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NACE Rev. 2

Section Description

B Mining and quarrying

Electricity, gas, steam and air conditioning sup-
ply

F Construction

I Accomodation and food service activities

J Information and communication

L Real estate activities

N Administrative and support service activities

P Education

R Arts, entertainment and recreation

Activities of households as employers; undiffer-
T entiated goods-and services-producing activi-
ties of households for own use
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Executive Summary

Despite the global economic slowdown, Malta continues to register
strong economic growth rates, albeit lower than in previous years. In
the first half of 2019, the Maltese economy registered a nominal growth
rate of 7.3 per cent or a real growth rate of 4.7 per cent. This positive
economic performance was a result of a larger contribution from the
domestic side underpinned by the growth in public consumption
expenditure and gross fixed capital formation. Private consumption
expenditure also contributed positively to growth.

In terms of Gross Value Added (GVA), an increase of 7.5 per cent was
recorded in the first half of 2019. Such growth can be mainly attributed
to the services sector, with the primary and secondary sectors only
marginally contributing to the growth in GVA. Furthermore, broad
based growth in GVA can be observed, where the Construction sector,
the Real Estate Activities sector and the Professional, Scientific and
Technical Activities sector all registered double-digit growth rates.

Growth in compensation of employees, reached around €2.6 million
during the first six months. The increase in compensation of employees
was broad based with the largest increases registered in the Real Estate
Activities (17.6 per cent), the Construction sector (11.6 per cent) and
the Arts, Entertainment and Recreation sector (11.3 per cent).

Malta’s inflation rate, based on a 12-month moving average as measured
by the Harmonised Index of Consumer Prices (HICP), stood at 1.7 per
cent in August of this year, whilst the annual rate stood at 1.9 per cent
during the same month. The main contributors to this development
were the food and non-alcoholic beverages index and the restaurants
and hotels index, which contributed 0.58 percentage points and 0.52
percentage points respectively.

In 2018, the population in Malta totalled 493,559, up by 3.8 per cent
when compared to 2017. This increase reflected improvements in life
expectancy and increases in inward migration. Net migration increased
significantly when compared to the previous year with third country
nationals accounting for the largest share of net-migrants at 9,209
followed by other European Union (EU) nationals at 7,349.
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The Maltese labour market is reflecting a buoyant economy, registering
a growth in employment of 5.6 per cent. The unemployment rate, at
3.4 per cent, is well below the EU average unemployment rate. The
overall activity rates stood at 74.9 per cent in the first quarter of 2019,
which is an increase of over 2 percentage points compared to the
corresponding quarter of 2018. A decomposition of the activity rates
by age bracket indicates a drop in the activity rate of the 15-24 cohort,
where individuals in this cohort are opting to continue their education.
The female employment rate improved significantly in recent years,
but it is still around 20 percentage points lower than the male figure.

The at-risk-of-poverty and social exclusion rate for Malta stood at
19.0 per cent in 2018, which is the lowest rate registered over the past
decade. According to the latest data available, in 2017, Malta’s at-risk-
of-poverty and social exclusion rate was around 3 percentage points
lower than the rate recorded at EU level.

Developments in international visible trade indicate that the overall
trade balance was underpinned by an increase in the net import figure.
In terms of destination and origin countries, both imports and exports
from EU countries have increased in the first seven months of 2019.

Malta’s strong current account surplus of 11.3 per cent in 2018 (and 8.0
per cent in the first half of 2019) has been driven mostly by a large
services net export balance. The net payment balance in the primary
income account was driven by net payments with respect to direct
investments and has served as a partial offset to the strong current
account balance. The net international investment position has also
maintained its net asset position at around 61.6 per cent of Gross
Domestic Product (GDP) as at the end of 2018. This was mostly due
to strong asset holdings in the form of portfolio investment.

From a financial perspective, Maltese monetary financial institutions’
(MFIls) contribution towards the stock of Euro Area (EA) Broad Money
(M3) remained generally steady in the period between January and
July 2019. This development ensued despite an increase in overnight
deposits. In addition, during the same period, the contribution of
deposits with an agreed maturity of up to two years to M3 was slightly
negative, while the contribution of deposits redeemable at notice
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up to three months was negligible. Moreover, there has been a slight
decline in net claims on non-residents of the EA contribution, while
the other counterparts component contributed negatively. The credit
counterpart partially offset these developments as it registered the
largest positive contribution towards Broad Money. Furthermore, in
view of the persistent and prolonged low interest rate environment,
depositors continued to be more inclined to hold highly short-term
liquid deposits.

In the first seven months of 2019, the credit counterpart of broad money
reached €18,938.6 million, reflecting an increase of 3.5 per cent when
compared to December 2018. This was driven by increased credit to
Maltese residents, while credit to EA residents declined marginally
over the same period. In fact, in July 2019, credit to other EA residents
reached €4,762.1 million, remaining largely unchanged when compared
to December 2018.

In 2018, Government recorded a surplus of 1.9 per cent of GDP. The debt
ratio maintained its declining trend, reaching 45.8 per cent of GDP at
the end of last year. During the first eight months of 2019, recurrent
revenue increased by 16.3 per cent due to higher tax revenues. Total
government expenditure increased by 13.1 per cent over the same
period mainly as a result of a €271.4 million increase in recurrent
expenditure. Capital expenditure increased by €100.2 million during the
first eight months of 2019, reaching €313.0 million, which was mainly
financed from local funds.
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1. Macroeconomic Developments

1.1 International Context

Following two-years of consecutive growth, 2018 started off with a
positive momentum and a global outlook that was also optimistic
although signs of downside risks were starting to emerge as a result
of the looming trade wars and the deteriorating economic conditions
in some emerging markets. In the second half of the year, global trade
and manufacturing activity, especially in Europe, slowed down. In 2018,
global Gross Domestic Product (GDP) growth outside the European
Union (EU) amounted to 3.8 per cent and according to the European
Commission Spring 2019 forecast, global growth was expected to
decrease to 3.4 per cent in 2019. Meanwhile, the European economy
grew by 2.1 per cent, below expectations at the beginning of 2018.
Developments in the global economy are illustrated in Chart 1.1.

The start of 2019 has not provided the expected rebound. Headline
figures for the advanced economies and China were surprising towards

Chart 1.1
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the upside, however these improved statistics were not attributable
to improved economic conditions but rather several one-off events.

The outlook for European growth shows that downside risks still prevail.
European industrial output will not be in line with the surprising rates of
the first quarter of this year with survey indicators hinting at a drawn-
out weakness in the manufacturing industry. Services oriented sectors
should however remain stable and relatively resilient.

Looking ahead, the uncertainty should strain private consumption
especially in durable goods. Business investment appears to have
underperformed in the second quarter of the year and a further
cautious approach is to be expected across all major economies.
The labour market, on the other hand has remained strong despite
headwinds across economies. Brexit and continuous trade tensions
between the United States (USA) and China fuelled further uncertainty
across Europe. Yet, some of the market sentiment has been alleviated
following the June G20 summit where the US and China agreed
to resume trade talks and avoided further increases in tariffs. Any
prolonged or escalation in trade tensions and uncertainty will lengthen
current downturns and delay any potential pickups.

Global goods’ import volumes (outside the EU) contracted in the end
of 2018 and the first quarter of 2019 and is expected to decrease to
1.6 per cent by the end of year. This underpins the weak underlying
momentum in investment, demand for capital goods and industrial
output. A more resilient global services sector, by contrast, is expected
to boost trade and support GDP growth. Global trade activity should
bottom out at the start of 2020 and rebound to 3.1 per cent.

The growth outlook for the US and China has also deteriorated slightly
since spring. China’s growth tightened due to a combination of changes
in regulation aimed to limit shadow banking and an increase in trade
tensions with the US. Projections indicate that growth in China will
weaken over the forecast horizon despite the monetary and fiscal
stimulus deployed to help dampen the blow from the economic
tensions with the US.
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GDP growth in the US is expected to stay above potential growth for
the remainder of 2019. This robust growth will gradually ease off as
the effects of sizable tax cuts and higher government spending fades
out. While the headline growth was strong on the back of robust
exports and inventory accumulation, domestic demand and imports
were relatively weaker pointing to a slowing momentum over the rest
of the year.

Global growth is therefore exposed to several risks which are mostly
skewed towards the downside, each of which are becoming more
interconnected than before. These risks are inflated by a high level
of uncertainty brought about by the shifts in US trade policy and
the American withdrawal from the Iran Deal, Brexit and instability in
emerging markets. Furthermore, yield curves have flattened or in some
cases turned negative, including in the US, Germany and the UK during
the early part of 2019.

1.2 Gross Domestic Product: Expenditure
Approach

The Maltese economy continued with its positive performance in the
first half of 2019, albeit at a more moderate pace. Indeed, during this
period, the Maltese economy registered a nominal growth rate of 7.3
per cent, or a real growth rate of 4.7 per cent, standing well above the
average growth rates registered in the EU28 and the Euro Area (EA)
in the same period. Specifically, total GDP amounted to €6.4 billion in
nominal terms or €5.1 billion in real terms during the first half of 2019
(Chart 1.2).

The positive economic performance recorded in the first half of 2019
was mostly the result of a larger contribution from the domestic side
of the economy, primarily attributable to growth in public consumption
expenditure and gross fixed capital formation. Private consumption
expenditure also contributed positively to growth.

Public consumption expenditure exhibited a growth rate of 13.7 per
cent in the first half of 2019. This increase mainly reflected higher
intermediate consumption and gross fixed capital formation on the part
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Chart 1.2

Quarterly Gross Domestic Product
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of Government, as well as relatively lower proceeds from the Individual
Investor Programme (IIP) in the first half of the year, when compared
to the first half of 2018. Since proceeds from the IIP are recorded as
market output in national accounts, they are deducted from public
consumption and reclassified as export of services.

