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“Stabbiltà biex noħolqu l-ġid għal kulħadd” is the theme which
the new Government has chosen for its first pre-budget document.
It is a theme that embodies this Government’s economic stance
for this legislature.

FOREWORD

The new Government is wholly
committed to macro-economic
stability. A stability that gives
certainty to local and foreign
investors and that is conducive to
enterprise, the generation of wealth
and job creation. In furtherance of
this objective, the new Government
is addressing the country’s fiscal
deficit and debt levels, re-directing
the public sector - including key
state-owned enterprises - towards
renewed financial sustainability,
and also actively addressing key
challenging public policy areas that
require early attention.
The Government is intent on
delivering on its commitments. Work
is progressing at an energetic pace on
the implementation of its plans for the
energy sector. Plans that would result
in reduced and more competitive
prices for energy and water and
that would enhance our enterprises’
competitiveness and our households’
disposable income. Additionally, in
its first few months in office, the new
Government has already undertaken
a number of concrete initiatives in
support of our economy and with
a view of diversifying into new
economic activities.
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This document presents the
macroeconomic and financial
framework related to the
enhancement of Malta’s capacity
to grow, the attainment of fiscal
sustainability, the strengthening
of Malta’s international
competitiveness and the new
Government’s strategic policy
vision for the coming legislature.
We are confident in our ability to
deliver on our commitments to the
country. We are confident that, in
partnership with key stakeholders
and the people in general, we can
continue to move forward together.
We can continue to create a society
that empowers and creates the
right opportunities for all. We are
determined to create an
all-inclusive and fair society.
And we are determined that we
can achieve this together.

EDWARD SCICLUNA
Minister
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1.

ENHANCING MALTA’S
CAPACITY TO GROW

1.1

KEY GROWTH
FACTORS

The Maltese economy is a small, open, but well-diversified
economy that is highly exposed to international market forces.
Given the small size of its domestic market, the island’s economic
development model has relied extensively on an export-oriented
strategy that focuses on the generation of local investment
resources and the attraction of foreign direct investment. In terms
of economic structure, the main export-earning mainstays are
manufacturing, tourism and key service sectors including financial,
business, IT and remote gaming.
The main goal of the economic
policy programme of the Maltese
Government is that of attaining
a sustainable rate of economic
growth which would enable
the aspirations of the Maltese
population to be supported
while simultaneously ensuring
convergence towards the median
income and living standards of
the EU Member States.
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CHART 1.1

MALTA’S
POTENTIAL
OUTPUT
GROWTH
Forecast as at
mid-March 2013 and based
on a no-policy-change.
Source:
National Reform
Programme 2013

In concrete terms, this Government’s economic and fiscal strategy rests
on a number of key planks:
–

Raising potential output, in particular through productive capital
investment, raising skill and education levels, promoting lifelong
learning, and increasing labour force participation,

–

Ensuring that public finances are sustained and the burden of public
debt reduced,

–

Safeguarding the successes achieved by the Maltese financial sector,
and ensuring that it continues to follow rigorous practices,

–

Enhancing the competitiveness and transparency of the products and
services markets whilst strengthening consumer protection,

–

Prioritising the promotion of a diversified and balanced economy,

–

Ensuring that the public service is not only efficient and
cost-effective, but delivers a quality service.
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1.2

RECENT
ECONOMIC
DEVELOPMENTS

INTERNATIONAL SCENE

ECONOMIC GROWTH
According to the European Commission Spring 2013 Economic
Forecast, the growth of the world economy, excluding the EU,
averaged 3.0 per cent in 2012, down from 4.2 per cent recorded a
year earlier. The global economic performance in 2012 was affected
by the noticeable slowdown in the emerging market and developing
economies. Moreover, global trade decelerated during 2012 on the
back of weakening economic activity, notably in the Euro Area and
Japan. Growth in the US remained subdued whilst growth momentum
also slowed down in Asia. Economic performance across the Middle
East and North Africa mainly reflected the almost complete restoration
of Libya’s oil production and strong expansions in the Gulf Cooperation
Council countries on the one hand, as well as the ongoing political
transition and social unrest inherent in oil-exporting countries on the
other hand.

GROWTH PROSPECTS OF THE GLOBAL ECONOMY
Global economic prospects have improved but divergences are
expected in the various regions. The Commission predicts world
economic growth to remain close to the growth rate registered in
2012 with a slight improvement of 0.1 percentage points in 2013. The
forecasted world economic growth rate for 2014 is 3.8 per cent. A
similar outlook is projected by the IMF. The current subdued economic
performance mainly reflects weaker-than-expected domestic demand
and slower growth in a number of key emerging market economies, as
well as a more protracted recession in the Euro Area. Fiscal conditions
however, are expected to improve in the major advanced economies
although debt ratios are not expected to stabilise in the short-term.
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2011

2012

2013(f)

2014(f)

%
REAL GDP GROWTH

EU

1.6

-0.4

-0.1

1.4

Euro Area

1.5

-0.6

-0.4

1.2

USA
Japan

1.8

2.2

1.9

2.6

-0.6

1.9

1.4

1.6

3.1

2.6

1.8

1.7

2014

TABLE 1.1

KEY
ECONOMIC
INDICATORS
Source:
European Commission,
Eurostat, IMF

INFLATION

EU
Euro Area

2.7

2.5

1.6

1.5

USA

3.2

2.1

1.8

2.1

Japan

-0.3

0.0

0.2

1.8

EU

9.7

10.5

11.1

11.1

Euro Area

10.2

11.4

12.2

12.1

USA

8.9

8.1

7.7

7.2

Japan

4.6

4.3

4.3

4.2

World Trade Growth

6.0

2.5

3.1

5.4

-4.0

-3.4

-3.2

UNEMPLOYMENT

GENERAL GOVERNMENT BALANCE (% OF GDP)

EU

-4.4

Euro Area

-4.1

-3.7

-2.9

-2.7

USA

-10.1

-8.9

-6.9

-5.9

Japan

-8.9

-9.9

-9.5

-7.6

83.1

86.9

89.8

90.6

GENERAL GOVERNMENT DEBT (% OF GDP)

EU
Euro Area

88.0

92.7

95.5

96.0

USA

103.1

107.6

110.6

111.3

Japan

232.0

237.5

243.6

242.9
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GROWTH PROSPECTS IN THE EU
During the first half of 2013, low domestic demand - resulting
mainly from rising unemployment, tight credit conditions, ongoing
deleveraging in the private and public sector and uncertainty - is
expected to remain a drag on EU economic growth. EU economic
growth is expected to suffer a contraction of 0.1 per cent when
compared to 0.4 per cent recorded in 2012, while the Euro Area
economic growth is forecasted to suffer a contraction of 0.4 per cent,
being 0.2 percentage points less than that recorded last year.
Over the last two years, the Euro has depreciated by around 9.0 per
cent against the US Dollar and by approximately 3.6 per cent against
the British Pound. During the same period, the price of crude oil in
euro declined by 8.0 per cent.

