified according to their
respective sub-sector of economic activity. Each sub-sectoral mean wage is
computed by averaging minimum and maximum wage scales specified in the
individua collective agreements. Subsequently, cost-of-living adjustments, which
stood at Lm1.75 for 2003 and Lm0.75 for 2004, were added to these figures.
The mean wages are then weighted according to employment levels as at
September 2003 in each sub-sector.

The overall weighted average wage of all the firms stood at Lm93.71 in
September 2003. As shown in Table 6.5, average weekly wages in the direct
production sector stood at L m85.06, in comparison with the corresponding figure
for the market services sector, which amounted to Lm102.27. The highest
average weekly wage rates were recorded in the market services sector,
specifically in the Banking and Other Financial Institutions sub-sector
(Lm112.77), the Transport sub-sector (Lm108.37) and the Community and
Business sub-sector (Lm104.31). In contrast, the lowest paid sub-sectorswere
included in the direct production sector. These were the Leather and Leather
Goods sub-sector (Lm59.74) and the Textiles, Footwear and Clothing sub-sector
(Lm67.45). Thelabourer category inthe L eather and L eather Goods sub-sector
registered the lowest weekly wage rate, which stood at Lm58.30 in September
2003, exceeding the 2003 minimum wage (Lm53.13) by Lm5.17 or 9.7 per
cent. In contrast, the managerial grade within the Banking and Other Financial
I nstitutions sub-sector reported the highest average weekly wage of Lm156.63
as at September 2003.

The average weekly wage rate for the various employment categories as at
September 2004 isillustrated in Table 6.6. It is noteworthy that both Table 6.5
and Table 6.6 are directly comparable since the same enterprises and the same
employment weighting structure is maintained. Hence, the divergencesin the
respective wage ratesreflect the actual changein remuneration levelsoccurring
during the twelve months to September 2004. The weighted average weekly
wage for al firms as at September 2004 reached Lm95.17, representing a
weekly rise of Lm1.46 or 1.6 per cent over the corresponding figure for 2003.
This increase was above the statutory minimum weekly wage increase of
LmO0.75 for 2004.

During the Survey period, thewageincrease registered in thedirect production
sector was marginally higher than that recorded by the market services sector.
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Average Weekly Wages - September 2003

Table 6.5 Lm
Labourer Skilled  Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 86.75 87.25 83.75 92.75 86.89
Food 81.26 91.26 82.50 90.20 82.72
Beverages 90.34 100.62 92.82 104.17 94.15
Tobacco 78.47 94.92 101.34 - 84.53
Textiles, Footwear and Clothing 65.18 83.62 81.76 84.27 67.45
Furniture 78.34 99.45 97.25 101.25 90.84
Paper & Printing 94.33 104.43 91.73 102.61 98.25
Leather & Leather Goods 58.30 65.90 73.50 84.25 59.74
Chemicals 88.46 96.94 97.23 103.59 92.18
Non-Metallic Products 71.50 91.00 - 94.75 84.43
Metal Products 87.17 90.91 86.16 91.13 88.60
Machinery 65.05 80.78 72.34 89.97 74.23
Electrical Machinery 75.84 98.32 87.22 106.20 85.67
Transport Equipment 77.41 86.64 87.98 103.62 89.74
Miscellaneous 81.25 97.20 96.60 108.11 86.57
Electricity & Gas Services 83.66 97.60 95.87 109.12 92.04
Construction 76.37 98.02 100.56 - 83.65
Wholesale & Retail Trade 77.03 89.34 84.85 104.79 86.30
Banking & OFI 89.17 108.42 106.79 156.63 112.77
Insurance & Real Estate 68.80 - - - 68.80
Transport 97.63 115.74 105.39 129.80 108.37
Storage and Warehousing 89.98 101.11 97.36 121.98 97.69
Communications 93.47 106.04 87.56 135.39 96.98
Community & Business 78.05 94.76 85.27 133.33 104.31
Recreation Services 90.54 98.30 99.88 108.11 97.20
Hotels & Catering Ests 85.84 91.67 90.93 90.83 88.33
All Firms 80.12 97.05 96.84 121.39 93.71
Direct Production 77.70 95.89 90.27 104.02 85.06
Market Services 86.35 98.88 97.85 131.12 102.27

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation

Whilst the average wage in the direct production sector rose by Lm1.50 to
reach Lm86.56 in September 2004, the average weekly wage ratein the market
services sector increased by Lm1.43, to stand at Lm103.70 during the same
month. This contributed to a margina drop in the wage gap existing between
thetwo sectorsto Lm17.14in September 2004. The best performing sub-sectors
as at September 2004 were the Banking and Other Financial Institutions sub-
sector (Lm114.09), the Transport sub-sector (Lm109.42) and the Community
and Business sub-sector (Lm105.68). Likewise, the least remunerated sub-
sectors engaged in direct productive activities were the Leather and Leather
Goods sub-sector (Lm60.49) and the Textiles, Footwear and Clothing sub-sector
(Lm68.42). All sub-sectors within the direct production sector recorded an
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Average Weekly Wages - September 2004

Table 6.6 Lm
Labourer Skilled  Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 87.50 88.00 84.50 93.50 87.64
Food 82.01 92.01 83.25 90.95 83.47
Beverages 91.38 101.58 95.13 105.04 95.36
Tobacco 79.22 95.67 102.09 - 85.28
Textiles, Footwear and Clothing 66.14 84.53 82.77 85.48 68.42
Furniture 80.37 101.86 100.00 103.20 93.08
Paper & Printing 95.39 105.33 92.77 103.51 99.24
Leather & Leather Goods 59.05 66.65 74.25 85.00 60.49
Chemicals 90.66 98.96 99.27 106.56 94.50
Non-Metallic Products 72.25 91.75 - 95.50 85.18
Metal Products 89.31 92.68 87.83 92.50 90.54
Machinery 66.84 82.96 73.09 90.72 76.13
Electrical Machinery 77.04 99.73 89.00 107.63 86.98
Transport Equipment 79.74 89.10 90.36 106.13 92.16
Miscellaneous 83.47 99.88 97.65 109.79 88.74
Electricity & Gas Services 85.91 99.85 98.12 111.37 94.29
Construction 77.12 98.77 101.31 - 84.40
Wholesale & Retail Trade 79.04 91.70 87.00 107.14 88.49
Banking & OFI 89.96 109.17 108.05 158.58 114.09
Insurance & Real Estate 69.55 - - - 69.55
Transport 98.50 116.54 106.21 131.83 109.42
Storage and Warehousing 90.73 101.86 98.11 122.73 98.44
Communications 95.74 108.27 89.96 137.62 99.30
Community & Business 79.18 96.42 86.56 134.83 105.68
Recreation Services 91.29 99.05 100.63 108.86 97.95
Hotels & Catering Ests 86.97 92.80 91.98 91.93 89.45
All Firms 81.48 98.69 98.25 123.06 95.17
Direct Production 79.10 97.53 91.98 105.69 86.56
Market Services 87.58 100.53 99.21 132.79 103.70

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation

average weekly remuneration level below the averagefor all firmsin September
2004, with the exception of the Paper and Printing sub-sector (Lm99.24) and
the Beverages sub-sector (Lm95.36). However, it is pertinent to note that even
the lowest average weekly wage of Lm59.05, corresponding to the labourer
category in the Leather and Leather Goods sub-sector, exceeded the National
Minimum Wage for the year 2004 of Lm53.88 by Lm5.17 or 9.6 per cent.

In order to facilitate the comparison of average weekly wage rates, Table 6.7
shows percentage changes occurring between September 2003 and September
2004. The weighted average weekly wagefor all firmsin September 2004 was
1.6 per cent higher than that recorded in September 2003. The direct production
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Changes in Average Weekly Wages
September 2004 - September 2003

Table 6.7 per cent
Labourer Skilled  Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 0.9 0.9 0.9 0.8 0.9
Food 0.9 0.8 0.9 0.8 0.9
Beverages 1.2 1.0 25 0.8 1.3
Tobacco 1.0 0.8 0.7 - 0.9
Textiles, Footwear and Clothing 15 11 12 14 14
Furniture 2.6 2.4 2.8 1.9 25
Paper & Printing 11 0.9 1.1 0.9 1.0
Leather & Leather Goods 13 1.1 1.0 0.9 1.3
Chemicals 25 21 21 2.9 25
Non-Metallic Products 1.0 0.8 - 0.8 0.9
Metal Products 2.5 1.9 1.9 15 2.2
Machinery 2.8 2.7 1.0 0.8 2.6
Electrical Machinery 1.6 14 2.0 1.3 15
Transport Equipment 3.0 2.8 2.7 2.4 2.7
Miscellaneous 2.7 2.8 11 1.6 25
Electricity & Gas Services 2.7 2.3 2.3 2.1 2.4
Construction 1.0 0.8 0.7 - 0.9
Wholesale & Retail Trade 2.6 2.6 25 2.2 25
Banking & OFI 0.9 0.7 1.2 1.2 1.2
Insurance & Real Estate 11 - - - 11
Transport 0.9 0.7 0.8 1.6 1.0
Storage and Warehousing 0.8 0.7 0.8 0.6 0.8
Communications 24 2.1 2.7 17 2.4
Community & Business 1.4 1.7 1.5 1.1 1.3
Recreation Services 0.8 0.8 0.8 0.7 0.8
Hotels & Catering Ests 1.3 1.2 1.2 1.2 1.3
All Firms 1.7 1.7 15 14 1.6
Direct Production 1.8 1.7 1.9 1.6 1.8
Market Services 1.4 1.7 1.4 1.3 1.4

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation

sector registered the highest growth in weekly remuneration levels of 1.8 per
cent, whilst the comparable figure for the market services sector amounted to
1.4 per cent. During the period under review, both the labourer and skilled
tradesman categories for all the firms recorded the highest percentage weekly
wage increase of 1.7 per cent. The skilled tradesman category also registered
the highest percentage increase (1.7 per cent) in average weekly wages within
the market services sector. In contrast, the highest percentage wage increase
(2.9 per cent) recorded in the direct production sector during the period under
review, pertained to the clerical/executive category. On a sub-sectoral level,
the Transport Equipment sub-sector registered the highest percentage wage
increase of 2.7 per cent with the labourer category recording the highest
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Proportion of Sampled Employees in Wage Ranges

Table 6.8 per cent

Up to Lm62.25- Lm72.25- Lm82.25- Over
Sector \ Wage Range Lm62.24 Lm72.24 Lm82.24 Lm92.24 Lm92.25
Oil Drilling 0.0 0.0 0.0 96.3 3.8
Food 0.0 0.0 44.8 37.2 18.0
Beverages 0.0 0.0 10.2 18.6 71.2
Tobacco 5.6 1.9 64.8 0.0 27.8
Textiles, Footwear & Clothing 31.2 51.1 10.1 5.2 2.4
Furniture & Fixtures 3.7 0.6 11.0 26.2 58.5
Paper & Printing 0.0 1.8 11.2 22.7 64.2
Leather & Leather Goods 87.5 8.1 15 2.9 0.0
Chemicals 0.3 3.2 22.3 12.3 61.9
Non-Metallic Products 0.0 0.0 36.0 52.0 12.0
Metal Products 0.0 13.3 12.2 22.7 51.8
Machinery 4.3 35.0 7.4 45.1 8.2
Electrical Machinery 5.7 5.5 51.8 4.5 32.6
Transport Equipment 0.0 0.0 10.1 64.6 25.3
Miscellaneous 15 30.5 4.4 1.2 62.4
Electricity & Gas 0.0 0.0 0.0 48.1 51.9
Construction 0.0 0.0 66.7 0.0 33.3
Wholesale & Retail Trade 0.0 7.8 29.9 30.5 31.7
Banking & OFI 0.0 0.0 4.0 1.1 94.9
Insurance & Real Estate 0.0 0.0 100.0 0.0 0.0
Transport 0.0 0.5 0.0 7.5 92.0
Storage and Warehousing 0.0 0.0 19.0 7.1 73.8
Communications 0.0 14 2.0 37.1 59.5
Community & Business 13 5.1 21.3 20.6 51.8
Recreation Services 0.0 0.0 16.1 16.1 67.8
Hotels & Catering Ests. 11 1.0 13.3 56.4 28.3
All Firms 4.1 7.8 17.5 19.7 51.0
Direct Production 7.7 13.3 24.1 17.1 37.8
Market Services 0.5 2.3 10.9 22.2 64.1

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation

percentage increase (3.0 per cent) in average weekly wages during the twelve
months to September 2004.