Gross Capital Formation is made up of Gross Fixed Capital Formation
(GFCF), changes in inventories and acquisition less disposal of
valuables. GFCF exhibited a growth rate of 14.2 per cent in the first
half of 2019, mainly reflecting a growth in investment of buildings and
structures as well as a growth in transport equipment.

Private final consumption expenditure, which includes household
final consumption expenditure and consumption expenditure of non-
profit institutions serving households (NPISH) registered a growth
rate of 4.5 per cent during the first half of 2019. This seems to be
indicating that following the extraordinary growth registered in 2018,
private final consumption expenditure is stabilising again towards the
growth registered in past years. In nominal terms, private consumption
expenditure increased by 5.8 per cent. The growth in private household
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consumption expenditure was registered across all consumption
categories, backed by favourable developments in the labour market.

From an external standpoint, in the first half of 2019 Malta recorded a
negative contribution from net exports of goods and services. In the
first six months of 2019, import growth stood at 2.2 per cent while the
export growth rate stood at 1.5 per cent. Further details on exports
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and imports of goods and services are provided in Chapter 3 of the
Economic Survey.

Table 1.1 provides more detailed data on the growth of different
components of GDP. Data presented in this Chapter are based on
National Accounts data, compiled in accordance with the European
System of Accounts (ESA2010) methodology. This accounting
framework enables comparability with EU Member States as well as
a systematic and detailed description of the economy and its core
components.

1.3 Maltese Economy - Sectoral analysis
(Gross Value Added)

During the first half of 2019, total Gross Value Added (GVA) increased
by 7.5 per cent over the same period in 2018, to reach €5.7 billion. The
growth in GVA was attributable mostly to the Services sector which
contributed 7.2 percentage points to growth, while the primary and
secondary sectors together recorded a positive contribution to growth
equivalent to 0.3 percentage points (Chart 1.3).

The growth in GVA was underpinned by increases registered in all
sectors of the economy, with substantial growth rates registered in the
Construction sector (14.8 per cent), the Real Estate Activities sector
(12.2 per cent), the Professional, Scientific and Technical Activities
sector (10.6 per cent), the Arts, Entertainment and Recreation sector
(9.3 per cent), the Information and Communications sector (7 per
cent) and the Financial and Insurance Activities sector (6.8 per cent).
These sectors, as well as the Wholesale and Retail, Transportation and
Accommodation sector, accounted for a contribution of 6.3 percentage
points to GVA growth. An in-depth analysis of the local tourism industry
is provided in Box 1.1. The lowest contribution to GVA was recorded in
the Agriculture and Fishing sector, which remained almost unchanged
from the previous year.

1.3.1 Manufacturing Performance

The performance of the main sub-sectors within manufacturing
during the six months to June 2019 is analysed and compared to the
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Chart 1.3
Contribution to Growth in Gross Value Added

percentage points
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developments recorded during the same period a year earlier. Moreover,
Chart 1.4 provides an assessment of the change in GVA of the different
sub-sectors within the manufacturing industry.

GVA growth in the Manufacturing sector stood at 2.7 per cent during
the first six months of 2019. This subdued growth rate was mainly
underpinned by a decline in the growth rate in the manufacture of
computer, electronic, electrical equipment and transport equipment
sub-sector.

During the first six months of 2019, the manufacture of furniture, other
manufacturing, repair and installation of machinery and equipment
recorded a 5.3 per cent growth rate in GVA, whereas the manufacturing
of wood, paper, printing, chemicals and pharmaceutical products
recorded a marginally higher growth rate than that recorded in the
same period last year, reaching 7.9 per cent. Moreover, the manufacture
of rubber, plastic products and other non-metallic mineral products
sub-sector also recorded a considerable increase of 8.7 per cent
in the first six months of 2019. However, declines were recorded in
the manufacture of computer, electronic, electrical and transport
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Chart 1.4
Sectoral Developments in GVA - Manufacturing
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equipment, and to a lesser extent, in the manufacture of the food and
beverages and the manufacture of textiles, wearing apparel and leather
products sectors.

1.3.2 Regional Developments (Gozo)

According to the latest available data, that of 2017, GDP at market prices
in Gozo stood at €473.4 million, a share of 4.2 per cent of the national
level. The contributions of Public Administration and Defence (NACE
0O-P-Q), Real Estate (NACE L) and Construction (NACE F) sectors to
GVA in Gozo were higher than Malta’s shares by 8.9 percentage points,
4.5 percentage points and 4.4 percentage points respectively. On the
other hand, Gozo’s shares were lower in the Arts, Entertainment and
Recreation (NACE R-S-T-U), financial and insurance activities (NACE
K) and information and communication (NACE J) sectors by 12.5
percentage points, 4.4 percentage points and 2.6 percentage points
respectively.

The increase in GVA recorded in Gozo during 2017, which stood at 10.9
per cent, was primarily underpinned by the growth rate recorded in the
NACE M-N with a contribution of 4.6 percentage points. The second
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Chart 1.5
Sectoral Shares by Region (GVA)
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30
25

20

o@?ﬂﬂ 1.

0Gozo and Comino 2016 B@Gozo and Comino 2017 @ Malta 2017

o

=

B+D:
G+H+l
M+N
O+P+Q
R+S+T+U

Source: National Statistics Office

largest contribution was recorded in the wholesale and retail trade;
repair of motor vehicles and motorcycles; transportation and storage;
accommodation and food service activities (NACE G-H-I) sectors at 2.1
percentage points. The sectors recording a negative, albeit marginal,
contribution were the agriculture, forestry and fishing (NACE A) and
the mining and quarrying; electricity, gas, steam and air conditioning
supply; water supply; sewerage, waste management and remediation
activities (NACE B-D-E) sectors with a drop of 0.2 percentage points
in total (Chart 1.6).

1.3.3 Contributors to GVA

On the output side, GVA is defined as the value of all newly generated
goods and services (i.e. output) less the value of all goods and services
consumed in their creation (i.e. intermediate consumption). Chart 1.7
illustrates the year-on-year growth in GVA and the evolution of the
main contributors to this growth over time. One can clearly see, that
it is output that is mainly driving GVA growth in Malta and not the
reductions in intermediate consumption. Furthermore, the ratio of
intermediate consumption to output is on a downward trajectory. This
indicates that in the Maltese economy, intermediate costs are rising
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more slowly than turnover, which points to the possible presence
of economies of scale or the evolution to a less resource-intensive
structure as the economy transitions further towards services.
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Box 1.1 cont.

More tourists are opting for non-package travel, with the share
standing at 69.5 per cent of total tourists during the period
January to July 2019. This is 5.0 percentage points higher
than the share recorded in 2018. Increases in the number of
tourists residing in all accommodation types were noted in the
January-July period, nevertheless the share of tourists residing
in collective accommodation establishments remains on a
downward trajectory, reaching 64.0 per cent in 2019.

Chart 3
Tourist share by type of accommodation
Jan-July 2019
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Source: National Statistics Office
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1.4 Gross Domestic Product: Income
Approach

In the first half of 2019, compensation of employees reached €2.6
million with the growth being mainly supported by an increase in
employment of 5.6 per cent. The increase in absolute values for
compensation of employees was broad-based with no exceptions. From
a sectoral perspective, the largest percentage increase in compensation
of employees during this period was registered in real estate activities,
which increased by 17.6 per cent. The second and third largest growth
rates were recorded in the construction industry followed by the arts,
entertainment and recreation sector. These increments stood at 11.6
and 11.3 per cent respectively. (Chart 1.8).

The factor distribution of income gains in the first half of 2019 was
somewhat less balanced when compared to the same period last year,
with the compensation of employees rising by 5.7 per cent whilst gross
operating surplus and mixed income rising by 9.5 per cent.

Meanwhile, revenue from taxes on production and imports did not
increase at a faster rate than the GDP growth, while the growth rate

Chart 1.8 q
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Chart 1.9
Factor Distribution of Income Gains
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of subsidies was higher in the first half of 2019 compared to the
corresponding period last year. Developments factor distribution of
income gains in the first six months of both 2018 and 2019 are shown
in Chart 1.9.

1.4.1 Gross National Income

Gross National Income (GNI) is calculated by adjusting GDP at market
prices for net compensation received from or paid to the rest of the
world, subsidies less taxes from/to the rest of the EU and net income
property from the rest of the world. GNI represents the total primary
income receivable by resident institutional units, irrespective of where
that income was generated. In the last 5 years, GNI was smaller than
GDP as the return to foreigners on their domestic investment exceeded
the returns generated abroad by domestic nationals.

The largest portion of this return to foreigners is attributable to Net
Property Income, which includes the profits generated in Malta by
foreign owned companies. This category has seen a sharp increase in
2016 but has increased at a more moderate pace thereafter.
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Net property income paid abroad in the first half of 2019 amounted
to €535.8 million, a 22 per cent increase from the amount registered
in the same period in 2018. Net compensation of employees from the
rest of the world is also increasing rapidly as more firms are choosing
to employ more foreign workers to mitigate the shortage of labour in
Malta. As such, net payments abroad of compensation of employees
have increased from €9.3 million in the first half of 2016 to €23.6 million
in the first half of 2019 (Chart 1.10).
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1.5 Inflation

1.5.1 International Comparison

In August 2019, Malta’s 12-month moving average rate of inflation as
measured by the Harmonised Index of Consumer Prices (HICP) stood
at 1.7 per cent, whereas the annual rate was 1.9 per cent during the
same month.