LOCAL SCENE

ECONOMIC GROWTH
Real Gross Domestic Product (GDP) grew by 1.0 per cent during 2012,
with public consumption and net external demand being the major
contributors. Indeed, in real terms, government expenditure increased
by 5.0 per cent while exports increased by 6.0 per cent compared to
the 4.5 per cent increase in imports. Private consumption expenditure
registered a decrease of 0.2 per cent over the same period last year.
Gross fixed capital formation decreased by 4.3 per cent, reflecting a
fall in private investment. Currently, the investment ratio is still below
that observed before the onset of the 2009 crisis.
In nominal terms, total incomes grew by 3.3 per cent largely driven
by growth in employee compensation of 4.2 per cent. Operating
surpluses grew by 3.5 per cent. Noteworthy increases were registered
in the services sector particularly in the financial and insurance
activities, professional, scientific and technical activities and
administrative and support service activities. In contrast, notable
declines were observed in the construction, the real-estate activities
and the mining and quarrying and utilities sectors.
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Real GDP increased by 1.6 per cent in the first quarter of 2013. This
occurred in spite of estimated declines in both domestic and external
effective demand. Domestic demand is reported to have decreased
as a result of a decline in private consumption and gross fixed capital
formation of 1.8 per cent and 5.6 per cent respectively, coupled
by a negative growth rate of 3.0 per cent in public consumption
expenditure. The decline in external demand was reflected by a fall in
exports of goods and services. The balance or discrepancy between
the expenditure and income estimates of the GDP is grouped with
inventories which in this quarter accounts for the positive growth
referred to above.

LABOUR MARKET CONDITIONS

This table presents the main labour market indicators for the years
2012 to 2014. In 2013, employment growth is forecasted to decrease
marginally by 0.4 percentage points, to stand at 1.8 per cent. It is
expected to remain stable for the year 2014. The unemployment rate
is expected to decrease to 6.3 per cent in 2013 and remain stable for
the rest of the forecast horizon.
The growth in labour productivity is expected to recover slightly
in 2013 and 2014. However, it is still expected to remain negative
for both forecasted years due to an expected strong increase in
employment growth, in excess of the increase in forecasted real GDP
growth. Meanwhile, the growth in compensation per employee is
expected to decline to 0.8 per cent, exhibiting wage moderation for
2013, with a slight pick-up to 2.5 per cent in 2014.

2012

2013(f)

2014(f)

rate of exchange

Employment, persons

2.2

1.8

1.8

Employment, hours worked

2.2

1.8

1.8

Labour productivity

-1.1

-0.6

-0.1

Compensation of employees (€ million)

4.2

2.1

3.8

Compensation per employee (€)

1.7

0.8

2.5

Unemployment rate (%)

6.5

6.3

6.3

TABLE 1.2

LABOUR
MARKET
INDICATORS
Source:
Labour Force Survey
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Outturn data for the first quarter of 2013 shows that the number of
employed persons (full-time and part-time) increased by 1.7 per cent.
As a result the employment rate stood at 59.7 per cent, an increase
of 1.1 percentage points over the same quarter in 2012. This reflects
a significant increase in female employment rate from 43.6 to 45.8
per cent, whereas the male employment rate remained unchanged.
The unemployment rate declined to 6.3 per cent. The youth
unemployment rate declined to 12.2 per cent, while the unemployment
rate amongst the older people cohort (50-64years) increased
marginally to 5.2 per cent. Meanwhile, the proportion of long term
unemployed within aggregate unemployed persons stood at
48.2 per cent.

BALANCE OF PAYMENTS

A surplus of 1.1 per cent of GDP in the current account was recorded in
2012. A similar occurrence was observed in 2002. These developments
were due to a lower visible trade deficit and a higher invisible
trade surplus.
During the first quarter of 2013, the current account deficit as a share
of GDP widened by 1.2 percentage points when compared to the
levels registered a year earlier.

INFLATION

The inflation rate measured by the Harmonised Index of Consumer
Prices (HICP) stood at 3.2 per cent in 2012. The year-on-year inflation
rate decelerated during the first quarter of 2013, reaching 1.4 per cent
in March.

13
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1.3

The economic forecasts on which the Budget 2014 will be
based are currently being carried out by the Economic Policy
Department within the Ministry for Finance. What follows is an
overview of the economic projections carried out in March 2013
and later published in Malta’s latest Stability
Programme Update.

2012

2013(f)

2014(f)

Nominal GDP growth (%)

3.0

3.3

3.8

Real GDP Growth (%)

0.8

1.4

1.6

ECONOMIC
OUTLOOK

TABLE 1.3

MACROECONOMIC
INDICATORS

EXPENDITURE COMPONENTS OF GDP AT CONSTANT (2000) PRICES (% CHANGE)

Private final consumption expenditure
General Government Final Consumption Expenditure
Gross fixed capital information

-0.6

0.9

1.0

5.5

0.6

0.5

-2.5

0.5

3.2

Exports of goods and services

5.2

2.1

1.6

Imports of goods and services

4.4

1.6

1.2

External Goods and Services Balance (% of GDP)

5.1

5.6

5.8

Inflation Rate (%)

3.2

2.0

1.6
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In 2013, the Maltese economy is expected to grow at an average
rate of 1.4 per cent in real terms. This positive growth is underpinned
primarily by domestic led growth and to a lesser extent by the
external side of the economy. In 2014, the Maltese economy is
expected to register a real GDP growth rate of 1.6 per cent.
Private consumption expenditure is expected to recover in 2013 after
suffering a negative growth rate of 0.2 per cent in 2012. The expected
growth of 0.9 per cent is to be sustained by a higher employment
rate combined by moderate wage increases. This moderate growth is
expected to be sustained in 2014.
Growth in public consumption is projected to increase marginally
by 0.6 per cent in real terms in 2013 and by 0.5 per cent in 2014,
reflecting the fiscal consolidation strategy adopted
by the Government.
Gross Fixed Capital Formation is expected to increase marginally
in 2013 by 0.5 per cent and more strongly in 2014. Indeed, for the
medium term, investment is expected to rise by around 3 per cent
with private investment gradually becoming the major contributor to
overall growth in investment, consistent with the envisaged expansion
of output and external demand over the forecast period.
For 2013 and 2014, exports in real terms are forecasted to increase
by 2.1 per cent and by 1.6 per cent, respectively, while real imports are
expected to increase by 1.6 per cent and by 1.2 per cent, respectively.
The gap between the growth in exports and imports is projected to
decrease over the forecast period.
Over the short-term, real GDP growth is expected to broadly coincide
with potential growth. As a result, no excessive pressures on prices
and wages are foreseen. HICP inflation is expected to decelerate
from 2.0 per cent in 2013 to around 1.6 per cent in 2014. It is worth
noting that these forecasts assume no major increases in international
commodity prices. Macroeconomic projections are also envisaging
moderate growth in average wages over the forecast period.
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2.

ENSURING FISCAL
SUSTAINABILITY

2.1

PUBLIC
FINANCES
ENDING 2012
WITH AN
EXCESSIVE
DEFICIT

In 2012, a worsening of economic conditions, in particular
weaker domestic demand and postponed private consumption,
together with domestic political uncertainty, impinged negatively
on public finances. During 2012, the ratio of general Government
expenditure to GDP increased by 1.8 percentage points, while
the revenue ratio increased by 1.2 percentage points. Moreover,
the primary surplus outlined in the Update of the Stability
Programme 2012-2015 turned into a marginal primary deficit
as the decline in revenue exceeded the decline in expenditure.
Indeed, the fiscal imbalance
recorded in 2012 exceeded the
2.2 per cent target for that year
as outlined in the Update of the
Stability Programme (2012-2015)
by 1.1 percentage points to reach
3.3 per cent of GDP.