The dispersion of weekly wages as at September 2004 along different wage
bracketsispresented in Table 6.8. Thisdispersion may reflect therelative degree
of skill and specialised expertise required by each sub-sector. In general, sub-
sectorsthat demand superior skillspay higher remunerationto alarger proportion
of their workforce. The largest share of employees (51.0 per cent) for all firms
earned on average a weekly wage that fell within the highest weekly wage
bracket of Lm92.25 and above. At 19.7 per cent, the Lm82.25-L m92.24 wage
bracket represents the second largest proportion of remunerated employees. It
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is pertinent to note that the largest share of employees engaged in both the
direct production sector (37.8 per cent) and the market services sector (64.1
per cent) earned on average a weekly wage that exceeded Lm92.25. Around
one-fourth of employees engaged in direct productive activitiesfell within the
central Lm72.25-Lm82.24 wage bracket, followed by the Lm82.25-L m92.24
wage cluster with a share of 17.1 per cent of employees. On the other hand,
the second largest proportion of employees in market services (22.2 per cent)
earned an average weekly wage between Lm82.25-Lm92.24, whilst the
Lm72.25-L m82.24 wage bracket only accounted for around one-tenth of
employees.

In the market services sector, the Banking and Other Financial I nstitutions sub-
sector had 94.9 per cent of itsemployees clustered in the highest wage bracket,
closely followed by the Transport sub-sector at 92.0 per cent. In comparison, in
the direct production sector, the Beverages sub-sector had the largest share of
employees(71.2 per cent) earning wages over Lm92.25. Thiswasfollowed by
the Paper and Printing sub-sector, with nearly two-thirds of itsemployeesearning
an average weekly wage falling within the highest wage bracket. Furthermore,
theanalysisshowsthat 7.7 per cent of theworkersengaged in direct productive
activities earned an average weekly wage of up to Lm62.24, whilst only 0.5 per
cent of the market services employees fell within thislowest income bracket.

Notwithstanding the differential in average weekly wages that exists between
the two main economic sectors, it is relevant to note that when one factorsin
production bonuses, the actual take-home pay of alarge number of workersin
the direct production sector is higher than that actually reported in this study.
The dispersion in average weekly wage rates between the direct production
and market services sectors is indicative of the differences in the respective
operational, skills and expertise structures required in these two sectors. The
largest proportion of employees (62.8 per cent) engaged in direct production
activities fall within the labourer category, whilst only around one-fourth of
market services employees are labourers. In contrast, the majority of workers
(42.9 per cent) employed within the market services sector are engaged in the
clerical/executive grades.
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7. Foreign Trade and Payments

During thefirst ninemonths of 2004, asignificant increasein the current account
deficit was recorded. A variety of factors underpinned this deteriorationin the
current account balance. In particular, asubstantial increasein profitsby foreign
owned companies, particularly in the banking sector, led to asignificant outflow
in the investment income account. Most of these earnings were however re-
invested in the Maltese economy and will feature asan inflow of foreign direct
investment in the capital and financial account of the balance of payments. In
addition, lower net interest receiptsfrom abroad were recorded during the Survey

period.

Besides, devel opmentsin the merchandise account have a so contributed towards
a high current account imbalance. Imports of goods registered a substantial
increase. Infact, higher imports of consumer and capital goods were recorded.
Importsof fuel alsoincreased asaresult of thesignificant increaseininternational
oil pricesregistered during the Survey period. Meanwhile, export performance
remained modest. Sectorswhich typically generate high value added per capita,
recorded asignificant increase in exports. Such sectorsincluded the machinery
and transport equipment sector and the chemical and pharmaceutical sector.
Thispositive development made up for thefall in exports by the clothing sector
and the food, beverages and tobacco category. Moreover, tourist earnings
increased over the Survey period. Thiswas partly offset by higher paymentson
transportation, partly reflecting the increase in imports and higher transport
costs due to theincrease in international oil prices.

Foreign Trade

Thefirst nine months of 2004 were characterised by amarginal increase of 0.3
per cent in export activity and an increase of 4.7 per cent in total imports. Asa
result, thetrade deficit deteriorated by Lm43.1 millionto Lm318.9 million. The
rate of import cover declined further to 68.3 per cent during the Survey period.
This isillustrated in Chart 7.2. The developments in international trade are
highlightedin Table 7.1 and Chart 7.1. Following theintroduction of the Intrastat
Supplementary Declaration as the source of trade statistics relating to EU
Member States, the subdivision between domestic exports and re-exports was
discontinued. As a result, data in the Economic Survey now refers to total
exportsand isthus not directly comparable with previous publications.
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Box 7.1
International Competitiveness

An indicator of acountry’s international price competitiveness is provided by the real
effective exchange rate. The rea effective exchange rate is calculated as the product
of the nominal effective exchange rate and the relative foreign to domestic prices. In
turn, the nominal effective exchange rate is an average of exchange rates weighted by
bilateral trade shares. A decline in the real effective exchange rate is indicative of
improved international competitiveness

Data published by the IMF for the first six months of 2004 indicate that the real
effective exchange rate has increased marginally by 0.2 per cent on the level recorded
in December 2003. Meanwhile, the nominal effective exchange rate has increased by
0.1 per cent over the same period. This indicates that the inflationary developments
recorded in the first six months of 2004 contributed to a margina deterioration in the
price competitiveness of Maltese products and services on the international markets.
This reflects higher domestic inflation relative to inflation abroad, particularly in
relation to Malta's major trading partners within the EU.

A note of caution on the interpretation of real effective exchange rates is however
warranted. In deriving the real effective exchange rate, the IMF uses the consumer
price index as a measure of prices. This index does not necessarily reflect Malta' s
export prices in the short-term. In fact, the deflator for exports shows a substantial
decline over the period under review.

In the long term, the inflation in consumer prices may be reflected in the costs of
production and possibly in export prices, depending on whether the country is a price
taker. In this case, the use of real effective exchange rates based on the consumer
price index may be arelatively good indication of international price competitiveness.
In any case, the real effective exchange rate should ideally be considered as one of &
myriad of possible measures used to objectively measure trends in competitiveness.

International Competitiveness
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Foreign Trade
Table 7.1 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

Imports (c.i.f.) 918.8  306.4 906.3 321.2 960.4 320.8 1,005.4
Total Exports (f.0.b.) 668.3 2123 719.9 2485 684.6 243.7 686.5
Trade Gap -250.5 -94.1 -186.4 -72.7 -2758 -77.1 -318.9
of which:

Exceptional Item (Exports) = = 50.1 ® ® - -
Exceptional Item (Imports) = = ® ® 2.1 - -

Source: National Statistics Office

Chart 7.1
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Chart 7.2
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It is pertinent to note that imports registered during the Survey period include
L m23 million worth of sea-craft. Thisfollowed the one-off concession granted
last year on the VAT payable on registration of sea-craft, which in turn resulted
inasubstantial increaseinyachtsand pleasure boatsregisteredin Malta. Although
thisfigureisincludedinthedatafor foreign trade, it isexcluded fromfiguresfor
imports of goods and servicesin both the balance of payments and the national
accounts data. In this sense, a significant amount of the aggregate increase in
imports is due to the implementation of one-off measure by Government to
increase itsrevenue. A significant part of the increase in imports can be safely
considered of an exceptional naturewhich, initself, doesnot reflect negatively
upon Malta's ability to restore to ahealthy trade gap position. Figuresfor 2003
alsoincludetheimportation of apatrol boat worth Lm2.1 million. The net effect
of these one-off items accounts for more than half the increase in the trade
deficit. Excluding these one-off items, importswould have recorded an increase
of 2.5 per cent.

Exports registered a marginal increase during the period under review. Export
activity during thefirst nine months of 2004 wasinfluenced by the restructuring
process currently taking place as a result of increased competitive pressures
from abroad. This involved export sectors such as the clothing sector. On the
other hand, high val ue added sectors such as chemical sand scientificinstruments
recorded improvements. It is encouraging to note that export-oriented activity
in Maltais gradually adjusting to increased price competition in international
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markets. It further accentuates the need to upgrade the skills of the labour
forcein abid to increase Malta's competitive edge by increasing productivity
levels.

The analysis of Malta's export and import flows by geographical areas has
been adjusted to account also for trade flows with the nine new Member States
which, together with Malta, have joined the European Union in May 2004. At
the same time, reference to Malta's trade flows with the EU 15 has been
retained to allow comparability in trade data for the time-frame under review.
In addition, tradedatafor EU countriesisconsidered by country of consignment
as from 2004.

Exports

Against the background of a consolidation of global economic recovery and
increased pressurefor the achievement of higher productivity levels, total exports
were marginally higher than the corresponding nine months of 2003. Data on
the composition of exportsindicatesthat the manufacturing base of the Maltese
economy isstill undergoing structural change. Thusonenotesadeclinein exports
of clothing, and the food, beverages and tobacco category, and acompensating
increasein exportsof chemicalsand machinery and transport equipment. Table
7.2 shows the commodity breakdown of exports since 2001 whilst Chart 7.3
highlights the contribution of semi-manufacturing, machinery and transport
equipment, and other manufacturing towardstotal exports. Chart 7.4 illustrates

Commodity Breakdown of Exports
Table 7.2 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

Total Exports

Food, Beverages and Tobacco 25.9 8.3 31.4 25.2 31.3 19.4 29.5
Chemicals 15.3 4.6 14.4 4.2 13.1 5.9 18.2
Semi-manufactures 39.5 13.9 36.5 12.5 36.0 12.8 35.8
Machinery and Transport

Equipment 427.9 1276 4555 146.3 427.4 149.3 441.7
Clothing 46.6 16.4 51.9 17.1 47.4 14.6 36.0
Fuels 34.5 13.7 39.0 13.2 38.8 12.8 32.4
Printed Matter 13.4 54 19.5 8.3 24.3 7.5 24.1
Toys and Games 16.1 4.0 22.2 7.2 21.1 7.1 22.3
Scientific Instruments 20.7 6.7 19.9 5.4 20.1 7.8 19.9
Other Manufactures 28.4 11.7 29.6 9.1 25.1 6.5 26.6
Total Exports 668.3 212.3 719.9 248.5 684.6 243.7 686.5

Source: National Statistics Office
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Chart 7.3
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the contribution of different categoriesto total Maltese exportsduring the Survey
period. During the period under review, total exports increased marginally by
Lm1.9millionto Lm686.5 million.

Since 2002, the aggregate share of traditiona export sectors, including the clothing
category and food, beverages and tobacco category, has declined to 9.5 per
cent of total exportsin thefirst nine months of 2004. The clothing sector alone
recorded adecline of 8.7 per cent and 24.1 per cent in thefirst three quarters of
2003 and 2004 respectively. During the Survey period total exports of clothing
declined by Lm11.4 million to Lm36.0 million. Thefood, beveragesand tobacco
category also recorded a decline of Lm1.8 million, or 5.8 per cent, to Lm29.5
million.

During the January-September period, exports of chemical products recorded
asubstantial increase of Lm5.1 million, or 38.9 per cent, toLm18.2 million. The
machinery and transport equipment category, which includes exports of semi-
conductors, also registered an increase of Lm14.3 million, or 3.3 per cent. The
increasein international demand for semi-conductors may have contributed to
this positive outcome in one of the most important sectors of manufacturing
activity. This improvement should also be considered in the wider picture of
price competition on the international markets for semiconductors, which has
led to a constant decline in prices of semiconductors. This suggests that the
domestic performance of this sector was also characterised by lower prices
and higher export volumes.

Trade activity in 2004 was al so characterised by the significant increasein oil
prices. Despitethisincrease, however, exportsof fuel declined by Lm6.4 million
between the January-September period of 2003 and 2004. This followed the
termination of services by a major bunkering operator in the third quarter of
2004.

Exports of toysand gamesincreased by LmZ1.2 million. Following theincreasing
trend in exports since 2000, the share of exportsof printed matter intotal exports
remained at the samelevel asthe comparable nine months of 2003. Exports of
semi-manufactures declined marginally to Lm35.8 million. Anincreaseof Lm1.5
million, or 6.0 per cent, in exports of other manufactures was also recorded
during the Survey period.
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Geographical Distribution — Exports

The first nine months of 2004 were characterised by an increase in exports to
the EU 25 and the American continent, whilst exportsto Asiadeclined. Table
7.3 highlights these developments in more detail. Despite the marginal
appreciation of the Malteseliraagainst the Euro, exportsto the Euro Areahave
increased by Lm12.3 million, or 5.5 per cent, to Lm236.5 million. The higher
exportstothe EU 25 and North Americareflect, in part, theimproved economic
performance recorded in 2004 by these two continents.

