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Artificial intelligence has evolved from a theoretical 
concept into a powerful agent of real-world change. 

I
ts applications are diverse 
and extensive, including 
but not limited to traffic 
management, control and 

migration policies as well as 
promoting the effective use of 
scarce water resources in agri­
culture. In medicine, AI en­
ables doctors to diagnose 
cancer more quickly and accu­
rately. As AI continues to 
evolve, its impact on nearly 
every aspect of our lives and 
the economy is expected to 
grow. This raises important 
questions about its potential 
impact on employment, infla­
tion and wages. 
The Maltese labour market 

has undergone substantial 
changes since 2010. The influx 
of foreign workers across the 
entire Maltese economy is re­
markable. Whereas foreign 
workers accounted for around 
5% of the total domestic em­
ployment in 2010 ( out of which 
2% were third country nation­
als (TCN) and 3% were Euro­
pean Union (EU) and European 
Free Trade Association (EFTA) 
nationals), in 2024, this figure 
went up to approximately 33% 
(of which 10% were EU and 
EFTA nationals and 23% were 
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TCNs). 
Given the demographic char­

acteristics of the Maltese in­
digenous population, the 
stream of foreign workers is 
needed to sustain economic 
growth and the subsequently 
created vacancies. However, it 
could be a source of strain on 
the local infrastructure and ul­
timately, on the quality of liv­
ing. 
AI has the potential to re­

shape the Maltese labour mar­
ket, possibly alleviating some 
of the pressure on the local in­
frastructure. Indeed, AI can 
cause job replacements in sev­
eral sectors, ultimately decel­
erating population growth. The 
increasing use of AI can thus 
ease traffic congestion, pres­
sure on the health care and 
electricity generation and 
sewage services, demand for 
accommodation, use of public 
transport, etc. Moreover, AI 
could increase the productivity 
of those already employed by 
simplifying their jobs, execut­
ing basic tasks, minimising er­
rors but also performing more 
complex cognitive functions. 
AI systems have become pow­
erful tools able to process large 

amounts of information, in 
some cases delivering a supe­
rior performance to the human 
one. 

Malta is well positioned to 
benefit from an increased use 
of AI. Indeed, the country has 
been investing in digital tran­
sition and technologies "to 
strengthen digital prepared­
ness and the use of AI", appor­
tioning a substantial €196 
million (0.9% of 2024 GDP) 
from EU funds for digital trans­
formation. The government 
has also launched several ini­
tiatives, the latest being an­
nounced in April and 
dedicating€4 million to the in­
troduction of Microsoft Copilot 
- an AI productivity tool - for
public officials. The top six sec­
tors with the highest percent­
age of full-time foreign
employees in their workforce
in Malta as at December 2024
were accommodation and food
service activities (71.0%), arts,
entertainment and recreation
(62.5%), construction (56.6%),
professional, scientific and
technical activities; adminis­
trative and support service ac­
tivities (SO. 7%), wholesale and
retail trade; and repair of

motor vehicles and motorcy­
cles; transporting and storage; 
information and communica­
tion (38. 7%) and manufactur­
ing, quarrying and utilities 
36.0%). While the accommoda­
tion or construction sectors 
seemingly possess less imme­
diate potential, others like pro­
fessional, scientific and 
technical activities; arts, enter­
tainment and recreation; and 
information and communica­
tion could benefit from AI in 
terms of job displacements. 
According to an IMF analysis, 

around 60% of the labour mar­
ket of Malta is highly exposed 
to AI, pointing towards a possi­
bility to reduce an overlap be­
tween AI applications and the 
skills required for these jobs 
thereby diminishing the need 
to further expand the pool of 
the employed and, reducing it 
where possible/needed. In ad­
dition, a recent IMF analysis 
concluded that the high share 
of business administration pro­
fessionals, sales workers and 
clerical support roles with low 
complementarity in Malta 
could lead to labour market re­
placements somewhat easing 
population density. 
Al's disproportionate poten­

tial across different labour mar­
ket sectors at the current 
juncture should, however, not 
be taken as given. Much as it 
would have been impossible 30 
years ago to forecast the sweep­
ing way the internet has altered 
virtually every aspect of our 
lives, so too we must anticipate 
that at least a portion of the 
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fallout of AI in the years and 
decades to come as a Rumsfel­
dian unknown unknown. 
This uncertainty is not re­

stricted to the employment 
market. Another as yet imper­
fectly understood aspect of AI 
is its connection to inflation; a 
relationship that, given the na­
ture of our mandate, is of con­
siderable importance to central 
banks. By dint of potentially 
affecting consumer prices, it 
also has substantial implica­
tions for every citizen's pocket 
and spending power. 
Put simply, inflation is af­

fected by both demand and 
supply side factors. With re­
gards to the latter, AI is widely 
expected to promote produc­
tivity, thus increasing the vol­
ume of goods and services 
available and therefore, in the­
ory, lowering prices. The de­
gree and rapidity at which this 
will occur is more contentious. 
In one paper, the IMF predicts 
that medium-term productiv­
ity gains for Europe will only 
amount to a cumulative 1 % 
over five years. Others have 
adopted considerably higher 
expectations, arguing that AI 
will have not only direct but 
also knock-on effects on pro­
ductivity growth. 
However, AI has also its own 

challenges. For example, AI re­
quires very high energy con­
sumption, possibly leading to 
short-term inflation in the en­
ergy market, unless technolog­
ical developments reduce such 
energy intensity needs. Expec­
tations of economic actors re­
garding the effects of AI on 
inflation could also play a role. 

Conclusion 

It can be reasonably expected 
that in the prevailing tight 
labour market conditions, con­
tinued investment in and 
adoption of AI will act as a 
brake on demand in several 
employment sectors. In tum, 
this would likely elicit a popu­
lation growth slowdown, with 
knock-on effects with regards 
to population density, impact 
on infrastructure and environ­
ment, and quality of life. The 
impact on inflation is harder to 
gauge, although on balance AI 
should represent a positive 
shock to supply. 
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