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Abstract 

The amount of banknotes issued by the Central Bank of Malta has persistently exceeded the 

allocation to the Bank from the ECB’s banknote allocation key, resulting in a corresponding net 

liability within the Eurosystem, a trend that has exacerbated since the outbreak of the COVID-19 

pandemic. High demand for banknotes has also been experienced in the euro area in recent 

years even though the use of cash for retail transactions has decreased. This is referred to as 

“paradox of banknotes” and occurs because currency is not only used for daily transactions but 

also as a store of value while it is also influenced by demand from citizens outside the euro area. 

Part of the excess demand for banknotes in Malta can be attributed to the fact that the ECB 

banknote key is based on estimates that do not accurately reflect the strong population and 

economic growth registered in Malta since 2016. Structural factors also play a part in explaining 

the demand for banknotes with population growth emerging as a common factor for all countries 

experiencing an excess demand for banknotes. On the other hand, the evidence for demand 

arising from tourism is relatively weak.  

JEL classification: E20, E41, E58 

Keywords: demand for currency, banknotes, structural factors, Malta. 
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Executive Summary 

The amount of banknotes issued by the Central Bank of Malta has persistently exceeded the 

allocation to the Bank from the ECB’s banknote allocation key, resulting in a corresponding net 

liability within the Eurosystem, a trend that has exacerbated since the outbreak of the Covid-19 

pandemic. The Bank currently has no interest expense resulting from this liability since the interest 

rate on the MRO is currently set at 0% per annum. At the end of 2020, Malta was one of 6 euro 

area Member States that reported an excess demand for banknotes while 13 experienced a 

shortage, with Malta’s excess banknotes amounting to 32% of allocated banknotes.  

The allocation of banknotes depends on the ECB banknote key, which is calculated on the basis 

of each country’s relative GDP and population size. Figures for GDP refer to average GDP 

between 2011 and 2015 while population figures refer to 2016. Hence, these estimates do not 

reflect the sharp increase in both GDP and population growth registered in Malta since then. Since 

2016, Malta experienced the highest population growth amongst all EU countries with an increase 

of 49,000 persons, or a rise of 10.8%. Over the period 2015 to 2019, Malta’s average GDP grew 

by 45% as compared to average GDP for the years 2011 to 2015, the second highest growth after 

Ireland. Using more updated figures for GDP and population would push upwards Malta’s 

banknote allocation, which in turn would lead to a reduction in excess banknotes.  

Nevertheless, structural factors also explain the relatively high demand for banknotes in Malta. 

Country-specific factors may include: (i) strong economic activity and population growth that 

proxies the transaction demand for currency; (ii) a strong preference of consumers towards 

holding cash; (iii) a relatively large underground economic activity; (iv) a large tourism industry; 

and (v) remittances by migrant workers. Overall, cross-country evidence concerning the above 

structural factors is mixed since most of these factors feature both in countries that report excess 

demand for banknotes and those reporting shortages. The only exception is the population growth 

factor, where the only three countries with average growth exceeding 1% per annum over the 

period 2015-2020 all reported excess demand for banknotes. For economic activity, share of 

migrants in the working-age population and payments habits favouring the use of cash, the 

evidence is broadly balanced. On the other hand, the evidence for the tourism factor is relatively 

weak.  
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1. How does Malta’s demand for banknotes compare with other euro area countries?

A key operational task of the Eurosystem is to ensure an adequate supply of euro currency to 

meet demand conditions. In practise, the prerogative of issuing euro banknotes, as well as 

withdrawing them from circulation, rests on the national central banks (NCBs) of the euro area. 

Once issued, these banknotes (or coins) enter into circulation by being supplied over the counter 

by banks or through cash dispensers. Since banknotes are lightweight, easily transportable, and 

accepted throughout the euro area and also in other jurisdictions, given the international role of 

the euro, they often migrate far from their source of issuance. As banknotes migrate across 

national borders, euro banknotes issued by the NCB of a euro area country may be located in 

another euro area country or in a third country outside the euro area. The lack of measurement 

of banknotes’ migration implies that currency in circulation is only relevant at the level of the 

Eurosystem and represents the overall volume of banknotes and coins in circulation, including 

those outside the euro area.  