The EU 25 Member States account for 48.2 per cent of total exports compared
to 47.2 per cent ayear earlier, thus consolidating their position asMalta’'s major
export market. Total exports to the EU 25 increased by Lm7.3 million during
the period under review. Chart 7.5 showsthe share of Maltese exportsto France,
Germany, Italy and the UK intotal exportsto the EU 25 Member States. During
the Survey period, exportsto France increased by Lm15.2 million to Lm104.6
million and exportsto the UK increased by Lm3.6 millionto Lm84.3 million. A
marginal increase of LmZ1.2 million in exportsto Germany was recorded, whilst

Total Exports by Main Geographical Areas
Table 7.3 Lm million

2001 2002 2003 2004
Jan/Sep  Oct/Dec  Jan/Sep Oct/Dec  Jan/Sep  Oct/Dec  Jan/Sep

Europe 331.6 105.6 332.8 116.1 327.3 108.2 336.6
EU 15* 321.5 99.8 320.3 109.2 309.5 101.5 325.8
EU 25* 329.3 104.6 327.4 113.4 323.3 106.7 330.6

Italy 21.9 8.3 25.1 7.6 24.5 7.0 21.3
Germany 87.4 27.4 70.3 233 70.8 24.4 72.0
France 113.3 26.9 87.6 32.4 89.4 30.8 104.6
U.K. 53.7 225 82.1 30.1 80.7 28.3 84.3
Netherlands 9.7 2.8 8.4 1.9 5.6 1.2 4.0
Belgium 20.4 7.0 23.7 7.0 21.6 4.0 14.6
Others 229 9.7 30.2 11.2 30.6 11.0 29.8
Euro Area 265.4 76.0 235.6 77.8 224.2 71.9 236.5
Other European countries 2.3 1.0 5.4 2.6 4.0 1.5 6.0

Africa 24.0 9.1 34.2 10.6 25.2 9.9 32.2

America 141.3 36.9 131.4 32.3 98.6 44.6 113.9
USA 138.0 36.3 128.3 il il 92.1 421 108.4
Others 83 0.6 3.0 1.3 6.5 2.5 5.5

Oceania 0.5 0.1 0.5 0.1 0.4 0.1 0.7

Asia 129.1 45.1 174.8 72.9 189.1 66.1 170.7
Japan 21.3 5.0 20.1 21.5 20.5 16.6 14.2
Singapore 76.1 27.7 116.0 35.9 121.9 34.0 101.5
Others 31.7 12.3 38.7 15.5 46.7 15.5 55.0

Ships & Aircraft 41.8 15.5 46.3 16.5 44.0 14.8 32.4

Total Exports 668.3 212.3 719.9 248.5 684.6 243.7 686.5

EU 25 Exports as % of Total 49.3 49.3 455 45.7 47.2 43.8 48.2

*As from 2004 considered by country of consignment

Source: National Statistics Office
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Chart 7.5

Geographical Distribution - Exports to EU 25
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exports to Italy were Lm3.2 million less during the Survey period of 2004.
Further declines were registered in exports to Netherlands and Belgium.

During the Survey period, the American continent accounted for 16.6 per cent
of total Maltese exports compared to 14.4 per cent in the first three quarters of
2003. Indeed, exports to the USA exceeded Lm108 million, Lm16.3 million
higher than in 2003. This partly reflects the positive economic performance
registered by the US economy in the first nine months of 2004.

The Asian continent accounts for 24.9 per cent of the total Maltese export
market. During the Survey period, exportsto Asiawere Lm18.4 million less,
representing adecline of 9.7 per cent over the comparable period of 2003. This
includesafall of Lm20.4 million and Lm6.3 millionin exportsto Singaporeand
Japan, respectively. Meanwhile, exportsto other Asian countriesregistered an
increase.

Other devel opments registered during the first nine months of 2004 include an
increase of Lm7.0 million, or 27.8 per cent, in exportsto Africaand amarginal
increase in exports to Oceania. The fall of Lm11.6 million in exports to ships
and aircraft reflects, in part, the termination of services provided by amajor oil-
bunkering operator.
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Imports

Imports of goods during the first nine months of 2004 registered an increase of
L m45.0 million to Lm1,005.4 million. This was mainly driven by imports of
capital goods, consumer goods and fuel. Importsof industrial suppliesdeclined.
Table 7.4 highlights developmentsinimports by broad economic category.

Theremoval of theremaining leviesonimportsin May 2004, partly explainsthe
higher imports of food, beverages and tobacco products. It may have led to a
shift in demand, away from locally produced goodsin the food and beverages
sector, towardsimported goods. Indeed, imports of food and beveragesincreased
by Lm8.9 million in the first nine months of 2004. During the period under
review, imports of durable consumer goods al so recorded an increase of Lm6.7
million. Likewise, imports of other consumer goods rose by a further Lm8.7
million. A breakdown of consumer importsisportrayed in Chart 7.6.

Importsof capital goods registered asubstantial increase of Lm32.8 million, or
21.0 per cent, over the first nine months of 2003. Included in this figure is
L m23.0 million worth of sea-craft registered inthefirst quarter of 2004, following
thetemporary reductionin the VAT rate on yachtsand other vesselsfor pleasure
or sport. Thisled to asubstantial increase in newly registered sea-craft. Even

Imports by Broad Economic Category
Table 7.4 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec  Jan/Sep Oct/Dec  Jan/Sep Oct/Dec  Jan/Sep

Consumer Goods

Food and Beverages 69.8 27.2 72.6 27.0 75.4 28.7 84.3
Durable Goods 86.1 31.7 85.4 34.8 90.3 37.0 97.0
Others 47.4 16.9 55.6 18.7 59.4 20.3 68.1
Total 203.3 75.8 213.6 80.4 225.1 86.0 249.4

Industrial Supplies

Primary 131 4.6 18.3 5.2 145 3.0 10.3
Semi-finished 452.3 149.4 432.7 147.2 459.7 152.6 449.8
Finished 11.2 3.9 111 6.8 143 6.8 16.1
Total 476.6 157.9 462.1 159.2 488.5 162.4 476.2

Capital and Others

Capital Goods 151.6 47.8 148.7 49.9 156.4 49.5 189.2
Fuel 78.7 22.0 73.8 29.0 81.8 20.1 84.0
Non-specified and Gold 8.7 2.8 8.1 2.6 8.6 2.8 6.6
Total 239.0 72.6 230.6 81.5 246.8 72.4 279.8
Total Imports 918.9 306.3 906.3 321.2 960.4 320.8 1,005.4

Source: National Statistics Office
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Chart 7.6

Breakdown of Consumer Imports
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after accounting for this one-off item, imports of capital goods advanced by
L m9.8 million or 6.3 per cent.

The first nine months of 2004 were characterised by a significant increase in
crudeoil prices. Aspointed out in Chapter 1 of the Economic Survey, anumber
of factors contributed to asignificant risein theinternational price of oil. Asa
result of these devel opments, Malta sfuel importshill increased during the period
under review. Theimpact onthefuel import bill of higher international oil prices
was partly mitigated by lower imports of fuel intended for bunkering activities,
after amajor operator in the oil-bunkering sector ceased its operations in the
third quarter of 2004. This explains why the fuel import bill for the January-
September period of 2004 wasonly Lm2.2 million higher than the corresponding
periodin 2003.

Imports of industrial supplies stood at Lm476.2 million during the first three
quarters of 2004, adecline of Lm12.3 million, or 2.5 per cent. Thisreflectsthe
modest export performance registered during the Survey period. Primary supplies
declined by Lm4.2 million whilst semi-finished suppliesfell by Lm9.9 million.
Meanwhile, finished industrial suppliesregistered amarginal increase of Lm1.8
million. The composition of importsisillustratedin Chart 7.7.

Geographical Distribution - Imports

Imports from the Euro Area, increased by Lm21.9 million, or 4.0 per cent, to
L m562.8 million during thefirst ninemonths of 2004. Higher importsfrom Asia
were also registered during the Survey period whilst imports from America
declined. Further details are provided in Table 7.5.

Imports from the EU 25 Member States increased significantly by Lm51.8
million during the Survey period. Almost 70 per cent of Malteseimportsoriginate
from the EU 25, up from around 68 per cent in the Survey period of 2003.
Significant increasesin importsfrom Malta’s major trading partnerswithin the
EU were recorded. The share of France, Germany, Italy and the UK of total
importsfrom the EU 25isillustrated in Chart 7.8. Importsfrom Italy, U.K. and
Germany increased by Lm22.9 million, Lm28.4 million, and Lm10.7 million,
respectively. On the other hand, imports from France registered a significant
fall of Lm30.4 million. A riseof Lm12.4 millioninimportsfrom the Netherlands
was recorded in the first nine months of 2004.

Imports from America continued on a downward trend during January-
September 2004 falling by Lm30.7 million. As a result, the share of imports
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Imports by Main Geographical Areas

Table 7.5 Lm million
2001 2002 2003 2004

Jan/Sep Oct/Dec Jan/Sep Oct/Dec  Jan/Sep Oct/Dec Jan/Sep

Europe 622.7 212.4 661.6 230.0 700.1 237.4 737.4
EU 15* 581.6 197.5 610.4 214.5 642.6 224.7 694.6
EU 25* 588.3 200.1 616.4 216.9 649.6 227.4 701.4
Italy 182.1 61.3 197.7 74.0 218.1 76.3 241.0
U.K. 89.4 33.7 93.8 33.9 89.7 28.9 118.1
Germany 79.8 27.6 74.3 24.2 75.7 25.3 86.4
France 138.5 45.6 155.3 49.8 159.6 59.3 129.2
Netherlands 21.0 7.4 20.8 7.7 22.2 7.5 34.6
Others 77.5 245 74.4 27.2 84.3 30.1 92.1
Euro Area 480.9 159.9 504.9 176.0 540.9 191.6 562.8
Other European Countries 34.3 12.3 45.1 13.1 50.5 10.0 36.0
Africa 20.7 79 12.3 5.0 9.1 1.7 17.6
America 113.7 43.7 94.0 334 91.2 24.7 60.5
USA 101.7 40.0 84.7 30.6 81.7 222 47.0
Others 12.0 3.6 9.3 2.8 9.5 25 13.5
Oceania 55 1.3 4.9 1.3 5.6 1.2 25
Asia 156.2 41.1 133.5 585! 154.4 55.8 187.4
Japan 19.7 6.5 21.0 6.9 211 8.2 25.3
Singapore 71.2 10.8 37.2 14.6 47.5 12.1 75.7
Others 65.4 23.8 75.3 30.0 85.8 35.5 86.4
Total Imports 918.8 306.4 906.3 321.2 960.4 320.8 1,005.4
EU 25 Imports as % of Total 64.0 65.3 68.0 67.5 67.6 70.9 69.8

*As from 2004 considered by country of consignment

Source: National Statistics Office
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from the American continent declined from 10.9 per cent in 2000 to 6.0 per
cent in 2004. At Lm47.0 million, imports from the USA were at their lowest
level inthelast five years.

Thefall in imports from Americawas compensated by an increase in imports
from the Asian continent, which advanced by L m33.0 millionin 2004. Asianow
represents more than 18 per cent of Maltese imports. Imports from Singapore
increased by afurther Lm28.2 millionto Lm75.7 million during the Survey period.
An additional Lm4.2 million inimports from Japan was also recorded. Higher
imports from Africa and lower imports from Oceania were also registered.

Geographical Distribution - Trade Balances

Table 7.6 shows Malta’s trade bal ances with a number of countries. The trade
balance with the EU 25 Member States deteriorated by L m44.5 million. Within
the EU 25 higher trade gaps were registered with Germany, Italy, the UK,
Belgium and the Netherlands. Thiswas partly compensated by an improvement
in the negative balance with France. Outside the EU, asignificant improvement
of Lm49.0 million in the positive trade balance with the USA was registered

Trade Balances with Various Countries
Table 7.6 Lm million

2001 2002 2003 2003 2004
Jan/Sep  Jan/Sep

EU 15* -357.6 -395.3 -456.3 -333.5 -368.8
EU 25* -354.5 -392.5 -447.1 -326.3 -370.8
Belgium 12.1 -10.4 3.8 5.5 -6.2
France -43.9 -85.1 -98.7 -70.2 -24.6
Germany 7.4 -5.0 -5.8 -4.1 -14.3
Italy -213.2 -239.1 -262.9 -193.2 -219.7
Netherlands -15.9 -18.3 -22.9 -16.4 -29.0
United Kingdom -46.9 -15.5 -96.2 -10.6 -33.7
Other EU -54.1 -19.0 35.6 -37.3 -43.3

Other Countries

USA 32.6 44.1 30.3 12.4 61.4
Japan 0.1 13.6 7.8 -0.6 -11.1
Singapore 219 100.2 96.3 74.4 25.8
Libya 2.2 24.0 20.9 15.8 20.0
China -24.0 -25.2 -335 -23.6 -16.3

*As from 2004 considered by country of consignment

Source: National Statistics Office
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during the Survey period. However, the positive trade balance with Singapore
deteriorated by Lm48.6 million.

Balance of Payments

Thewidening of the current account deficit during thefirst nine months of 2004
suggeststhat domestic absorption continued to exceed national income. Inturn,
thehighlevel of domestic absorption relativeto theincomelevel isasoindicative
of low national savings relative to investment. Chart 7.9 shows the current
account balance as a percentage of GDP since 1999. The deficit in the first
nine months of 2004 stood at 10.3 per cent of GDP. A deficit in the current
account has been registered throughout this period with the exception of a
surplus in the January-September period of 2002, which was related to an
exceptional export item.

