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Abstract 

Despite the very strong rise in the supply of labour and increase in participation rates over the last 15 

years, labour shortages have emerged as one of the most pressing concerns for Maltese firms. Several 

indicators of labour and skill shortages indicate that such concerns have become more acute over time. 

These observations do not seem to have changed or have become exacerbated by the pandemic. 

Indeed, despite the heterogeneous impact of the pandemic on the different economic sectors, sectoral 

labour reallocation has been rather limited, especially when compared with other recovery periods that 

followed a recession. Moreover, employment rates have exceeded those which prevailed prior to the 

pandemic, and job flows have stabilised to those seen in 2019. Within this context, policy should 

emphasise more strongly the need to enhance productivity, in part by redirecting labour market policy 

to address skill shortages especially for highly specialised skills.  
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Executive Summary 

Following the sharp economic recovery after the pandemic, many firms have expressed their concern 

that labour and skill shortages became a major factor limiting their production. However, concerns about 

labour shortages were very high also prior to the pandemic despite the very strong increase in the 

labour force. Replies to the European Commission’s (EC) business surveys show that Maltese firms’ 

concerns regarding the availability of labour inputs were consistently above those in the euro area. 

Indeed, in 2019, Malta had the highest share of firms concerned about labour shortages. In 2021, labour 

became an issue across most euro area countries and across sectors. According to firm replies to the 

EC  business surveys, Maltese firms’ concerns regarding labour were the highest in the services sector 

and well above the interquartile ranges of euro area countries for industry and building. 

Several indicators confirm these concerns. The unemployment gap turned negative in 2021, which 

indicates that the labour market was tight that year. Another measure of labour market tightness based 

on the relationship between the vacancy rate and the unemployment rate also indicated that tightness 

was close to historical highs in 2021 and among the highest in the euro area. The latter was however 

close to pre-pandemic levels. Moreover, the job-finding rate was at elevated levels in 2021, while the 

job separation rate was relatively low, which indicates that labour market conditions were very 

favourable. 

With regards to skill shortages, job vacancy data show that shortages were most prevalent in the 

services sectors such as the arts and entertainment sector, the IT sector, wholesale and 

accommodation, and the professional sector. Furthermore, by 2021 labour market mismatches had 

been declining consistently until 2019, but such trend seems to have reversed since then. When 

compared to other euro area countries, Malta does quite well in terms of both horizonal mismatch as 

well as the over-qualification rate. However, while levels remain relatively below the euro area average, 

Malta has experienced one of the highest increases in both indicators, which suggests that over time 

skills mismatches are increasing rapidly and fast becoming of concern. 

In this note, we do not find significant evidence in favour of the “Great Resignation” phenomenon which 

occurred in many countries as a result of the pandemic. In addition, sectoral labour reallocation following 

the latest recession was quite low especially when compared to the recovery period following the 2009 

recession possibly reflecting the impact emanating from COVID-19 Government support. Job flows 

were similar to those which prevailed prior to the pandemic, which also indicates that labour market 

conditions were not markedly affected by the pandemic. However, average hours worked remained well 

below those which prevailed in 2019, which might indicate some change in the preferences between 

labour and leisure that could be persistent following the pandemic shock. 

In terms of policy implications, emphasis should be directed towards incentivising sectors and firms that 

are more productive. This could induce sectoral reallocation towards more productive sectors, which, if 

combined with re-skilling opportunities, can lead to lower shortages. At the same time, educational and 

labour market policy should be redirected to address skill shortages especially for highly specialised 

skills. 
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1. How has the labour supply changed and how have 
Maltese firms assessed labour and skill shortages over 
time? 

Following the sharp contraction in economic activity in 2020 because of the containment measures to 

control the spread of COVID-19, activity levels recovered very fast since the second quarter of 2021 as 

the economy began to gradually re-open. Nevertheless, the pandemic was still ongoing and some 

containment measures – especially those related to high contact services – remained in place. Given 

Malta’s high dependence on foreign labour, as well as its ageing population, firms were faced with 

labour shortages. Firms participating in the CBM Business Dialogue had also expressed concern about 

labour shortages being a limiting factor to production.  

However, Maltese firms had been highlighting issues related to labour and skill shortages well before 

the pandemic period. Indeed, as the Maltese economy registered very strong growth in the years 

preceding the COVID-19 pandemic in 2020, many firms had often complained that they had been 

finding it increasingly difficult to fill up vacancies. 

Over the period, 2005-2021, both labour supply and employment increased by around 75%. At the 

same time, the unemployment rate declined from 6.9% in 2005 to just 3.5% in 2021, which suggests 

that the Maltese labour market conditions had progressively tightened. 

