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THE EVOLUTION OF MALTA’S TOURISM PRODUCT
OVER RECENT YEARS'

Silvio Attard

This study aims to analyse developments in Malta’s tourism industry, focussing on the changing
characteristics of demand and supply, as well as the economic importance of tourism for the Mal-
tese economy. It also examines the issue concerning sustainable growth of the sector and seeks
to draw some policy inferences.

Tourism in Malta: A historic perspective

The development of tourism in Malta started in the late 1950s, as the Maltese authorities sought
to identify new areas of economic development in view of the diminishing role of the British mili-
tary base in Malta. The Government initiated a programme of capital spending aimed at improving
access to beaches, together with increased promotion and advertising. The ensuing increase in
passengers and aircraft movements necessitated the construction of an air terminal for civilian
activity in 1956, with the first passenger terminal inaugurated in 1958.

In the beginning, initiatives such as the setting-up of the Malta Government Tourist Board in 1958,
had led to moderate increases in the number of tourist arrivals, partly due to the limited funds made
available. However, the adoption of a grants programme to encourage business in the hotels sec-
tor in the mid-1960s, even though more costly, was very successful, with the sector expanding fur-
ther through the seventies. This was followed by a period of decline following the second oil shock
and the ensuing global recession, especially in the United Kingdom in the early 1980s, which had
resulted in a sharp drop in arrivals from the United Kingdom. Since then, arrivals have increased
almost uninterruptedly.
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2 Alimitation of Butler’s model relies on the assumption that the critical range of tourist capacity does not change during the whole cycle.
Over the past two decades key additions to Butler’s concept were made. These include references to the weaknesses and strengths of the
destination, as well as the reasons for development, change, limitations, and interventions in a tourist area.
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grow rapidly. Eventually, however, the rate of increase in visitor numbers will decline as levels
of carrying capacity are reached. These may be identified in terms of environmental factors (e.g.
land scarcity, water quality, air quality), physical plant (e.g. transportation, accommodation, other
services), or social factors (e.g. crowding, resentment by the local population). As the attractive-
ness of the area declines relative to other areas, because of overuse and the impacts of visitors,
the actual number of visitors may also eventually decline unless steps are taken to rejuvenate the
tourist product. These stages are depicted in Figure 1.

Chart 1, which shows the number of tourists in Malta since 1960, conforms to Butler's model.
The development of the tourism industry involved tackling two main challenges, namely: the
insufficient skills and education of the local population, and the lack of infrastructure. In fact,
initially Malta was predominantly visited by the British to meet friends and family members sta-
tioned on the islands. As the numbers of visitors increased, Malta moved on to the involvement
stage, where policymakers, having considered the potential of this industry, took steps to support
tourism-friendly facilities. In Malta, this stage was characterised by notable private investment in
the tourism industry; international hotels chains such as the Hilton and Sheraton groups started
operating locally. As a result, different forms of employment such as travel agencies, real-estate,
banking, insurance, leisure, and retail outlets were generated.

As the number of visitors continued to rise, the country moved to the development stage where
heavy advertising takes place and the number of tourists is likely to be equal or exceed the per-
manent local population. At this stage, mass tourism had developed with structures of hotels built
in a way to accommodate the peaks being reached during summers. The idea of Malta as a sun,
sea and sand destination was already creating the problem of seasonality, especially where the
labour force was concerned. The problems exacerbated to a point where Malta started to experi-
ence a shortage of water supply, a problem of sewage disposal in the peak months of summer,
and, high dependence on British visitors.

The first half of the 1980s was characterized by a sharp decline in the number of arrivals. By 1984,
the total number of tourists declined by about a third when compared with the high point reached in
1980, off the back of a severe slowdown in the arrivals of UK visitors. This slowdown was not exclu-
sive to Malta, as other Southern
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in source markets for tourists. This included more competitive packages offered by industry
operators, as well as a dual exchange rate in respect of the British pound, which was introduced
to reduce the impact of the Maltese Lira appreciation. As the country reached the mass tourism
market, it moved to the consolidation stage where visitors rose above the one million mark in
1992. This momentum was maintained until 1995 when the total number of tourist arrivals fell
for two consecutive years, mainly due to a reduced demand from some British tour operators.