During 2002 the NSO revised the data related to the conversion of the
merchandisetrade datafor importswhichisat c.i.f. valuesinto the methodol ogy
used for balance of payments purposes, that is, at f.0.b. Thisrevision hasaffected
the merchandise, transport and other services components. Since the datahave
been revised as from 1995 onwards, the figures shown in this Chapter are
internally comparable. However, such figures are not comparable to those in
Economic Surveys published prior to 2002.

Chart 7.9
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The Current Account

Inthe period under review the current account deficit stood at L m144.4 million.
Thisrepresentsan increasein the deficit of Lm83.4 million over the comparable
level of 2003. However, around 43 per cent of thisdeterioration was attributable
to net re-invested earnings, particularly in the banking sector. Meanwhile, lower
net interest earnings from abroad represented a further 29 per cent of the
increase in the deficit on the current account. Another 22 per cent of the
deterioration in the current account was attributabl e to higher imports of goods.
Also, net current transfers abroad increased, causing the current account deficit
to widen by a further 12 per cent. On the other hand, higher net inflows of
services, mostly related to tourist earnings, contributed to a narrowing of the
current account deficit by about 6 per cent. Developmentsin the goods, services
and income account are presented in Table 7.7.

The Goods and Services Account

The negative bal ance on the goods and services account deteriorated by Lm16.9
million during thefirst nine months of 2004. Thiswasunderpinned by asignificant
increasein importsof goods. Theincreasein imports of goodsregistered inthe
Survey period has already been analysed in the section on foreign trade. It is

Balance of Payments
Goods, Services and Income Account (Net)
Table 7.7 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

GOODS

General Merchandise Transactions -207.5 -75.5 -133.0 -58.5 -231.0 -62.7 -237.7

Nonmonetary Gold -7.9 -2.5 -7.0 -2.2 -6.7 -2.1 -5.9

Others 28.0 10.7 34.4 12.1 32.8 8.2 17.2
Total Goods -187.4 -67.3  -105.6 -48.6  -204.9 -56.6 -226.4
SERVICES

Transportation 8.3 -3.7 -1.2 -4.9 -12.3 -5.5 -15.7

Travel 146.3 332 1332 46.2 137.3 43.3 144.1

Other Services -13.6 -4.4 1.7 -1.8 -0.3 0.7 1.0
Total Services 141.0 25.1 133.7 39.5 124.7 38.4 129.3
Total Goods and Services -46.4 -42.2 28.1 -9.1 -80.2 -18.2 -97.1
INCOME

Compensation to employees -0.5 -0.2 0.0 0.1 13 0.2 0.8

Investment Income 16.2 -4.4 30.1 -28.0 29.4 -15.5 -26.4
Total Income 15.7 -4.6 30.6 -28.1 30.7 -15.3 -25.6
Total Goods, Services and Income -30.6 -46.8 58.7 -37.2 -49.5 -335 -1226

Source: National Statistics Office
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important to note that imports of goods in the balance of payments have
increased by Lm18.1 million. The discrepancy between this figure and the
increase of Lm45.0 million recorded inthetrade statisticsis partly related to the
different treatment of thetransaction related to theimports of yachtsand pleasure
boatsin thetwo sets of accounts. Thelatter isfeatured in the balance of payments
asan adjustment. Chart 7.10 showsthe deficit in the goods and services account
since 1999.

The deficit in the merchandise account increased by Lm6.7 million. This was
underpinned by higher merchandise imports. Higher payments for repairs on
goods and lower receipts from bunkering activities led to a further fall in net
receipts in the goods account. On the other hand outflows of non-monetary
gold have declined marginally during the Survey period. As aresult of these
developmentsthe deficit in the goods account increased by Lm21.5 million.

Animprovement of Lm4.6 million in net recei pts on the services account partly
compensated for the deterioration in the goods account. Thiswas underpinned
by higher tourist earnings, which advanced by L m6.8 million, or 3.4 per cent, to
L m203.5 million during the period under review. Meanwhile, payments by
Maltese tourists abroad remained unchanged at Lm59.5 million, from the
corresponding 2003 period.

Chart 7.10
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The improvement in the travel account was partly offset by an increase of
L m3.6 million in payments overseas on transportation services, partly reflecting
the increase in imports of goods. Meanwhile net flows from other services
improved by Lm1.3 million. Lower net receipts on Government serviceswere
more than offset by higher receipts on communication services, other business
services and lower payments on royalties and license fees.

The Income Account and Current Transfers

During the period under review, net income from abroad deteriorated by L m56.3
million from anet inflow of Lm30.7 million in thefirst ninemonths of 2003to a
net outflow of Lm25.6 million. The net outflowsin theinvestment income account
was the result of higher reinvested earnings (i.e. earnings by foreign owned
companies which were reinvested in Malta) and lower interest receipts.

The main item in the income account is the income from direct investments.
During the Survey period, outflowsin theform of re-invested earningsincreased
by Lm37.2 million reflecting theincreasein profits, particularly in the banking
sector. It ispertinent to note that although re-invested earnings do not constitute
aphysical outflow of funds abroad, they are recorded as an outflow of direct
investment income and an offsetting inflow of direct investment in the capital
and financial account of the balance of payments. Payments of dividends and

Balance of Payments
Current Account
Table 7.8 Lm million

2001 2002 2003 2004
Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep Oct/Dec Jan/Sep

GOODS AND SERVICES
Exports of Goods and Services 1,066.3 332.8 1,117.3 375.3 1,058.9 361.6 1,055.6
Imports of Goods and Services 1,112.6 375.0 1,089.2 384.4 1,139.1 379.8 1,152.7

Goods and Services Account -46.3 -42.2 28.1 -9.1 -80.2 -18.2 -97.1
INCOME
Income Received 291.8 81.1 281.9 79.3 245.3 86.1 225.9
Income Paid 276.1 85.7 251.3 107.3 214.5 101.4 2515
Income Account 15.7 -4.6 30.6 -28.0 30.7 -15.3 -25.6

CURRENT TRANSFERS (Net)

General Government Transfers 4.1 -0.5 1.8 14 7.3 1.6 10.7
Private Transfers -1.5 1.7 -12.5 -6.8 -18.9 -10.4 -32.5
Total Net Current Transfers 2.6 1.2 -10.7 -5.4 -11.6 -8.8 -21.8
Balance on Current Account -28.0 -45.6 48.0 -42.6 -61.0 -42.3  -144.4

Source: National Statistics Office
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distributed branch profits fell by Lm4.3 million. As a result, net outflows of
income on equity investments increased by Lm31.6 million. Meanwhile, net
receiptsby way of interest income declined by Lm24.2 million. Thiswasprimarily
attributable to afall ininterest receipts of Lm19.7 million which exceeded the
increase in interest payments abroad of Lm4.6 million. On the other hand, net
inflows by way of employee compensation fell by Lm0.5million.

The negative balance on current transfers has continued to increase and in the
first nine months of 2004 the deficit stood at Lm21.8 million, up from Lm11.6
million ayear earlier. The developmentsin current transfersare shownin Table
7.8. Higher private transfers sent abroad caused the net outflow of private
transfersto increase by Lm13.6 million. Thiswas partly compensated by afall
of Lm1.4 million in Government transfers abroad and an increase of Lm2.0
millionin Government transfersreceived.

The Capital and Financial Account

The excess of investment over national savingsrequirestheflow of fundsfrom
abroad and/or the depletion of foreign exchange reserves. Thefollowing provides
an analysis of capital flows and the composition of such flows in Malta, as
reflected in the financial account of the balance of payments. The analysis
relates to annual flows from 2000 till 2003. Data for the January-September
period of 2004 were not yet available by thetime of publication of thisEconomic
Survey. Table 7.9 shows the capital and financial flows as a percentage of
GDP.

Despite another consecutive current account deficit, the accumulation of
reserves has generally continued, albeit at alower rate. During 2003, the stock
of reserve assets increased by 3.0 per cent of GDP at current market prices.
Thisindicates that capital inflows continued to finance the excess investment
over national savings. Theflowsrecorded in 2002 and 2003 were partly influenced
by the Investment Registration Schemelaunched in January 2002 and extended
in 2003. This affected mostly the value of portfolio investment assets and
currencies and deposits held by Maltese residents.

Following the net outflow of direct investment in 2002 rel ated to aloan repayment
made by aforeign owned bank to its parent company oversess, apositive balance
was recorded in 2003. Net foreign direct investment in 2003 stood at 5.4 per
cent of GDP. Thiswas mainly theresult of Lm89.8 millionin new equity capital
and Lm15.8 million in re-invested earnings. Figures for 2003 partly reflected
the opening of asubsidiary of aforeign bank in Maltaaswell asaloan taken by
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Current, Capital and Financial Flows*

(per cent of GDP)

Table 7.9
2000 2001 2002 2003
Current Account -12.4 -4.3 0.3 -5.6
Capital Account 0.5 — 0.2 0.1
Financial Account excl. Reserves 5.4 3.7 4.8 3.2
Net Foreign Direct Investment 15.5 6.2 -10.2 5.4
Net Portfolio Investment Equity Flows 1.8 -4.2 1.5 -0.3
Net Portfolio Debt Flows -21.0 -8.5 -10.5 -31.4
Net Financial Derivatives 0.5
Net Other Investment Flows 9.1 10.2 24.1 29.0
Reserve Assets 5.8 -6.7 -6.9 -3.0
Net Errors and Omissions 0.8 7.2 1.6 5.3

* A positive sign represents a decrease in assets or increase in liabilities.
A negative sign represents an increase in assets or a decrease in liabilities

Source: National Statistics Office

aresident non-bank firm from abroad. Moreover, inflows of direct investments
during 2003 were sustained by the sale of sharesto aforeign owned company
in the telecommuni cations sector. Meanwhile around Lm11 million wereinvested
by Maltese national s abroad during 2003.

The significant net outflow of funds abroad in the form of portfolio investment
flows continued in 2003. Most of the outflow recorded isin the form of debt
flowsrather than equity flows. It mainly consists of holdings by Maltese banks
of foreign assetstypically intheform of bonds. In 2003 net outflows of portfolio
debt were 31.4 per cent of GDP compared to 10.5 per cent in 2002. Net outflows
of portfolio equity flows represented 0.3 per cent of GDP. Data for 2003 also
includes, for thefirst time, ameasure of financial derivatives. Net foreignliabilities
in the form of financia derivatives represented 0.5 per cent of GDP.

During 2003, other investment assets held by domestic banks in the form of
long term loans and advances to non-residents increased by L m230.0 million.
However, assets in the form of currency and deposits and other assets fell by
L m210.6 million. Meanwhileliabilitiesin the form of borrowings, mostly of a
long-term nature, increased by L m358.4 million in 2003. This was more than
offset by afall of Lm388.5 million in liabilities in the form of currency and
deposits held by foreign residents with domestic banks. On the other hand,
other short-term liabilities increased by Lm572.8 million. Transactions in the
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other investment account typically reflect balance sheet transactions of the
banking system and thus subject to significant fluctuations.

Asaresult of these devel opments, the net increasein liabilitieswhich constitutes
an inflow of funds (borrowings) from abroad exceeded the net increase in
assets which constitutes an outflow of funds abroad. Net inflows of capital,
excluding reserves and including the capital account, stood at 3.3 per cent of
GDPin 2003 whilst errors and omissionsrepresented afurther net inflow of 5.3
per cent of GDP. The resulting total capital inflows of 8.6 per cent of GDP
were used to finance the current account deficit, with the remaining balance
constituting an increase in foreign reserves.

The International Investment Position

Table 7.10 shows Malta's international investment position, which represents
the stock of external financial assets minusthe stock of external liabilities. The
position also includes valuation changes from movement in exchange ratesand
pricesand other adjustments. Datafor 2003 are provisional estimatesand warrant
caution in their use and interpretation.

