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In the light of the pandemic situation, which has continued to develop during recent months, the Central Bank of

Malta (the Bank) expects Malta’s Gross Domestic Product (GDP) to contract by 7.5% this year, and subsequently

to grow by 5.9% in 2021, by 4.4% in 2022, and by 4.2% in 2023. The downward revision of the Bank’s forecasts

reflects the re-introduction of containment measures and renewed signs of deterioration in business sentiment,

which are expected to dampen the global economic recovery in the near term. Nonetheless, the Bank expects 2019

GDP levels to be re-attained and exceeded in 2022, conditional on the successful rollout of a vaccine in 2021.

The decline in net exports is projected to be the main contributor to the contraction in GDP in 2020, reflecting

a sharp drop in foreign demand, restrictions on travel-related activities, and disruptions to the global supply

chain. However, domestic demand is also expected to contribute negatively, as the shut-down of various activities

during part of the year and elevated levels of uncertainty adversely impacted private consumption and investment.

However, increased government consumption partly offset the fall in private demand.

Domestic demand is expected to be the main driver of the projected recovery in the following years even though

government assistance measures are expected to be reduced gradually.

Despite the sharp contraction in 2020, the labour market has so far shown remarkable resilience. Unemployment

initially rose during the first wave of COVID-19, but has since declined, as fiscal measures have been very sup-

portive in this respect. Hence, employment growth is set to remain positive in 2020, though it will moderate from

2019. It is then expected to pick up gradually in the following years, reaching 2.5% in 2023. These forecasts

constitute an upward revision from the previous set of projections.

Annual inflation based on the Harmonised Index of Consumer Prices is set to ease to 0.8% this year, down from

1.5% in 2019, reflecting lower domestic and international price pressures. However, these downward pressures

are mitigated in part by cost-push factors, in the context of disruptions to the global supply chain. Inflation is

set to edge up to 1.6% by 2023, reflecting a pick-up in economic activity which should lift prices of services and

non-energy industrial goods inflation.

Public finances are expected to deteriorate in 2020 due to the decline in economic activity and the introduction

of COVID-19 related fiscal support. The Bank is now projecting that the general government will record a deficit
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of 9.4% of GDP in 2020, having revised its economic growth projections downwards from what was previously

expected. In its budget for 2021, the Government will be extending some COVID-related measures. The deficit

is therefore expected to persist through 2021, although it is expected to narrow to 6.4%. As economic activity

improves and COVID-related support is tapered off, the deficit is set to narrow further to 4.0% of GDP by 2023.

Moreover, the government debt-to-GDP ratio is projected to rise from 42.6% in 2019 to 60.5% by 2023.

Given the prevailing uncertainty, the Bank has also published a more severe scenario in which it considers the

effects of maintaining some restrictive health protocols beyond 2021. In such a scenario, the contraction in GDP

could reach 9.4% this year. GDP growth should then rebound to 5.5% in 2021, before moderating again to 3.7%

and 3.6% in the following two years. In this scenario, the 2019 level of GDP would be exceeded only in 2023.

Additionally, the government deficit would deteriorate more sharply in 2021, reaching 9.8%, before narrowing to

5.5% by 2023 while the government debt-to-GDP ratio would rise to 68.6% by then.

This publication includes three boxes.

• Box 1 computes a composite indicator which summarizes COVID-19 measures in Malta, based on the

Oxford COVID-19 Government Response Tracker (OxCGRT).

• Box 2 outlines the reasons behind the relative resilience in inflation during the COVID-19 pandemic.

• Box 3 assesses the Budget 2021 targets, outlining how fiscal forecasts have evolved since the outbreak of

the pandemic.
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1 Overview

Since the Bank’s latest projections, which were published in August 2020, the pandemic situation in Malta

and abroad has evolved somewhat. Active cases of COVID-19 rose sharply, and as a consequence, many

countries, including Malta, re-introduced some containment measures. Although the level of stringency

has for the most part remained lower than that seen during the first wave, it has adversely impacted the

pace of recovery. At the same time, by the cut-off date for this publication, news has emerged that a

number of vaccines could start being utilized in the first part of 2021. Nevertheless there still remains

uncertainty about the evolution of the pandemic and the distribution of vaccines across the world and

take-up by households. As a result, this projection publication maintains two scenarios.

Chart 1: Projected Government Response Tracker
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Chart 1 plots a Government Response Tracker for Malta for the period 2020-2023 (a description of the

tracker is available in Box 1). Over the projection horizon, this tracker could follow two different paths,

depending on the timing and success of the medical solution.1 In the baseline scenario, vaccination is

assumed to start in early 2021, and a resolution of the health crisis by early 2022. Since the level of

stringency rose during the fourth quarter of 2020, economic activity is assumed to remain relatively

weak, but is then expected to improve as the implementation of the medical solution is increasingly

successful. Notwithstanding the envisaged resolution of the health crisis, economic activity is expected

to only gradually return to pre-pandemic levels, in part reflecting some lag in the recovery of tourism.

Risks are judged to be on the downside. These risks are presented in an alternative scenario to the

1The pandemic narratives outlined in this publication are consistent with those assumed by the
European Central Bank (ECB) in its latest projections. Further explanations can be found here
https://www.ecb.europa.eu/pub/projections/html/ecb.projections202012eurosystemstaff bf8254a10a.en.htmltoc2
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baseline, where the successful implementation of the medical solution would take longer, and some

containment measures would still be in place by the end of 2023. In this ‘severe scenario’, the recovery

would be relatively timid and levels of economic activity would remain even lower than those in the

baseline scenario throughout the projection horizon.