Grech and Borg (2019) show that several rounds of EUROPOP projections had expected the Maltese 

working age population (WAP) to decline due to Malta’s ageing population. However, the authors 

demonstrated that these demographic projections severely underestimated Malta’s actual growth in 

WAP, mainly due to very strong net migration flows. This more than offset the fact that the resident 

working age population had been progressively shrinking since 2020.  

Borg (2019) showed that foreign workers in the Maltese labour market are rather young. Indeed, almost 

half of foreign workers engaged in the period 2002-2017 fell within the 25-34 age cohort. The share of 

this cohort in the total population stood at only 6%, which suggests that as the share of foreigners 

increases in the Maltese WAP, the labour force will become relatively younger over time.  

Meanwhile, the labour force participation rate has increased sharply over the past two decades, which 

was in turn almost entirely driven by an increase in female participation. The latter reflects cohort effects 

in the female population as well as the introduction of family friendly measures. Rapa (2019) explains 

that such increase has been in part driven by a cohort effect whereby higher participation rates in the 

younger female population are progressively affecting older age cohorts. In fact, the largest rise in 

female participation rate was among the 35-44 age cohort. With respect to male participation, this has 

remained stable over time, although the influx of foreign workers as well as the pension reform, have 

further boosted participation rates, making up for the fact that men are staying longer in education. 

With regards to employment levels, there was a broad-based increase across all sectors in the 

economy, except for the manufacturing sector. Over the period 2005-2021, the largest contributors to 

the increase in employment were in services-related sectors such as the professional, scientific, and 



 

6 
 

technical sector, the administrative and support sector, as well as the arts and entertainment sector 

(Darmanin et al., 2021).  

Gauci (2021) has documented in detail the main developments in Malta’s educational attainment over 

the last 20 years. Among many interesting developments, the author shows that the rate of early school 

leavers halved over the period 2005-2020 and the share of the population with a tertiary education has 

trebled. Hence, the percentage of the workforce with either medium or high levels of educational 

attainment rose sharply at the expense of a lower share of workers with just a basic level of education. 

Educational attainment improved across all ages, but the improvement was primarily concentrated in 

the 25-49 age cohort.  

Moreover, there are strong divergences emerging between Maltese and foreign workers (see Grech, 

2015; Borg, 2019; and Gauci, 2021). The share of Maltese workers employed in relatively high-end jobs 

has increased over time, while the share of foreign workers employed in low-skilled jobs has increased.  

Despite all these broad changes, replies to the European Commission’s (EC) business surveys confirm 

how deeply concerned Maltese firms have been about labour market shortages over the past decade. 

Chart 1 shows that according to firms surveyed by the EC, labour as a limiting factor of production 

across all sectors have increased sharply since 2013 and peaked in 2019. In particular, more than half 

of manufacturing firms interviewed during 2019 considered labour shortages as limiting its business, 

followed by the construction sector whereby around 46% said that labour was limiting building activity. 

In addition, while the share of firms mentioning these limitations also peaked in 2019 in the services 

sector, it was lower than that in the manufacturing and construction sector. Slightly more than a third of 

services firms interviewed said that labour was a limiting factor to their production. 

During the early pandemic period at the start of 2020, labour temporarily became of lesser concern to 

firms. This mirrored the difficulties firms faced due to the shut-down of activity as well as other mobility 

containment measures during the height of the pandemic, which dampened demand during that period. 

Yet, as activity returned gradually to normal levels, the lack of labour again became a dominant concern 

for firms. Firm replies across all sectors covered by the survey suggest that labour shortages in 2021 

had either reached or exceeded pre-pandemic levels. 
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Chart 2 compares Maltese firms’ assessment of labour as a limiting factor of production with those of 

the other euro area countries. Between 2014 and 2019, concerns about labour shortages rose sharply 

in the euro area across all industries. However, Maltese firms’ concerns regarding labour availability 

were consistently above those in the euro area. Indeed, in 2019, Malta had the highest labour shortages 

in both services and industry, and the second highest in the building industry. 

In 2021, labour shortages remained an issue across most euro area countries and across sectors. The 

share of firms concerned about labour shortages was the highest in the services sector and well above 

the euro area’s interquartile ranges for industry and building. 
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2. What do indicators of labour market tightness suggest 
about labour and skill shortages? 

Labour shortages typically arise due to a disequilibrium between labour demand and supply. Labour 

demand depends on the demand for the goods and services it can produce, and hence, its evolution 

typically mirrors that in aggregate demand. Meanwhile, labour supply determinants are typically of a 

structural nature, such as demography, education, training, preferences about work and leisure, 

taxation, and policy. Although the wage rate acts as an equilibrating mechanism, a disequilibrium in 

demand and supply can emerge and persist for long periods due to labour market frictions.  