17
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CHART 2.1

PUBLIC
FINANCE
General Government
2008 - 2013

REVENUE

ESTIMATE

ACTUAL

DIFFERENCE

42.5(1)

40.5

-2.0

1.8

1.7

-0.1

15.0(1)

13.6

-1.4

Components of revenue
Market output
Taxes on production and imports
Property income

1.3

1.3

0.0

Current taxes on income and wealth

13.2

13.8

0.6

Social contributions

7.7

7.5

-0.2

Current transfers

0.4

0.4

0.0

Capital transfers

3.2

2.2

-1.0

44.7(1)

43.9

-0.9

EXPENDITURE

TABLE 2.1

GENERAL
GOVERNMENT
FINANCE
2012
Source:
Stability Programme
various issues; ESA 95
code format

Components of expenditure
Compensation of employees

13.3

13.5

0.2

Intermediate consumption

6.6

6.7

0.1

Property income, payable

3.3

3.2

-0.1

Gross capital formation

4.1

3.1

-1.0

Social benefits

13.7

13.9

0.2

Subsidies
Other expenditure
DEFICIT

1.2

1.1

-0.1

2.6(1)

2.4

-0.2

-2.2

-3.3

-1.1
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The higher than planned deficit-to-GDP ratio in 2012 was the outcome
of over-optimistic revenue budget estimates. The net loss of revenue
from that estimated was about €135 million or 2 per cent of GDP.
Half of these amounts (1 per cent) were to be sourced from the EU
funding under the ERDF and ESF programmes. For this reason the
ultimate effect on the deficit was neutralised by a nearly equivalent
fall in public investment expenditure. The other 1 percent is accounted
by a lower than estimated outturn of indirect tax revenue
(1.4 percentage points of GDP), in particular due to lower revenue
from VAT, motor vehicle registration tax, duty on documents,
miscellaneous excise duties and bunkering tax, and a 0.2 percentage
point lower intake from Social Security taxes. These were in part offset
by higher revenue from current taxes on income and wealth
(0.6 percentage points of GDP).
The slippages in recurrent expenditure (0.3 percentage points of GDP)
included, higher outlays on social benefits (0.2 percentage points of
GDP), higher compensation of employees (0.2 percentage points of
GDP), and higher intermediate consumption (0.1 percentage points
of GDP). These were in part mitigated by lower subsidies and lower
outlays on property income payable (0.2 percentage points of GDP).
Lower capital expenditure in part financed from EU funds (net impact
on the deficit of 0.2 percentage points of GDP) was also recorded.
The latter is not completely deficit neutral due to an element of
co-financing expenditure from local funds.
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2.2

Due to the reasons explained in the previous section, the revised
2013 Budget estimates had to scale down the similarly
over-optimistic revenue estimates presented in November of 2012.
This led to the deficit target for 2013 to be revised upwards from
1.7 per cent to 2.7 per cent, to reflect this fiscal slippage and
make the Budget 2013 more realistic and achievable.
(% of GDP)

2008

2009

2010

2011

2012

2013(f)

REVENUE

38.6

38.7

38.4

39.3

40.5

42.1

Market output

2.6

2.0

1.6

1.9

1.7

1.7

Taxes on production & imports

14.0

13.6

13.4

13.8

13.6

14.4

1.2

1.2

1.3

1.2

1.3

1.3

Components of revenue

Property income
Current taxes on income & wealth

12.5

13.3

12.8

13.0

13.8

13.9

Social contributions

7.2

7.3

7.2

7.4

7.5

7.4

Current transfers

0.4

0.3

0.3

0.3

0.4

0.4

Capital transfers

0.8

1.0

1.8

1.7

2.2

2.9

43.2

42.4

42.0

42.1

43.9

44.9

Compensation of employees

13.9

13.9

13.3

13.3

13.5

13.5

Intermediate consumption

6.4

5.8

5.9

6.4

6.7

6.7

EXPENDITURE

MEETING THE
EXCESSIVE
DEFICIT
PROCEDURE
TARGETS
TABLE 2.2

GENERAL
GOVERNMENT
FINANCE
2008 - 2013

Components of expenditure

Property income, payable

3.1

3.3

3.0

3.1

3.2

3.2

Gross capital formation

2.4

2.1

2.1

2.4

3.1

3.5

Social benefits

12.7

13.6

13.4

13.4

13.9

13.7

Subsidies

2.1

1.1

1.1

1.0

1.1

1.2

Other expenditure

2.6

2.6

3.2

2.5

2.4

3.0

-4.6

-3.7

-3.6

-2.8

-3.3

-2.7

DEFICIT

In 2012, the deficit-to-GDP ratio stood at 3.3 per cent, while in 2013,
the deficit as a percentage of GDP is forecasted to decline by 0.6
percentage points to 2.7 per cent. This can be attributed to the
increase in the expected revenue, which will offset the projected
increase in expenditure.
The revenue-to-GDP ratio for 2013 is forecasted to increase from
40.5 per cent in 2012, to 42.1 per cent in 2013. The increase of 1.6
percentage points is mainly the result of an expected increase in
revenue from taxes on production and imports and capital transfers.
20

On the expenditure side, the budget estimates shows an increase
in the expenditure-to-GDP ratio of a 1 percentage point from 43.9
per cent in 2012 to 44.9 per cent in 2013, reflecting the committed
increases mentioned in the budget.For 2014, the General Government
deficit as a percentage of GDP is projected to decline by 0.6
percentage points from 2.7 per cent, to 2.1 per cent.

ARE WE ON TRACK?

The table below shows the central government revenue and
expenditure classified by components as reported for the first six
months of the year for 2012 and 2013. The current year’s actual values
are then compared to the estimated monthly figure derived from the
Budget 2013 using a set of monthly seasonal indices. The resulting
variance is presented in the last column.
Jan-June
2012
Actual
TABLE 2.3

CENTRAL
GOVERNMENT
FINANCE,
JANUARY TO JUNE
2012-2013
Source:
NSO
* Note: Since Grants and Capital
Expenditure tend to cancel each
other, the variance is not taken
into account.

TOTAL RECURRENT REVENUE

Customs and Excise Duties

Jan-June
2013
Estimate

1,203,471 1,307,508 1,314,897
81,592

75,574

98,570

Jan-June
2013
Variance

- 7,389
-22,996

Licenses, Taxes and Fines

114,405

114,111

126,307

-12,196

Income Tax

350,732

411,511

377,672

33,839

Value added Tax

250,274

258,771

265,571

-6,800

Fees of Office

16,008

16,180

14,349

1,831

Reimbursements

13,299

10,448

11,620

-1,172

Public Corporations

0

0

539

- 539

42,000

36,000

36,000

0

Rents

14,091

13,992

16,838

-2,846

Dividends on Investment

8,739

4,604

9,738

-5,134

567

1,407

857

-550

269,285

283,500

277,827

5,673

9,231

68,370

68,370

0

33,248

13,039

10,639

2,400

Central Bank of Malta

Repayment of and Interest of Loans
Social Security
Grants*
Miscellaneous Receipts
TOTAL EXPENDITURE

Personal Emoluments

1,487,813 1,548,687 1,560,428

11,741

279,796

298,970

2,004

296,966

Operational & Maintenance Expenditure

67,043

63,319

65,506

2,187

Programmes and Initiatives

772,227

785,835

795,006

9,171

Contributions to Government Entities

102,984

112,532

110,912

- 1,620

Capital Expenditure*

156,371

178,790

178,790

0

Interest Payments

109,931

111,244

111,244

0

-245,531

4,353

CENTRAL GOVERNMENT BALANCE

21

Jan-June
2013
Actual

-284,342 -241,178
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Total recurrent revenue for the first six months of 2013 is €104
million higher than the same period of the previous year, though
7.4 million euro lower than what is estimated for the first half of the
year. Meanwhile, on the expenditure side for the same period, total
expenditure increased by €60.9 million from 2012 to 2013. However,
the actual expenditure for 2013 is €11.7 million less than the
Budget estimate.
In terms of the central government balance, for the period January
to June 2012 the government was running a deficit of €284 million
while for the period January to June 2013 the government is running
a deficit of €241 million. This an improvement of €43 million over the
previous year and a €4.4 million improvement over that estimated in
this year’s budget.
A fuller picture for the January to June 2013 period is given when the
General Government finances are completed and published. Thus,
while the financial figures as reported in the consolidated basis are
showing that the government revenues and expenditures are on track,
the Government is constantly vigilant in its monitoring of the situation
to ensure that the deficit does not exceed the 3 percent benchmark.