Box 1: Measuring the level of COVID-19 stringencyi

COVID-19 has brought about exceptional disruptions worldwide. In order to contain the spread of the virus,

governments around the world have implemented several unprecedented measures. These included, social distancing

and other preventive measures aimed at preserving the functionality of national health systems, and economic

support measures to help businesses and households weather the economic shock caused by the pandemic. The

Oxford COVID-19 Government Response Tracker (OxCGRT) is a composite indicator which summarises such

measures for various countries.ii This Box replicates the indicator for Malta.

Methodology

Data are obtained from publicly available information on 14 government response indicators (Chart A). Eight

indicators (C1-C8) record containment and closure policies, such as school closures and movement restrictions.

Four indicators (H1-H3, H6) record health system policies, such as the country’s testing regime and policy on facial

coverings. The final two indicators (E1-E2) record economic policies, such as income support to citizens. An ordinal

scale representing the level of policy strictness is recorded daily for each indicator.

Chart A: Indicators

These fourteen indicators are aggregated into four indices (Chart B). Note that these simply depict the level of policy

strictness, and should not be interpreted as scoring the appropriateness or effectiveness of a country’s response.iii

The Government Response Index uses all the fourteen indicators, while the Containment and Health Index focuses

exclusively on containment (C1-C8) and health indicators (H1-H3, H6). The Government Response Index uses all

the fourteen indicators, while the Containment and Health Index focuses exclusively on containment (C1-C8) and

health indicators (H1-H3, H6). The Stringency Index takes into consideration the containment indicators (C1-C8),

together with any public information campaigns (H1), in order to compute an index showing primarily measures

restricting people’s behaviour. Finally, the Economic Support Index is computed using solely economic indicators

E1 and E2, portraying the level of economic support extended by government to the private sector.
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Chart B: Indices

Results

Chart C plots the four indices for Malta up to November 2020. As COVID-19 began to spread across Europe in

February 2020, the indices rose modestly in response to the first containment measures, such as passenger screenings

and public health information. All indices rose sharply following the first case of COVID-19 in Malta, reflecting

the introduction of more extensive restrictive policies. In early June, many measures were subsequently relaxed,

leading to a gradual decline in the indices. However, as cases worldwide started picking up in late summer, it rose

again reflecting the re-introduction of social distancing measures and closure of certain entertainment venues. The

economic support index is constant from March onwards as government has maintained various economic support

measures. Despite the scaling up of fiscal measures since March, the index remains constant as the two elements that

qualify for inclusion in this methodology (wage supplement scheme and loan moratoria) were broadly unchanged

throughout the whole period.

Chart C: Malta’s Indices and main events

The development of Malta’s Government Response Index is similar to that reported for the euro area (see Chart D).

As COVID-19 spread across Europe in March 2020, both indices rose sharply, reflecting the introduction of several
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containment measures across all countries. During April and May, the response index for Malta was consistently

higher than the euro area index. This reflects Malta’s heightened testing regime (H2), contact tracing procedure

(H3) and facial covering policy (H6). During the summer months, the level of stringency declined in the euro area

and in Malta, but the easing was slightly more pronounced in Malta. As the COVID-19 spread intensified once

again, some containment measures were re-introduced, but the level of stringency, on average, remained well below

that during the first wave. More recently , the restrictions in Malta are lower than those in the euro area, as, so

far, Maltese authorities have avoided the closure of business, besides bars and clubs, which contrasts with the strict

lockdown in selected regions in some of the euro area member states.

Chart D: Malta vs Euro Area
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iPrepared by Kurt Sant, an economist in the Economic Analysis Department.
iiThe Oxford COVID-19 Government Response Tracker (OxGRT) contains a database of over 180 countries,

but Malta is not included. For this reason, this box computes this index using the same methodology to ensure
comparability. See https://www.bsg.ox.ac.uk/research/research-projects/coronavirus-government-response-tracker
for more information.

iiiThe methodology is such that increased health-related measures, such as increased testing and rigorous contact
tracing procedures, as well as higher economic support, contribute to a higher level of the index. This should not
be interpreted as an increased degree of stringency. The tracker merely portrays the level of responsiveness on a
multifaceted number of policy interventions within a country.

2 Economic Outlook

Conditional on the baseline pandemic narrative outlined above, economic activity is foreseen to contract

significantly in 2020, and begin to recover in the following years.3 The level of GDP is set to reach and

exceed 2019 levels by the end of 2022, as economic conditions improve at a sustained pace conditional

on the successful implementation of a vaccine in 2021 (see Chart 2). Compared to the Bank’s latest

projections published in August 2020, the level of GDP is being revised further down.

3The Bank’s December 2020 projections are based on information available up to 25 November 2020.
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Chart 2: Projected GDP level
(index, 2019=100)

90

92

94

96

98

100

102

104

106

108

2019 2020 2021 2022 2023

August 2020 December 2020

Source: Central Bank of Malta

Containment measures and a weaker global economic outlook are expected to negatively affect the supply-

side of the economy (see Chart 3). In particular, the Maltese economy is expected to attract significantly

fewer foreign workers in 2020. Average hours worked are also envisaged to drop substantially, while

investment plans are postponed. In addition, the contribution of total factor productivity (TFP) is

envisaged to fall as businesses and society at large take time to adapt to current conditions and operate

at lower levels of efficiency until they develop capabilities to mitigate the effects of the containment

measures. As a result, potential output growth is set to slow down significantly this year and to ease

slightly further in 2021, to just below 2%.