The concept of “net issuance” is used at the national level. Net issuance refers to the cumulative 

sum of the differences between the withdrawals and lodgements of each NCB since the 

introduction of the euro. Each NCB in the euro area is allocated a notional amount of euro 

banknotes in accordance with the so-called ECB banknote allocation key, which is established on 

the basis of the relative GDP and population size of the Member State. The value of banknotes 

that each NCB puts into circulation tends to vary from the allocated amount, leading to an excess 

or shortage of euro banknotes, which then gives rise to intra-Eurosystem balances. 

The demand for banknotes in the euro area has increased in recent years even though the use 

of cash for retail transactions has decreased as consumers have increasingly resorted to cashless 

means of payment. This phenomenon, which is also observed in economies with strong foreign 

demand for their currencies, is commonly referred to as the “paradox of banknotes” (Bailey, 2009). 

This counter-intuitive paradox occurs because currency is used both for daily transactions and as 

a store of value, while it is also influenced by demand from citizens of countries that are not part 

of the euro area. Cash hoarding could also have increased as the cost of holding cash became 

very low in an environment characterised by low inflation and low interest rates. Estimates by 

Zamora-Pérez (2021) suggest that only around 20% of the value of euro banknotes in circulation 

are held for transaction purposes; between 28% and 50% are held as store of value inside the 

euro area, while 30% to 50% are held outside the euro area. The wide intervals indicate the high 

uncertainty surrounding these estimates since the different usage of cash is not directly 



6 

 

observable. Historically, demand for currency also tends to increase during periods of uncertainty 

and instability, a trend that has also been observed since the onset of the COVID-19 pandemic. 

After the euro cash changeover at the beginning of 2008, the cumulated net issuance of euro 

banknotes issued by the Central Bank of Malta increased from an initial €434 million to €2,066 

million at the end of September 2021.3 Since mid-2015, growth in Maltese banknotes has 

persistently exceeded that in the Eurosystem (see Chart 1). In the first nine months of 2021, 

average annual growth in banknotes in Malta stood at 19.7%, compared to 9.6% in the euro area. 

Since 2017, the gap between Malta and euro area growth rates has remained relatively stable at 

around 8.5 percentage points. This positive and persistent differential contrasts sharply with the 

historical experience since euro adoption, with the average difference in annual growth from 2010 

and 2016 amounting to -0.4 percentage points.   

Chart 2 shows the breakdown by denomination of cumulated euro currency issued by the Central 

Bank of Malta. The increase in net issuance is predominantly driven by the development of the 

€50 banknote, which since 2013 has become the most important denomination. The 

3 For 2008 only, currency issued includes any outstanding Maltese lira banknotes and coins. 
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attractiveness of the €50 denomination stems from the fact that it can be used both for transaction 

purposes as well as a store of value – in addition, the €50 is the largest denomination dispensed 

from ATM machines in Malta. The share of the €500 banknote – which was not included in the 

Europa series and, as from 2019, is no longer being issued – reached a peak of 43% of the value 

of Maltese banknotes in circulation in mid-2015 but since then has seen its share decline to 15% 

by end 2021Q3. The net issuance of three denominations – €5, €10 and €100 – is negative, 

suggesting that, on balance, more is lodged at the Central Bank of Malta than issued.  