From the mid-1990s through the mid-2000s the number of visitors reached a plateau and this
can be considered Malta’s stagnation stage according to Butler's model. The authorities worked
hard to avoid going into the decline stage shown in Figure 1. With the setup of the Malta Tourism
Authority in 1999, Government aimed to improve the Maltese tourism product by shifting atten-
tion from a practically exclusive sun and sea destination to a more segmented industry niches
based on improvements in the quality of tourism services. The advent of low cost airlines in 2006
increased route connectivity with mainland Europe. The effects of the air transport reform were
complemented in subsequent years by the woes of competing destinations in the wake of the
Arab Spring. As a result of this during the past decade, the Maltese tourism product experienced
the rejuvenation stage, with the industry returning to very strong growth.

The changing characteristics of inbound tourism in Malta

Source markets and profile of visitors

Historically, reflecting the ties between Great Britain and Malta, the local tourism industry was
practically exclusively reliant on the United Kingdom. Indeed, during the 1960s, when the first
tourism statistics started to be compiled, almost 75% of all visitors were UK nationals (see Chart
2). Arrivals from other European markets were mainly from Italy, and to a lesser extent from Ger-
many. This situation more or less prevailed until the late 1980s.

The composition of tourists began to change significantly during the 1990s as the authorities
responded with diversification strategies aimed at reversing the decline in tourism activity record-
ed in the previous decade.

By 2017, when a record of 2.3
million tourists visited Malta, the
. . , Chart 2
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Leisure tourism remains the main purpose of visit for the vast majority of arrivals, with its share
increasing from 83.7% in 2010 to 85.3% of total inbound tourists in 2017, largely reflecting the
expansion in self-catering accommodation facilities and internet marketing. Over the same peri-
od, although the number of visitors for business purposes increased by over 62,000 persons, its
share in total inbound tourism nevertheless declined to 7.9%, 0.9 percentage point less than in
2010. Meanwhile, the share of the “other” tourist segment, which includes tourism for educational,
religious and health-related purposes, stood at 6.8%, accounting for more than 154,000 visitors
in 2017.

Despite the increase in leisure tourism, there has also been some diversification within the Mal-
tese holiday product itself. Indeed, based on the 2017 Malta Tourism Authority’s (MTA) Market
Profile Survey, only 15.7% chose Malta as their destination solely for the traditional ‘sun and sea’
factor. The largest share of tourists, standing at 42.9% chose Malta for its culture and heritage.
Moreover, important tourism niches such as, health, wellness, scuba diving and other sports
segments were mentioned by a
further 12.7% of the tourists sur-
veyed as their main motivational Chart 3

, , i MAIN MOTIVATIONS FOR CHOOSING MALTA
factor in choosing Malta as their (percentage share of total)

destination (see Chart 3).
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establishments.®> However, since the turn of the century there has been a pronounced shift
in preferences from collective accommodation towards stays in private accommodation
establishments.* This change in preference is mainly driven by technological advances and
the ease in booking alternative accommodation on online platforms. The switch towards private
accommodation also reflects increasing attention to the concept of value for money and a
search for more experiential tourism, where visitors seek authentic local experiences.

In 2001, out of the 10.5 million nights spent by tourists in Malta, nights in private accommodation
amounted to only about 2 million nights, or slightly less than 20% of total nights. Over the following
eight years this share continued to trend upwards, and in 2009 it surpassed the 30% mark, as the
negative impact of the global financial crisis was almost entirely absorbed by collective accom-
modation establishments. By 2017 the nights spent in collective accommodation establishments
reached a high of 9.4 million

nights. Nevertheless, its share

. . . Chart5
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Source: NSO.

3 As per NSO definition, these include hotels, guesthouses, hostels, tourist villages, holiday complexes, bed & breakfast, and campsites.
4 The changing trend in tourists’ preference to stay in private accommodation is a global phenomenon and not exclusive to Malta.
5 Private accommodation includes rented accommodation, own private residence, staying with friends and other private accommodations.
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nights by 2003. However, since
2004, the average length of stay
has been on a downward trend,
standing at 7.3 nights in 2017.
The drop in the average length
of stay was more pronounced
post-2007, partly reflecting
the advent of low cost carriers
which led to more frequent air-
line connectivity of the islands,
increasing Malta’s viability as a
short holiday destination.