Eurofound (2021) utilises a definition of shortages which accounts for both labour market and skill 

shortages:  

 

“Labour shortages arise when the demand for workers in an occupation exceeds the supply of 

workers available who possess the required skills and are willing to work at a specific wage rate and 

in specific working conditions in a particular place and point in time.” 
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Labour market shortages usually arise when there is a general lack of workers in the labour market. 

This is a period whereby aggregate labour demand exceeds aggregate labour supply primarily due to 

strong economic growth, low participation, or a decline in the working age population.  

On the other hand, skill shortages usually arise due to mismatches in the type of labour being demanded 

and that which is available in the labour market. In such cases, aggregate labour demand and supply 

are in equilibrium, but many vacancies remain unfilled despite relatively high unemployment. Measuring 

labour shortages is not straightforward, and often a range of indicators are utilised.  

 

Indicators of labour shortages 

i) Unemployment gap 

The unemployment gap is defined as the difference between the unemployment rate and the Non-

Accelerating Inflation Rate of Unemployment (NAIRU). The latter is a measure of structural 

unemployment, that is, the lowest unemployment rate that can be achieved without causing a sustained 

increase in wage growth and inflation. Negative values of the unemployment gap imply that the 

unemployment rate is below the NAIRU. This would in turn imply a degree of labour market tightness, 

which if significant could cause wage growth to accelerate.  

Chart 3 shows the evolution of the unemployment gap based on two measures of the NAIRU. One 

measure utilises the Bank’s official NAIRU,2 which is based on a standard Cobb-Douglas production 

function, while the second measure employs a standard HP filter of the unemployment rate. 

According to these indicators, labour market tightness was relatively high during the years prior to the 

Great Financial Crisis. As the economy went into recession in 2009, the unemployment rate rose that 

year, and while it declined somewhat in the following years, it remained elevated from a historical 

perspective. Thus, labour market tightness eased considerably during the period 2009 to 2014.  

This was then followed by a period of rapid economic expansion and strong labour demand. Despite 

the concomitant increase in the labour supply, supported largely by positive net migration and an 

increase in participation, the unemployment rate declined sharply, and stood well below the NAIRU. 

Thus, the unemployment gap turned negative, again signalling a period of relatively tight labour market. 

This indicator thus corroborates the concerns expressed by Maltese firms during this period. 

For a brief period in 2020, the unemployment gap turned positive, which indicates low labour market 

pressures. This mirrored the temporary impact of the significant contraction in economic activity in 2020 

due to the COVID-19 pandemic. In 2020, the unemployment rate rose for the first time in ten years even 

though employment growth remained positive. However, labour supply growth stalled due to lower net 

migration flows.  

 
2 This measure of the unemployment rate is based on a multivariate filter as described in Micallef, B., (2014). “A 
Multivariate filter to estimate potential output and NAIRU for the Maltese economy”, Central Bank of Malta Working 
Paper 05/2014. 
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In 2021, economic activity picked up again and the unemployment rate declined to historically low 

levels. As a result, the unemployment gap turned negative, which indicates that the labour market was 

tight in 2021. 

 

 

ii) Vacancies 

Another measure of labour market tightness is based on the relationship between the vacancy rate and 

the unemployment rate, that is, the so-called Beveridge Curve. The latter expresses a theoretically 

negative relationship between the number of vacancies and the number of unemployed. In this 

framework, movements along the curve imply changes in labour market tightness, while shifts in the 

curve indicates changes in labour market matching efficiency. Baldacchino (2019) estimated the 

Beveridge Curve for Malta using vacancy data from the national employment agency (JobsPlus). This 

study found a negatively sloped relationship between the vacancy and unemployment rate, with two 

inward shifts occurring in 2012 and 2016.  

The following analysis relies on a quarterly job vacancy survey carried out by the National Statistics 

Office (NSO), for which a similar survey is carried out across the EU. The data for Malta are available 

since the first quarter of 2013.3   

 
3 The vacancy rate available prior to the first quarter of 2017 is available only for firms with 10 employees or more. 
In order to avoid breaks between the period 2013-2016 and the period post 2017, the quarter-on-quarter changes 
of the vacancy rate with 10 employees or more was applied to the total series from 2017 onwards.  
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Chart 4 shows that the vacancy rate rose sharply during the period 2013-2019. The highest rate was 

recorded in the second quarter of 2019 at 2.8%.4 At the onset of the pandemic, the vacancy rate 

dropped markedly to around 1.4% in the first half of 2020. This rose sharply thereafter and since the 

second quarter of 2021, it has reached pre-pandemic levels at 2.4%.  

Chart 4 also includes two indicators of tightness. The vacancy rate to unemployment rate (VR-UR in 

chart 4) is defined as the ratio of the vacancy rate to the unemployment rate. This follows a similar path 

to the vacancy rate. It peaked in 2019 due to the increase in the vacancy rate and the decline in the 

unemployment rate. During 2020, labour market tightness eased considerably, but it has increased 

sharply again in 2021. Similar to firms’ responses in chart 1, labour market tightness since 2021Q2 has 

reached pre-pandemic levels. 