In recent years, the amount of banknotes issued by the Central Bank of Malta has been 

consistently greater than the value of the euro banknotes allocated to the Bank in line with the 

ECB’s banknote allocation key, resulting in a corresponding net liability within the Eurosystem 

(see Chart 3).4 As mentioned earlier, demand for banknotes started growing significantly since 

4 Each national central bank in the euro area is allocated an amount of euro banknotes in accordance with 
the banknote allocation key. The difference between the value of euro banknotes allocated to the bank and 
the value of the euro banknotes that the bank puts into circulation gives rise to intra-Eurosystem balances. 
If the value of the actual euro banknotes issued is above the value based on the banknote key, the 
difference is recorded as an excess (positive balance) and a corresponding net liability is disclosed. If the 
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2017. At the end of 2017, excess banknotes amounted to €172 million, or 17% of allocated 

banknotes. Since then, excess banknotes continued on an upward trend reaching €448 million at 

the end of 2020 and €614 million at the end of September 2021. The banknote allocation key is 

calculated on the basis of each country’s GDP and population estimates – further details of this 

calculation and the resulting impact on the excess banknotes is provided in Section 4 of this 

report. The position bears interest at the rate applied for the main refinancing operations (MRO). 

The Bank currently has no interest expense resulting from the liability from the euro banknote 

allocation within the Eurosystem as the interest rate on the MRO is 0% per annum.  

Excess or shortages of banknotes are common in a monetary union. At the end of 2020, 6 

countries reported an excess demand and 13 experienced a shortage. Malta’s excess banknotes 

amounted to 32% of allocated banknotes, which amounts to the fifth highest share among the 

euro area countries (see Chart 4).5 The largest excess is by far recorded in Luxembourg, 

amounting to 2190% higher than their allocation. In the case of Germany, excess banknotes 

amounted to 136% of allocated banknotes, followed by Ireland (88%) and Slovenia (68%). On the 

other hand, 13 countries had a lower net issuance of banknotes, with the largest shortfalls 

recorded in Portugal (163%), Latvia (105%), Spain (94%) and the Netherlands (85%). This excess 

value of the actual euro banknotes issued is below the value based on the capital share, the difference is 
recorded as a shortfall (negative balance) and a corresponding net claim arises.   
5 Luxembourg is an outlier and is thus excluded from the chart.   
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demand or shortfall tends to be quite persistent, as in 2020 all countries reported a similar position 

to 2019.     

2. Is demand for banknotes affected by the COVID-19 pandemic?

Demand for cash tends to increase during periods of uncertainty and instability, reflecting a 

precautionary motive to crisis management, a trend that has also been observed during the 

COVID-19 pandemic (Caswell et al., 2020). This pattern has been observed in past crises as well, 

irrespective of whether they were driven by technological disruptions (2001), financial crisis (2009) 

or a pandemic (2020).  

Following a period of relatively stable growth, net issuance by the Central Bank of Malta grew by 

18.3% in 2020, a sharp increase compared to previous years. This was also the case in the euro 

area, with banknotes increasing by 11.0% during 2020. This hike is almost comparable to that 

experienced in the months following the collapse of Lehman Brothers in September 2008.   

Chart 5 shows the net issuance of euro banknotes in Malta in 2020 (and first nine months of 2021) 

and how they compare with the previous three years. After the negative issuance in the first weeks 

of the year, which is a common occurrence following the Christmas festivities when returned 
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banknotes exceed issued banknotes, net issuance in 2020 started deviating from the normal 

growth rate once the effects of the COVID-19 pandemic started to be felt in Europe. Between 

2017 and 2019, net issuance during the year were broadly similar; net issuance in December 

averaged around €171 million. In 2020, net issuance started to deviate from previous years’ 

pattern from around April; by December, it stood at €284 million, the highest increase recorded 

since Malta adopted the euro. As at end-September 2021, net issuance went up by €234 million, 

which is substantially higher even when compared to the level prevailing during the same month 

in 2020.   

A similar experience is also evident at the euro area level, which is attributed to the COVID-19 

pandemic (Zamora-Pérez, 2021). A recent study by Rösl and Franz Seitz (2021) attributes the 

motives behind the increase in global currency demand as a shift from transaction balances 

towards more hoarding, especially in the form of large denomination banknotes. Indeed, at the 

euro area level, one of the largest increases in demand by denomination was related to  the €200 

banknote.  
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3. How is the ECB banknote key determined?