International Investment Position
Table 7.10 Lm million

1996 1997 1998 1999 2000 2001 2002  2003*

Direct Investment Abroad 38.8 54.7 64.3 76.3 88.9 118.1 111.2 120.8
Direct Investment in Malta 303.6 335.3 443.2 771.6 1,044.3 1,157.7 973.4 1,074.2
Assets

Portfolio Investment Equity 1.7 6.0 25 76.2 74.8 54.1 118.7 161.9
Portfolio Investment Debt 539.6 496.7 562.1 7948 1,159.9 1,313.6 1,617.1 2,231.2
Liabilities

Portfolio Investment Equity 2.7 79.9 114.9 17.8 21.0 19.8
Portfolio Investment Debt 82.3 110.2 144.6 132.9 134.4 137.0 126.2 123.8
Financial Derivatives Assets 1.8
Financial Derivatives Liabilities 10.8
Other Investment Assets 575.9 950.8 1,757.3 2,405.0 2,508.0 2,034.6 2,410.7 2,476.3
Other Investment Liabilities 1,008.6 1,339.7 2,138.9 2,827.1 3,077.1 2,736.4 3,376.8 3,923.5
Reserves 554.1 5617 640.0 7403 6441 7604 880.9 9355

International Investment Position 315.6 284.6 296.7 281.0 105.2 231.9 641.2 784.5

* Provisional estimates

Source: National Statistics Office
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The transactions that have taken place in 2003 have already been described in
detail in relation to the flowsin the capital and financial account. Meanwhile,
the composition of portfolio assets of Maltese residents held abroad continues
to be biased towards debt rather than equity investments. They are mostly
made up of foreign bonds and notes held by the domestic banking system.
However, the share of equities in total assets has increased from 0.3 per cent
of total portfolio investment assets in 1996 to 6.8 per cent in 2003. Private
investorshold most of these equity securities. Meanwhile, the share of portfolio
investment liabilitiesthat are equity securities has declined from ahigh of 46.1
per cent in 2000 to 13.8 per cent in 2003.

The stock of assets and liabilities in the form of other investments typically
reflect transactions by foreign bankswhich take depositsfrom and lend to non-
residents. Assetsin theform of loansto non-residentsand liabilitiesin theform
of borrowingsfrom abroad aretypicaly of along-term nature. However, whereas
loans represented around 70 per cent of total other investment assets, borrowings
represented only about 25 per cent of total other investment liabilitiesin 2003.
Meanwhile, currency and deposits and other investment liabilities constituted
around 75 per cent of other investment liabilities. Onthe other hand, theremaining
30 per cent of assets are mostly made up of currencies and deposits. Therefore,
it ispossible to conclude that other investment assets are more biased towards
the holdings of long term foreign securitieswhereas other investment liabilities
are more biased towards currencies and deposits.

Reserve Adequacy Ratios
Table 7.11

1996 1997 1998 1999 2000 2001 2002 2003

Imports of Goods and Services

(Lm million) 1,186.4 1,173.5 1,248.1 1,371.9 1,740.1 1,487.6 1,473.6 1,518.8
Monthly Import bill (Lm million) 98.9 97.8 104.0 1143 1450 1240 122.8 126.6
Gross International Reserve

Coverage (months)* 5.6 5.7 6.2 6.5 4.4 6.1 7.2 7.4
Monetary Base (Lm million) 4519 485.2 506.1 543.3 b564.5 567.6 612.8 623.3

Gross Reserves as a ratio
of Monetary Base (per cent)* 122.6 115.8 126.5 136.3 114.1 134.0 143.8 150.1

* 2003 figures are based on estimates of the stock of exchange reserves as documented in Table 7.10

Source: National Statistics Office
Central Bank of Malta
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Foreign Reserves

The deficit registered in the current account of the balance of payments in
recent years was generally more than offset by capital inflows and hence
reserves tended to continue to accumulate. The stock of reserves increased
from Lm554.1 millionin 1996 to Lm935.5 millionin 2003. Reserveaccumulation
isimportant in order to maintain confidencein the currency, particularly inthe
context of Malta sexchangerate peg andin light of theliberalised capital account
regimewhich Maltais now operating in.

An indication of the adequacy of foreign reservesin Maltais provided by the
ratio of reservesto the monthly value of total imports of goods and services as
shown in Table 7.11. The stock of reserves covers more than 7 months of
imports and is thus significantly in excess of the three-month import coverage
typically used as a ratio of reserve adequacy. Another indicator of reserve
adequacy is provided by the ratio of foreign reserves to the monetary base,
which increased to 150.1 per cent in 2003.
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8. Financial Developments

Developmentsin Government’sfiscal positionregistered inthefirst ninemonths
of 2004 reflect ongoing efforts to consolidate the public finances. In fact, the
structural deficit declined from Lm2135.8 millionin thefirst nine months of 2003
to Lm2109.9 million during the Survey period. Thisreductioninthefiscal imbaance
was underpinned by an expansion in recurrent revenue which more than offset
anincreaseintotal expenditure. Furthermore, the expansionintotal expenditure
wassignificantly lower than that registered in previousyears. During the Survey
period, broad money (M3) continued to expand mainly attributable to more
rapid growth in domestic credit which isthe main counterpart of broad money.
During the first nine months of 2004, the central intervention rate was left
unchanged at 3.0 per cent. The Maltese lira remained practically unchanged
vis-avisthe Euro and the US dollarsreflecting devel opments of these currencies
on theforeign exchange market. Meanwhile, the Maltese liraweakened against
the Sterling but appreciated against the Japanese yen.

Public Finance

Government finance data are based on cash-accounting and thus expenditure
and revenue are recorded and contribute to the deficit at the time when cash
payments and receipts are effective rather than at the time the underlying

Chart 8.1
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transaction takes place. As a result, caution in the use and interpretation of
such data should be exercised since developments in the Government’s net
financial position may not reflect actual spending and revenue collection. Table
8.1 presents Government’s fiscal position during the first nine months of the
2001-2004 period. Meanwhile, recent developments in total expenditure and
recurrent revenue are depicted in Chart 8.1.

Revenue

During the Survey period, Government recurrent revenueincreased by Lm41.6
millionto Lm538.2 million. Thisexpansion in recurrent revenue was attributable
to an increase in both tax and non-tax revenue, the latter including grants but
excluding extraordinary receipts. Appendix Table 8.1 presents developmentsin

Government Revenue and Expenditure
(January-September)
Table 8.1 Lm million

2001 2002 2003 2004

Recurrent Revenue 466.9 505.6 496.6 538.2
Tax Revenue 408.4 438.9 443.6 472.0
Direct Tax Revenue 234.0 246.8 251.0 258.7
Indirect Tax Revenue 174.4 192.1 192.6 213.3
Non-Tax Revenue 58.5 66.7 53.0 66.2
Total Expenditure 547.9 591.2 632.4 648.1
Recurrent Expenditure 433.6 471.0 499.4 518.2
Interest on Public Debt 45.1 49.2 48.8 54.3
Capital Expenditure 69.2 71.0 84.2 75.6
Productive 27.8 26.4 234 17.9
Infrastructure 23.5 21.7 23.6 27.2
Social 17.9 22.8 37.2 30.6
Structural Deficit (81.0) (85.6) (135.8) (109.9)
Financed by:
Extraordinary Receipts
Receipts from sale of shares 0.0 19.0 0.0 0.0
Sinking Funds of Converted Loans 0.0 0.0 2.1 8.9
Sinking Fund Contribution/Direct Loan Repayments (6.7) (6.1) (6.2) (6.3)
Public Sector Borrowing Requirement (87.7) (72.7) (139.9) (107.3)
Loans 79.1 0.0 102.1 70.4
Local Loans 79.1 0.0 69.9 70.4
Foreign Loans 0.0 0.0 32.2 0.0

Source: The Treasury
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the components of Government revenue for the first nine months of the 2001-
2004 period.

Tax revenue, which constitutes around 88 per cent of total recurrent revenue,
increased by L m28.4 millionto Lm472.0 million during the first nine months of
2004. Thiswas attributable to both higher direct and indirect tax revenue. Direct
tax revenue, which comprisesincome tax and social security contributions and
accountsfor around 55 per cent of total tax receipts, increased by Lm7.7 million
to Lm258.7 million. Indirect tax revenue constitutes around 45 per cent of total
tax receipts and includes customs and excise duties, licences, taxes and fines
and Value Added Tax (VAT). During the Survey period, indirect tax revenue
increased by Lm20.7 million to Lm213.3 million on account of higher revenue
collected from VAT and licences, taxes and fines which exceeded the decline
in revenue generated from customs and excise duties.

During the period under review, revenue collected from income tax increased
by Lm8.9 millionto Lm133.9 million. ThisincreaseincludesLm5.6 million as
higher capital gainstax partly reflecting changesin the way tax on property is
charged announced in the Budget Speech for 2004, particularly with respect to
tax on capital transfer. Ongoing efforts to improve efficiency in tax collection
also contributed to theincreaseinincometax revenue. The changein thetiming
of the payment of salariesto Government employees, as from the beginning of
2004, lowered incometax revenue collection over thefirst nine months of 2004.
This effect on revenue generated from income tax will be reversed by the end
of this year.

Socia security contributionsdeclined by Lm1.2 millionto Lm2124.8 million during
the Survey period. Higher employment within the private sector resulted in a
rise in social security contributions by this sector. However, this increase in
revenue was more than offset by lower receipts from contributions during the
first nine months of 2004 in relation to public service employees. Thiswas a
result of achangein number of paymentsof their salariesasfrom the beginning
of 2004. However, such lower contributionswill be neutralised by year-end.

Revenue generated from customs and excise duties declined by Lm2.5 million
to Lm42.4 million. Lower receipts were recorded from import duty on motor
vehiclesreflecting afall inimportsof motor vehicles. Moreover, revenue coll ected
from excise duties also declined, mainly dueto thetiming of paymentson tobacco
productsfollowing changesin the duty collection method asfrom 1% May 2004.
Such changeinthetiming of theinflow of excise dutiesmorethan offset additional
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revenue generated from an increase in excise duty on tobacco products
announced in the Budget Speech for 2004.

During the Survey period, revenue collected from licences, taxes and fines
amounted to Lm73.3million or Lm11.7 million morethan that registered in the
first nine months of 2003. This increase was mainly underpinned by licence
fees received upon the privatisation of the lotteries. Higher receipts from duty
on documents on transfer of immovable property foll owing measures as part of
the enforcement against tax evasion in the property market al so contributed to
this outcome. Moreover, higher revenue was collected from airport tax on
account of a higher number of Maltese travelling abroad. On the other hand,
lower revenue was generated as a result of the complete removal of import
leviesby 1 May 2004. Moreover, revenue from motor vehicle registration tax
al so declined reflecting lower imports of motor vehicles.

Revenue collected from VAT increased by Lm11.5 millionto Lm97.6 million.
Therise of VAT mainly reflects an increase in the standard VAT rate from 15
per cent to 18 per cent as from 1% January 2004 as well as the introduction of
a reduced VAT rate of 5 per cent on confectionery and other edible items,
printed matter and medical accessories. Moreover, higher imports of yachts
linked to alocal registration scheme, which provided for aone-off reduction of
VAT until the first quarter of 2004, also contributed to higher VAT revenue.
Cash inflow from this item of revenue was also influenced by a change in the
timing of the collection of VAT on imported products whereby payments are
deferred until the point of sale.

During the Survey period, non-tax revenue increased by Lm13.2 million to
Lm66.2 million. The main items of non-tax revenue are the transfer of profits
generated by the Central Bank of Malta, rents and grants. Revenue generated
by theformer declined from Lm24.8 million in thefirst nine months of 2003 to
L m18.2 million during the period under review. Rents also declined by Lm1.7
million reflecting a change in the timing of cash received in respect of rent of
factories. Such delayed payment is expected to be received by the end of this
year.

Grantsreached Lm15.9 million or Lm213.8 million more than that registered in
thefirst ninemonths of 2003. Thisincrease mainly comprisesfundsforthcoming
from the European Union on amonthly basisfollowing membership asfrom 1%
May 2004. Additional revenue was generated from dividends on investment,
reimbursements and other miscellaneous receipts.
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Expenditure

Total Government expenditure comprises recurrent expenditure, capital
expenditure and interest on public debt but excludes contribution to the Sinking
Fund in respect of local and foreign loansand direct repayment of loans. During
the Survey period, total expenditure increased by Lm15.7 million to Lm648.1
million. This was attributable to higher recurrent expenditure and interest on
public debt which more than offset adeclinein capital outlays. Around 80 per
cent of total spending isof arecurrent nature. Recurrent expenditure increased
from Lm499.4 millioninthefirst ninemonths of 2003 to Lm518.2 million during
the period under review. Thisexpansion waslower than that registered in previous
years. Meanwhile, capital outlays, which constitute around 12 per cent of total
expenditure, declined from Lm84.2 millionto Lm75.6 million. Interest on public
debt accounted for around 8 per cent of total expenditure, rising in absolute
terms by Lm5.5 million to Lm54.3 million. Chart 8.2 illustrates trends in total
Government expenditure in recent years.

The expansion in recurrent expenditure registered during the Survey period
was mainly underpinned by increases in expenditure under Programmes and
Initiatives which constitute around 54 per cent of total recurrent expenditure.
Thiscategory of recurrent expenditureincreased by Lm22.0 millionto Lm281.6
million. The main items of higher expenditure under this category are social
security benefits and a one-time payment by Government to all employeesand
pensioners as compensation for the increase in the VAT rate announced in the
Budget Speech for 2004. Moreover, theintroduction for thefirst timeof Malta's
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contribution to the EU budget as from 1% May 2004 (which will be more than
compensated for by the receipt of funds from the EU) also contributed to this
higher expenditure.