22

CONCLUSION
Box 1:
RULES FOR STABILISING THE PUBLIC FINANCE
–

Fiscal Rules based on the minimum requirements of the
Stability and Growth Pact and the Fiscal Compact including
a structural budget adjustment rule, a debt reduction
benchmark, a medium term balanced budget rule and
automatic correction mechanisms

–

An Independent Fiscal Institution that monitors compliance
with Fiscal Rules, determines the activation of escape clauses
and automatic correction mechanisms and provides an
independent assessment of economic and budgetary forecast

–

A Multi-Annual Medium Term Budgetary Framework that will
provide pathways for public expenditure in line with the fiscal
rules and independent fiscal projections

–

A Comprehensive Spending Review as part of the budget
cycle to ensure that ministries are spending according to the
priorities of Malta’s changing needs

Aware of the obligations arising from the reformed EU economic
governance framework, the Maltese Government is actively
considering the implementation of systems which lead towards
increased budget execution discipline, whilst strengthening the
accountability and transparency of the budgetary framework.
Additionally, a spending review is being carried out to assist
each ministry to identify cost savings through the elimination of
waste and other inefficiencies, as well as facilitating the exchange
of good practices and incentives to ensure that the country’s
finances are improved. These reviews are to serve as a platform
for medium term public finance projections and targets. Monthly
monitoring of cash data is also being taken on board so that any
slippages in meeting the annual fiscal targets are detected early on
in the budget year.
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3.

MAKING MALTA
MORE COMPETITIVE

3.1

DEFINING
COMPETITIVENESS

Competitiveness represents a country’s strength or weakness in
selling its products and services on the international market.
Hence, being competitive and improving the country’s competitive
position is extremely salient for any economy, especially for a
small open economy, such as Malta.

From a macroeconomic
perspective, the analysis
benchmarks national
competitiveness indicators
against those of other economies
in order to gauge the economy’s
competitive position. A
microeconomic perspective
involves looking at factors which
can improve or deter a firm’s or
an industry’s competitiveness.
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CURRENT ACCOUNT DEVELOPMENTS
AND EXPORT MARKET PENETRATION

Current account deficits need not necessarily be a sign of lack of
competitiveness if they are compensated by an excess of private
direct investment over domestic savings. Nevertheless a persistent
current account deficit which is underpinned by a persistent
imbalance between exports and imports and which is associated with
an accumulated reduction in export market shares can be a sign of
loss of competitiveness. In the earlier part of the last decade Malta
generally experienced a trade deficit. However after 2006 a gradual
reduction of the deficit led to a surplus in 2010. The positive balance
then led to a current account surplus in 2012. This surplus is expected
to persist for the medium term.

CHART 3.1

CURRENT
ACCOUNT
BALANCE
2010 -2016
Source:
NSO
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The improvement in Malta’s external position coincided with the
stabilisation of the goods export market shares and an improvement
in service export market shares post 2005. This combination suggests
gains in competitiveness over the latter part of the decade.

CHART 3.2

EXPORTS
OF GOODS
AS A SHARE
IN THE WORLD
ECONOMY,
2000=100

Source:
UNCTAD

CHART 3.2

EXPORTS
OF SERVICES
AS A SHARE
IN THE WORLD
ECONOMY,
2000=100

Source:
UNCTAD
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3.2

According to Krugman (1994), it is the productivity of national
companies which gives the best indication of a country’s economic
performance.

Whilst data limitations preclude
an evaluation of competitiveness
at firm level, the analysis
produced at an industry level
constitutes the next best proxy
for microeconomic performance.
The shift share analysis is a
technique used to evaluate
the country’s competitiveness
based on the performance of
its industries relative to their
international counterparts.
It decomposes the growth
into three components; that
originating from the increase in
global activity, that originating
from the global industry
itself, and that originating
from domestic gains in
competitiveness. Using this
framework an analysis of Malta’s
industrial competitiveness as
a region within the EU27 was
carried out.

INDUSTRY
BASED
EVALUATION OF
COMPETITIVENESS

The chart shows that during the
decade between 2000 and 2010
about 70 percent of the domestic
economic growth is explained
by the increase in demand in the
EU. The rest was accounted for
by net competitive gains, with
competitive losses during the first
half of the decade being made up
by gains in the second half.
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INDUSTRY-BASED COMPETITIVENESS

The strength of the shift-share analysis is however, its ability to
decompose the performance of the Maltese economy into its separate
industries. Based on the shift-share analysis the following chart
decomposes the performance of the Maltese economy into six distinct
groups as follows:

CHART 3.4

DECOMPOSITION
OF INDUSTRY
PERFORMANCE
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One notes that three-fourths of industry’s gross value added in
Malta is generated by fast growing industries on the international
markets. More than half of total gross value added is concentrated
in fast growing industries in which Malta has additionally gained a
competitive advantage relative to their EU counterparts. Malta has lost
competitiveness in the remaining fast-growing industries, representing
21 per cent of gross value added. Of these, the loss in competitiveness
exceeded the industry gains in a number of industries, which in total
represent 18 per cent of gross value added.
Slow growth industries still represent a sizeable minority equivalent
to one-fourth of gross value added. The majority, representing 17
per cent of gross value added, registered industry declines which
were exacerbated by loss in competitiveness. In another group of
industries, which represent 3 per cent of gross value added, Malta
has registered an increase in competitiveness which however was not
enough to mitigate the industry decline. However, in some industries
which represent 5 per cent of gross value added, Malta registered
competitive gains which exceeded the industry decline.
Indeed, from an economic sector perspective, one may conclude that
during the 10-year period under analysis Malta has gained a European
competitive advantage in the fast growth sectors of pharmaceuticals,
computer-related, other business activities, financial services and
remote gaming. Malta also has gained competitive advantages in
slow growing industries in the EU such as agriculture and fishing,
printing, manufacture of non-metallic minerals, manufacture of motor
vehicles, trailers and semi trailers, manufacture of computer, electronic
and optical equipment and furniture and other manufacturing.
Conversely, Malta continued to lose competitive advantage in some
slow growth sectors. These include the manufacture of food and
beverages, the manufacture of textiles, wearing apparel and leather
and the manufacture of rubber and plastic. Malta also lost competitive
advantage in some fast growing industries, such as repairs and
installations of machinery.
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3.3

COMPETITIVENESS
AND EXPORT
MARKET
PENETRATION

A priori, one would expect gains in competitiveness to translate into
increased export market shares. The following analysis empirically
evaluates this hypothesis for Malta by correlating the industry
competitiveness gains derived from the shift share analysis with the
gains in world export market shares in the respective product categories.