The main contributors to the 12-month moving average rate of inflation
were the Food and Non-alcoholic Beverages Index and the Restaurants
and Hotels Index with contributions of 0.58 percentage points and

Economic Survey October 2019

21



22

Economic Survey October 2019



0.52 percentage points respectively (Chart 1.12). The contributions of
the other indices tallied to 0.55 percentage points.

1.5.2 Retail Price Index

The official rate used to compute the Cost of Living Adjustment (COLA)
is the 12-month moving average rate of inflation as measured by the
Retail Price Index (RPI). To be noted that the weight composition of
the HICP and the RPI is different.

During the twelve months till August 2019, the 12-month moving
average rate of inflation as measured by the RPI stood at 1.73 per cent
(Chart 1.13).

The Food sub-index brought about the largest upward impact on
the 12-month moving average rate of inflation in August 2019, with
a contribution of 0.97 percentage points. This contribution was
mainly driven by developments in the prices for take-aways, bread
and vegetables. The second highest contribution was recorded in
the Transport and Communication sub-index at 0.29 percentage
points, mainly on the back of price developments in fuels, bundled
telecommunication services and motor vehicles.

Economic Survey October 2019

23



The only sub-index that showed a negative contribution in August
was Clothing and Footwear, mainly due to price decreases in women’s
garments.
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2. Labour Market and Social
Developments

2.1 Introduction

The Maltese Labour market continues to perform strongly on the back
of a buoyant economy, particularly in the services sector, while the
unemployment rate remains one of the lowest in the European Union
(EU). The at-risk-of-poverty or social exclusion rate has continued to fall
while the measures of income inequality remain below the EU average.

2.2 Labour Supply

2.2.1 Dependency Ratio

In 2018, the population in Malta totalled 493,559, up by 3.8 per cent
when compared to 2017. Such an increase reflects improvements in
life expectancy and also increases in inward migration. The share of
people aged 65+ out of the total population stood at 18.7 per cent in
2018, whereas the share of the working age population, which had
previously been declining, is slowly stabilising, reaching 67.6 per cent
in 2018.

The developments in the dependency ratios shed light on the dynamics
of the ageing process, by relating the number of individuals that are
likely to be ‘dependent’ - youths and the elderly - on the support
of others for their daily living to the number of individuals who can
provide such support. Key indicators of age dependency are the old-
age-dependency ratio (OADR - showing persons aged 65 years or
more in relation to the number of individuals aged 15-64 years), the
ageing of the aged ratio (80+ age bracket as a percentage of the 65+
age bracket) and the economic old-age dependency ratio (inactive
population aged 65+ as a percentage of the employed population
15-64).

While both the old age dependency ratio and the ageing of the aged
ratio have continued to increase, the economic old age dependency
ratio is on a declining trend. Improved employment rates, particularly
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for women and older workers, as well as the positive net migration of
people of working age are all contributing to ease pressure stemming
from rising old-age dependency.

2.2.2 Regional overview

The population in Gozo increased by 2.0 per cent in 2018, the highest
rate recorded since 2012. The share of Gozo’s population in relation
to the total population stood at 6.8 per cent in 2018, O.1 percentage
point lower than the rate recorded in the previous year. Furthermore,
the share of the population that is 65+ stood at 21.9 per cent, 3.4
percentage points higher than the share recorded in Malta. This is also
reflected in the old-age dependency ratio of Gozo which stood at 33.5
per cent in 2018, 6.3 percentage points higher than the rate in Malta.

2.2.3 Net Migration

Net migration (immigration less emigration) increased by 16.5 per cent
when compared to the previous year, reaching a total of 17,102 persons
by the end of 2018. Third-country nationals accounted for the largest
share of net-migrants at 9,209 followed by other EU nationals at 7,349.

Chart 2.3
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2.2.4 Labour Supply

According to the Labour Force Survey (LFS), overall activity rates
stood at 74.9 per cent in the first quarter of 2019, an increase of over
2 percentage points when compared to the corresponding quarter of
the previous year. This is 1.2 percentage points higher than the rate
recorded at EU level in the first quarter of 2019.

A closer look at the developments in the activity rates between the
first quarter of 2018 and the same period in 2019, shows that for the
age group 15-24, activity rates declined for both males and females,
as more young people opted to continue their education. All other
categories reported increases for both genders with the strongest
rise being recorded for people aged 25-64. Of significance is the rise
in female activity rates for this age bracket which increased by more
than 5 percentage points.

2.3 Labour Market Outcomes

During the first quarter of 2019, the number of employed persons (aged
15-64) increased by around 13,000 reaching an employment rate of 72.2
per cent out of the total working age population. This remains higher
than the average rate recorded across the EU. The highest employment
rates observed are for people aged between 25 and 54, where out of
every 100 individuals in that age bracket, 86.7 were in employment.

Significant improvements have been recorded in female employment
rates, nevertheless they are still lower than those for males by almost
20 percentage points. The gender gap is observed to increase with age,
ranging from a narrow gap of 1.4 percentage points for the 15-24 age
bracket to 34 percentage points difference for those aged between 55
and 64 years, thus supporting the idea there is a cohort effect underway
conditioning trends in female participation in the labour market.

Administrative records from Jobsplus show that the sectors
contributing mostly to full-time employment growth included the
Professional, Scientific and Technical Activities (1.4 percentage points),
Accommodation and Food Services Activities (0.8 percentage points)
and Construction (0.8 percentage points). Together, these sectors
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made up almost 40 per cent of the increase in full-time employment
in the private sector.

The market services contributed 6.5 percentage points in March 2019
while the contribution of direct production has remained stable at 1
percentage point.

The contribution of Construction to the growth in private sector
employment in direct production reached almost 1.0 percentage point
while that of Manufacturing stood at 0.1 percentage point in March 2019.

In March 2019, the contribution of the Retail sector increased to 0.5
percentage points in the market services sub-category, with the
contributions from the other sectors either decreasing marginally or
remaining stable.

Almost one in every five Europeans working in Malta is engaged in the
Arts, Entertainment and Recreation sector and more than one in every
five engaged with the Administrative and Support Service Activities
sector in Malta is a third-country national. The Administrative and

Chart 2.6
Employment Growth and Employment Rate
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Support Service Activities sector employs the largest share of foreign
workers at 14.6 per cent. Followed by the Accommodation & Food
Service Activities and the Arts, Entertainment & Recreation which
employ 12.6 per cent and 12.5 per cent of the full-time foreign workers
in Malta respectively.

Unemployment rates have continued to decline even further reaching
3.4 per cent at the end of the second quarter of 2019, 0.4 percentage
points lower than the corresponding period in 2018. Both female and
male unemployment rates, at 3.7 per cent and 3.2 per cent respectively,
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are well below the EU averages of 6.0 per cent and 6.4 per cent
respectively.

2.4 Sectoral Wages - Collective Agreements

This section illustrates the development in the average weekly wage
rates based on collective agreements as deposited with the Department
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of Industrial and Employment Relations, covering the period between
August 2018 and August 2019.

As at August 2019, the weighted average weekly wage for all firms
stood at €369.77 (Table 2.2). The highest average weekly wage for this
period was recorded in the Financial and Insurance sector (€602.51),
while the lowest was recorded in the Accommodation and Food
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Service Activities sector (€278.78). The lowest reported average wage
was recorded at Level 1under Other Services sector (€209.79), which
includes, among others, repairs of computers, hairdressing services
and funeral services. The highest average wage was recorded in the
Financial and Insurance sector under Level 3 at €764.23.

Table 2.3 shows the percentage changes in average weekly wages
between August 2018 and August 2019, while Chart 211 illustrates the
contributions to these sectoral growth rates. The weighted average
increase for all firms stood at 2.4 per cent, mainly underpinned by the
growth in Level 2 wages (1.05 percentage points).

Wages in direct production increased by €713 (2.22 per cent) on
average mainly driven by Level 2 wages (1.18 percentage points). The

Chart 210
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Box 2.1

Collective Agreements Methodology

The sample used in this exercise comprises 141 firms employing
59,610 full-time employees, with 35 firms engaged in direct
production and employing 8,354 individuals, the remaining 106
firms operate in the services sector with 51,256 employees. The
total coverage ratio is 34 per cent of total employment. The
weekly wages are divided into three distinguished levels as
per International Standard Classification of Occupation (ISCO-
08) ten-skill level groups excluding military occupation. ISCO
is a system of classification and aggregation of occupational
information under the International Labour Office (ILO). Level
1 includes ISCO major group 9, which reflects elementary
occupations. Level 2 includes ISCO major groups 4 to 8 referring
to clerk, service and sales workers, skilled agricultural and fishery
workers, craft and related trades workers, and plant and machine
operators and assemblers. Lastly, Level 3 includes ISCO major
groups 1to 3 covering managers, senior official and legislators,
professionals, technicians and associate professionals.

In this analysis, definite contracts of employment are not
considered and any employment benefits over and above the
basic wage such as production bonuses, overtime payments,
social security and allowances and other non-wage incomes,
are excluded. This source of non-wage income can be quite
significant for some sectors of employment, such that the
employees’ actual average weekly remuneration might be higher
than that reported in this study.

The results presented - comparing the figures for 2019 with those
of 2018 - are directly comparable since the analysis is based on
the same employment weighting structure and sample of firms.
Hence, the difference represents the actual change in wages
over the year. However, the wage estimates are not directly
comparable to those published in previous Economic Surveys.
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Box 2.1 cont.

Comparability is hampered by the methodology and sampling
procedure adopted (mainly the inclusion of additional firms and
exclusion of others). Thus, the individual firms' weighting in each
category would change reflecting the changes in employment
levels. The average wages rate may also change due to the
reclassification of grades of a new collective agreement.

average wage in the Services sector increased by €9.01 (2.4 per cent),
primarily underpinned by Level 3 wages with a contribution of 1.09
percentage points.