Excess demand or shortfall of euro banknotes at the country level is determined according to the 

calculation of the so-called banknote key. The process to determine the banknote key is threefold. 

First, the capital key is determined.6 The capital key is calculated according to the size of a 

member state in relation to the EU as a whole with the size being measured by population and 

GDP. These two factors have equal weighting. If, for instance, a country accounts for 8% of the 

EU's total population and produces 10% of its total economic output, then its capital key would be 

9%.  

The capital key is recalculated every five years to reflect changes in the size of each country’s 

population and economy, both over time and in proportion to the rest of the EU. The capital shares 

are also adjusted whenever a new member joins or exits the European System of Central Banks 

(ESCB). The latest adjustment took place on 1 February 2020 following the withdrawal of the 

United Kingdom from the EU. The capital key for Malta is 0.0853%, the smallest share amongst 

the EU27 countries. At the end of 2020, euro area NCBs accounted for 81.3286% of total capital. 

The second step revolves around the calculation of the Eurosystem key, which includes only the 

euro area NCBs. Thus, the share of non-euro area NCBs is omitted from this calculation, and the 

euro area NCBs capital is rebased to 100%.   

Finally, the banknote allocation key builds upon the Eurosystem capital key as it includes only 

euro area NCBs but it also includes the ECB. The share of the latter is 8% with the remaining 

92% allocated amongst euro area NCBs in line with the Eurosystem key. Following this rebasing, 

Malta’s banknote allocation key amounts to 0.0965%.  

The population figures on which the current capital key is computed refer to 2016 while GDP 

figures refer to average GDP between 2011 and 2015. Developments in economic activity and 

population have evolved significantly in Malta since then, as the country experienced a strong 

period of economic and population growth.  

Table 1 compares developments in population for all EU countries between 2016 and 2019, as 

well as the average GDP between the periods 2011-2015 and 2015-2019. Between 2016 and 

2019, Malta experienced the highest population growth amongst all EU countries with an increase 

of 49,000 persons, or a rise of 10.8%. Over the period 2015 to 2019, Malta’s average GDP grew 

6 The capital key determines each NCB’s subscription to ECB capital.  
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by 45.3% as compared to average GDP for the years 2011 to 2015, the second highest growth 

after Ireland.7 Taking into account the more updated figures for GDP and population would push 

upwards Malta’s banknote key, which in turn would result in a reduction in excess banknotes. 

Back of the envelope calculations based on Table 1 indicates that roughly half of excess demand 

for banknotes in Malta can be attributed to the fact that the banknote key is based on outdated 

estimates that do not accurately reflect the strong population and economic growth registered 

since 2016.   

7 Irish GDP was revised substantially upwards in 2015 primarily due to the relocation to Ireland of a small 
number of large multi-national corporations.   