The share of Operation and Maintenance expenditurein recurrent outlays stood
at around 7 per cent. Approximately half of the expenditure under this category
arematerialsand supplies, most of which relateto the provisionsof free medicines
under the national health system. Operation and Maintenance expenditure
increased by Lm3.1 million, mainly attributable to the provision of free drugs
and medicines. Contributionsto Government entities, which account for 11 per
cent of total recurrent expenditure, increased by Lm21.1 millionto Lm57.8 million.
Thisreflectshigher expenditure by Government entitiessuch asMaltaEnterprise
Corporation and the Malta Environment and Planning Authority. Higher
expenditure allocated to Industrial Projects and Services Ltd was undertaken
in view of lower outlays all ocated to the shipyards.

Personal emoluments constitute around 27 per cent of total recurrent expenditure.
Thiscategory of expendituredeclined by Lm7.7 millionto Lm138.9 million during
the Survey period, reflecting the fact that as from the beginning of this year
salaries to public service employees are paid every four weeks rather than on
monthly basis. Such impact on expenditure will be neutralised by theend of this
year. Moreover, a drop in employment in Government departments also
contributed to lower expenditure on persona emoluments. Expenditureregistered
under the Special Expenditure category amounted to Lm0.5 million during the
Survey period, which stayssimilar to thetotal recorded during the corresponding
2003 period.

Appendix Table 8.2 presents adetailed breakdown of recurrent expenditure on
a cost center basis for the first nine months of the 2001-2004 period. It is
pertinent to note that recurrent expenditure is presented according to the cost-
centresasprevailing at the beginning of 2004 and thus do not reflect the changes
in these cost-centres which took place later on in the year. Developments in
capital expenditure are presented in detail in Appendix Table 8.3. The major
developments recorded in the separate expenditure categories are discussed
below.

During the Survey period, Government welfare paymentsincreased by L m5.3
millionto Lm155.6 million. Thisitem of expenditureincludesretirement pension,
children’s allowance, social assistance and other benefits and isinfluenced by
developments in wages and cost of living adjustment as well as demographic
changes. Expenditure in respect of the Department of Social Security consists
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of the State contribution in terms of the Social Security Act, 1987. Thisitem of
expendituredeclined by LmO0.6 million.

Expenditure by the Treasury Department increased by Lm6.9 milliontoLm7.8
million during thefirst nine months of 2004. Thisincrease was attributableto a
one-off payment to compensate for the higher standard VAT rate as announced
in the Budget Speech for 2004.

During the first nine months of 2004, expenditure incurred by the Ministry of
Finance rose from Lm1.8 million to Lm14.4 million. This higher expenditure
reflects Malta's contribution to the EU Budget as from 1% May 2004 which is
mitigated by receipt of funds from the EU. Moreover, additiona funds were
incurred to finance activities of Malta Enterprise Corporation.

Expenditurein respect of Treasury Pensions, which includes outlaysin respect
of pensions, allowances and gratuities under the Pensions Ordinance (Cap. 39),
remained practically unchanged at Lm21.5 million. Expenditureincurred by the
Ministry of Gozo declined by LmZ1.6 millionto Lm13.5 million reflecting lower
personal emoluments. The Ministry for Resources and Infrastructure registered
adeclineof Lm2.1 millionin recurrent expenditure. Thisdeclineisattributable
to lower persona emoluments, which more than offset higher expenditure
incurred towards the solid waste management strategy.

Chart 8.3
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During the Survey period, expenditure incurred by the Ministry of Health
increased from Lm52.9 millionto Lm55.4 million. Thisrisswasmainly attributable
to higher expenditure on medicinesand medical supplies. Expenditureincurred
by the Ministry for Youth and the Arts amounted to Lm3.5 million, mainly
consisting of expenditure on culture which was previously included as part of
the expenditure by the Ministry of Education.

TheMinistry for Social Policy registered adeclineof LmZ1.6 millioninrecurrent
expenditure during thefirst nine months of 2004. Thisreflected the exclusion of
expenditure related to the Employment and Training Corporation (ETC) from
this cost centre and transferred to the Ministry of Education. Recurrent
expenditure by the Ministry of Education remained practically at the levels
registered during the corresponding period in 2003. However, it is pertinent to
note that thisitem of expenditure was affected by the exclusion of expenditure
related to culture and the inclusion of expenditurerelated to ETC.

During thefirst nine months of 2004, capital expenditure decreased by Lm8.5
millionto Lm75.6 million. Capital outlayson socia development aswell ason
productive investment declined, offsetting higher investment directed towards
infrastructural facilities. The share of investment directed towards social
development fell to 40.4 per cent from 44.1 per cent during thefirst nine months
of 2003. Productive investment accounted for 23.6 per cent of total capital
expenditure, compared to 27.8 per cent recorded during the corresponding 2003
period. The share of infrastructural investment increased to 35.9 per cent of
total capital expenditure, from 28.1 per cent. A detailed breakdown of
Government’s capital expenditure programme for the first nine months of the
2001-2004 period is presented in Appendix Table 8.3. Meanwhile, Chart 8.3
illustrates devel opmentsin capital expenditure.

Capital outlayson productiveinvestment declined by L m5.6 million and stood at
Lm17.9 million. This decline reflected the re-classification to recurrent
expenditure of paymentsto Malta Shipyards Ltd starting in 2004 as part of the
restructuring programme for the shipyards. Moreover, the decline in capital
expenditure on productive investment also reflected lower capital outlays
concerning the devel opment of industries. On the other hand, outlayson public
buildings, plant and equipment increased by Lm1.3 million, reflecting capital
works and equipment for the Ministry for Rural Affairs and the Environment
financed through the Fifth Italian Financial Protocol. Capital outlayson tourism
increased by L m0.3 million to amount to Lm8.6 million.
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AtLm27.2million, capita expenditureoninfrastructurewasL. m3.6 million higher
than the level recorded during the first nine months of 2003. An increase was
registered in thefunds earmarked for the devel opment of Malta Freeport. Capital
outlaysallocated under theitem Public Buildings, Plant and Equipment increased
to Lm18.9 million, up from Lm13.5 million, partly reflecting higher outlays
allocated to the Ministry of Foreign Affairs.

Government’s capital programme for socia investment amounted to Lm30.6
million during the period under review, ascompared to Lm37.1 million recorded
during thefirst nine months of 2003. Thiswas underpinned by lower outlayson
health expenditureto financetheworks carried out in respect of the new hospital.
Moreover, capital outlays on education declined by Lm1.1 million to Lm4.1
million, on account of lower capita expenditure by the Foundation for Tomorrow's
Schools.

Fiscal Performance

As highlighted above, the first nine months of 2004 were characterised by
budgetary consolidation whereby the structural deficit declined from Lm135.8
million to Lm2109.9 million. The decline in the structural deficit coupled with
higher extraordinary receipts|owered the public sector borrowing requirement

Box 8.1

General Government Statistics based on the European System of Accounts
(ESA95)

The Consolidated Fund provides for Government’s system of accounting and control for
the collection of revenue and the administration of alocated expenditure. Paralel tc
presenting the statement of the Consolidated Fund periodically, which is the basis of
analysis presented in this Chapter, the reclassification of Government finance
transactions according to the European System of Accounts (ESA95) is given increasing
importance particularly in order to ensure harmonization in the reporting of public
finance data at an EU level.

Fiscal data defined according to the ESA95 methodology capture fiscal operations of
general Government, which includes the Consolidated Fund, the balances of local
councils and extra-budgetary units (EBUs) and other adjustments. EBUs are defined as
public non-financial companies having less than 50 per cent of their production costs
covered by market sales. These data thus provide a more complete picture of the
Government’s operations. Moreover, general Government fiscal data are based on
accrua-accounting principles rather than cash-based as in the case of the Consolidated
Fund.

Economic Survey January - September 2004

197



198

to Lm2107.3 million as compared to Lm2139.9 million during the corresponding
2003 period.

Government reliesheavily on domestic borrowing to financethefiscal imbalance.
Infact, the proportion of foreign loansto total debt isaround 5 per cent with the
rest coming from local sources. Resorting to domestic borrowing contributes
not only to the development of thelocal debt market but also in minimising the
drawing down of international reserves while limiting exposure to exchange
rate risk.

General Government Net Lending (+) or Borrowing (-)
as a percentage of GDP
Table 8.2 per cent

2001 2002 2003

Austria 0.3 -0.2 -1.1
Belgium 0.6 0.1 0.4
Cyprus -2.4 -4.6 -6.4
Czech Republic -5.9 -6.8 -12.6
Denmark 2.1 0.7 0.3
Estonia 0.3 14 3.1
Finland 5.2 4.3 2.3
France -1.5 -3.2 -4.1
Germany -2.8 -3.7 -3.8
Greece -3.7 -3.7 -4.6
Hungary -4.4 -9.2 -6.2
Ireland 0.9 -0.2 0.1
Italy -2.6 -2.3 -2.4
Latvia -2.1 -2.7 -1.5
Lithuania -2.0 -1.5 -1.9
Luxembourg 6.4 2.8 0.8
Netherlands -0.1 -1.9 -3.2
Poland -3.8 -3.6 -3.9
Portugal -4.4 -2.7 -2.8
Slovakia -6.0 -5.7 -3.7
Slovenia -2.8 -2.4 -2.0
Spain -0.4 -0.1 0.4
Sweden 2.8 0.0 0.3
United Kingdom 0.7 -1.7 -3.3
EU 25 -1.2 -2.3 -2.8
Malta -6.4 -5.9 -9.6

Source: European Commission
National Statistics Office
Ministry of Finance
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International Comparison

Table 8.2 presents the budgetary position of the EU Member States for the
threeyearsto 2003, whilst Table 8.3 showsthe general Government debt position
for the EU. It is pertinent to note that the analysis in this section is based on
General Government fiscal data according to the ESA95 methodology and is
thus not comparable with data presented in other sections of this Chapter.

In 2003, the budgetary position in the EU Member States deteriorated by 0.5
percentage points and reached 2.8 per cent of GDP. The aggregate outcome
for the EU 25 results from diverse budgetary performances across Member

General Government Gross Debt
as a percentage of GDP
Table 8.3 per cent

2001 2002 2003

Austria 66.1 65.7 64.5
Belgium 108.0 105.4 100.0
Cyprus 64.3 67.4 70.9
Czech Republic 25.3 28.8 37.8
Denmark 49.2 48.8 45.9
Estonia 4.4 5.3 5.3
Finland 43.8 42.6 45.6
France 56.5 58.8 63.7
Germany 59.4 60.9 64.2
Greece 114.7 112.5 109.9
Hungary 53.5 57.2 59.1
Ireland 35.9 32.7 32.1
Italy 110.6 107.9 106.2
Latvia 14.9 14.1 14.4
Lithuania 22.9 22.4 21.4
Luxembourg 5.5 5.7 5.3
Netherlands 52.9 52.6 54.1
Poland 36.7 41.1 45.4
Portugal 55.8 58.4 60.3
Slovakia 48.7 43.3 42.6
Slovenia 28.1 29.5 29.4
Spain 57.5 54.4 50.7
Sweden 54.4 52.6 52.0
United Kingdom 38.8 38.3 39.8
EU 25 62.1 61.6 63.2
Malta 62.2 62.7 70.4

Source: European Commission
National Statistics Office
Ministry of Finance
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States. In the case of Germany, France, Italy and Portugal the budgetary
positions in 2003 remained weak with nominal deficits ranging from 2.4 per
cent of GDP in Italy to 4.1 per cent of GDP in France. In 2003, the nominal
deficit has also sharply deteriorated in the Netherlands, Greece and the UK.
Nevertheless, in spite of aperiod of low growth, seven EU 15 Member States
had nomina budget positionsin balance or in surplus. Overdl, the nominal budget
balances in 2003 did not worsen or did so only marginally compared to the
previous year in the case of Belgium, Denmark, Spain, Ireland, Sweden, Italy
and Portugal.

In the case of the new Member States, nominal budget balancesin 2003 varied
from adeficit of 12.6 per cent inthe Czech Republic to asurplusof 3.1 per cent
in Estonia. Thenominal deficitin 2003 of Cyprus, the Czech Republic, Hungary,
Poland and Slovakia, was above the 3 per cent of GDPreferencevalue. Relative
to 2002, the budget position remained roughly unchanged or improved in four
countries, whileit deteriorated in Cyprus, Czech Republic, Lithuaniaand Poland.
Malta's budgetary position deteriorated by 3.7 percentage points reaching 9.6
per cent. However, it is pertinent to note that thisoutcome was heavily influenced
by aone-off transaction relating to the restructuring programme of the shipyards.
In fact, this one-off transaction influenced the net borrowing-to-GDP ratio by
3.2 percentage points. If theimpact of thistransaction were excluded, the general
Government deficit ratio would have stood at 6.4 per cent.