Potential output growth is expected to pick-up in 2022 and 2023, reflecting a foreseen improvement in net

migration – supported by the envisaged increase in labour demand - as well as a recovery in investment

and TFP. Despite the projected recovery in GDP, the economy is expected to continue operating below

its potential. Indeed, while the output gap is expected to narrow over the projection horizon, it remains

negative throughout, partly reflecting the expectation that the tourism sector will likely operate below

potential for an extended period.
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Chart 3: Potential output
(annual percentage change; percentage of potential GDP)
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GDP is projected to contract by 7.5% in 2020, and grow by 5.9%, 4.4% and 4.2% in the following three

years (see Table 1).4 Compared to the Bank’s latest projections, GDP in 2020 is being revised down

significantly. This primarily reflects the weaker international environment as well as the increased level

of stringency measures to contain the spread. The latter is expected to spill-over into the beginning of

2021, and hence, GDP growth next year is also being revised slightly downwards. The near term outlook

is also clouded by uncertainty surrounding Brexit at the time of writing, where a “no deal Brexit” is

being assumed in this exercise.

In 2020, all demand components, with the exception of government consumption, are set to dampen GDP

growth markedly (see Chart 4). The rise in Government consumption, in turn, reduced the potential

contraction in domestic demand, particularly by maintaining compensation of employees relatively stable.

Net exports, on the other hand, were the leading contributor towards decreased economic activity as travel

restrictions and supply-chain disruptions weighed on foreign demand. In addition, private consumption

and private investment will also contract in 2020, reflecting the shut-down of non-essential services and

uncertainty. In the following year, all demand components are projected to grow significantly, primarily

due to large base effects. In general, domestic demand is expected to be the main driver of growth,

though the recovery in all demand components will be partially absorbed by an increase in imports.

4The Bank’s previous projections were issued in August 2020 which can be found at
https://www.centralbankmalta.org/file.aspx?f=92954 .
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Chart 4: GDP growth over the projection horizon
(percentage point contributions; annual percentage change)
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Looking at the expenditure components in more detail, private consumption is set to fall by 5.7% in

2020. This primarily reflects the impact of the temporary shut-down of non-essential services during the

second quarter, as well as the re-introduction of some containment measures after summer. Although

disposable income is set to slow down, the correction in private consumption is stronger as the household

saving ratio is projected to rise in 2020. In the following years however, private consumption growth

is expected to recover as household incomes improve and the pandemic becomes less disruptive, and

hence there is less scope for forced saving. Thus, in the following years, private consumption is expected

to grow more rapidly than disposable income, and the recovery in confidence would also require less

precautionary saving compared to 2020. The savings ratio is set to stand only marginally below its 2019

level.

Due to the elevated levels of uncertainty, a substantial number of private investment plans are expected

to be either postponed or cancelled this year. On the other hand, government investment in 2020 is set to

grow substantially, thus cushioning some of the drop in overall investment growth. As uncertainty begins

to recede and the economy begins to recover in 2021 investment is expected to bounce back. Furthermore,

the EU Budget as well as Next Generation EU (EU) funds will provide a substantial boost to government

investment during the next three years, although the baseline assumes that the Government will only

use part of the overall funds allocated to Malta.

Exports are projected to decline by 14.4% in 2020 due to the fall in foreign demand, disruptions to the

global supply chain earlier this year, as well as the dramatic impact of the pandemic on tourism. Indeed,

travel exports, which had been recovering in July and August following the re-opening of the airport,

have been affected adversely by the re-introduction of several containment measures both in Malta and
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Table 1: Projections for the main macroeconomic aggregates for Malta1

20192 2020 2021 2022 2023

Real economic activity (% change)

GDP 4.9 -7.5 5.9 4.4 4.2

Private consumption expenditure 5.2 -5.7 5.9 3.9 4.3

Government consumption expenditure 11.5 16.1 -0.1 1.9 3.8

Gross fixed capital formation 8.8 -11.7 19.0 5.0 5.7

Exports of goods and services 6.1 -14.4 6.4 4.1 3.3

Imports of goods and services 7.9 -12.0 7.5 3.5 3.5

Contribution to real GDP growth (in percentage pts)

Final domestic demand 6.1 -2.4 6.7 3.4 4.0

Net exports -1.3 -5.1 -0.8 1.1 0.1

Changes in inventories 0.1 0.0 0.0 0.0 0.0

Real disposable household income3 6.2 0.8 2.0 1.7 3.0

Household saving ratio3 20.0 25.1 22.2 20.5 19.5

Balance of payments (% of GDP)

Goods and services balance 14.3 10.5 9.7 10.6 10.7

Current account balance 4.8 1.6 1.6 1.9 2.1

Labour market (% change)4

Total employment 5.8 0.6 0.8 1.7 2.5

Unemployment rate (% of labour supply) 3.4 4.1 3.9 3.9 3.9

Prices and costs (% change)

GDP deflator 2.2 1.6 1.7 1.8 1.9

RPI 1.6 0.6 0.6 1.0 1.3

Overall HICP 1.5 0.8 0.9 1.4 1.6

HICP excluding energy 1.4 0.6 0.9 1.3 1.7

Compensation per employee 2.8 -1.7 0.7 2.7 3.0

ULC 3.7 7.0 -4.2 -0.0 1.3

Business cycle

Potential output (% change) 5.6 2.1 1.8 2.9 2.9

Output gap (% of GDP) 1.2 -8.3 -4.5 -3.2 -1.9

Technical assumptions

EUR/USD exchange rate 1.12 1.14 1.18 1.18 1.18

Oil price (USD per barrel) 64.0 41.6 44.0 45.7 47.0

1 Data on GDP were sourced from NSO News Release 142/2020 published on 28 August 2020, while
HICP and RPI data were sourced, respectively, from NSO News Release 185/2020 and 188/2020
(released on 18 and 23 July 2020, respectively).