The sector which recorded the highest percentage increase across
levels, was the Other Manufacturing, and Repair and Installation of
Machinery and Equipment at 3.09 per cent in which most of the workers
are classified under Level 2.

Level 1 wages in the Arts, Entertainment and Recreation Activities
recorded the highest overall percentage increase at 4.39 per cent.
For Level 2, the highest increase was 3.36 per cent for Administrative
and Support Service Activities whilst for Level 3, the highest increase
was 3.77 per cent for Manufacture of Textiles, Apparel, Leather and
Related Products Activities.

2.5 Social Conditions

The following section provides an analysis of household income,
disposable income, as well as poverty and social exclusion.

2.5.1 Average Household Income

During 2018, the Maltese average household income has continued to
improve converging steadily towards the EU28 average as shown in
Chart 2.12. Malta’s average household income as a proportion of the
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Average Household Income
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Euro Area (EA) average has increased by nearly 18 percentage points
since 2008; from 59.0 per cent in 2008 to 76.9 per cent in 2017. A
similar positive and converging trend is also observed when comparing
to the EU average.

2.5.2 Income Distribution

Although the average household income in Malta is lower than the EU
average, both the income quintile share ratio and the Gini coefficient
indicators suggest that Malta has a relatively fair distribution of income
when compared to the EU average. The income quintile share ratio
(S80/S20) has been stable indicating that income of the wealthiest
20 per cent of the population is on average 4.3 times higher than
the income of the bottom quintile. The gap decreases to 3.1 times for
persons aged 65 and over. The Gini coefficient, after social transfers, has
also remained relatively stable, hovering around 28. At EU level, both
ratios are higher, indicating that income inequality is less pronounced
in Malta. Furthermore, the gap between the values of EU28 and Malta,
have also slightly increased during 2017, indicating a further relative
improvement for Malta.
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Income Distribution

Table 2.4
EU Malta
2017 2017 2018
S80/S20 ratio 5.1 4.2 4.3
Gini-coefficient 30.7 28.2 28.7

2.5.3 Poverty and Social Exclusion

The principal headline indicator of the Europe 2020 targets on poverty
and social exclusion is the people at-risk-of-poverty-or-social-exclusion
(AROPE) rate. The AROPE provides the share of persons who are
either at-risk-of-poverty, severely materially deprived or residing in a
household with low work intensity.

The AROPE for Malta stood at 19.0 per cent in 2018, which is the lowest
AROPE rate registered over this past decade. According to the latest
data available, in 20177, Malta’s AROPE was more than 3 percentage
points lower than the rate recorded at EU level. This gap has been
consistent over time.

The at-risk-of-poverty (ARP) rate before social transfers stood at 23.6
per cent in 2018 for Malta. In the EU, the rate was 23.7 per cent in 2017,
with Malta’s corresponding rate standing at 22.8 per cent. After the
inclusion of social transfers, the ARP rate for Malta, which is one of
the components of the AROPE rate, dropped by nearly 7 percentage
points to 16.8 per cent in 2018 (0.1 percentage points higher than 2017).
A similar drop was noted for the EU in 2017.

In 2018, the severe material deprivation rate (SMD) among persons
living in households was equal to 3.0 per cent, 0.3 percentage points
less than the rate in 2017. This drop was mainly due to improvements
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in the households' ability to: spend one week's annual holiday away
from home; and face unexpected financial expenses.

Similarly, the share of persons residing in a household with low work
intensity (LWI) decreased from 7.1 per cent in 2017 to 5.5 per cent in
2018.

Footnote:

"EU data for the year 2018 is not available.
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3. International Trade and the
Balance of Payments

The central focus for this Chapter will be the external sector and is
structured as follows:

1. Analysis of international trade in goods data;

2. Balance of Payments and the Net International Investment position;
and

3. Exchange rate analysis.

3.1 International Trade

In 2018, the total value of imported goods amounted to €6,265.2 million
while exports of goods totalled €3,331.2 million. Consequently, during
2018, total imports recorded an increase of €139.7 million, whereas
exports decreased by €376.5 million, thus resulting in a widening
of the visible trade gap amounting to €2,934.1 million (Chart 3.1). In
percentage terms, imports increased by 2.3 per cent while exports
decreased by 10.2 per cent. Mineral fuels, lubricants and related
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materials underpinned the rise in imports with a contribution of 2.8
percentage points to the overall increase recorded in 2018. This was
followed by chemicals with a contribution of 1.3 percentage points,
whereas the contribution of machinery and transport equipment was
in negative territory at 3.8 percentage points. Mineral fuels, lubricants
and related materials brought about the biggest drop in exports with a
negative contribution of 11.6 percentage points. This was partly offset
by the increase in exports attributable to miscellaneous manufactured
articles with a positive contribution of 2.9 percentage points.

Between January and July of 2019, the negative trade gap in the
visible trade amounted to €2,451.1 million, €675.0 million higher than
the corresponding period of 2018. This was mainly brought about by
an increase in the importation of machinery and transport equipment
with a contribution of 19.0 percentage points (Chart 3.2). To be
noted, that the mineral fuels, lubricants and related materials partially
offset the impact of this increase, with a negative contribution of 1.9
percentage points. The same category contributed negatively (-4.5
percentage points) towards the overall drop of 1.35 per cent in exports
as well. Nevertheless, this effect was mitigated by the developments
in miscellaneous manufactured articles and chemicals with positive

Chart 3.2
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contributions of 2.0 percentage points and 1.6 percentage points
respectively.

In the first seven months of 2019, the share of imports from European
Union (EU) countries amounted to 66.8 per cent of total imports
whereas the share of exports to the EU stood at 50.1 per cent of total
exports. It is to be noted, that these are the highest shares registered
since 2014.

3.1.1 Current Account

The current account surplus expressed as a percentage of Gross
Domestic Product (GDP) averaged 7.3 per cent over the past four
years (Chart 3.3). The balance in 2018 reached 11.3 per cent of GDP. In
the first half of 2019, the surplus expressed as a percentage of GDP
stood at 8.0 per cent. Malta’s surplus is supported by a strong positive
external trade balance.

3.1.1.1 Goods and Services

The goods and services balance makes up a substantial part of the
current account surplus. The goods and services balance has been

Chart 3.3
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constantly positive due to the very strong net export balance in the
services account, which offset the net import balance in the goods
account, as illustrated in Chart 3.4.

The global economic recovery following the financial crisis has led to
an increased demand for Malta’s exports. A more diversified economy
underpinned by the transition to a service-based economy, resulted in
improvements in competitiveness.

When comparing the first half of 2019 with that of 2018, the overall
goods and services’ surplus dropped slightly by 2.1 percentage points
mainly due to a decrease in the net export services balance and a
concomitant increase in net import goods balances.

The disaggregation of the services balance, as shown in Chart 3.5,
suggests that the services net export balance is strongly affected
by the developments in the net exports of the personal, cultural and
recreational services sector. The net import balance of other business
services (which is mostly made up of professional and management
consulting services) was 17.1 per cent of GDP in 2018.

Chart 3.4
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In the first half of 2019, there was a slight drop in the services net
export balance when compared to the corresponding period in 2018.
This is primarily due to higher net imports of other business services
(Chart 3.6).

The growth in exports observed in the first half of 2019 is mostly
attributable to the travel and the personal, cultural and recreational
services sectors, with a value of 7.4 per cent and 6.9 per cent
respectively.

3.1.1.2 Primary Income Account

The primary income account consists of income transfers which mainly
refer to either compensation of employees; direct, portfolio and other
investment income, as well as other primary income. Investment income
accounts for most of the changes when it comes to the primary income
account. When comparing the first half of 2018 with 2019, the primary
balance remained in a net payment balance, but increased due to an
increase in net payment of investment income.

A disaggregation of the investment income component shows that
direct investment net payments stood at 73.6 per cent of GDP. From

Chart 3.7
Primary Income Account Components
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the first half of 2018 to 2019, a fall of 5.6 percentage points of GDP
is registered. Throughout the first half of 2019, Portfolio Investment
net income receivables experienced a fall of 7.5 percentage points,
contributing mostly to the difference in the primary income net
payment balance when compared to the first half of 2018.

3.1.1.3 Secondary Income Account

The secondary income account is a relatively smaller component of
the current account. It shows current transfers between residents and
non-residents which do not relate to income derived from an economic
activity.

The basic composition of the secondary income account can be seen
in Chart 3.8. In the first half of 2019, the secondary income balance
dropped slightly by 0.4 percentage points since both the receipts and
payments dropped when compared to the corresponding period in
2018.

Chart 3.8
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3.1.2 Capital and Financial Account

3.1.2.1 Capital Account

The capital account within the balance of payments shows movements
of non-financial assets between Malta and the rest of the world.
This account is divided into acquisitions (and disposals) of tangible
assets and capital transfers by either the Government or the private
sector. Chart 3.9 shows that net acquisitions of non-financial assets
were negligible over the past few years. The main item in the capital
account related to net inflows of capital transfers related to other
capital transfers made by Government. When comparing the first two
quarters of 2019 with those of 2018, an increase of 0.6 percentage
points can be observed.

3.1.2.2 Financial Account Flows

The financial account records the inflows and outflows of financial
assets and liabilities. It is divided into direct investment, portfolio
investment, financial derivatives and other investment. Chart 3.10 shows
the main balances for each of these subcomponents.

Over the past few years, direct investment in Malta has been in a net
borrowing position since acquisition of financial assets from abroad has

Chart 3.9
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Chart 3.10
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been on a constant negative trend, while the net incurrence of liabilities
has been consistently positive. This means that foreign companies are
engaging in direct investment in Malta. The general trend for direct
investment can be observed in Chart 3.10.