The general Government debt ratio for the EU Member States increased by
1.6 percentage points to 63.2 per cent of GDP. In 2003, Belgium, Greece and
Italy continued to have debt ratios above 100 per cent of GDP. In addition to
thesethree countries, Austria, Cyprus, France, Germany and Portugal registered
debt ratios above the 60 per cent reference value. In 2003, general Government
debt in Malta reached 70.4 per cent of GDP. This increase in the general
Government debt ratio from 62.7 per cent in 2002 reflected developmentsin
the fiscal imbalance aswell as the assumption by Government of liabilities of
the shipyards as a result of the restructuring implemented at the end of 2003.

Monetary Developments

During the Survey period, broad money (M3) continued to expand reflecting
the prevailing low interest rate environment and thus the low opportunity cost
of holding monetary instruments. The acceleration in monetary growth was
mainly attributable to more rapid growth in domestic credit which isthe main
counterpart of broad money. A dower growthin net foreign assets of the banking
system was partly offset by a similar sowdown in the growth of the other
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counterparts of broad money. The latter is deducted from broad money thus a
lower growth rate contributes to a higher pace of monetary growth.

Monetary Aggregates

During the period under review, broad money, expanded by 3.9 per cent to
L m2,960.2 million, ascompared to the 2.7 per cent growth rate registered during
the corresponding 2003 period. Therdatively higher growthratein M3ismainly
attributed to the reversal of the declinein residents’ time depositsregisteredin
thefirst nine months of 2004. Table 8.4 presents devel opmentsin the monetary

Monetary Aggregates and Their Counterparts*
Table 8.4 Lm million

2002 2003 Sep03- 2003 2004 Sep04-
(Dec) (Sep) Dec-02 (Dec) (Sep) Dec-03

% Change % Change
Monetary Aggregates
Narrow Money (M1) 1,367.4 1,471.2 7.6 1,490.9 1,596.0 7.0
Currency in Circulation 436.8 456.4 4.5 4604 484.0 5.1
Deposits withdrawable
on demand 930.5 1,014.8 9.1 1,030.5 1,111.9 7.9
Intermediate Money (M2) 2,781.5 2,855.5 2.7 2,849.2 2,960.2 3.9
Narrow Money (M1) 1,367.4 1,471.2 7.6 1,490.9 1,596.0 7.0
Savings Deposits redeemable at notice 27.9 29.8 6.6 28.8 29.7 3.1
up to 3 months
Time Deposits with agreed maturity 1,386.2 1,354.5 -2.3 1,329.5 1,334.5 0.4
up to 2 years
Broad Money (M3) 2,781.5 2,855.5 2.7 2,849.2 2,960.2 3.9
Counterparts of M3
Domestic Credit 2,401.4 2,476.2 3.1 2,648.7 2,784.2 5.1
Net Claims on central
government 539.5 561.7 41 5684 5734 0.9
Claims on other residents 1,862.0 1,914.5 2.8 2,080.3 2,210.9 6.3
Net Foreign Assets 1,301.3 1,386.1 6.5 1,416.9 1,474.5 4.1
Central Bank of Malta 881.6 943.2 7.0 919.8 928.7 1.0
Banks 419.7 443.0 55 497.1 5459 9.8
Less other counterparts of M3® 921.3 1,006.9 9.3 1,216.4 1,298.6 6.8

*In October 2003, the definitions of the main monetary aggregates and their counterparts were revised in
accordance with ECB Regulation 2001/13. Thus, data prior to October 2003 are estimates based on
this regulation

@other counterparts of M3 include the capital base of the Monetary Financial Institutions sector, longer-term
financial liabilities, provisions, interest accrued and unpaid and other liabilities, less fixed and other assets
They are equal to the difference between M3 and the sum of domestic credit and net foreign assets

Source: Central Bank of Malta
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Chart 8.4
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aggregates and their counterparts, whilst Chart 8.4 illustrates developmentsin
the monetary aggregates.

Narrow money, (M1), which accounts for just over half of M3, increased by a
dlightly lower rate compared to that for the first nine months of 2003. Indeed,
M1, increased by 7.0 per cent to Lm1,596.0 million, compared to the 7.6 per
cent growth rate regi stered during the corresponding 2003 period. Theslowdown
in the growth of M1 mainly reflects arelatively lower growth rate in deposits
withdrawabl e on demand which morethan offset ahigher growth ratein currency
incirculation. Currency in circulation, which representsjust under athird of M1
accelerated, increasing by Lm23.6 million or 5.1 per cent, as compared to a
growth rate of 4.5 per cent during the first nine months of 2003. Deposits
withdrawable on demand expanded from Lm1,030.5 millionto Lm1,111.9 million,
anincrease of 7.9 per cent. Thisincrease resulted from higher demand deposits
which increased by Lm49.9 million to Lm323.6 million. Savings deposits also
expanded, increasing by Lm31.5 millionto Lm788.3 million.

Intermediate money, M2, consists of M1 and short-term deposits not
withdrawable on demand. During the first nine months of 2004, M2 expanded
by Lm2111.0 million or 3.9 per cent, compared to the 2.7 per cent growth rate
registered during the corresponding 2003 period. Therelatively higher growth
ratein M2 was underpinned by growth intime depositswith an agreed maturity
of uptotwo years, reversing acontraction registered in the corresponding 2003
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period. Thisgrowth in time deposits offset arelatively lower growthin deposits
redeemable at notice up to three months and the lowdown in the growth of M 1
mentioned earlier. Time depositsincreased by L m5.0 million or 0.4 per cent to
L m1,334.5 million compared to the contraction of 2.3 per cent registered during
thefirst nine months of 2003. Savings deposits redeemabl e at notice up to three
months expanded by 3.1 per cent to LmZ29.7 million as compared to an increase
of 6.6 per cent during the first nine months of 2003. These developmentsin M2
were influenced by the prevailing low interest rates which encourage saversto
shift funds away from long-term deposits into deposits with a shorter maturity
included in thisaggregate. On the other hand, this effect waslessened by portfolio
shifts from short-term time deposits into alternative assets such as bonds and
equities. Itispertinent to note that since the amount of marketableinstruments,
mainly repurchase agreements and debt securities with maturity up to 2 years,
isnegligible, currently M2isequal to M 3.

Counterparts of Monetary Expansion

The faster pace in monetary growth registered during the first nine months of
2004, was attributable to a more rapid growth in domestic credit. Moreover,
since the other counterparts of M3 category is deducted from broad money the
deceleration of the former contributed to the higher pace of monetary growth.
On the other hand, during the Survey period, net foreign assets of the banking
system increased at a slower rate.

During the first nine months of 2004, domestic credit expanded by Lm135.5
million or 5.1 per cent to Lm2,784.2 million. Thisgrowth rateisrelatively higher
than the 3.1 per cent expansion rate registered during the corresponding period
of 2003, attributable to a faster increase in the claims on other residents.

Claimson other residentsincreased by 6.3 per cent to Lm2,210.9, compared to
the 2.8 per cent growth rate registered during the corresponding period in 2003.
Claimson other residents consist mainly of loans and advances and hol dings of
securities, including equities, issued by the non-bank private sector and public
non-financial companies. At the end of September 2004, loans and advances
(including bills discounted) accounted for around 88 per cent of bank claimson
other residents, the rest mainly consisting of bank holdings of corporate debt
and equity. Theincreasein claimson other residentswas mainly attributableto
private sector credit, whileloans and advancesto public non-financial companies
contributed to thisincrease only marginally. Meanwhile, net claims on central
Government increased by Lm5.0 million or 0.9 per cent to Lm573.4 million.
This represented a decline when compared to the 4.1 per cent growth rate
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Chart 8.5
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recorded during the corresponding period in 2003. Banks' claimson Government
increased marginally by 0.4 per cent as compared to 8.3 per cent growth rate
during the corresponding 2003 period, while net claimson central Government
by the Central Bank contracted by 3.0 per cent.

During the period under review, net foreign assets of the banking system
continued to expand, though at a slower pace than in the corresponding 2003
period as illustrated in Chart 8.5. In fact, net foreign assets of the banking
systemincreased by 4.1 per cent to Lm1,474.5 million, compared to the 6.5 per
cent growth rateregistered during the corresponding 2003 period. Theexpansion
inthenet foreign assetswas mainly attributableto higher banks holdingswhich
increased by 9.8 per cent from Lm497.1 million to Lm545.9 million. The net
foreign assets of the Central Bank accounted for around two-thirds of the
combined holdings of the entire banking system at the end of September 2004.
The Central Bank’s net portfolio expanded by Lm8.9 million, or 1.0 per cent to
L m928.7 million, following a growth rate of 7.0 per cent registered during the
corresponding 2003 period.

The other counterparts of M3 increased by Lm82.2 million, or 6.8 per cent,
dampening monetary growth. Other counterparts of M3 includethe capital base
of the Monetary Financial Institutions sector, longer-term financial liabilities,
provisions, interest accrued and unpaid and other liabilities, lessfixed and other
assets.
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The Money Market

The Central Bank of Malta’s monetary policy strategy aims at price stability
through the maintenance of afixed exchangerate, whichispegged to acurrency
basket. In thisregard, the Central Bank engages in open market operations to
influence the level of liquidity in the banking system and thus ensures that
monetary conditions are compatiblewith itsmonetary policy stance. The Centra
Bank also tradesin foreign currency in response to domestic market conditions.
Moreover, the Central Bank adjuststheofficial interest ratesto reflect movements
in interest rates abroad. Through these operations the Central Bank maintain
an adequate level of external reserves to support the exchange rate peg.

Following an easing of the Central Bank’s monetary policy stance during 2003,
the central intervention rate was left unchanged at 3.0 per cent during the first
nine months of 2004. Hence, during this period, domestic money market interest
rates remained broadly stable and close to the rates applied by the Central
Bank in its open market operations. Given that these developments took place
in the context of an international environment characterised by gradual risesin
money market rates abroad, the interest rate premium on short-term Maltese
lira assets narrowed.

During the period under review, the Central Bank continued to absorb liquidity
from the rest of the banking system through weekly auctions of 14-day term
deposits. The Central Bank absorbed Lm2,193.1 million, down from L m2,606.6
millioninthefirst nine months of 2003. Theinterest rate paid on these deposits
remained 2.95 per cent being the floor of the interest rate band (2.95 per cent -
3 per cent) at which the Central Bank conducts its term deposit auctions.

In order to financeits short-term borrowing requirements, Government resorts
regularly to the money market. During the period under review, a total of
Lm472.6 million worth of Treasury billswereissued, ascompared to Lm644.8
million in the corresponding 2003 period. Thebulk of thetradingwasin Treasury
billswith amaturity period of 91 days. Yieldsin the primary market remained
relatively stable reflecting the fact that the central intervention rate was left
unchanged during the period under review. The yield on the three-month bill
increased only marginally from 2.94 per cent to 2.96 per cent whiletheyield on
the six-month Treasury bill remained stable at around 2.94 per cent. The rate
for the one-month and one-year Treasury bill stood at 2.96 per cent and 2.97
per cent, respectively.

Turnover in the secondary market for Treasury bills declined from Lm103.2
million to Lm84.2 million during the period under review. The value of

Economic Survey January - September 2004 205



transactionsinvolving the Central Bank increased from Lm18.5millionto Lm42.8
million. As in the primary market, yields in the secondary market remained
broadly unchanged, with theinterest rate on the three-month Treasury bill standing
at 2.99 per cent.

Following adownward trend in the turnover in theinter-bank market registered
in the past years, during the first nine months of 2004 activity in this market
increased, with the value of inter-bank loansincreasing from Lm46.6 millionto
Lm185.8 million. At atotal of 46 deals, overnight inter-bank dealsremained the
most popular. Meanwhile, 18 deals and 14 deals were transacted on the 7-day
and 14-day tenor, respectively. Theinterest rate on one-week inter-bank loans
remained stable at 2.95 per cent.

The Capital Market

During the first nine months of 2004, Government continued to resort to the
capital market for financing the deficit by issuing five different stocks with a
total value of Lm2115 million. In April, Lm18.7 million in Government bonds
wereredeemed. Thiswasfollowed by theissue of Lm40 million MGS 2021 (1)
and Lm25 million MGS 2016 (11) (fungible) in May. Moreover, afurther issue
worth Lm25.8 million wasredeemed in July. Thisredemption wasfollowed by
afurther three new issues—Lm20 million MGS 2022, Lm17 million MGS 2014
(1) and Lm213 million MGS 2010 (IV) — which took place in August. The
participation by the small investor in these new stocks was very significant
reflecting theliquidity of the general public. Coupon rates offered ranged from
4.8 per cent to 5.4 per cent.

In contrast with the buoyant activity registered during the first nine months of
2003, there was only one bond issue on the primary market during the period
under review. This issue was that of an international financia institution, the
European Investment Bank, which in February launched L m10 million worth of
bonds maturing in 2009 with a coupon rate of 3.8 per cent. Demand for these
triple-A rated bonds was high and the issue was subsequently listed on the
Malta Stock Exchange. On the domestic front, no activity in the corporate debt
market wasregistered by the private sector. In April, Lombard Bank plc launched
abonus issue of 61,363 shares.