2 Actual data.
3 Central Bank of Malta estimates.
4 Employment data are consistent with the national accounts. The unemployment rate is based on

the number of unemployed and employed as reported in the Labour Force Survey.
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abroad. In 2021, export growth is then expected to recover somewhat from the sharp declines this year,

but levels will remain relatively low due to the muted recovery in foreign demand and tourism.

In view of the decline in demand, but also due to disruptions to the global supply chain, imports are

set to contract sharply this year. In particular, services imports are projected to fall, reflecting the drop

in services exports and restrictions on outbound travel. In addition, goods imports will also contract,

reflecting lower private consumption, private investment and goods exports. As the economy is set to

recover in the following years, import growth is projected to grow strongly thereafter.

The trade surplus is set to narrow. This reflects the negative net export contributions in 2020 and 2021,

and modest positive contributions in the final years of the projection horizon. As a result, the current

account surplus is projected to decline from 4.8% of GDP in 2019 to 1.6% in 2020, before recovering to

around 2.1% in 2023.

3 Labour Market

Notwithstanding the projected sharp decline in economic activity, the labour market is expected to be

very resilient. In particular, the announced fiscal measures have had a significantly positive impact on

employment. Administrative data show that while unemployment rose during the first phase of contain-

ment measures, these have been declining since the second half of the year. Employment conditions,

though less dynamic than the pre-pandemic period, remain buoyant by euro area standards.

Employment is set to rise by 0.8% this year. This represents an upward revision to our previous pro-

jections, reflecting recent outcomes, and contrasts with the downward revision to the GDP growth

projection. This implies a strong decline in labour productivity per person (though less so in per hour

terms). While employment showed a degree of resilience relative to activity this year, from 2021 its

growth is projected to be lower than that of GDP, with labour productivity regaining some of the losses

that are expected in 2020.

The unemployment rate is envisaged to rise to 4.1%, from 3.4% in 2019, though this is still well below

historical averages. In part, the rise in the unemployment rate this year is mitigated by the envisaged

drop in the labour supply, due to migrant outflows and an increase in inactivity, particularly among

older workers who were most severely affected by the pandemic. Moreover, fiscal measures are highly

supportive of employment. Going forward, the unemployment rate is projected to decline only marginally

when compared to that for 2020, remaining above its 2019 level. It should be noted that in the previous

set of forecasts, the Bank had expected the unemployment rate to nearly reach 5% in 2020 and remain
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close to 4.5% in the following years, rather than remain below 4%.

As regards compensation per employee, this is expected to decrease this year. The envisaged contraction

in 2020 partly reflects the statistical impact of the wage supplement scheme. Under the scheme, the

government and the employer pay employees a wage that is mostly lower than the normal average wage,

at least for the duration of the scheme. Once the scheme expires, wage levels begin to normalise. In

addition, the labour market is expected to remain tight going forward, which should offer some support

for wage growth.

4 Prices

With regards to consumer prices, HICP inflation in Malta is projected to ease sharply this year, mostly

as a result of the COVID-induced drop in demand and lower imported inflation. However, downward

price pressures from weaker demand will be partly offset by cost-push factors related to supply-chain

disruptions, and increased operational costs due to the containment measures, particularly in services.

As a result, inflation is expected to show some degree of persistence (see Box 2).

In 2020, HICP inflation is projected to stand at 0.8%, down from 1.5% in 2019. Thereafter, inflation is

expected to increase, albeit at a gradual pace, reaching 0.9% in 2021, 1.4% in 2022 and 1.6% in 2023.

Chart 5: HICP Inflation over the projection horizon
(annual percentage change; percentage of potential GDP)
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Services inflation is projected to decelerate in the short-term, mainly as a result of lower demand for

tourism services, before gradually recovering thereafter. At the same time, import prices are expected

12



CBM Economic Projections 2020:4

to remain subdued. Hence, non-energy industrial goods (NEIG) inflation is expected to remain weak

throughout the forecast horizon, in line with recent trends and with low NEIG inflation in the euro

area. Energy inflation is projected to turn negative, reflecting recent cuts in fuel and gas prices as well

as the lagged pass-through from the drop in the international price of oil. On the other hand, despite

lower economic activity levels, food inflation is projected to remain robust, partly reflecting domestic

and international supply chain disruptions.

HICP inflation is expected to pick up in the medium term while remaining moderate, reflecting the

expected partial recovery in global demand and tourism as a vaccine is rolled out.

When compared with the Bank’s latest forecasts published in August 2020, overall HICP inflation has

remained broadly unchanged.