The chart below indicates that
gains in competitive advantage
generally correspond with gains
in world export market shares
and vice-versa especially in the
services sectors. However the
low correlation, particularly in
the manufacturing of goods
sector, indicates that competitive

CHART 3.5

COMPETITIVENESS
GAINS AND
WORLD EXPORT
MARKET
PENETRATION
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advantage alone is probably
not enough to explain gains in
export market shares. Whilst
this requires further analysis this
observation underlines Malta’s
stronger success in gaining
export market share in services
rather than in manufacture
of goods.
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THE REAL EFFECTIVE EXCHANGE RATE

Due to data constraints, the shift-share analysis was applied to
capture competitive gains vis-à-vis EU industry only, rather than
relative to world output. In this context, exchange rate movements
could explain the low correlation between the gains in world export
market shares and gains in competitiveness inside the EU. One can
envisage the possibility that certain industries may have gained a
competitive advantage vis-à-vis their EU counterparts; however
due to unfavourable exchange rate movements these gains did not
translate into gains in world export market shares. This is particularly
relevant for manufacture of goods which are typically more sensitive
to exchange rate movements.
The real effective exchange rate (REER) is a frequently used indicator
to account for external imbalances and losses in competitiveness. It
is essentially a trade-weighted average of bilateral nominal exchange
rates adjusted for relative price movements. In the absence of
non-price competitive gains, an increase in the REER is often
associated with a loss in competitiveness for the respective country
and the industries operating from it.
As depicted in Chart 3.6, the REER followed similar trends as the
(NEER), experiencing an overall increase of 16.7 per cent from 2000 to
2008, but then stabilised and depreciated over the 2009-2012 period
by 4.8 per cent supporting a strengthening of Malta’s competitiveness.
The co-movement between the REER and the NEER suggests that
nominal exchange rates (particularly movements of the Euro against
major currencies) were major contributors to major changes in the
REER with its effect on competitiveness.
The appreciation of the NEER and REER between 2000 and 2005
coincided with the loss in export market share during this period
suggesting that relative external price changes could have led to
loss of competitiveness experienced over that period. Despite the
continued appreciation of the NEER and REER between 2005 and
2008, Malta gained substantial export market shares in services and
maintained a stable share in total world exports of goods.
This suggests that non-price competitiveness, which is also
captured in the shift share analysis, was strong enough to mitigate
the competitiveness losses related to unfavourable exchange rate
movements at the time.
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Indeed from an industry perspective, gains in competitive advantage
during this period were concentrated predominantly in the remote
gaming industry and to a lesser extent in the pharmaceuticals and
business services industry. Such concentration indicates that industry
specific factors rather than general macroeconomic conditions were
at play. The weakening of the NEER (and also the REER) following the
2008 crisis is associated with gains in export market shares in both
goods and services.
An econometric exercise carried out to complement this analysis
shows that Maltese exports are negatively related to changes in the
exchange rate and price movements. Exports of goods are clearly
more sensitive to exchange rate movements than services with
long-run elasticities close to 2. Specifically the study shows that if the
Euro appreciates by 1 per cent, Maltese exports would be expected to
decline by around 0.8 per cent whilst exports of goods alone would
decline by 1.8 per cent over the short term. Imports are observed to
be much less sensitive to exchange rate and price movements
than exports.

CHART 3.6

REAL
EFFECTIVE
EXCHANGE RATE,
2000=100
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3.4

One commonly used aggregate measure of cost competitiveness
is the relative ULC where a drop in relative labour cost index is
interpreted as an improvement in cost competitiveness for Malta
compared with the EU27.1 Relative productivity gains
and/or wage moderation underline gains in cost competitiveness
as measured by the relative ULC.
Chart 3.7 shows that following
the deterioration in the relative
RULC registered in 2006, Malta’s
competitiveness as measured
by real ULC relative to the EU27
improved consistently both in the
pre- and post-recession period.

PRODUCTIVITY
AND UNIT
LABOUR
COSTS

The pre-recession period
was marked by significant
productivity gains relative to
the EU27, while in 2009 labour
hoarding and labour productivity
losses led to a deterioration of
ULC both in the EU and in Malta.
However, because the extent of
the contraction in Malta was less
pronounced, Malta continued to
register competitive gains even
during the recession.

CHART 3.7

RELATIVE RULC
AND PRODUCTIVITY;
MALTA RELATIVE
TO THE EU27,
BASE 2005
Source:
Eurostat

1

In this section the focus is on developments in terms of growth of RULC that occurred since
2005 rather than a comparison of levels. Relative comparisons of unit labour costs in levels
tend to be very sensitive to the base year chosen and should thus be used with caution.
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3.5

PRODUCTIVITY
AND
EDUCATION

From a macroeconomic perspective, it is clear that Malta’s
productivity represents a major challenge towards the maintenance and
improvement of the economy’s competitiveness. The way forward is
to increase the productivity of Malta’s labour force primarily through
education and training.

Within this context and on
the basis of Malta’s recent
performance, it is important to
continue investing in education
and training and improving
education outcomes. Chart
3.8 shows that in 2012, the
percentage of early school
leavers stood at 22.6 per cent,
meaning that nearly a quarter
of the young population is not
engaged in further education or
training. This rate is about 9.8
percentage points above the
EU27 rate.

CHART 3.8

EARLY LEAVERS
FROM EDUCATION
AND TRAINING,
BY COUNTRY (%)
2010-2012
Source:
Eurostat

35

Malta only managed to close
the gap with the EU27 average
by 1 percentage point when
compared to 2010. In this respect,
as part of the Europe 2020
strategy, Malta is aiming to reach
the 10 per cent benchmark within
the next seven years. Similarly, by
the end of 2012, the proportion
of the Maltese population with
a tertiary qualification was 14.8
per cent. This is below the EU27
average of 24.5 percent.
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3.6

Investment, typically referring to the value of machinery, plants
and buildings that are bought by firms for production purposes,
plays an important macroeconomic role by boosting the country’s
potential output. Malta’s performance in this regard shows
that despite the marginal increase recorded in gross fixed capital
formation in 2012, its ratio to Malta’s GDP has continued to
decline. As illustrated in Chart 3.9, in the aftermath of the 2009
recession non-dwelling investment in Malta was 1 percentage
point of GDP lower than that of other EU Member States,
whilst total gross fixed capital formation was 2 percentage points
of GDP lower.

LOCAL
AND
FOREIGN
DIRECT
INVESTMENT

CHART 3.9

COMPARISON
OF NON-DWELLING
INVESTMENT
AFTER 2009
Source:
Eurostat
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Foreign direct investment in Malta stood at €12.1 billion in June of 2012,
of which 79.5 per cent relates to financial and insurance activities.
This was followed by transportation, accommodation and real estate
activities and manufacturing, which account for 8.0 per cent and 5.7
per cent, respectively. See Chart 3.10.

CHART 3.10

INWARD
FDI BY
ECONOMIC
ACTIVITY

Source:
NSO
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Raising productivity is crucial for improving living standards.
At the same time, the productivity of companies is closely related
to the business environment in which they operate. Structural
challenges underlying the country’s productivity performance
remain. The relatively low level of productive investment
expenditure suggests that there is room for boosting domestic
savings and investment.

2014

CONCLUSION

In addition, one notes the
importance to review progress
which affect the microeconomic
performance of companies,
including, energy costs, innovation,
access to finance, the regulatory
burden, the importance of ensuring
connectivity and sustaining
efforts in ICT coupled with an
industrial policy which builds on
the competitive advantage of fast
growing industries but also creates
a competitive advantage which
offsets global industry declines in
other sectors.
Finally, given the relatively
low-level of tertiary education
attainment and the high
proportion of early school leavers,
participation in education remains
an opportunity to enable the
economy to achieve higher value
added activities.
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4.

OUR VISION
The new Government is wholly committed to achieving and
sustaining macro-economic stability so that local and foreign
investors can keep generating enterprise, wealth, and employment.

To do this, the Government is
addressing the country’s fiscal
deficit and debt levels, re-directing
the public sector - including key
state-owned enterprises - towards
renewed financial sustainability,
and also actively addressing key
challenging public policy areas
that require early attention.
In addition to adhering to
its medium-term financial
strategy, the Government is
also determined to carry out
institutional reforms that will
guarantee the longer-term
sustainability of the various
public sector economic and
social programmes.
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4.1
THE COMPREHENSIVE SPENDING REVIEW

In May 2013, the new Government embarked on a bold project
which proposed to revise the manner which will ultimately reshape
the manner in which budgetary policy is fashioned. The Review of
Departmental Spending Plans was launched, and is now implementing
a Comprehensive Spending Review with the involvement of all
Government departments.