Following a decline in the turnover in the secondary market for Government
bonds registered during thefirst nine months of 2003, turnover of Government
securitiesincreased from Lm27.9 million to Lm421.5 million during the period
under review. A total of 2,490 deal swereregistered onthe Malta Stock Exchange
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Government Stocks
Activity on the Secondary Market
Table 8.5

2004 2004 2004 2004
Jan/Mar Apr/Jun Jul/Sep Jan/Sep

Turnover in Government Stocks:

Nominal Value (Lm million) 13.4 9.1 15.5 38.0
Market Value (Lm million) 14.8 9.7 17.1 415
Number of Transactions 767 715 1,008 2,490
Average Value per Transaction (Lm)* 17,450 12,703 15,401 15,258
Amount sold by CBM (Lm million)** 1.8 0.0 0.0 1.8
Amount bought by CBM (Lm million)** 0.4 0.4 10.3 11.1

* Based on Nominal Values
** Based on Market Values

Source: Central Bank of Malta

resulting in an average val ue per transaction of Lm15,258. The highest turnover
was registered in 4.8 per cent MGS 2016 (I1), 7.8 per cent MGS 2018, 5.0 per
cent MGS 2021 and 6.6 per cent MGS 2019. The latter includes a block trade
of around Lm5 million affected on 20" September. As shown in Table 8.5, the
value transacted by the Central Bank amounted to Lm12.9 million of total
turnover, while other investors took up the remainder.

During the Survey period, turnover in the corporate secondary bond market
decreased from L m7.8 millionto Lm6.1 million. Thelisted bondswith the highest
market value of stock transacted were 3.8 per cent European Investment Bank
Bonds (2009), 7.25 per cent HSBC subordinate unsecured loan stock (2005)
and Malta Government Privatisation plc bonds (2005). Asshownin Table 8.6,
the listings of corporate bonds reached 28 companies by the end of September
2004.

Activity inthe equity market increased from Lm10.2 millionto Lm23.6 million.
Thebulk of thetrading activity during the period under review took placein the
HSBC Bank Malta plc shares, Bank of Valletta plc shares and Maltacom plc
shares.

The Malta Stock Exchange share index closed at 2,861.3 on 30 September
2004, a38.1 per cent increase over the end of September 2003. The development
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Selected Indicators of the Capital Market
Table 8.6

2004 2004 2004 2004
Jan/Mar Apr/Jun Jul/Sep Jan/Sep

Corporate Bonds*

Number of Listings** 28 28 28 28

Turnover (Lm million) 2.0 2.4 1.7 6.1

Turnover/GDP (%) 0.4 0.5 0.3 0.4
Equities*

Number of Issues Outstanding** 13 13 13 13

Turnover (Lm million) 10.1 5.2 8.3 23.6

Turnover/GDP (%) 2.3 1.1 1.7 1.7

Total Listed Securities*

Total Turnover 12.1 7.6 10.0 29.7
Total Turnover/GDP (%) 2.7 1.6 2.0 2.1
Market Capitalisation (Lm million)** 1,010.3 938.9 1,038.0 1,038.0
MSE Ord. Share Index** 2,765.4 2,524.3 2,861.3 2,861.3

*Including the Alternative Companies listing
**As at end of period

Source: Malta Stock Exchange

in MSE Share index is reflected in the market capitalisation which increased
fromLm784.7 million at the end of September 2003 to Lm1,038.0 million at the
end of September 2004.

The Maltese Lira

The Malteseliraispegged to abasket of currencies of low-inflation countries—
the Euro, Sterling and the US dollar — thus minimising the impact of imported
inflation on consumer prices. During the period under review, the value of the
Maltese lira vis-a-vis the Euro as well as against the US dollar remained
practically unchanged from the level recorded at the end of 2003. These
developmentsin the Maltese liraexchange rate reflected the fact that the major
currency markets have been broadly stable. Indeed, following the record high
of the Euro against the US dollar in February 2004 and the beginning of monetary
policy tighteninginthe US, currency volétility diminished. Meanwhile, theMaltese
lira weakened against the Sterling but appreciated against the Japanese yen.
Thedevelopments of the Malteseliraagainst the major currenciesare presented
in Table 8.7 and Chart 8.6.
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Movements in the Exchange Rates of the Maltese Lira

Table 8.7

Currency End of Exchange Rate % change over
Period Previous Period

US Dollar Dec-01 2.2121 -3.16
Dec-02 2.5074 13.34
Dec-03 2.9197 16.44
Sep-04 2.8921 -0.95

Sterling Dec-01 1.5258 -0.31
Dec-02 1.5553 0.19
Dec-03 1.6351 5.13
Sep-04 1.6012 -2.07

Japanese Yen Dec-01 290.443 10.75
Dec-02 297.662 2.49
Dec-03 312.160 4.87
Sep-04 319.573 2.37

Euro Dec-01 2.4989 1.75
Dec-02 2.3910 -4.32
Dec-03 2.3163 -3.12
Sep-04 2.3315 0.66

Source: Central Bank of Malta

Chart 8.6
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Given thelarge dependence of the Maltese liraon the Euro, the currency stability
of the Euro against the US dollar caused the Maltese lirato remain relatively
stable against thesetwo currencies. The Malteselira, which stood at EUR2.3163
at the end of 2003, reached alow EUR2.3158 on January 5. Subsequently, the
Maltese lira gained ground during the first few months of the year to reach
EUR2.3598 on June 18, followed by adrop to end thethird quarter at EUR2.3315.

Following an appreciation of the Maltese liraagainst the US dollar of 16.4 per
cent during 2003, minimal movementswere registered during the period under
review reflecting the stability of thismajor currency. The Maltese liradeclined
from ahigh USD3.0114 on February 18 to alow USD2.7783 on April 26. The
Maltese lirarecovered slightly to end the third quarter at USD2.8921.

The appreciation of the Maltese liraagainst the Sterling registered during 2003
was partly reversed as the Maltese lira dropped by 2.1 per cent against this
currency. From ahigh of GBP1.6331 on January 5, thevalue of the Malteselira
declined to alow GBP1.5462 on April 13 and June 18. By theend of September,
the Maltese lirarecovered sightly to end the quarter at GBP1.6012.

During the Survey period, the Maltese lira registered an increase of 2.4 per
cent against the Japanese yen. The Maltese liraappreciated against the Japanese
yen during the beginning of the year to reach ahigh of Yen325.09 on March 15
but depreciated to reach alow of Yen296.75 on April 5. By theend of September,
the Maltese lira strengthened to end the third quarter at Yen319.57.
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Government Revenue
(January-September)
Appendix Table 8.1 Lm thousand

2001 2002 2003 2004

Tax Revenue 408,378 438,895 443,598 472,009
Direct Tax Revenue 234,001 246,818 250,969 258,690
Income Tax 113,447 125,541 125,001 133,894
Social Security 120,554 121,277 125,968 124,796
Indirect Tax Revenue 174,377 192,077 192,630 213,318
Customs and Excise Duties 38,937 44,137 44,942 42,420
Licences, Taxes and Fines 52,125 64,721 61,624 73,325
Value Added Tax 83,315 83,219 86,064 97,573
Non-Tax Revenue 58,514 66,661 52,985 66,208
Fees of Office 4,448 10,571 4,214 4,144
Reimbursements 4,792 4,790 3,525 5,802
Rents 7,955 6,966 8,087 6,354
Dividends on Investments 2,657 13,222 2,616 3,637
Repayment of, and Interest on
Loans made by Government 1,048 31 66 14
Lotteries 5,337 0 0 0
Miscellaneous Receipts 4,036 2,343 5,696 10,197
Public Corporations 1,883 1,883 1,883 1,883
Central Bank of Malta 25,902 25,682 24,783 18,233
Grants 456 1,173 2,115 15,944
Recurrent Revenue 466,892 505,555 496,583 538,217
Extraordinary Receipts 0 19,048 2,137 8,899
Loans 79,059 0 102,129 70,448
Total Revenue 545,951 524,602 600,849 617,565

Source: The Treasury
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Government Recurrent Expenditure*
(January-September)
Appendix Table 8.2 Lm thousand

2001 2002 2003 2004

Office of the President 525 563 532 597
House of Representatives 737 711 646 824
Office of the Ombudsman 120 150 120 130
National Audit Office 350 550 600 650
Office of the Prime Minister 2,933 3,012 3,098 3,712
Public Service Commission 103 98 100 98
Armed Forces of Malta 8,783 8,961 9,617 9,016
Information 836 865 872 389
Government Printing Press 0 0 0 400
Electoral Office 776 1,151 2,340 1,143
Ministry for Social Policy 4,338 4,586 5,535 3,893
Social Security 39,139 39,024 40,570 39,949
Social Security Benefits 134,341 141,788 150,258 155,561
Family and Social Welfare 421 447 541 487
Care of the Elderly 8,835 9,461 10,170 10,274
Housing 485 561 551 808
Industrial and Employment Relations 452 379 396 421
Ministry of Education 22,897 24,858 27,770 27,843
Education 35,080 35,823 36,984 35,406
Libraries and Archives 455 486 504 474
Ministry of Finance 1,104 1,651 1,841 14,374
Treasury 820 963 902 7,827
Pensions 19,841 20,817 21,088 21,528
Inland Revenue 3,767 3,978 3,549 3,798
Customs 3,817 4,627 3,920 3,648
V.AT. 2,252 2,333 2,419 2,465
Contracts 258 250 268 271
Ministry for Resources and Infrastructure 17,121 17,413 17,711 15,581
Ministry for Tourism 1,953 1,998 1,958 1,898
Ministry for Transport and Communications 1,980 3,359 3,554 4,416
Civil Aviation 496 588 432 404
Economic Policy 387 582 634 468
Commerce 1,465 1,432 1,782 2,132
Consumer and Competition 268 305 397 327
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Government Recurrent Expenditure
(January-September)
Appendix Table 8.2 continued Lm thousand

2001 2002 2003 2004

Ministry for Justice and Home Affairs 1,798 1,410 2,845 1,935
Police 10,961 11,181 12,242 11,736
Correctional Services 1,733 1,766 1,819 1,821
Civil Protection 849 944 935 1,028
Government Property Division 658 603 1,885 952
Registration 538 519 633 629
Ministry for Rural Affairs 5,737 6,379 12,313 13,022
Ministry for Gozo 14,267 14,520 15,175 13,532
Ministry of Health 45,522 50,423 52,891 55,409
Local Councils 7,907 5,436 5,541 5,372
Judicial 2,525 2,692 2,722 2,921
Ministry of Foreign Affairs 4,893 5,370 5,709 5,467
Ministry for Information Technology 0 0 0 29,631
Ministry for Youth and the Arts 0 0 0 3,483
[Youth and Sport] 791 783 801 0
[Ministry for Economic Services] 9,943 29,040 30,513 0
[Ministry of Justice and Local Government] 793 1,371 1,700 0
[Museums] 948 1,027 0 0
[Culture and the Arts] 1,061 814 0 0
[Environment Protection] 1,196 443 0 0
[Joint Office] 2,716 2,483 0 0
[Roads] 394 0 0 0
[Licensing and Testing] 395 0 0 0
[Statistics] 846 0 0 0
Recurrent Expenditure 433,601 470,974 499,383 518,150

Note: [ ] denotes change in name of cost-centres
*Cost-centres as prevailing at the beginning of 2004

Source: The Treasury
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Government Capital Expenditure
(January-September)
Appendix Table 8.3 Lm thousand

2001 2002 2003 2004

Productive Investment 27,830 26,446 23,437 17,860
Ship Repair and Shipbuilding 6,611 10,419 4,459 0
Development of Industries 9,252 3,714 4,694 2,231
Agriculture and Fisheries 193 566 1,379 1,236
Tourism 7,458 7,904 8,351 8,628
Public Buildings, Plant and Equipment 4,184 3,803 4,342 5,663
Capital Expenditure for Gozo 132 41 212 102

Infrastructure 23,473 21,700 23,612 27,190
Roads 4,123 7,089 5,172 3,215
Sewers 1,716 1,836 1,885 1,061
Development of Malta Freeport 7,050 2,872 2,206 3,457
Public Buildings, Plant and Equipment 10,057 9,357 13,469 18,944
Capital Expenditure for Gozo 527 547 880 513

Social 17,917 22,817 37,129 30,583
Education 3,357 3,567 5,144 4,089
Culture 55 287 165 220
Sports 306 500 545 400
Health 11,247 15,489 27,520 22,175
Care of the Elderly 72 54 133 320
Housing 1,747 1,699 1,568 1,297
Public Buildings, Plant and Equipment 960 979 1,843 1,972
Capital Expenditure for Gozo 173 242 211 110

Total Capital Expenditure 69,220 70,963 84,178 75,633

Source: The Treasury
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