Box 2: Inflation resilience during the COVID-19 Pandemici

The COVID-19 pandemic has led to a sharp contraction in economic activity worldwide. Malta has also recorded

an unprecedented decline in GDP during the first half of 2020, reflecting the impact of containment measures

introduced to limit the spread of the virus. However, despite the strong fall in economic activity, the response of

inflation has been somewhat limited, as this registered only a mild deceleration. This indicates that factors other

than those related to demand, such as cost-push factors due to ongoing social distancing measures, may be playing a

substantial role in inflation dynamics. In order to assess the extent to which factors other than demand can explain

inflation dynamics during the COVID-19 pandemic, this box compares the Bank’s latest projections of HICP and

its components for 2020 and 2021, with developments during the last economic recession in 2009.

In 2009, GDP growth in the euro area fell by 4.5%, while that in Malta declined by 1.1% (see Chart A). Partly

reflecting the contraction in GDP both domestically and internationally, Malta’s inflation rate fell by 2.8 p.p. on

average between 2008 and 2009. Conversely, the euro area economy is forecast to contract by around 7.3% in

2020, while Malta’s GDP is forecast to contract by 7.5%. Despite the fact that the envisaged contraction both

internationally and domestically is much stronger than it was during 2009, the expected impact on inflation is

foreseen to be much lower, though this is partly due to more stability in energy prices in Malta in recent years.

Indeed, the inflation rate is expected to decrease by only 0.7 p.p. between 2019 and 2020. The projected resilience

in inflation in 2020 and 2021 is partly due to the different nature of the current recession when compared with

that in 2009 particularly due to the influence of a number of supply-side factors. At the same time, a lower level of

inflation compared to that prevailing ahead of the global financial crisis could also explain the more limited fall in

inflation during the pandemic.

13



CBM Economic Projections 2020:4

Chart A: Inflation and GDP in 2009 and 2020
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Chart B shows that, in the period preceding the recession in 2009, inflation was relatively high. In 2008 it stood

at 4.7% reflecting strong growth across all subcomponents. By mid-2009, inflationary pressures declined reflecting

easing or negative inflation in all subcomponents. Most notably, unprocessed food inflation fell from an average

of 14.6% in the second quarter of 2009 to an average of 0.0% in the fourth quarter, mainly due to a base effect

following the spike in international food prices in 2008. Services and NEIG inflation also contracted in annual

terms, possibly mirroring the drop in economic activity. The subsequent recovery in inflation was initially spurred

by energy and NEIG inflation. Energy inflation rose from -1.7% in 2009 to 18.7% in 2010, while NEIG recovered

marginally from -0.4% in 2009 to -0.1% in 2010. This suggests that the recovery at the time was supported by

imported inflation which in turn was spurred by an international recovery along with an easing in monetary policy,

as well as domestic pricing policies related to energy products. Furthermore, the recovery in the oil price from a

low of $52 in January 2009 to over $100 in March 2010 led to the high growth in energy prices.

Chart B: Contributions to 2008-2010 HICP inflation
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Overall HICP inflation declined from 1.4% in October 2019 to 0.6% in October 2020. This decline stems from

energy and NEIG inflation turning negative, as well as lower services inflation in general. Furthermore, a number

of business owners have reduced prices and offered discounts in an attempt to increase demand. This helps explain

the deceleration in goods and services inflation. Nevertheless, when compared with the sharp GDP contraction

experienced during the first half of 2020, and with the inflation dynamics that occurred during the 2009 recession,
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inflation has remained relatively stable at a low level. It is expected to remain so going forward, partly due to

strong food inflation which has remained close to its long-run average even in pandemic times (see Chart C).

Chart C: Contributions to 2008-2010 HICP inflation
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Furthermore, services prices have shown a degree of resilience. In 2020, services inflation is expected to ease,

primarily as a result of the fall in tourism due to the global pandemic. Likewise, the shut-down of non-essential

services as well as the overall envisaged contraction in economic activity are expected to reduce demand which

further compounds the impact on services.

However, despite the strong decline in demand, services prices are still expected to grow by 1.0% in 2020. Indeed,

as the shut-down of non-essential services was lifted in May, some additional containment measures were imposed,

such as social distancing measures and increased costs related to hygiene. The latter measures may have increased

operational costs for businesses and have decreased capacity, thereby forcing some price hikes to preserve margins.

On the other hand, government support measures have partly alleviated the decline in demand. These include a

voucher scheme whereby government issued e100 vouchers in a bid to boost demand, particularly in the hospitality

and retail industries. In addition, a government wage supplement scheme was successful in limiting job losses, and

has also limited the impact on demand for services. Other measures may have also alleviated costs, such as a rental

refund of up to e2,500 per outlet, and a fuel price cut of 7 cents in both diesel and petrol.

Regarding food inflation, this is expected to remain robust during 2020, reflecting the impact of global supply-chain

disruptions, which has kept international food prices high. Energy inflation is projected to decline in 2020, driven

by the assumed decline in international commodity prices, as well as the aforementioned cut in fuel prices. With

regards to NEIG prices, these are projected to decline somewhat this year. Going forward, according to the Bank’s

latest forecasts, inflation is projected to recover in the medium-term, supported mainly by a pick-up in services

inflation.

While the euro area registered a lower inflation rate in both recessions (see Chart A), the magnitude of decline has

been limited in 2020 as has been the case in Malta. The ECB projects inflation to fall to 0.2% in 2020 from 1.2%

in 2019, much lower than the drop from 3.3% to 0.3% registered from 2008 to 2009. In addition, the difference

between Malta’s inflation rate and that of the euro area is projected to be much lower than that during 2009.