INSTITUTIONAL
REFORMS

The Review is innovative because it calls on Government departments
to produce outputs for their spending, rather than requesting additional
spending allocations for new policy objectives. The Government is
adopting the view that instead of assuming that better policy requires
additional spending, departments should seek to maximise or
re-prioritise existing resources according to the changing needs.
This is fully in line with the new Government’s commitment towards
greater fiscal responsibility, and towards ensuring that all public
resources are used in the most effective and intelligent
manner possible.

PLANNING TOTAL

The Government will also implement the principle of a Planning Total
with regard to public spending, which represents a rethink of the
manner of the traditional budget preparation process.
As expected, the forthcoming economic forecast will produce given
data on the future prospects of the economy. Based upon that
forecast, the Minister for Finance would advise the Cabinet on the
degree of public spending (Planning Total) that the country can
sustain, while at the same time suggesting pathways for reducing the
deficit and the national debt.
The aforementioned Planning Totals would represent the foundation
of the budget preparation process.
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SUPPLEMENTARY ESTIMATES

The Government is also studying the feasibility of phasing out
supplementary estimates. These would be replaced by the
introduction of the concept of a contingency reserve. This would
be done with the intent to underline the desirability of greater fiscal
responsibility, whereby budgetary allocations are adhered to, with the
possibility of additional allocations for exceptional expenses by means
of a contingency reserve.
This again shows the Government’s commitment towards fiscal
responsibility, stability and ever greater transparent fiscal rules.

LONGER-TERM ECONOMIC MANAGEMENT

The management of the economy in accordance with fiscal rules
benefits the economy over the long term, an approach that the new
Government is committed to undertaking. A stable economic strategy
provides a stable environment for both families and businesses.
The income tax reductions announced by the Government in the
March 2013 budget will benefit a large number of households by
improving their take home pay while at the same time encouraging
enterprise, incentives and stemming the potential brain drain of
highly-skilled people to foreign competition.
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4.2

This Government is committed to shifting Malta’s generation
of energy from one which is completely dependent on oil to a
clean, lower-cost electricity to be sourced from new investors
in liquefied natural gas storage, re-gasification and natural
gas supply infrastructure and a combined-cycle gas turbine
electricity generating plant. This is in line with the Government’s
commitment to also reduce Malta’s dependence on oil as a source
of energy, and reduce electricity and water tariffs for households
and businesses.

CHEAPER
AND GREENER
ENERGY
FOR FAMILIES
AND
BUSINESSES

The main efforts made during the
past three years have focused
on promoting energy efficiency
the domestic sector, tourism
and manufacturing industry. The
uptake of Government grants for
energy efficiency and renewable
energy sources was positive with
more people realising the benefits
of investing in such technologies.
This Government is conscious of
the need to develop the necessary
policy and implementation
framework to reduce both the
cost of electricity generation and
Malta’s CO2 emissions, as well as
and revise the National Renewable
Action Plan (NREAP) to meet
Malta’s 2020 renewable energy
targets. This will be done through
greater use of solar, biofuels, wind
and waste-to-energy technologies.
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The Government intends to facilitate and encourage the update of
technologies which produce energy from renewable sources. The
Government will also be addressing issues which are acting as barriers
to Malta achieving transport-related Renewable Energy
Sources targets.
As part of its key priorities for cheaper and greener energy, the
Government is committed to finalising a power purchasing and gas
supply agreement with the private sector, and concluding investments
in the electricity sector, which include the conversion of the Delimara
Plant to gas, as well as the interconnection to the European
electricity grid.
Following the issue of an Expression of Interest for a long-term
Power Purchase Agreement and a Gas Supply Agreement in April,
eleven bidders from nineteen companies that responded to a call
for expression of interest, have been shortlisted for the Power
Purchase and Gas Supply Agreement with Enemalta. In the following
months, independent investors will first be pre-qualified and then
will be invited to bid competitively to enter into a Power Purchase
Agreement and/or a Gas Supply Agreement with a pre-condition
to build, own and operate their gas and power plants at Enemalta’s
Delimara site to be fully commissioned by spring 2015.
This will allow the Government to fulfill what it considers one of its
key objectives for its first year: lowering energy prices for Maltese and
Gozitan families and businesses by passing on the benefits of a more
efficient electricity sector to consumers.
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4.3

The new Government recognises that one of the fundamental
requirements for economic stability and further economic growth
is through a diversified and balanced economy. For this reason, the
Government is looking towards a flourishing finance sector, ICT
services, the strengthening of tourism and manufacturing as the
gateway towards ensuring the growth of a balanced economy.

The manufacturing sector must
be further strengthened by
focusing more on high value
added goods through the
encouragement of both local
and foreign investment. It is for
this reason that the Government
is determined to facilitate
enterprise through cutting down
red tape, in the interest of letting
business do business.

ECONOMIC
GROWTH
THROUGH
DIVERSIFICATION

Whilst tourism already
contributes substantially towards
Malta’s economy, even in this
sector we must open up new
markets and seek new niche
markets. Towards this end, the
Government is committed to
exploring new sectors which
can lead to the diversification
of Malta’s touristic product.
Among them is heritage and
culture tourism, diving tourism,
language learning tourism, and
cruise liner tourism. Domestic
and winter-time tourism will also
be nurtured.
In the financial sector
Government will continue to
insist on rigorous practices and
stability through a policy of
measured growth in the sector.
The creative economy, which
incorporates the sectors of
Information Technology, digital
gaming and the film industry
among others, will be further
incentivised given Government’s
confidence that this sector can
grow into an important pillar
of the economy with the
proper attention.
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Government is also confident that there is room for more investment
and the creation of quality jobs if the Green Economy is developed in
a sensible and sustainable way, and will be delivering policies intended
to achieve such development.
Similarly, the maritime and aviation sectors also represent economic
sectors capable of further development, contributing towards the
diversification of the economy and the creation of more high quality
jobs for Maltese and Gozitan workers.
Government has also established an Integrated Maritime National
Strategy Committee, set up with the aim of devising a sustainable
strategy for the Government’s vision, goals and to manage marine
and maritime related activities by adopting an integrated approach
across maritime related policies, governance structure and maritime
related activities.
Government has also announced the launching of a new set of
legislation and regulations with the aim to enhance and update
and modernise the framework regulating gaming in Malta. Another
noteworthy initiative relates to the launching of the Global Residence
Programme, a residency and tax programme, which provides
favourable tax incentives for non-EU, non-EEA and non-Swiss
Nationals seeking an alternative residence base in the Malta.
Malta has also developed a national strategy for the cultural and
creative industries. The strategy prioritises four pillars: education and
professional development; route to market; internationalisation;
and governance.
The aim of the strategy is consistent with the vision of Malta’s new
cultural policy in transforming the cultural and creative sector into the
most dynamic facet of Malta’s socio-economic life in the 21 century,
with the first national milestone being the hosting of the European
Capital of Culture in 2018.
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4.4

The Maltese economy experiences both Employment Rich and
Employment Poor Households, where employment rich households
include those families where both the heads of the households are
in employment and generating family incomes. By contrast in the
context of the employment poor households the situation is very
often one where no adult is in employment.