Portfolio Investment is also an important component in the Maltese
balance of payments. Portfolio investment includes investments in debt
or equity securities in another economy other than those found in direct
investment. In Malta’s case, portfolio investment is in a net lending
position meaning that Maltese companies are investing in foreign
assets especially in the form of equity and investment fund shares
coupled with debt securities. The net acquisition of financial assets
of portfolio investment have been consistently positive, though such
acquisitions have declined in 2018 when compared to the previous year.
The incurrence of liabilities has also increased, though to a much lesser
extent. The overall strong net lending position in portfolio investment
helps in offsetting the net borrowing position in direct investment.

The other investment category is a residual component which includes
all those investments which do not qualify in either of the above
categories. It may include currency and deposits, other equity, trade
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credits and other accounts receivable and payable. Chart 3.10 shows
that the other investment net lending balance has been on the increase
due to increases in net acquisitions of financial assets and a drop in
the incurrences of liabilities. Over the first half of 2019, there were no
significant discrepancies in other investment when compared to the
same period in 2018.

Financial derivatives are those securities whose value is derived from
the value of other assets. This category accounts for a very small
portion of the financial account and its influence over the rest of
the financial account is minimal. Over the past few years, Malta has
been acquiring assets of this type consistently whilst it has also been
incurring liabilities. The overall balance in 2018 was positive contrary
to previous years, meaning that Malta was a net lender in this aspect.

Overall, the markers (right hand side axis) in Chart 3.10 suggests that
the financial account has been in an overall net lending position thanks
to net lending positions in terms of portfolio and other investment.

3.1.3 Net International Investment Position

The Net International Investment Position (NIIP) statement shows the
stock of financial assets and liabilities held in Malta. It is directly related
to the financial account within the balance of payments which records
the flows associated with these stock balances. Chart 3.11 shows the
evolution of the NIIP for Malta, which has been in a net lending position
for more than a decade. A net lending position would suggest that
there are more foreign assets then there are foreign liabilities held in
Malta. Since the NIIP balance is essentially the asset stock less the
liabilities stock, the evolution of the overall NIIP can be best explained
by a decomposition of all these assets and liabilities as shown in Charts
3.12 and 3.13 respectively.

3.1.3.1 Assets

In terms of assets, Chart 3.12 shows that a large portion of the assets
being held in Malta are in the form of portfolio investment and, to a
lesser extent, direct investment. As at the second quarter of 2019, direct
investment assets held in Malta amounted to €73.9 billion, equivalent
to a reduction of 1.5 per cent between the second quarter of 2019
and 2015. Assets held in the form of portfolio investment were on an
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upward trend over the period under review, reaching €117.8 billion in
the first half of 2019. Likewise, other investment has also been on an
upward trajectory. These increases reflect Malta’s overall positive NIIP
indicator with consistently strong asset positions.

3.1.3.2 Liabilities

A substantial part of the liabilities held in Malta are in the form of direct
investment (81.1 per cent of all liabilities held as at the second quarter
of 2019). Furthermore, Chart 3.13 indicates that these stocks of direct
investment liabilities have been on an upward trend since 2015. As
at 2015, direct investment liability stocks stood at €161.6 billion and
increased to €197.6 billion, in the first half of 2019, an increase of 22.3
per cent. This significant increase in liabilities partially accounts for
the drops witnessed in the overall NIIP balance (Chart 3.13). Between
2015 and the second quarter of 2019, portfolio investment liabilities
increased, though to a much lesser extent (1.7 per cent), whilst other
investment liabilities decreased by 20.2 per cent.

3.1.4 Savings and Investment Gap

A rising current account surplus would suggest domestic savings are
financing domestic investments in the form of net foreign assets. This
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is visible in Chart 3.14, where the current account inverse (or the net
lending position) has been increasing over the past few years. This is
indicative of a strong economy which is also investing in foreign assets.

In terms of investment in the domestic economy, the private investment
was 16.0 per cent of GDP in 2018.

3.2 Exchange Rate Developments

Movements in exchange rates have economywide implications ranging
from influencing international trade flows, to impacting the real return
of an investor’s portfolio. Consequently, exchange rate developments
have a bearing on economies, firms and consumers, thus affecting both
the real, as well as the financial sectors of an economy.

3.2.1 Euro exchange rate movements

Chart 3.16 shows the developments in exchange rate markets since
the end of 2016, portraying an indexed Euro exchange rate against
the three major currencies, namely the US Dollar, UK Sterling and the
Japanese Yen. The Euro appreciated by 17.0 per cent against the US
Dollar between December 2016 and March 2018. However, since then,
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the Euro has depreciated by 7.7 per cent to reach US $1.14 by the end
of 2018, partly reflecting the growing divergence between the Euro
Area (EA) and the United States (US) monetary policy. The Euro to US
Dollar exchange rate was relatively stable in the subsequent months
hovering around a value of US $1.13 till August 2019. From a longer-term
perspective, the exchange rate was trading at 10.5 per cent below its
10-year average level of US $1.24.

In the meantime, the UK Sterling has weakened against the Euro, partly
as a result of the uncertainty brought about by the Brexit negotiations.
Indeed, since December 2016, the Euro has appreciated by 8.4 per cent
against the UK Sterling and in August 2019 the exchange rate stood
at £0.92. The value of the Euro against the UK Sterling as at the end
of August 2019 was trading at around 9.1 per cent above its 10-year
average level of £0.84.

Although the value of the Euro against the Japanese Yen in August 2018
was in line with the exchange rate trading in the first quarter of 2017,
the Euro had initially appreciated reaching a maximum of JPY137.15 by
February 2018, before gradually depreciating thereafter as a result of a
weaker economic activity and higher inflationary pressures experienced
by a number of EA Member States. The Euro against the Yen rate was
trading at JPY118.18 by the end of August 2019, and consequently from
a longer-term perspective, the exchange rate was trading at 4.5 per
cent below the 10-year average mark of JPY123.75.

3.2.2 Real Effective exchange rate

The real effective exchange rate (REER) is a weighted average value of
a country’s currency relative to the exchange rate of its main trading
partners adjusted for inflation. Chart 3.17 shows the developments
in the REER for Malta with respect to 42 trading partners using the
Consumer Price Index as deflator. The REER for Malta dropped after
2014, marking an increase in competitiveness relative to its main trading
partners. Over the last few years, the REER appreciated but remained
below the base year level (2010 = 100).

It is to be noted that the REER has one important limitation, in that the
weights are computed using solely trade in goods. This is especially
an issue for Malta given the importance of the services industry.
Hence, other indicators are generally utilised to assess Malta’s external
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competitiveness such as export market shares. Chart 3.18 shows the
evolution of export market shares for Malta with respect to goods
and services. The goods export market share has maintained a steady
value of 0.02 per cent, whilst the export market shares for services
has increased from 0.26 per cent in 2014 to 0.30 per cent in 2018. This
development shows that Malta has gained export competitiveness
relative to the rest of the world.
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4. Monetary Developments

Maltese monetary financial institutions’ (MFls) contribution towards
the stock of Euro Area (EA) Broad Money (M3) remained generally
steady for the period January-July 2019. This development ensued
despite an increase in overnight deposits. In addition, during the
same period, the contribution towards M3 of deposits with an agreed
maturity of up to two years was slightly negative, while the contribution
of deposits redeemable at notice up to three months was basically
negligible. Moreover, there has been a slight decline in net claims on
non-residents of the EA contribution, while the other counterparts
component contributed negatively, given its increase. The credit
counterpart partially offset these developments as it registered the
largest positive contribution towards Broad Money. Furthermore, in
view of the persistent and prolonged low interest rate environment,
depositors continued to be more inclined to hold highly short-term
liquid deposits.

4.1 Contribution of Resident MFis to EA
Monetary Aggregates’

In the first seven months of 2019, the contribution of Maltese resident
MFls to total monetary aggregates (M3)? of the EA remained stable
reaching €20,347.5 million when compared to €20,351.2 million
registered in December 2018. This slight decline resulted mainly from
lower debt securities up to two years initial maturity that cancelled
out the positive contribution stemming from an increase in overnight
deposits3. Chart 4.1 illustrates the main developments in these
monetary indicators. These figures reflect a general preference towards
maintaining highly short-term liquid money balances.

Between January and July 2019, narrow money (M1) reached €16,643.3
million, reflecting an increase of 4.6 per cent when compared to
the €15,904.3 million registered in December 2018. Driving this
development was a 3.8 per cent increase in overnight deposits during
the same comparative period, which reached a level of €15,437.8 million
in July 2019. Such figures portray Maltese residents’ deposits as the
main contributors to the developments in total overnight deposits. In
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addition, currency issued* increased noticeably by 17.2 per cent in the
first seven months of 2019, reaching €1,205.5 million.

In the first seven months of 2019, deposits redeemable at notice up to
three months decreased by 8.9 per cent when compared to December
of 2018, reaching €70.5 million in July 2019. During this period, three-
month deposits from Maltese residents declined, while those from
other EA residents increased noticeably. However, given their share,
the contribution towards intermediate money (M2) from both was
negligible. Over the same reviewed period, such developments have
been also complemented with a decrease of 4.5 per cent in deposits
with an agreed maturity of up to two years, which totalled €3,559.2
million in July 2019.

As illustrated in Chart 4.2, for the months of January to July 2019,
total resident deposits increased by 2.2 per cent when compared to
December 2018, reaching €17,852.8 million. This was mainly driven by
the positive contribution stemming from overnight deposits® which
increased by 4.0 per cent during the same period. However, there
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has been a noticeable decrease of 10.3 per cent and 6.1 per cent in
deposits redeemable at notice up to three months, as well as in two-
year maturity deposits respectively. Nevertheless, both contributions

were almost negligible due to their smaller share compared to overnight
deposits.