Thus, against a background of an unprecedented contraction in economic activity, cost-push factors (inflation-
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increasing) may have partly mitigated demand-pull factors (inflation-decreasing). This may have prevented a

larger decline in inflation as one might have expected given the large shock to activity.

iPrepared by Rafael Fearne, an economist in the Economic Analysis Department.

5 Public finance

General government finances are set to deteriorate sharply as a result of the large fiscal stimulus intro-

duced to cushion the impact of the pandemic as well as the expected contraction in economic activity.

These projections incorporate the impact of COVID-related measures, as well as other initiatives an-

nounced in the 2021 Budget (see Box 3 for further details). From a surplus of 0.5% of GDP in 2019, the

government is set to post a deficit of 9.4% in 2020 (see Table 2). The deficit is set to gradually decline

over the forecast horizon and is expected to reach 4.0% of GDP by 2023. This improvement is driven by

the unwinding of COVID-19 measures and a more favourable macroeconomic environment.

Compared with the Bank’s earlier projections, a larger deficit is projected throughout the forecast hori-

zon, with the largest revision arising in 2021. These developments largely reflect additional information

from the 2021 Draft Budget Plan (DBP) – such as the extension of the Wage Supplement Scheme - and

the revised forecast profile of macroeconomic variables. Additionally, expenditure related to COVID-19

health spending was revised upwards in line with the recent upsurge in active cases and the excepted

duration of the pandemic. Health-related outlays are based on the assumption that the number of active

cases will remain elevated and are eventually expected to taper off in the second half of 2021. Expected

health treatment costs in 2021 also include outlays related to vaccinations against the pandemic.

The profile for the fiscal deficit largely reflects that for gross savings, which is set to deteriorate in 2020

and recover thereafter. The share of current revenue in GDP is expected to decline sharply in 2020 as

a result of lower tax revenue. This is mainly on the back of lower share of current taxes on income

and wealth. Moreover, this drop is also partly driven by lower taxes on production and imports largely

reflecting the decline in domestic and tourist consumption, and the reduction of stamp duty on property

transfers.

Owing to a slower recovery in the tax base, the share of tax revenue in GDP is set to decline further in

2021. This is then set to increase in the outer years of the forecast horizon, on the back of a pickup in

indirect tax receipts.

Meanwhile, the share of current expenditure in GDP is expected to increase over the forecast horizon,

notably in 2020. This mainly reflects the fiscal measures which were introduced in response to the
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Table 2: Projections for main fiscal items (% of GDP) 1

20192 2020 2021 2022 2023

Headline Aggregates

Total revenue 37.7 37.3 37.3 37.7 37.6

Total expenditure 37.2 46.6 43.7 41.9 41.6

General Government Balance 0.5 -9.4 -6.4 -4.2 -4.0

of which: Primary Balance 1.8 -8.0 -5.1 -2.8 -2.5

General Government Debt 42.6 55.0 58.8 59.8 60.5

Detailed Breakdown

Current Revenue 36.2 35.4 34.9 35.2 35.4

Current taxes on income and wealth 13.6 12.9 12.8 12.7 12.8

Taxes on production and imports 12.0 11.6 11.7 12.4 12.6

Social contributions 66.0 6.2 5.8 5.7 5.6

Other current revenue3 4.6 4.7 4.6 4.5 4.4

Current Expenditure 32.5 41.8 38.2 36.2 36.1

Compensation of Employees 11.0 12.4 12.2 12.1 12.0

Social benefits 12.0 11.1 10.7 10.1 10.0

Intermediate Consumption 7.2 9.7 8.7 8.6 8.6

Interest payments 11.4 1.3 1.3 1.4 1.5

Subsidies 1.5 4.8 2.8 1.5 1.5

Other current expenditure4 2.2 2.3 2.5 2.5 2.5

Gross savings 3.7 -6.4 -3.3 -0.9 -0.6

Capital Revenue 1.4 1.9 2.4 2.4 2.2

Capital taxes 0.2 0.2 0.2 0.2 0.2

Other capital revenue5 1.3 1.7 2.2 2.2 2.0

Capital Expenditure 4.7 4.9 5.6 5.7 5.6

Gross Fixed Capital Formation 3.8 4.4 4.7 4.8 4.7

Capital transfers 0.8 0.4 0.8 1.0 0.9

Other capital expenditure6 0.0 -0.1 -0.1 -0.1 -0.1

Capital Revenue Net of Capital Expenditure -3.2 -3.0 -3.1 -3.3 -3.4

Underlying Budgetary Position

Cyclical component 0.7 -3.4 -2.2 1.9 -1.1

Temporary government measures 0.0 0.0 0.0 0.0 0.0

Structural balance -0.2 -5.9 -4.3 -2.3 -2.9

1 CBM calculations based on NSO News Release 170/2020 (published on 22 October 2020) and News
Release 142/2020 (published on 28 August 2020).

2 Actual data.
3 Mainly includes revenue from dividends, rents and sales.
4 Mainly includes spending on education and contributions to the EU budget.
5 Mainly includes grants from EU Programmes.
6 Mainly reflects the value of changes in inventories and in the net acquisition of valuables and other

assets.

17



CBM Economic Projections 2020:4

pandemic as well as other additional outlays related to health treatment and containment measures.

Consequently, subsidies, intermediate consumption, social benefits and compensation of employees are

expected to outpace GDP. Current spending is set to decline in 2021 as most of these measures unwind.

However, the share of subsidies in GDP is expected to remain elevated due to the extension of the

COVID-19 wage supplement scheme until end-March 2021, as well as the reintroduction of the vouchers

scheme for households.