Table 1

REVISIONS TO GDP AND POPULATION ESTIMATES

Population 

2016

Population 

2019

Difference in 

population

GDP

2011-2015

GDP

2015-2019

Difference in 

GDP

1000s persons 1000s persons percent Euro millions Euro millions percent

Belgium 11,331 11,489 1.4  394,945 446,005 12.9

Bulgaria 7,128 6,976 -2.1 42,925 52,980 23.4

Czechia 10,565 10,669 1.0 162,926 195,525 20.0

Denmark 5,729 5,817 1.5 259,995 292,748 12.6

Germany 82,349 83,093 0.9 2,840,766         3,253,858         14.5

Estonia 1,316 1,325 0.7 18,837 23,953 27.2

Ireland 4,749 4,927 3.8 196,868 302,470 53.6

Greece 10,776 10,722 -0.5 185,036 178,115 -3.7

Spain 46,450 47,105 1.4 1,044,992         1,160,186         11.0

France 66,831 67,624 1.2 2,122,512         2,306,149         8.7

Croatia 4,172 4,067 -2.5 44,659 50,116 12.2

Italy 60,115 59,729 -0.6 1,633,725         1,730,812         5.9

Cyprus 852 882 3.6 18,511 20,336 9.9

Latvia 1,959 1,913 -2.4 22,551 27,346 21.3

Lithuania 2,868 2,794 -2.6 34,739 42,577 22.6

Luxembourg 584 622 6.4 49,176 58,317 18.6

Hungary 9,814 9,771 -0.4 104,774 127,667 21.8

Malta 456 505 10.8 8,196 11,910 45.3

Netherlands 17,030 17,345 1.8  665,071 744,707 12.0

Austria 8,740 8,878 1.6  326,021 370,836 13.7

Poland 38,427 38,386 -0.1 399,910 471,285 17.8

Portugal 10,326 10,286 -0.4 173,530 196,342 13.1

Romania 19,706 19,376 -1.7 143,820 189,129 31.5

Slovenia 2,065 2,089 1.2 37,251 43,314 16.3

Slovakia 5,431 5,453 0.4 75,007 85,765 14.3

Finland 5,495 5,522 0.5 204,328 225,754 10.5

Sweden 9,923 10,279 3.6 435,812 469,866 7.8

Source: SDW, Eurostat, authors' calculations
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4. Are structural factors influencing the demand for currency in Malta?

Money has essentially three functions: a medium of exchange, a store of value and a unit of 

account. Studies of currency demand usually focus on transaction motives, its role as a store of 

value and the importance of foreign demand for currency (Grech, 2014; Lalouette et al., 2021; 

Rua, 2018). Estimates by Lalouette et al. (2021) suggest that, in the euro area, only around 20% 

of the value of euro banknotes in circulation are held for transaction purposes, between 28% and 

50% are held as store of value inside the euro area, while 30% to 50% held outside the euro area. 

The wide interval is indicative of the high uncertainty surrounding these estimates since usage of 

cash is not directly observable. This section discusses the potential role of each of these factors 

for Malta, looking at domestic transactions and payment habits, estimates of the underground 

economy and factors influencing external demand such as the tourism industry and remittances 

by migrant workers. The final part of this section summarises the cross-country evidence for these 

various indicators.  

Domestic transactions and payment habits 

Currency can be used for purchases by individuals at the physical point of sale (POS) and person-

to-person (P2P) payments, held by businesses, and stored by banks for distribution via bank 

counters or ATMs. Broad measures of economic activity, such as GDP or private consumption, 

are commonly considered as proxies for the transaction demand for currency (Rua, 2018). 

Indeed, Chart 6 shows that Malta registered one of the fastest growth rates in both GDP and 

private consumption during the period 2015 and 2019. While taking a shorter time period and 

including 2020 will lead to smaller estimates, Malta still remains with one of the fastest growth 

rates in GDP and private consumption, and thereby, with a relatively high demand for transaction 

purposes. Malta also registered the highest growth rate in its population, which averaged around 

3% between 2015 and 2020; while estimates based on the working-age population yield similar 

results.     

In addition to economic activity, currency demand is also influenced by payment habits. Cross-

country estimates of differences in payment habits are obtained from a study conducted by the 

ECB in 2019 on the payment attitudes of consumers in the euro area, referred to as SPACE (ECB, 

2020). This survey also explores the factors influencing individuals’ payment attitudes and 

behaviour.  
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Chart 6  

DOMESTIC TRANSACTIONS AND PAYMENT HABITS 

Source: Eurostat, SPACE report, own calculations 

The SPACE results point to significant differences in consumers’ payment behaviour and attitudes 

across the euro area countries. Compared to other euro area countries, Maltese consumers are 

still highly reliant on cash for POS and P2P payments. The share of cash usage in the total 

number of payments for POS in Malta stood at 88% (euro area: 73%) and at 73% for P2P (euro 

area: 48%). Similarly, the share of Maltese households for whom cash is the preferred payment 

instrument is one of the highest in the euro area. In addition to Maltese households’ ingrained 