Reflecting the rise in inbound
tourists and total nights stayed
in Malta, visitors’ spending also
surged markedly. In 2001, total
tourist expenditure stood at
€960.4 million. It surpassed the
€1 billion mark in 2003. Spend-
ing remained broadly stable until
2008 before declining by 13.5%
in 2009. From 2010 onwards,
expenditure grew at an average
annual rate of 9.9%, reaching
€1.9 billion in 2017, more than
double the level recorded in
2009 (see Chart 7).

Given the decline in the aver-
age length of stay, the average
expenditure per visiting tour-
ist did not change much from
2001 onwards. On a per capita
expenditure basis, tourists spent
€838 per stay in 2001, rising
only to €856 in 2017 (see Chart
7). However, when taking into
account the impact of shorter
stays, the average expenditure
per night increased from €91 in
2001 to €118 in 2017.

The relative stability in the aver-
age length of stay and spending
per night masks notable hetero-
geneity across different source
markets. Charts 8 and 9 compare
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the various markets in 2001 and 2017, respectively. In both years, Libyan tourists recorded the larg-
est expenditure per night spent in Malta, but on average also had the shortest stay. In contrast, in
2001, the average British visitor had the lowest expenditure per night amongst the different source
markets (see Chart 8). At the same time, together with visitors from the USA and Russia, British tour-
ists spent the longest stays in Malta. Meanwhile, German tourists spent only marginally more than
British visitors and stayed for a shorter period of time.

The situation changed considerably by 2017 — the average length of stay fell to 7.3 nights while
the average tourist expenditure per night edged up to €118 (see Chart 9). While visitors from Lib-
ya continued to lead in terms of expenditure per night, tourists from the USA, Switzerland, Austria
and Scandinavia also spent substantially more than the average spend. At €104 per night, Italian
tourists were the lowest spenders, followed by the French and British tourists. The practically
unchanged spend per night by the Italian tourists between 2001 and 2017 can be partly attributed
to increased connectivity and lower airfares between the two countries, which has changed the
profile of the average Italian visitor. Meanwhile, only Russian tourists continued to prefer spend-
ing around 10 days in Malta. By contrast, recent years have seen the average Scandinavian and
Swiss tourist lowering their average length of stay but increasing their spending considerably.

Adapting supply-side factors

Over the years, tourism-related supply factors have adjusted to more dynamic demand. In this
study, we limit our consideration of supply to capacity in collective accommodation establish-
ments, aircraft movements, seat capacity and seat load factor, as well as cruise liner calls. Amore
comprehensive analysis would also warrant an assessment on infrastructural needs and utilisa-
tion, and the increasingly importance of stays in private accommodation. However, data on the
latter indicators are unavailable or fragmented at best.

Availability and occupancy rates in collective accommodation establishments

Possibly reflecting the requirement of relatively large tracts of land, which is a scarce resource, for
the hotels sector, the number of collective accommodation establishments rose at a more muted
pace than inbound tourism. Over the last decade, the number of collective establishments on the
island rose from 161 in the peak month of August in 2008 to 188 in the same month of 2017. The
majority of the new establish-

ments were three-star hotels,
Chart 10
followed by two-star estab- BED-PLACES BY TYPE OF ACCOMMODATION
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the ‘other collective accommo- Chart 11
dation’ establishments declined COLLECTIVE ACCOMMODATION - OCCUPANCY RATES

(percentage points)

notably. This drop can be partly
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still managed to increase their
occupancy rates. Indeed, apart
from a dip in 2009, where occupancy rates bottomed out at 50.7%, occupancy rates in collective
accommodation establishments increased steadily, reaching 65.6% in 2017 (see Chart 11). This
rise was a result of higher occupancy rates across all hotel categories. Nonetheless, the most
notable increases were recorded in the five and three-star sectors, where occupancy rates rose
by 12.5 and 12.6 percentage points respectively since 2008. Throughout the period under review,
four-star hotels continued to enjoy the highest average annual occupancy rates. Occupancy rates
in this category edged up to 71.4% in 2017, from 67.5% in 2008.