4.2 Contribution of Resident MFIs to
Counterparts to EA Monetary
Aggregates

Chart 4.3 portrays the developments in the contribution of resident
MFls to counterparts to EA monetary aggregates since the end of 2018.
Between January and July 2019, Maltese MFIs’ contribution to the EA
broad money stock (M3)¢ remained practically unchanged.

In the first seven months of 2019, the credit counterpart’ of broad
money reached €18,938.6 million, reflecting an increase of 3.5 per
cent when compared to December 2018. This was driven by increased
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Chart 4.3
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credit to Maltese residents, while credit to EA residents declined
marginally over the same period. In fact, in July 2019, credit to other EA
residents reached €4,762.1 million, remaining largely unchanged. Credit
to the private sector, which decreased by 7.0 per cent in EA credit
developments, was offset by an increase of 13.6 per cent in credit to
general Government during the same period, while lending to Maltese
residents increased by a total of 4.8 per cent, reaching €14,176.4 million
in July 2019. This was led primarily by a 4.9 per cent increase in credit
to the private sector, followed by a 4.4 per cent increase in credit to
general Government.

Growth dynamics in M3 are also affected by foreign capital from
outside the EA. The external counterpart of M3 represented by net
claims declined by 1.4 per cent between January and July 2019 when
compared to December 2018, reaching €5,384.0 million. The decline in
net claims on non-residents of the EA was complemented by a more
sizeable other counterparts net negative balance which expanded by
16.8 per cent during the first seven months of 2019, reaching €3,975.4
million. The decline in the net claims component reflects a slowdown
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in resident credit institutions’ liabilities to other EA banks with respect
to their claims on them, while the other counterparts® component
mainly reflects interbank transactions across the EA and contributes
negatively to M3.

4.3 Sectoral Credit Developments

Chart 4.4 portrays sectoral credit developments to Maltese residents,
excluding Government, over the recent years. In the first seven months
of 2019, the provision of loans to the private sector increased by 4.9
per cent from December of the previous year. This was mainly due
to an increase in loans granted to ‘households and individuals’ which
when compared to the same period a year earlier, increased by 5.4
per cent in the first seven months of 2019, followed by a significant
increase in ‘other’ loans category, which increased by 12.8 per cent.

Chart 4.4
Credit to Other Residents'
Loans by Economic Activity?
€ millions % change
12,000.0 7.0
o
10,000.0 &0
5.0
8,000.0
40
6,000.0
= 3.0
4,000.0 b
20
2,000.0 16
0.0 0.0
2016 (Dec) 2017 (Dec) 2018 (Dec) 2019* (Jul)

OHouseholds &individuals @Corporate BOther © Growth rates (RHS)

* provisional

' Credit to other residents consists mainly of loans and holdings of securities, including equities,
issued by the non-bank private sector and public non-financial companies, and financial derivatives.
Interbank claims are excluded. Data only include credit to residents of Malta.

2 Data presented is compiled in accordance with NACE Rev2.

3 Includes agriculture, mining & quarrying, public administration, education, health & social work,
community recreation & personal activities, extra-territorial organisations & bodies and non-bank
financial institutions

Source: Central Bank of Malta

Economic Survey October 20719

71



72

Chart 4.5
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Loans given to the ‘corporate’ category increased only by 0.5 per cent.
Chart 4.5 explores the sectoral composition of loans to the ‘corporate’
category from December 2016 to July 2019. In terms of their share and
contribution to the overall increase in credit, the largest contributions
between July 2017 and December 2018 stemmed from higher share of
loans to the ‘real estate, renting and business activities’ sector (+4.7
per cent), followed by smaller positive contributions from increases in
loans to ‘construction’ (+4.0 per cent), ‘hotels and restaurants’ (+5.5
per cent) and ‘manufacturing’ (+2.5 per cent). The increases in loans to
the aforementioned sectors was largely, albeit not completely, offset
by declines in credit to the other corporate sectors, most notably a
5.6 per cent decrease in loans to ‘wholesale and retail trade’ sector
followed by declines registered in ‘transport, storage & communication’
(-9.1 per cent) and ‘electricity, gas and water supply’ (-1.0 per cent).

4.4 The Money Market

The European Central Bank (ECB) plays a major role in sustaining
economic and financial stability throughout the EA. During the first six
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months of 2019, risks to economic growth were tilted to the downside,
leading to the weakening in economic growth prospects. Moreover,
the ECB’s Financial Stability Review of May 2019 noted that the low
interest rate environment of recent years had contributed to a build-
up of vulnerabilities in some segments of the corporate sector within
the EA.

In January 2019, the Governing Council of the ECB declared their
intention to continue reinvesting the principal payments from maturing
securities purchased under the asset purchase programme for an
extended period. The objective is that of maintaining favourable
liguidity conditions and an ample degree of monetary accommodation.
With the aim of preserving favourable bank lending conditions and
the continued transmission of monetary policy, in March of this year,
the ECB announced the launch of a new series of quarterly targeted
longer-term refinancing operations (TLTRO-III). This would allow
counterparties to borrow a portion of the stock of eligible loans at a
rate indexed to the interest rate on the main refinancing operations.
In addition, during the same month, the ECB also announced that the
Eurosystem’s lending operations will continue to be conducted as fixed
rate tender procedures with full allotment as a minimum until the end
of the reserve maintenance period starting in March 2021.

In March 2019, the ECB also announced that as of October 2019, it will
start publishing the Euro Short-Term Rate (€STR), which will consist
of a new overnight unsecured interest rate. Additionally, the ECB
announced it stands ready to further support private sector efforts in
the transition away from the Euro Overnight Index Average (EONIA)
by providing the computation of a one-off spread between the €STR
and EONIA. The spread will be calculated by the ECB according to
the methodology publicly recommended by the Working Group on
Euro Risk-Free Rates.

During May 2019, the ECB published its amendments to the
Eurosystem’s monetary policy implementation guidelines. Specifically,
the ECB aimed at harmonising the definition of agencies as issuers or
guarantors of debt instruments. Moreover, the amendments led the
transparency requirements of the European Union (EU) Securitisation
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Regulation to become part of a collateral framework. Other changes
included the phasing out of the use of rating tools from the general
framework for monetary policy operations.

In June 2019, the Governing Council reconfirmed that the interest
rate on the main refinancing operations and the interest rates on the
marginal lending facility and the deposit facility will remain unchanged.
The key ECB interest rates are expected to remain at their present
levels through the first half of 2020.

In July 2019, the Governing Council also outlined the need for a highly
accommodative stance for monetary policy noting that further action
would be considered if the medium-term inflation outlook continues
to fall short of the target range. In this context, the Eurosystem
Committees were tasked with examining various options. In September
2019, the Governing Council of the ECB announced that as from the
start of November 2019, net purchases will be restarted under the
asset purchase programme (APP). During the same month, a two-tier
system for reserve remuneration was also announced to support the
bank-based transmission of monetary policy.

Interbank rates, which are the rates of interest charged between banks
on short-term loans, generally indicate the risk appetite in financial
markets. The overnight rate remained stable throughout the first seven
months of 2019, registering at -0.37 per cent as at end of July 2019.
Both short-term and longer-term interbank rates have maintained
their low levels throughout the first seven months of 2019, while the
one-month, three-month, six-month and one-year rates edged further
downwards in June and July 2019. The three-month rates reached -0.36
per cent at the end of July, which is 0.04 percentage points less than
July 2018. One-year rates reported a decrease of 10 basis points in
July 2019 when compared to the same month a year earlier, standing
at -0.28 per cent at the end of July 2019.

The interest rates of EA interbank money markets have a bearing
on Maltese Treasury Bills, as they represent an alternative portfolio
investment opportunity for local investors. During the first eight
months of 2019, the Maltese Government issued €705.9 million worth
of Treasury Bills in the primary market. This level is €9.7 million lower
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than the level of Treasury Bills that were issued during the same period
in 2018. Yields in the primary market for Malta Treasury Bills did not
experience significant fluctuations during 2018, while secondary market
yields have all experienced an overall decline. During the first seven
months of 2019, yields in the primary market continued to remain
stable while those in the secondary markets reported overall decreases,
except for February 2019. As at July 2019, the yield on three-month
bills in the primary market stood at a negative rate of 0.36 per cent,
compared to a negative rate of 0.35 per cent in the same month a year
earlier. Meanwhile, while during the same period, the primary market
yield on one-year bills stood at -0.33 per cent, compared to a yield of
-0.29 reported in August 2018.

There were no trades executed in Treasury Bills for the period starting
January to August 2019 and the comparable period of 2018.

4.5 The Capital Market

During January-August 2019, the Maltese Government issued €180.0
million worth of stocks on the primary market, with redeemed stocks
totalling up to €175.9 million.

Newly-issued corporate bonds increased from €67.0 million as at
August 2018 to €238.0 million as at August of this year. Redemption
of corporate bonds registered at €90.0 million, that is, an increase of
€34.6 million for the period ending August 2019 when compared to the
same period a year earlier. No deductions were recorded as at August
2019; this was analogous to the developments reported in the same
period of 2018. Moreover, there were a total of €20.1 million worth of
rollovers between January and August 2019, as opposed to the first
eight months of 2018 where no rollovers had been recorded.