The new Government is
committed therefore to
facilitating the reintegration
of the unemployed into the
world of employment since
unemployment is a major
contributor to poverty and social
exclusion. The Government is
determined to explore a series
of ‘back to work’ schemes as
a policy priority. In particular,
Government is focusing on raising
the participation rate of females,
improving the skills of those who
are already in the labour market
with the aim of raising their
productivity whilst attracting
to the labour market persons
depending on social benefits.
In this regard, Government
supports the adoption of active
labour market policies expressed
in the ratification of the Jobs+
programme together with the
social partners.
In terms of single parent
households, there are policy
initiatives already in place
aimed at assisting the economic
participation of single parents
with pre-school facilities child
care that afford them greater
working flexibility. Childcare
services are offered to children
aged between three months and
three years.

GENERATING
EMPLOYMENT
THROUGH
FACILITATING
ACCESS TO
WORK

In order to support parents in
their careers, Government will
also provide childcare centres
free of charge at the point of
use. This measure is expected
to attract more parents, mostly
women to seek employment or
to continue working. Government
will also continue to broaden
and strengthen services already
offered by Club 3-16 for those
families whose children are over
the age of three.
The service aims to provide an
after-school care service within
school structures; to bridge the
gap between day school and
regular working hours of parents
in employment; and to utilise
schools after regular school
hours. It is a service for schoolage children (3 to 16 years old)
which runs throughout the year.
Government is also actively
tackling the issue of precarious
work, which not only constitutes
an abuse towards workers but is
also harmful to the economy by
giving rise to unfair competition
amongst the employers.
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EMPLOYMENT THROUGH EDUCATION

This Government is convinced that one of the primary ways through
which it can continue creating better work for Maltese and Gozitan
families is through investment in human capital, with an increased
focus on education and training in new skills and capabilities. It is in
this context that the Government launched its Strategy for Reducing
Early School Leavers in April 2013. Its implementation will be ongoing,
and the Government is determined to reach a situation where Malta’s
compulsory system of education leaves no child behind.
The Government is also determined to address literacy levels through
careful management of the Youth Guarantee Programme and through
an Intensive Literacy Programme. The compulsory education system
will also be further decentralised through greater empowering of
schools to be autonomous and self-regulating educators within a
national framework. It will be Government’s priority to ensure that
schools are given the autonomy they require to manage education at
the local and regional level.
The Government also aims to support funding to schools under the
education target aim to provide more opportunities to promote
further specialisation at higher levels of education at a Masters level. It
is envisaged that 190 scholarships leading to Masters will be awarded
under the new scheme. Institutions such as MCAST will be supported
and strengthened given their role in the training of Malta’s workforce.
Other measures offer more financial assistance to youth NGOs and
more career awareness, training and continuous development. An
early school leaving strategy and a reform of the national curriculum
framework are also being envisaged.
In an increasingly global and interconnected world Malta needs to be
competitive in attracting foreign direct investment (FDI). A major
pillar to attracting FDI is the levels of skills of existing labour force.
The Government is therefore committed to increasing participation
rates in high education, encourage students to stay in schools and
continue with their studies. Investment in our human capital is
therefore essential to improve Malta’s competitiveness.
The government also recognises the need to continue to update
the skills of the existing workforce to ensure their enterprises
remain competitive.
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4.5

The new Government is committed to the principle that economic
prosperity and wealth should be felt and enjoyed across all social
spectrums. Towards this end, the Government is committed to
ensuring that the fruits of a prospering economy are enjoyed by
Maltese society in its totality. To achieve this, Government is
looking towards two policy instruments aimed at ensuring more
just policy outcomes.
The first is a commitment to
‘income transfers’. Through such
a commitment, the Government
can directly improve household
incomes through direct cash
transfers. Pensions, social
security payments and child
benefits are examples of cash
transfers. Upgrading these
benefits means that the cash
transfers retain their value
in real terms. At present the
Government spends over €1.4
billion on direct cash transfers.
The second policy tool is
‘transfers through income in
kind’. Expenditures on public
services such as Health and
Education represent income
transfers through income in kind.
The provision of public services
such as high quality health
care and education
also represents an important
source which contributes
to household incomes.

SHARING
THE FRUITS
OF A
PROSPEROUS
ECONOMY

Other public services such as
spending on infrastructure, roads
policing and transport perform a
similar function. Through quality
and sustainable public services,
the Government can improve
the quality of life of the whole of
Maltese and Gozitan society.
One of the principal aims of
this Government remains that
of building a society based
on solidarity. In this regard
Government has embarked on
a number of initiatives aimed at
strengthening social cohesion.
In particular, Government has
launched an anti-poverty strategy
platform based on public
consultations, encompassing the
various dimensions of poverty.
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Work is also underway to ensure that disabled persons that are
able to lead an independent life even after the loss of the parents.
Government also intends to introducing a Children’s Act and Child
Policy aimed towards protecting the rights and furthering the interests
of children alongside the finalisation of the National Drug Policy and
the National Gambling Policy.
The Government has also appointed a National Commission on Active
Ageing, established with the aim of addressing the challenges brought
about by ageing and demographic changes through a clear and
holistic social policy.
With regard to Malta’s sister island Gozo, this Government aims to
create sustainable, good quality and productive jobs in Gozo through
the creation of a conducive socio-economic environment while at the
same time protecting the inherent and distinctive natural features
that distinguish the island. The Government also intends to create
the right environment for the attraction of productive investment to
Gozo through special incentives, which include start-up tax credits
to new business. It will work with all stakeholders for the creation
of sustainable employment growth by offering fiscal incentives to
business for the creation of jobs in Gozo including a refund on wages
for every new job created.

A GOVERNMENT-WIDE STRATEGY FOR SOCIAL INCLUSION

Poverty and social inclusion represent a growing and important
concern within the changing political, cultural, social and economic
developments of Malta. The undertaking of a poverty and social
inclusion strategy in Malta will seek to develop a multi-policy
approach directed at addressing the link between poverty and social
inclusion by identifying and tackling those major areas that, directly or
indirectly, impact the prospects for inclusion.
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In this sense, the strategy design will reflect the new Government’s
philosophy that the prospects for enhanced and effective social
inclusion policies require a commitment across all Government
ministries and across all sectors which have a bearing on the issue.
A relevant and effective social inclusion strategy would require an
education policy that seeks to be inclusive, as well as a health care
strategy that prioritises social inclusivity in terms of the services it
provides. Transportation policy similarly has a bearing on mobility,
and also has the potential to contribute to a more inclusive society.

PENSION SUSTAINABILITY

This Government is committed to help create a culture of savings, so
that individuals would be better able to achieve their desired standard
of living during retirement. Policy developments are underway in this
regard, where a Pensions Strategy Group has been set up with the
aim of assessing the Report including the recommendations finalised
by the previous Pensions Working Group, and to devise a strategy to
implement further steps in the reform process aimed at strengthening
both the adequacy and sustainability dimensions.
Developments are also underway with respect to a voluntary third
pension pillar, where a technical advisory group has been evaluating
the feasibility of introducing fiscal incentives to support voluntary
retirement saving provision, including the viability of introducing the
third pension pillar as from the Budget 2014.
The group’s remit is to come up with a set of eligibility criteria that
financial products would need to meet in order for fiscal incentives
to be granted. The group is also evaluating different types of fiscal
incentives which would be offered to savers, and possibly their
employers, if they also help support voluntary retirement
saving provision.
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4.6

QUALITY
HEALTHCARE
FOR ALL –
AN ACHIEVABLE
GOAL
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Universality, access to good quality healthcare, equity and
sustainability are common values and goals for the health sector shared
by several countries worldwide and also supra-nationally at both the
level of the EU and the World Health Organisation (WHO). The
pressure to strike the right balance between providing universal access
to high-quality health services and respecting budgetary constraints
and resource limitations is constantly increasing the strain on
health systems.
The Government believes that the
provision of an excellent health
service which is free of charge
is a right for all and can be
achieved. In order to attain this
objective, a number of initiatives
are underway. These will be
supported, when necessary, with
the appropriate institutional
developments.