Source: NSO.

Higher occupancy rates can be largely attributed to a concerted effort, by various stakehold-
ers, to attract visitors during the winter and the shoulder months of the peak season. In fact,
the occupancy rates of total collective accommodations during their peak experienced little
change. As can be seen in Chart 12, apart from the period characterized by the global finan-
cial crisis, the occupancy rates

in July and August remained

broadly stable around the 85% Chart 12
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an improved quality product. As
can be seen in Chart 13, hote-
liers were able to increase daily
room rates markedly from 2006
onwards.® Average rates in the
first half of every year suggest
that between 2006 and 2018
five-star hotels increased their
rates by around 80%, whereas
the four-star establishments
doubled the rates, and three-
star hotels charged 115% more.
However, over time, while wage
bill and operational costs rose,
hoteliers managed to increase
their gross operating profit mar-
gin per available room.

Airline connectivity and seat
capacity

The island’s tourism sector is
very dependent on the opera-
tions of the country’s sole air-
port. Route connectivity and
increased aircraft movements
are major supply-side factors
in the country’s tourism mar-
ket. Over the last decade route
connectivity increased from 61
in 2009 to 90 in 2017, and MIA
claims that in summer 2018 over
100 destinations were being
served (see Chart 14). Con-
sequently, aircraft movements
and the resulting seat capacity
increased markedly.

After peaking at close to 28,400
in the year 2000, aircraft move-
ments dropped to almost 24,300
in 2002, and remained close to
25,000 until 2006. The advent of
low cost carriers in 2006 led to
a rise in the number of aircraft
movements but the high point
reached in 2000 was only sur-
passed in 2010 (see Chart 15).

6 BOV-Deloitte MHRA Reports.
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In the following years, aircraft Chart 16

movements continued to grow 25&2;—;:)“0 Al
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The increase in seat capac-
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passenger, or seat load factor,
which measures the capacity

65

60

hows et from 1900 0 2010 L EPEEEESEL SRS SRS
th t | d f t f . ft t Source: Author's calculations based on MIA releases.
e seat load factor of aircraft to
and from Malta hovered around
0/ . : Chart 17
71%; meaning that on aver- SHARE OF PASSENGER MOVEMENTS BY MAJOR AIRLINES
age, close to 30% of the aircraft (percentage)
seats were not being sold. Over 7
the succeeding years, the seat 60 \\//\

load factor climbed gradually
to reach 83.2% in 2016, before

receding marginally in 2017. 40
. /\><
i
7

50

The rise in the seat load fac- 0
tor of aircraft can be partly
attributable to the emergence

of low cost carriers which are o
more flexible in altering routes

to more profitable destinations. e Ty s
Moreover, as opposed to legacy Stz (11

airlines, low cost carriers tend to

have less, or no, first class seating — which are more difficult to sell. Data show that improvements
in the seat load factor coincided with the increased intensity of Ryanair. As can be seen in Chart
17, in 2006, the year during which Ryanair commenced its operations in Malta, Air Malta had a
market share of 59.9% of all passengers travelling through the MIA. Over time, mainly through
increases in the number of routes by Ryanair, but also due to financial challenges faced by the
national airline, the share of Air Malta’s total passenger movements dipped to 31.5% in 2016. Dur-
ing the same year, Ryanair’s market share rose to 34.1%, becoming, for the first time, the largest
carrier of passengers travelling to and from Malta.
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Activity in cruise liner tourism

Malta’s unique geographical location has for long attracted the interest of major cruise liner com-
panies operating in the Mediterranean Sea. The islands’ central position makes it possible to
cater for both West and East bound cruises. In more recent years, improvements in port infra-
structure and ancillary services, combined with challenging economic and political conditions in
neighbouring competing destinations, have increased the country’s attractiveness.
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Between 2008 and 2014 the Chart 18
number of cruise liner passen- CRUISE LINER PASSENGERS AND CALLS

(thousands of passengers; number of calls)

gers arriving in Malta averaged
slightly less than half a million
passengers per year (see Chart L T T .
18). From 2015 onwards cruise
liner passengers rose markedly,
reaching 670,000 in 2017. Since 01
2008, EU nationals accounted 300
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arrivals, with the share dipping
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. Source: NSO.
for half of all EU arrivals, where-

as the United States was the largest source of passengers from outside the European Union.