Chart 4.6 depicts secondary market trading activities related to
Government stocks. During January to August 2019, trading activity
rose from the same period of 2018. In fact, during the period under
review, there was an increase of turnover levels of 51.7 per cent, reaching
€201.0 million. During January to August 2019, the number of deals
increased to 5,374 in comparison to 4,571 for the same period of 2018,
reflecting an increase of 17.6 per cent. Trading was mainly concerned
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in two issues during the first eight months of 2019, namely: 2.1 per cent
MGS 2039 and 3.0 per cent MGS 2040, which respectively registered
1,254 and 527 deals. The Central Bank of Malta (CBM) transacted a total
value of €113.2 million in the local Government bond market during the
first eight months of 2019.

Secondary market indicators relative to the capital market are shown
in Chart 4.7. During the period January to August 2019, there was an
increase in the aggregate turnover for equities, the latter reaching
€66.5 million when compared to a level of €57.0 million registered in the
same period of 2018. During the first eight months of 2019, the Bank of
Valletta and BMIT Technologies plc share issues registered the largest
level of trading activity standing at 2,003 and 780 deals, respectively.

As at end of August 2019, the Malta Stock Exchange Share Index rose
to 9,769.8 when compared to 8,513.4 registered in the same period of
the previous year, thus representing an increase of 14.8 per cent. Market
capitalisation in the equity market increased from €4,180.2 million in
August 2018 to €4,807.4 million in August 2019.

Economic Survey October 20719



Chart 4.7
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By the end of August 2019, there was an increase in total market
capitalisation of €1,263.9 million reaching €13,097.2 million, when
compared to €11,833.3 million recorded in the same period a year
earlier. This increase was underpinned mainly by increases in the market
capitalisation for equities, MGSs and corporate bonds, whilst there was
a decrease in the Treasury Bills market capitalisation.

4.6 Deposit and Lending Rates

Chart 4.8 outlines the developments in deposits and lending rates, in
conjunction with the interest margin between their weighted averages,
as well as the ECB minimum bid rate. Throughout the first seven
months of 2019, the weighted average deposit rate remained relatively
stable at around 0.32 per cent, with the exception of a noticeable
increase in the last month to 0.41 per cent. In addition, the weighted
average lending rate hovered around the 3.50 per cent mark. The
overall spread between weighted average deposit and lending rates
followed a generally downward path throughout the first seven months
of 2019, reaching 3.05 per cent as at end July 2019. The ‘households
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Chart 4.8
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and individual’ and 'non-financial companies’ lending rates declined
only marginally by 0.08 and 0.15 percentage points respectively by the
end of July 2019 when compared to the rate registered in the same
period ending July 2018. Throughout the period under review, the ECB
minimum bid rate remained unchanged at its zero rate.

Footnotes:

T Figures show the contribution of Maltese monetary financial institutions (MFls) to
the Euro Area (EA) totals, and include deposit liabilities to both residents of Malta and
other EA residents.

2M3-M2 comprises repurchase agreements and debt securities up to two years' maturity
issued by MFIs in Malta less holdings by MFls in Malta of such securities issued by MFls
anywhere in the EA. Figures also include Money Market Funds (MMFs) shares/units
issued less holdings in such units by MMFs and credit institutions resident in the EA and
holdings by non-residents of the EA.

3 Deposits with MFIs exclude interbank deposits and deposits held by central Government.
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4 Comprises the Central Bank of Malta's share of Euro banknotes issued by the
Eurosystem, plus coins issued by the Bank on behalf of the Treasury, less holdings of

issued Euro banknotes and coins held by the MFI sector.

5 Overnight deposits are deposits withdrawable on demand and exclude interbank

deposits and deposits held by central Government.

¢ This does not represent holdings of M3 by residents of Malta but rather the contribution

of MFls in Malta to the EA aggregate.

7 Credit includes, besides lending, claims in the form of debt securities and shares and

other equity.

8 Includes net interbank claims/liabilities within the MFI sector. These counterparts make

a negative contribution to M3.
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5. Public Finances

The general Government recorded a surplus of €235.6 million or 1.9
per cent of Gross Domestic Product (GDP) in 2018. In order to achieve
compliance with the provisions of the European System of Accounts
(ESA 2010), adjustments are carried out to the Consolidated Fund
data to include Extra Budgetary Units’ (EBUs) and local Government
accounts, and actual spending and revenue flows on an accrual basis.
On a cash basis, in 2018, the central Government’s Consolidated Fund
registered a deficit of €70.2 million. Chart 5.1 presents the developments
in the Consolidated Fund balance over recent years. The debt ratio
maintained its declining trend, reaching 45.8 per cent of GDP in 2018.

5.1 Consolidated Fund Developments

Unless otherwise stated, the analysis in this section is based on
Government finance data as classified in the statement of the
Consolidated Fund, where such data is defined on a cash basis rather
than on an accruals system. These data must be interpreted with
caution since developments in Government’s net financial position may
not fully reflect actual spending and revenue flows on an accrual basis.

Chart 5.1
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During the eight months to August 2019, recurrent revenue increased
by €446.1 million, whereas total expenditure increased by €359.0
million. Consequently, the Government’s Consolidated Fund balance
increased by €87.1 million to a surplus of €83.9 million. Meanwhile, the
public sector borrowing requirement decreased from €283.3 million to
€122.7 million reflecting developments in the sinking fund contribution
and direct loan repayments. Table 5.1 presents developments in
Government revenue and expenditure on a cash basis for the first eight
months of the period 2016-2019.
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5.1.1 Recurrent Revenue

During the first eight months of 2019, recurrent revenue increased by
16.3 per cent, mainly resulting from higher tax revenues. Developments
in the components of Government revenue for the first eight
months between 2016 and 2019 are presented in Appendix Table 5.1.
Furthermore, Chart 5.2 illustrates recent trends in the components of
Government revenue.

The share of Government revenue from taxes reached 89.2 per cent
of total recurrent revenue during the first eight months of 2019. Tax
revenue increased by 13.1 per cent, reaching €2,846.3 million during
the period under review, mainly underpinned by developments in
direct tax revenues, which increased by €213.8 million, while revenue
from indirect taxes increased by €115.6 million and non-tax revenues
increased by €116.6 million.

During the period January to August 2019, proceeds from income tax
increased by 16.3 per cent while social security contributions were
1.0 per cent higher. Developments in direct tax revenue reflect the
sustained economic growth path followed over recent years as well

Chart 5.2
Government Total Revenue
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as enhanced efficiency in revenue collection. Economic growth was
particularly influenced by tax-rich components, in particular, corporate
profits, a strong labour market performance and increased tourism
earnings. Meanwhile, higher social security contributions also reflect
the positive effect of various Government initiatives in the labour
market, namely measures encouraging female participation in the
labour market and reforms in social security including the taper of
benefits and making work pay which allowed for claimants to move
from dependency on social benefits to join the labour market.

During the eight months to August 2019, revenue from indirect taxes
increased by 11.4 per cent, reflecting higher revenue registered in all
the three components making up indirect tax revenue. Revenue from
Value Added Tax (VAT) increased by €98.5 million, supported by
increases in tourism spending and household consumption. Meanwhile,
revenue from Customs and Excise Duties and Licences, Taxes and Fines
increased by €9.3 million and €7.8 million, respectively. Higher revenue
from customs and excise duties largely reflects higher proceeds
from petroleum, cement, tobacco and machine-made cigarettes.
Furthermore, higher receipts from licences, taxes and fines mainly
reflect higher proceeds from gaming taxes and annual circulation
licence fees.

Non-tax revenue mainly comprises grants, fees of office, the transfer
of profits generated by the Central Bank of Malta (CBM) and
reimbursements. During the eight months to August 2019, non-tax
revenue increased by €116.6 million mainly reflecting higher revenue
amounting to €117.6 million from European Union (EU) grants and
mirroring payments on behalf of the EU with respect to projects co-
financed within the 2014-2020 financial framework. Miscellaneous
receipts increased by €11.8 million confirming higher premium
receivable from the sale of Malta Government Stocks. Revenue from
rents was €5.7 million higher, largely reflecting increased revenue from
rents of commercial tenements. Meanwhile, revenue from dividends
from investments declined by €11.9 million, being mainly underpinned
by lower revenue from dividends from public limited companies and
to a lesser extent, by lower receipts from the Identity Malta Agency.
Furthermore, revenue from the transfer of profits generated by the
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CBM declined by €8.0 million. These developments are within the
trajectory estimated for 2019.

5.1.2 Expenditure

Total Government expenditure increased by 13.1 per cent during the
eight months to August 2019, as recurrent expenditure increased by
€271.4 million and capital expenditure increased by €100.2 million.
Interest on public debt declined by €12.6 million. Chart 5.3 presents
the recent trend in the Government expenditure disaggregated by
components.

Recurrent Expenditure

Recurrent expenditure is classified under four categories, that include,
Personal Emoluments, Operational and Maintenance Expenditure,
Programmes and Initiatives and Contributions to Government Entities.
Of the increase in recurrent expenditure, 60.2 per cent was attributable
to the increases in the Programmes and Initiatives component.

The Programmes and Initiatives component refers to expenditure
that includes social transfer payments made in respect of ad hoc

Chart 5.3
Government Total Expenditure
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programmes run by Government, as well as subsidies, payments and
grants for the provision of services to citizens and to charitable and
private institutions, but excludes operational costs of Government
departments. It also includes payments of own resources as
contribution to the EU budget. During the first eight months of this
year, expenditure on Programmes and Initiatives increased by €163.3
million, mainly reflecting a higher contribution to the EU budget on
account of seasonal differences in the timing of when payments fall
due in 2019 compared to 2018, as well as due to an increase in Malta’s
2019 forecast Gross National Income (GNI). Higher outlays were
also recorded towards the State Contribution (which also features
as revenue) and on social security benefits, in particular, retirement
and widows’ pensions. It is noteworthy that higher outlays towards
social security benefits also reflect seasonal conditions in the timing
of payments. Higher expenditure in respect of the extension of the
school transport network, a transfer of €12.9 million to the Contingency
Reserve Fund, as well as higher outlays towards urban landscaping and
on medicines and surgical materials were registered.