Subsequently, the share of current spending in GDP is expected to decline gradually as all COVID-19

related measures are phased out. However, the share of interest payments in GDP is expected to increase

for the first time since 2011, due to rising financing needs.

Capital expenditure is expected to rise substantially over the forecast horizon on the back of higher

spending on infrastructural projects. Overall, spending on domestically-funded projects is expected to

remain elevated throughout the forecast horizon, owing mostly to investment in health, transport and

the environment. At the same time, outlays on EU-financed projects are set to increase sharply in 2021,

as works on projects which were delayed in 2020 due to the pandemic come to completion. EU-funded

capital expenditure is set to remain elevated in the outer years of the forecast horizon, as projects financed

by the 2014-2020 framework are completed and NGEU funds are taken on board.

The structural balance is set to deteriorate from -0.2% of GDP in 2019 to -5.9% in 2020. It is however

set to improve in subsequent years and reach -2.9% by 2023. In line with the approach adopted by the

European Commission, COVID-related fiscal measures are not treated as one-off measures and are thus

to impact negatively the structural budget balance. It should however be noted that owing to significant

uncertainty surrounding the value of the budgetary semi-elasticity and the output gap in times of crisis,

structural balance estimates should be treated with caution.

The general government debt-to-GDP ratio is projected to increase from 42.6% in 2019 to 55.0% in 2020,

mainly driven by the expected primary deficit and interest-growth differential (see Chart 6). While this

ratio is relatively low by historical standards and also remains below available projections for the euro area

as a whole, the expected year-on-year increase is the strongest on record, reflecting the unprecedented

severity of the pandemic shock. Debt is expected to reach 60.5% of GDP by 2023, due to the projected

primary deficits and debt-increasing deficit-debt adjustments, which are especially relevant in 2020 and

2021.
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Chart 6: Contribution to change in the debt ratio
(percentage point contribution; percentage of GDP)

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

2019 2020 2021 2022 2023

Deficit-debt adjustment Interest-growth differential (1)

Primary balance Change in the debt-to-GDP ratio

(1) Difference between effective interest rate (interest payments at year t relative to debt outstanding at year t-1) and GDP growth. 

Source: Central Bank of Malta

Box 3: Budget 2021: evolution of public finance projections i

The 2021 Budget Speech, presented in Parliament on 19 October, provides a revised set of deficit and debt targets

for 2020 and beyond. Both the Government and the Central Bank’s fiscal forecasts were revised relatively strongly

during the year, as various fiscal measures were introduced or extended to mitigate the effects of COVID-19. This

Box assesses the Budget 2021 targets and outlines how fiscal forecasts evolved since the outbreak of the pandemic.

Budget 2021 targets and measures

Government expects the deficit in 2020 to reach 9.4% of GDP, from a small surplus in the previous year. The deficit

is expected to decline to 5.9% of GDP in 2021. Overall, the general government debt-to-GDP ratio is forecast to

rise from 42.6% in 2019 to 58.6% by 2021.

Compared with the Government’s previous forecast exercise – the 2020 Stability Programme (SP) update which

was published in April – public finances are expected to deteriorate at a stronger pace in 2020, and improve at a

weaker rate in 2021 (see Chart A). This is mainly explained by the extension of COVID-related support measures.ii

Notably, the wage supplement scheme was extended until March 2021, while the period until which buyers and

sellers of property can benefit from reduced stamp duties was extended until end-2021. At the same time, in 2021

Government is set to finance a new voucher scheme available to households. Altogether, compared with the 2020

SP, the expected budgetary impact of COVID-related measures was revised up by 1.3% of GDP in 2020 and 1.0%

of GDP in 2021.

Due to the stronger than expected impact of COVID on the Maltese economy, tax revenue is set to grow at a slower

pace in 2020 compared with the SP exercise. However, it is set to rebound at a stronger pace in 2021.

The impact of other factors, not related to COVID, has also been revised compared with the SP projections. In

2020, the expected receipt of IIP revenue was revised down. At the same time, the profile of EU-funded and

domestically-funded capital expenditure in 2021 was revised up.

Forecasts for 2021 were also revised to take into account new measures announced in the Budget. These include
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additional outlays on measures to address past anomalies as well as an increase in pensions, child-related assistance

and other allowances. The Budget also extended existing tax benefits, regarding income tax refunds to households,

lower stamp duties on first-time buyers and donated property used for residential purposes, private pension incen-

tives and a higher VAT-free threshold for small firms. These measures are set to have a deficit-worsening effect

amounting to around 0.3% of GDP.

Chart A: Forecast impact on deficit-to-GDP ratio

Deficit-increasing (reducing) impact shown as -ve (+ve) value (pp)
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Evolution of the Bank’s fiscal projections

Throughout 2020, the Bank’s fiscal forecasts were revised in order to take into account new information regarding

COVID-19, its impact on the Maltese economy and other government measures. The current fiscal projections,

which incorporate the abovementioned issues, are the third detailed set of forecasts published by the Bank since

the start of the pandemic. Charts B and C below show the revised profile for general government revenue and

expenditure items in each of these forecast exercises.

In 2020, in contrast with previous projection rounds, the latest forecasts expect a 0.4 percentage point decline in

the general government revenue-to-GDP ratio. As Chart B shows, this is despite a broadly similar negative outlook

for the profile of tax revenue. The latest forecasts expect a slower increase in the share of non-tax income in GDP,

due to a revised profile for the take-up of EU funds.