Interestingly, the increase in passenger arrivals was not matched by a similar rise in cruise liner
calls (see Chart 18). In 2017, 342 cruise liner calls were made, significantly more than in the
previous years, but still below the 397 calls made in 2008. This shows that larger vessels, with
increased accommodation capacity are calling into the Maltese ports.

Economic importance of tourism

Data from the World Travel and Tourism Council (WTTC) show that the travel and tourism indus-
try’s total contribution to Malta’s GDP stood at 27.1% in 2017 (see Chart 19).” This was the high-
est share recorded within the Mediterranean region by a notable margin. The second highest
share pertained to Cyprus, at 22.3% of GDP, followed by Greece and Lebanon. Malta’s share was
also well above the Mediterranean, European Union and World averages, which ranged between
the 10% and 12%.

Chart 19
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ingly also very high in Malta
when compared with other
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in the region, the second high- u Total contribution to GDP = Total contribution to Employment

est total share was recorded by Source: WTTC.

7 Total contributions to GDP and employment include all activity and jobs generated directly, indirectly, as well as the induced impacts of
the travel and tourism sectors.
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Greece at 24.8%, followed by Cyprus. Such a high contribution of tourism towards employment
serves to once again highlight the importance of tourism, both in the Maltese economic and social
contexts.

The WTTC estimated that the direct contribution of travel and tourism to GDP in Malta during
2017 was equal to 14.2%. This primarily reflects the economic activity generated by industries
such as hotels, travel agents, airlines and other passenger transportation services (excluding
commuter services), but it also includes, for example, the activities of the restaurant and leisure
industries directly supported by tourists. Estimates of the same Council show that in 2017 the
travel and tourism sectors generated 31,000 jobs directly in Malta (15.7% of total employment).
This includes employment by hotels, travel agents, airlines and other passenger transportation
services, as well as jobs in restaurant and leisure industries directly supported by tourists. The
total contribution of these sectors to employment including indirect and induced impacts was esti-
mated to reach 55,000 jobs in 2017 (28.3% of total employment).

The WTTC estimates are the most recently available impacts of the contribution of the tourism
industry on the Maltese economy and are one of the most widely referenced studies. Nonethe-
less, the input-output methodology used to estimate travel and tourism contributions to GDP and
employment by the WTTC are based on assumptions which contrast with other studies conduct-
ed by other researchers and academics. Furthermore, it should be noted that the WTTC study did
not utilize a fully specified input-output table for Malta for the derivation of the multiplier estimates,
but applied technical coefficients obtained from the input-output tables of other countries where
data was incomplete. It is important to point out that there is no indication of the country source of
the input-output matrices which were applied to Malta.

In the research by Cassar et al. (2016) it is argued that the estimates of WTTC are relatively
higher than what has been estimated separately by Blake et al. (2003) for 2001, Cassar (2015)
for 2008 and NSO (2016) for 2010 (see Table 1).

Table 1, sourced from Cassar et al. (2016), shows that, notwithstanding the divergences in the
three methodologies and time elapsed between 2001 and 2010, the results obtained from the
three input-output based studies all seem to corroborate a direct and indirect contribution to the
Maltese economy equal to approximately 12% of total gross value added (GVA).

Furthermore, observing the Type Il value added multipliers, which in the case of Cassar (2015) are
based on the computed Type Il weighted average tourism value added multiplier, one can note fur-
ther similarities in results between the two studies with a contribution of tourism at around 17% of
total GVA. Within the context of assessing the true contribution of tourism to the Maltese economy

Table 1
INPUT-OUTPUT BASED ESTIMATES OF THE CONTRIBUTION OF TOURISM TO THE
MALTESE ECONOMY

Blake at al. (2003) Cassar (2015) NSO (2016)
(% of GNP for 2001) (% of total GVA for 2008) | (% of total GVA for 2010)

Direct and indirect

(Based on Type 1 multipliers)
Direct, indirect and induced
(Based on Type 2 multipliers)
Sources: Blake et al. (2003); Cassar (2015); NSO (2016).