Contributions towards Government Entities include the funding of
Government entities, Parastatals, Corporations and Authorities. Outlays
in this expenditure category amounted to €319.8 million for the period
January to August 2019, recording a €48.1 million increase over the
level recorded during the same period last year.

Personal Emoluments include all salaries and wages paid to elected
officials and civil servants, as well as any bonuses and supplements
paid to employees in excess of standard remunerations including any
allowances and overtime payments. During the eight months to August
2019, this category of expenditure increased by €44.0 million and
stood at €585.2 million, mainly underpinned by higher outlays directed
towards the health, education and national security.

Operational and Maintenance expenditure, which includes payments
for utilities, contractual services, materials and supplies, transport and
rent, increased by €16.0 million to €136.7 million during the first eight
months of 2019.
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Developments in Government’s recurrent expenditure on a cost centre
basis for the January to August 2019 period are presented in Appendix
Table 5.2. The nomenclature of Ministries and the cost centres referred
in this Chapter reflect the allocation of portfolios and assignment of
responsibility for Government Departments and Government Entities.
Thus, a direct comparison with data of past years is not always possible.

Social Security Benefits comprised 25.1 per cent of Government
recurrent expenditure during the first eight months of 2019, remaining
the major component of Government’s total recurrent expenditure.
Contributory benefits make up 82 per cent of social security benefits
that include retirement pensions, while the remaining 18 per cent
consist of non-contributory benefits, mainly social assistance, old age
pensions and children’s allowance. Welfare payments reached €669.0
million during the eight months to August 2019. Contributory benefits
increased by €21.6 million, largely reflecting higher outlays towards
retirement pensions. Meanwhile, non-contributory benefits declined
marginally to €119.7 million.

Analysis of Recurrent Expenditure by Functional
Classification

The structure of recurrent expenditure can be classified by the
main socio-economic functions of Government (according to the
Classification of the Functions of Government - COFOG). The different
economic functions are the general public service; defence, public order
and safety; economic affairs; environment protection; housing and
community amenities; health; recreation; culture and religion; education
and social protection. Developments in the main components of
Government expenditure for the main COFOG categories are presented
in Chart 5.4 and Appendix Table 5.3.

Over the medium-term, the main expenditure categories have remained
largely unchanged in terms of significance. Nevertheless, in spite of
higher nominal expenditure, the share of recurrent expenditure paid
out on social protection declined by 2.7 percentage points to 39.4 per
cent during the eight months to August 2019, when compared to the
same period in 2014. A drop of 0.7 percentage points is also noted in
the share of expenditure towards general public services (including
interest on public debt). Meanwhile, the share of recurrent expenditure
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Chart 5.4
Expenditure by Functional Classification
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spent on economic affairs and health increased by 1.7 percentage
points and 1.1 percentage points respectively in January to August 2019,
compared to 2014. Furthermore, the share of recurrent expenditure
on environment protection accounted for 2.2 per cent of recurrent
expenditure when compared to 1.2 per cent recorded in 2014,

Recurrent expenditure has increased by €271.4 million when comparing
the first eight months of 2019 with the same period in 2018, reflecting
higher outlays directed towards most expenditure categories. The most
significant expenditure increases were directed towards the general
public service (+€81.6 million), social protection (+€57.2 million), health
(+€42.2 million), economic affairs (+€26.3 million), education (+€25.9
million) and environment protection (+€23.5 million).

Capital Expenditure

During the eight months to August 2019, capital expenditure increased
by €100.2 million, comprising 10.1 per cent of total Government
expenditure. According to the latest available expenditure data by
economic function, during the January to August 2019 period, around
54 per cent of capital outlays were directed to the economic affairs
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category, followed by around 15 per cent of capital outlays directed
towards the general public services category. Meanwhile, education,
health, recreation, culture and religion, public order and safety and
environment protection, in aggregate accounted for around 29 per
cent of total capital expenditure.

During the period under review, higher capital outlays were
mainly recorded by the economic affairs (+€49.0 million) and
environment protection (+€29.1 million) sectors. Other less pronounced
developments were registered in the general public services (+€15.0
million), public order and safety (+€12.8 million) and defence (+€2.2
million) categories. These developments were in part offset by declines
recorded in the health (-€5.9 million) and recreation, culture and
religion (-€1.5 million) categories.

Total capital expenditure during the January to August 2019 period
totalled €313.0 million and is mainly financed from local funds.
Developments in total capital expenditure are underpinned by trends
in the nationally funded capital programme (excluding investment and
equity acquisitions), which increased by €44.4 million, to €206.8 million
during the period under review. Meanwhile, foreign funding increased
by €42.9 million, to €80.4 million, while the Malta local co-financing,
ineligible costs, funding gap and sponsorship component increased
by €13.0 million to €25.8 million.

5.2 Main Budgetary Developments

The Quarterly Accounts of general Government published by the
National Statistics Office (NSO) depict the Government’s fiscal
position using the updated ESA 2010 methodology. Under this system,
mandatory for all EU Member States, adjustments are carried out to
the cash balances of the Consolidated Fund transactions to include
all Government accounts, exclude all financial transactions, and
include accrual adjustments. Moreover, data pertaining to EBUs and
local councils are also included. It is therefore pertinent to note that
the data presented below is not comparable to that classified in the
statement of the Consolidated Fund as provided in other sections
of this Chapter. Nevertheless, conformity to the use of ESA 2010
methodology in line with the procedure defined in Article 104 of the
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Maastricht Treaty, allows for the international comparability of data
for reporting purposes.

In 2018, Malta reported headline and structural budget surpluses, in
line with the provisions of the Stability and Growth Pact. In 2018, the
general Government surplus stood at 1.9 per cent of GDP, exceeding
the surplus target of 0.5 per cent of GDP planned in 2018 Budget,
which was then subsequently revised to 1.1 per cent of GDP in the 2018
Update of the Stability Programme.

Medium-term targets consistent with both EU and national legally
bound requirements (i.e. the Stability and Growth Pact as well as the
Fiscal Responsibility Act) are determined on the basis of the structural
budget balance. This is the budget balance net of the effects of one-off
and other temporary measures and also net of the estimated cyclical
components of the budget. The structural balance reached a surplus
of 1.5 per cent of GDP in 2018, well above the medium-term objective
of a balanced budgetary position in structural terms.

During 2018, the general Government revenue-to-GDP stood at 38.7
per cent of GDP. The strong developments in the property market
and record labour market performance supported strong domestic
demand conditions, resulting in an increase in revenue from taxes on
production and imports mainly due to the positive developments in
VAT and taxes on financial and capital transactions. During 2018, lower
net revenue was transferred from income tax as a more efficient and
expedient administrative process of refunds reduced the amount of
funds transferred to central Government despite the increase in gross
receipts, thus rendering the results not directly comparable to 2017.

In 2018, the ratio of general Government expenditure to GDP
increased by 0.9 percentage points to 36.7 per cent. The increase
in the expenditure to GDP ratio mainly resulted from higher capital
expenditure, as gross fixed capital formation and capital transfers
increased by 1.2 percentage points of GDP. Higher capital expenditure
was directed to roads, the waste management, health and education
and included higher infrastructure expenditure financed from both the
EU and local funds. In addition, intermediate consumption increased
by 0.1 percentage point of GDP, reflecting increased outlays by EBUs,
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as well as higher contributions to government entities operating in the
energy, waste and financial sectors, and higher expenditure towards
health and residential care related activities.

Conversely, the ratio of social payments declined by 0.4 percentage
points due to various efforts conducted to improve the efficiency in
public spending, namely, the spending reviews and other consolidation
measures legislated in previous Budgets, particularly the tapering of
social benefits and the further extension of the retirement age in 2018.

Against the background of the ensuing low interest rate environment
and the Treasury’s debt management strategy, expenditure on
interest payments declined in both absolute and relative terms in
2018. Meanwhile, expenditure on subsidies and on compensation of
employees as a share of GDP remained relatively unchanged in 2018.
Developments in the latter reflect moderate increases in civil service
salaries, as well as less buoyant than planned recruitment.

5.2.1 Budgetary Developments during the first
half of 2019

The analysis in this section is based on general Government data in
ESA 2010 for the first quarter of 2019. Since actual data for the second
quarter of 2019 not fully available by the deadline date, provisional
data is used for the second quarter. It is worth noting, that due to
seasonal factors, a larger proportion of revenue and to a lesser extent
expenditure materialises in the last quarter of the year. As a result,
the in-year budgetary performance is not symmetrical between the
first half and the second half of the year. Seasonal patterns may also
vary from one quarter to the next due to the timing of payments and
receipts. Therefore, in-year deficit-to-GDP figures which measure the
in-year budgetary performance should be read with caution. Chart 5.5
presents public finance developments in accordance with ESA2010
methodology over recent years.

The general Government balance is estimated to have recorded a
deficit of €8.5 million during the first half of 2019.
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Chart 5.5

Public Finance Developments
(in accordance with ESA 2010 methodology)
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During the first half of 2019, revenue is estimated to have increased
by €144.6 million to €2,368.9 million, equivalent to 37.1 per cent of
GDP, mainly on account of higher tax proceeds and capital transfers
receivable. The positive developments in tax components is mainly
attributed to the buoyant state of the economy, including labour
market developments.

When compared to the first two quarters of 2018, during the first half
of 2019 expenditure increased by €266.2 million to €2,377.4 million or
37.2 per cent of GDP. Expenditure increases were most pronounced
for intermediate consumption, gross fixed capital formation, current
transfers payable and social payments.
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