For this reason, the strategy is
crafted upon a people-centred
approach so that individuals,
families and communities,
health practitioners, health
care organisations and health
authorities, mutually reinforce
each other with the purpose of
achieving real transformation in
our health system.

The Government has identified
several measures that need
to be implemented pertaining
to the above-mentioned
objectives. These encompass
a broad perspective that
recognises on one hand the
need for healthy individuals to
be informed and empowered in
safeguarding their own health
and well being, and on the
other reform of management
practices, addressing waste
and inefficiency, and the proper
allocation of resources, including
human resources.

In this sector, the Government
is looking towards responding
to increasing demand and
challenges posed by the
demographic changes (paying
specific attention to vulnerable
groups), achieving timely access
to health services, medicines
and health technologies,
improving quality of care by
ensuring consistent quality care
delivery through a competent
healthcare workforce supported
by the appropriate infrastructure,
technology and information
systems, and securing the
sustainability of the Maltese
Health System.
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4.7
MANAGING MALTA’S RESOURCES

The Government is committed to establishing the necessary
organisational structures to address the sustainable use and
management of rural resources, while also pursuing the creation
of a research network that can enhance the science-policy interface
in different thematic areas. In this light, the Government will also
be developing the framework for a new Environmental and
Resources Authority.

TOWARDS
GREATER
ENVIRONMENTAL
PROTECTION

The Government also intends to build on existing mechanisms to
develop an enabling governance system that will ensure effective
disbursement of EU funds to develop sustainable rural development
that improves competitiveness in agriculture for the benefit of the
rural communities.

PRESERVING MALTA’S WATER

The Water Policy was officially launched on the 5 June 2012.
It presents a framework of action in the water sector. The
implementation of the Policy Objectives identified is spelt out
in sector specific action and management plans. These include
(amongst others):
–

Malta’s Water Catchment District Management Plan;

–

The Climate Change Adaptation Strategy;

–

The Nitrates Action Plan;

–

Management Plans of the Water Services Corporation; and

–

The National Flood Relief Programme.

As regards to sewage treatment, the Water Services Corporation
has identified the processes, plant locations and infrastructure
necessary to treat waste water beyond the basic tertiary level. The
plants will cater for all the wastewater treated at the North and Gozo
Sewage Treatment Plants and for 12,000m3/day at the South Sewage
Treatment Plant.
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Financing is envisaged to be through the ERDF for secondary uses.
The Corporation has presented the Water Re-use project for EU
funding under the ERDF 07-13 on the 30 August 2012 and application
was approved on the 3rd April 2013. MEPA permits are still pending.
This Government is determined to develop a National Water
Management Plan which takes a holistic view of the water sector and
ensure protection of Malta’s groundwater resources by establishing
regulatory and economic instruments to encourage the efficient use
of water resources, introduce best practice initiatives promoting water
demand management as an alternative to the augmentation of water
supplies as a tool to better manage the national water demand, and
also develop a nationwide water conservation campaign to
increase awareness.
The Government also intends to ensure that the supply and provision
of water and sewerage services is at an affordable cost and suitable
level of service, while also improving Malta’s national rainwater
harvesting capacity not only to maximise Malta’s rainwater catchment,
but to also ensuring adequate protection from flood events to
residents and businesses in affected areas.

IMPROVED WASTE MANAGEMENT

This Government is determined to address the Waste Management
sector through the implementation of integrated systems for waste
management at Wasteserv Malta Ltd. which will explore the ways on
how to improve the minimisation, collection, transport, sorting, reuse,
utilisation, recycling, treatment and disposal of solid and
hazardous waste.
Government will also adopt and publish the Revised National Waste
Management Plan, while also developing a strategy to implement the
recommendations Wasteserv Review, alongside an operational plan
for the Sant’ Antnin Waste Management Plant
Government will also pursue various Waste Management related
projects, which include but are not limited to the rehabilitation and
restoration of closed landfills at Maghtab, Sant Antnin and Qortin
Gozo; the construction of a new Civic Amenity Site at Attard/Ta’Qali;
Malta North MBT Project (CF 119); Gozo Waste Treatment Facility
(CF123); Hazardous Treatment Plant (CF266); Construction of an
autoclave as an ancillary to the MTTF (ERDF 297).
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4.8

In addition, Government intends to promote Gozo’s potential as
a back-office work location through the continuous modernisation
of the public sector and telecommunication service; build a cruise
liner facility which will help to attract tourists to Gozo; launch
cheaper ticket schemes for travelling between Malta and Gozo;
and introduce free Wi-Fi on Gozo Channel vessels.

Gozo will also receive prime
attention from Malta Enterprise
and Malta Industrial Parks Ltd.
Government will embark on a
campaign to promote foreign
direct investment to Gozo,
which will focus on its specific
competitive advantages as
a location for foreign direct
investment. The Government
will not only work on traditional
target countries and regions in
Europe but will also be aiming
at promising targets in other
continents including the
BRIC countries.

GOZO:
DEVELOPING
POTENTIAL
WHILE
PRESERVING
IDENTITY

The Government is also
determined to improving the
quality life of Gozitan citizens
by continuing to research
the feasibility of a permanent
link between Malta and Gozo;
introducing a viable helicopter
service as well as a rapid sea
service between the islands; offer
full support and collaboration
to central authorities in the
delivery of educational and health
services; and will also create the
right and adequate infrastructural
support to cater for Gozo’s
ageing population.
In May, the Government also
issued a call for expressions
of interest for the concession
of two casinos, in line with its
vision to diversify the Gozitan
touristic sector into niche
areas and attract new touristic
markets. Already, four companies
have shown interest, and the
Government is confident that it
will be able to further diversify
Gozo’s touristic product.
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4.9

BETTER
REGULATION

As part of a European Social Fund (ESF) project, Malta carried out
all the measurements of the administrative burden costs in the chosen
priority areas. This revealed that the costs involved for the compliance
with legislative obligations amount to €116 million. Administrative
Costs in the areas of Environment, Company Law and Value Added
Tax (VAT) represented 66 per cent of the total administrative costs in
the selected priority areas.

The target of reducing
administrative burden on
businesses by 15 per cent
in select priority areas (as
committed by Malta in the NRP
2008) was surpassed and in
fact 15.6 per cent administrative
savings were registered by
December 2012. The Government
is committed to working
further in this direction so that
administrative costs are kept
low and administrative burdens
are contained in the interest of
facilitating both local and
foreign investment.
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This Government is committed to achieving a sustaining long
term stability that will allow the Maltese Economy to flourish.
The strengthening of our public finances represents a fundamental
part of that commitment, as is inculcating a greater degree
of fiscal responsibility in the way Malta’s public finances are
managed and allocated. It is a commitment that the Government
is determined to implement as from this budget.
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CONCLUSION

The Government is also committed
to ensure that the fruits of that
prosperity are felt and enjoyed
by the whole of Maltese society,
in line with its conviction that
a prosperous society is also a
just society. To achieve this, the
Government will continue to invest
in high quality health care and in
education. Our commitments to
social protection expenditures will
also ensure that Malta continues
on the path of being an inclusive
society where each individual feels
they truly belong.
The Government is confident
that, viewed holistically, its key
objectives of economic stability,
fiscal responsibility, and social
inclusion will mean continued
resilience, sustained economic
growth and job creation, as well as
a quality standard of living for all.
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