12.3 12.5 11.5

17.1 17.7 N/A
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on the basis of the input-output studies discussed, would imply that a realistic contribution of the
tourism sector to the Maltese economy would lie in the range of 12% to 17% of total GVA.

Sustainable tourism and policy considerations

In devising tourism policies, policymakers need to take into consideration the impact on vari-
ous stakeholders, including the economy, the environment, entrepreneurs, visitors and resi-
dents. Nonetheless, striking this fine balance is by no means an easy feat. This is particularly
challenging in smal countries like Malta, which saw 5.3 visitors per inhabitant in 2017; the second
highest ratio worldwide after Iceland. When one takes into account tourists’ concentration on
Malta’s limited geographical size and high population density, the situation is significantly more
severe. As one of the main economic pillars, Malta’s tourism sector creates jobs, drives exports,
and generates prosperity. However, more needs to be done to ensure that recent growth rates in
inbound tourism are sustainable.

The United Nations has designated 2017 as the International Year of Sustainable Tourism for
Development. The recent growth in tourism requires the sector to ensure sustainable policies and
practices that minimise adverse effects of tourism on the use of natural resources, infrastructure,
mobility and congestion, as well as its socio-cultural impact. Increased reports of negative atti-
tudes among local populations towards visitors, due to perceived overcrowding, noise and other
issues, have led to the spreading of terms such as ‘overtourism’ and ‘tourismphobia’ in the media.
The first, and most prominent, cases of ‘tourismphobia’ occurred in Barcelona and Venice, where
tensions have been rising for years over the unregulated surge in visitors and the negative impact
on the local housing market. In these cities residents have voiced their anger over rising rents and
pollution caused by huge cruise ships.

Looking closer at our shores, despite the general welcoming attitude of Maltese nationals towards
tourists, the local tourism product faces the challenge of over-utilised infrastructure and the impact
on the environment of construction and overcrowding in beaches, historic and cultural sites.

The success of the tourism industry cannot be merely measured by the number of inbound visi-
tors but by a better economic and social return to society. As evidenced by official data, the
increase in the number of inbound tourists was not matched by significant increases in nominal
expenditure per night stayed. Furthermore, if one had to look at deflated figures, real expenditure
per visitor per night is estimated to have declined in recent years, even after allowing for potential-
ly lower airfares. This may suggest that the country’s stakeholders’ efforts were more successful
in attracting higher volumes but lower spending visitors. It could also reflect the scarcity of large
scale hotels and capacity constraints in established ones, which may have conditioned tourists to
look for private accommodation, which tends to be cheaper.

The tourism product is composite and complex in nature. It encompasses anything that a tourist
purchases, sees, experiences and feels from the moment they leave home to the time they return.
It is in the interest of the operators within the tourism industry to sustain the destination. While
many large operators are adopting better practices which will also bring environmental benefits,
these practices are not generally being adopted by the smaller operators. Identifying and improv-
ing different aspects of the tourism product is key, but more importantly a holistic approach needs
to be adopted, where the whole is greater than the sum of its parts. For example, the excellent
provision of one sub-product (such as hotels) may not be worthwhile if the other inter-related
services or sub-products (such as physical infrastructure) are not up to the expected standard.
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Over the past few decades, synergies between key stakeholders — the Government, Malta Tour-
ism Authority, Malta Hotels and Restaurants Association and Malta International Airport, amongst
others — were instrumental in successfully reaping the economic benefits of the tourism indus-
try. Efforts to increase route connectivity, thereby reducing dependence on few source markets,
and creating important niche markets to diversify the Maltese tourism product have helped in
significantly tackling the issue of seasonality. Improvements on roads infrastructure and embel-
lishment projects in a number of key locations are also commendable. However, additional effort
is required to enhance the quality of the tourism product and improve public transport services.
Moreover, hoteliers and entrepreneurs should continue to invest in high-end establishments that
can help in attracting more affluent visitors. This would enable better wages to employees in the
local industry, which would render it more attractive as a vocational career while ensuring that a
larger share of the population would benefit from the buoyancy of the sector. Finally, the educa-
tion system should also do its part to instil a nurturing mind-set towards the local cultural heritage.
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