habits towards the use of cash, the relative cost of accessing cash can also be an important factor 

influencing payment behaviour. In this regard, Malta had the lowest share of respondents who 

deemed access to cash withdrawals from an ATM or a bank to be ‘very easy’ or ‘easy’ among the 

euro area countries that participated in SPACE. This may be related to the fact that the number 

of ATMs in Malta is amongst the lowest in comparison to other euro-area countries. IMF data 

shows that the number of ATMs per 100,000 adults stood at 48.9 in 2019. However, these figures 

refer solely to ATMs operated by local institutions and do not include ATMs operated by foreign 
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providers, in which case the ratio for Malta would increase to 96.0 (Saliba and Briffa, 2021). 

Nonetheless, the ATMs operated by foreign providers are mainly targeted for tourists and may 

not be deemed as a competitive alternative to other ATMs by resident credit institutions. 

Informal economy 

Compared to other assets, currency is not a good store of value. It can be stolen, lost, easily 

destroyed by fire, and loses its purchasing power over time due to inflation. The rationale for 

holding money as a store of value is usually attributable to the underground economy. A sizeable 

underground economy can boost the demand for currency since cash transactions are more 

difficult to trace. Studies aimed at measuring the size of the underground economy are inherently 

surrounded by uncertainty given that, by its very nature, it is not directly observed.  

Estimates of the size of the underground economy for Malta suggest that the underground 

economy has remained relatively stable as a share of GDP over the last decade, averaging 

around 21% of official GDP between 2010 and 2019 (Gauci and Rapa, 2020). Rather than being 

precise measures, such indicators are to be interpreted as approximations of the true size of the 

shadow economy given the difficulties in accurately measuring such activity. Moreover, different 

methodologies tend to lead to different results and there is no best method to estimate the size of 

the shadow economy. Cross-country estimates of the underground economy, such as those by 

Schneider and Medina (2018), provide an indication of how one country compares with others 

using harmonized methodologies. Figures show that Malta’s estimates are on the higher side of 

the range of estimates among euro area countries and thus, it could not be excluded that these 

activities play an important role in explaining the demand for currency.  

External factors – demand from tourists 

An important determinant of cash use in Malta is the large size of the tourism industry (Grech, 

2014). As shown in Chart 7, the share of travel and tourism in GDP in Malta is one of the highest 

among all euro area countries. In 2019, more than 2.7 million tourists visited the Maltese islands, 

more than five times the size of the resident population. In addition, the number of inbound tourists 

has increased sharply in recent years (tourist arrivals stood at 1.7 million in 2014 and 1.3 million 

at the time of euro adoption in 2008). Grech (2014) finds a positive relationship between currency 

demand and tourist expenditure in Malta; similar findings are reported by Rua (2018) for Portugal, 
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especially for banknote denominations that are loaded in ATM terminals (i.e., €10 and €20 

denominations in Portugal).  

Chart 7  

THE IMPACT OF TOURISM 

Source: World Travel and Tourism Council (WTTC), own calculations based on Grech (2014) 

Chart 7 updates the estimates presented in Grech (2014) that quantifies this impact by converting 

the number of tourists into an equivalent resident using data on the average length of stay of 

tourists. According to this approach, if on average tourists stay 7.5 days in a month, they are 

treated as equivalent to a quarter of a resident. According to this method, in the third quarter of 

2018 and 2019 – reflecting the strong seasonality of tourism that peaks in Q3 – the local 

population has been boosted by around 16% due to incoming tourists. This share has been 

trending upwards in recent years, which stood at around 14% in 2013. Similarly, the share in the 

other quarters, which in 2018-2019 averaged 6% in Q1, 11% in Q2 and 9% in Q4, has also 

increased compared to the average prevailing between 2013-2015.  