Work on certain EU-funded infrastructural projects, which were delayed following the COVID outbreak and sub-

sequent travel restrictions, is now set to be completed in 2021. At the same time, in 2021 Government is forecast

to start utilising additional EU funds from the Next Generation EU recovery package.

Compared with the previous forecast exercise, we now expect a more negative tax revenue profile in 2021 and a

more optimistic outcome in 2022. This is in line with the Bank’s revised macroeconomic outlook, which anticipates

a weaker recovery in sectors significantly exposed to COVID-19.

Due to the extension and introduction of new COVID-related measures, the profile of government expenditure

was revised upwards in 2020. Revisions mainly affect the profile of intermediate consumption and other current

expenditure, which respectively account for the bulk of spending on health and on support to firms. Compared

with earlier forecast exercises, most expenditure items are set to decline at a slower pace in 2021 and to decrease

at a faster pace in 2022. This reflects the revised profile of COVID-related measures and the introduction of other

government measures as announced in the latest Budget.
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Chart B: Forecast year-on-year change in revenue-to-GDP ratio
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Chart C: Forecast year-on-year change in expenditure-to-GDP ratio

(percentage points)
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iThis box was prepared by John Farrugia and Juergen Attard, respectively a principal economist and a senior
economist within the Economic Analysis Department.

iiFor a detailed assessment of these measures, refer to Box 2 of the Economic Projections 2020:3 publication:
https://www.centralbankmalta.org/archive-economic-projections

6 Risks - Severe scenario

Risks to economic activity are assessed to be to the downside. To account for risks and uncertainty

around our projections, the Bank is publishing a severe scenario in addition to the baseline projections.

This accounts for a scenario whereby some containment measures would still be in place by the end of

2023.

1. The recovery in travel exports is projected to be more muted, due to ongoing containment measures.

Whereas in the baseline scenario, travel exports in 2023 are projected to be around 10% less than

2019 levels, those in the severe are assumed to be around a third lower.

2. The wage supplement scheme is assumed to be extended until end-2021. Also, health treatment
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costs reflect the assumption that the number of active COVID-19 cases remains elevated for a

number of months, such that the number of new infections is only brought down towards end 2021

compared to the second half of 2021 in the baseline.

3. The recovery in global economic activity in 2021 and 2022 is assumed to progress at a slower

pace relative to the baseline. Whereas in the baseline scenario, Malta’s foreign demand in 2023 is

expected to be around 3% higher when compared with 2019, in the severe scenario it is assumed

to be around 4% lower.

In the severe scenario, GDP would contract by 9.4% in 2020, and grow by 5.5%, 3.7% and 3.6% in the

following three years (see Table 3). The main driver behind the lower projection in 2020 is the lower net

export contribution, reflecting a more severe drop in services exports. Moreover, the recovery in exports

is more muted when compared with the baseline, reflecting a slower pick-up in tourism and a relatively

weaker international environment. Thus, in the severe scenario, economic activity levels are projected

to return to 2019 levels only in 2023.

Table 3: Projections - baseline and severe scenario

Baseline Severe
2020 2021 2022 2023 2020 2021 2022 2023

GDP -7.5 5.9 4.4 4.2 -9.4 5.5 3.7 3.6
HICP 0.8 0.9 1.4 1.6 0.8 0.8 1.1 1.4
Unemployment rate 4.4 4.1 4.0 4.0 4.1 3.9 3.9 3.9
Potential Output 2.1 1.8 2.9 2.9 2.0 1.5 2.7 2.7
Output Gap -8.3 -4.5 -3.2 -1.9 -10.0 -6.4 -5.6 -4.8

Contributions
Domestic Demand -2.4 6.7 3.4 4.0 -3.7 6.8 2.9 3.6
Net Exports -5.1 -0.8 1.1 0.1 -5.6 -1.2 0.8 0.0

Fiscal
General Gov. Balance (% of GDP) -9.4 -6.4 -4.2 -4.0 -9.7 -9.9 -5.6 -5.5
General Gov. Debt (% of GDP) 55.0 58.8 59.8 60.5 56.4 63.8 66.3 68.6

With regards to prices, HICP inflation is projected to be marginally weaker in 2021 when compared to

the baseline, before partially recovering to 1.4% in 2023, as overall demand starts to recover. Overall,

the recovery in inflation is more muted when compared to the baseline due to lower envisaged economic

activity levels.

The general government deficit is set to reach 9.7% of GDP in 2020, before increasing slightly to 9.9% in

2021 and declining thereafter to reach 5.5% by 2023. This profile reflects the impact of a more persistent

economic slowdown as well as the extension of the wage supplement scheme until the end of 2021.

22



CBM Economic Projections 2020:4

In 2020, the debt-to-GDP ratio is set to increase to 56.4%, and rise further to 68.6% by 2023. This is

mainly due to the expected budget shortfall, as well as the interest-growth differential.

Other risks unrelated to the pandemic include the possibility that a no deal Brexit could cause financial

amplifications that would worsen the international outlook. On the other hand, large government projects

such as a link between Malta and Gozo has not been incorporated due to the lack of information. These

risks are assessed to be balanced.

On the fiscal side, other risks are deemed to be deficit increasing, with the largest risks expected to

materialise in 2021. These include the possible state aid to Air Malta (as announced during the 2021

Budget Speech), and the possibility of the calling in of some government guarantees extended to working

capital loans.
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