However, the share of tourists in 2020 and 2021 declined sharply due to the impact of the COVID-

19 pandemic and thus, it is hardly plausible to have been a contributor to the strong increase in 

demand for banknotes observed during this period. In addition, tourists can also bring currency 

with them, which in turn ends up lodged at the Central Bank of Malta. Indeed, countries that are 

significantly reliant on tourism – namely Greece, Portugal, Spain, Cyprus and Italy – have 

nevertheless registered net shortages in banknotes in 2020. 
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External factors – transfer of remittances 

Remittances also constitute a potentially important driver of external demand for euro banknotes. 

Remittances can be settled either through formal channels (e.g., banks, money transfer 

companies) or informally using cash.8 There is significant uncertainty surrounding the estimates 

of cash remittance outflows as a share of total value of outflows, while trends in financial 

innovation and the reduction in costs for formal remittance channels could have lowered the 

extent of cash remittance flows over time (Lalouette et al., 2021). Distance and transportation 

costs also affect the use of alternative channels, with informal channels being more attractive 

when travel costs are low or due to high fees of registered channels. Demand for euro banknotes 

also depend on country-specific features. For instance, cash savings in euro are more likely in 

non-euro area countries in Europe with a low degree of trust in domestic banks and institutions, 

those with a history of banking crisis or with weak tax enforcement (Stix, 2013). Survey information 

indicates that households in some Central and Eastern European (CEE) countries hold significant 

amounts of cash in euro, while in Serbia – one of the largest destination countries for migrant 

workers in Malta – preference for the euro exceeds the local currency for saving deposits 

(Lalouette et al., 2021). 

Chart 8 shows that the channel of remittances could potentially play a role in explaining the 

demand for banknotes in Malta. The share of migrant workers in the workforce stood at around 

27% in 2020, up from 16% in 2016 and just 3% at the time of EU membership in 2004. In addition 

to having one of the largest migrant workforce in the EU, second only to Luxembourg, this sharp 

increase was also registered in a relatively short time. The composition of the migrant workforce 

in Malta has also changed. While in 2016, TCNs constituted around 30% of the migrant workforce, 

by 2020 their share increased to 55%.9 In 2020, migrant workers from the four main non-EU CEE 

countries – Serbia, Albania, North Macedonia and Bosnia-Herzegovina – amounted to 18% of 

total TCN workers. In addition, once we add CEE migrant workers from another four EU countries 

that still have their own currency – Bulgaria, Romania, Hungary and Poland – the total CEE 

migrant workers in Malta stood at 21% of the total foreign workforce in 2020. Information from a 

survey targeting foreign workforce living in private rented accommodation in 2021 indicates that 

around half of them remitted money back to their home country. Furthermore, slightly less than 

half of those that remit tend to do so often and frequently. The results also suggest that TCNs are 

8 Remittances can also be settled using so-called hawala systems, some of which are recognized by the 
home country states and others that are not.   
9 Composition effects played a role in 2020 due to exit of the UK from the EU. However, the trend increase 
in the share of third country nationals started well before 2020.   
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more likely to remit compared to EU nationals – around 2 out of 3 TCNs claim to remit money 

compared to 1 out of 3 EU nationals. Difficulties in opening bank accounts for migrant workers 

increases the reliance on the use of cash for day-to-day transactions, regular payments (e.g., 

monthly rent) as well as remittances. According to the survey, 21% of respondents did not have 

a bank account in Malta. In a separate question, 42% of these respondents without a bank 

account reported that they remit money back home.    

Chart 8  

MIGRATION AND REMITTANCES 

Source: Eurostat, Jobsplus, own calculations 

Summarizing the cross-country evidence 

Table 2 summarizes the cross-country evidence from the various structural factors discussed 

above in the form of a heat-map. This table classifies 7 indicators listed above for the euro area 

countries in three categories: 1 (high, in green), 2 (medium, in yellow) and 3 (low, in red). The 

exact classification of these variables is found in Table 3. For instance, the indicator ‘Population’ 
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refers to the average growth rate in population between 2015 and 2019, with 1 referring to average 

growth in excess of 1% per annum, 2 refers to average growth between 0% and 1%, while 3 

indicates those countries with negative annual population growth.     

Overall, the evidence is mixed since most factors are registered both by countries that report 

excess demand for banknotes and those with shortages. The only exception is population growth, 

where the only three countries with average growth exceeding 1% per annum over the period 

2015-2020 all reported excess demand for banknotes. For some factors, the balance of evidence 

between excess demand or shortage is broadly balanced. These include economic activity, the 

share of migrants in the working-age population (both overall and third country migrants) and 

preference for the use of cash in domestic payments. Four of the six countries that reported an 

excess demand for banknotes have relatively high share of migrants in the working-age 

population, potentially pointing to an important role of remittances. Finally, the evidence in favour 

of tourism and the underground economy is relatively weak. In both instances, several countries 

that are highly reliant on tourism and have a relatively large underground economy (in excess of 

25% according to the estimates by Medina and Schneider (2018)), such as Italy, Greece, Cyprus 

and Spain, tend to report banknote shortages rather than an excess, unlike Malta.     

Finally, a word of caution in the interpretation of these results is warranted since it is highly likely 

that some of these indicators are correlated with each other. For instance, in most countries 

including Malta, population growth is mostly driven by migration, given relatively low fertility rates 

and ageing populations. Similarly, financial institutions may be reluctant to open bank accounts 

for individuals employed in the informal economy, which in turn raises the dependency on cash 

payments. Migrants without access to a bank account might have a higher propensity to use 

informal channels involving cash for remittances. Hence, the possibility of such correlations 

between these indicators should be kept in mind when interpreting the results since most of these 

variables, except for tourism, are not entirely independent of each other.    
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Table 2

SUMMARY OF EVIDENCE

Country

% excess 

demand or 

shortage 

(2020)

Economic 

activity
Population

Preference 

for cash
Tourism Migration

TCN 

migrantion

Informal 

economy

Luxembourg 2190% 2 1 3 2 1 1 3

Germany 136% 3 2 1 2 1 1 3

Ireland 88% 1 1 1 3 1 3 3

Slovenia 68% 1 2 2 2 3 1 2

Malta 32% 1 1 1 1 1 1 1

Slovakia 9% 1 2 2 3 3 3 2

Belgium -15% 3 2 3 3 2 2 2

Italy -21% 3 3 2 1 2 2 1

Lithuania -25% 1 3 1 3 3 3 1

Finland -28% 3 2 3 3 3 3 3

Greece -34% 3 3 2 1 3 2 1

Estonia -37% 1 2 3 2 1 1 2

France -38% 3 2 3 2 3 2 3

Cyprus -65% 1 2 1 1 1 2 1

Austria -81% 3 2 1 2 1 1 3

Netherlands -85% 2 2 3 2 3 3 3

Spain -94% 2 2 2 1 2 2 2

Latvia -105% 2 3 2 3 2 1 2

Portugal -163% 2 3 2 1 3 2 2

Source: Own calculations
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Table 3

DEFINITION OF INDICATORS USED IN TABLE 2

Indicator Measurement 1 2 3 Source

Economic activity
Average of GDP and private consumption growth 

between 2015-2019
Above 3% 2% - 3% Below 2% Eurostat

Population Average growth betetween 2015-2019 Above 1% 0% - 1% Below 0% Eurostat

Preference for cash Percent of survey respondents Above 30% 20% - 30% Below 20% ECB SPACE (2020)

Tourism Contribution of travel and tourism to GDP Above 13% 9% - 13% Below 9%
World Travel and 

Tourism Council

Migration
Share of migrants aged 15+ in working age 

population
Above 15% 10% - 15% Below 10% Eurostat

TCN migration
Share of third-country nationals aged 15+ in 

working age population
Above 8% 5% - 8% Below 5% Eurostat

Informal economy Percent of GDP Above 25% 15% - 25% Below 15%
Medina & Schneider 

(2018)

Source: Own calculations
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