Another indicator of labour market tightness plots the number of vacancies to the number of 

unemployed.5 It shows that in 2013 there were around 1 vacancy for every 7 persons unemployed. 

Meanwhile. during the fourth quarter of 2021, there were only 1 vacancy for every 1.5 persons 

unemployed. This suggests that firms in 2021 found it very challenging to fill vacancies from the pool of 

those persons seeking employment and would have to instead poach employees from competitors, or 

else attract foreign workers not yet available within the existing labour force.  

 

 

 
4 The job vacancy rate measures the number of job vacancies as a percentage of total jobs (occupied and vacant). 
Data for Malta are available since 2017. 
5 The number of unemployed are obtained from the Labour Force Survey. 
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Malta’s labour market tightness in 2019 was significantly higher when compared to that of the overall 

euro area. In 2019, it stood the third highest, below that of Germany and the Netherlands (see Chart 

5). For the case of Germany, it had both a higher vacancy rate and a lower unemployment rate than 

those in Malta and other countries within the euro area. With regards to the Netherlands, its labour 

market was tighter than that in Malta only due to a higher rate of vacancies.  

Although Malta’s vacancy rate in 2021 was comparable to that of the euro area, the unemployment rate 

in Malta was much lower. Hence, labour market tightness in 2021 stood well above euro area levels. 

However, its position when compared to other euro area member slipped to fourth, as Belgium’s 

vacancy rate stood well above that in Malta.  

 

 

iii) Job flows 

The job-finding rate is the ratio of the flow into employment as a ratio to the number of people searching 

for jobs. Conversely, the separation rate is the ratio of the flow out of employment into unemployment. 

The following replicates and extends Ellul (2018) application of Shimer (2012) method of constructing 

such rates for Malta.6 

The job-finding rate rose considerably between 2009 and 2019, which indicates that workers 

participating in the labour market found it particularly easy to find jobs. At the same time, and in line 

 
6 While this method provides a simple analysis of job flows, one should interpret them with caution. This method 
excludes flows into and out of the labour force. These could be fundamental when interpreting job flows in Malta 
given the substantial increase in the foreign labour force as well as the higher female participation rate. 
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with the robust economic expansion, the separation rate declined until 2017 (see Chart 6).  The parallel 

increase in the job-finding probability and the drop in separation could indicate a low degree of slack in 

the Maltese labour market and hence a rise in labour market tightness. 

During 2018 and 2019, whilst the job-finding rate continued to rise, the separation rate also increased. 

This was driven by an increase in the short-term unemployed but a decline in the long-term unemployed. 

This could reflect a marked change in job flows, whereby people flowed into and out of unemployment 

more frequently. At the same time, the number of long-term unemployed continued to decline due to 

the increase in labour market expenditure on active labour market policies (Fearne & Borg, 2021). 

Moreover, the labour force continued to be affected by strong positive net foreign worker flows, which 

typically add to both the labour force and employment levels. This tends to have a positive effect on the 

job-finding probability and add to the transience in the labour market.  

Despite the contraction in economic activity, the job-finding rate increased further in 2020, while at the 

same time, the separation rate rose markedly. Labour market flows in 2020 are however difficult to 

interpret due to the extraordinary Government support in the form of the wage supplement scheme and 

other measures to limit the increase in unemployment. Indeed, during 2020, employment levels rose 

further when compared to 2019, and hence the share of the long-term unemployed declined. This meant 

that the job-finding rate rose once again. At the same time, the inflows into unemployment rose slightly, 

which implied a sharp increase in the separation rate. In 2021, the job-finding rate declined slightly 

when compared with 2020 but remained above those in 2019. At the same time, the separation rate 

dropped below pre-pandemic levels, which indicates that labour market conditions in 2021 could have 

been slightly tighter than those which prevailed in 2019. 
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Indicators of skill shortages 

i) Vacancy rate by sector 

Chart 7 shows the vacancy rate by sector. During the pre-pandemic period, the professional sector had 

the highest vacancy rate at 4.3%. This was followed by the accommodation and food and services 

activities and the arts and entertainment sector. Vacancy rates in manufacturing as well as construction 

were also above the average for the whole economy. On the other hand, the public sector had relatively 

low rates of vacancies. 

In 2021, vacancy rates rose sharply especially in sectors which require specialised skills. Indeed, the 

vacancy rate in the arts and entertainment sector stood at 4.8%, while that in the IT sector rose to 3.4%. 

Although marginally less than in the pre-pandemic period, the vacancy rate in the accommodation and 

food services activities was also relatively high at 3.1%. Similar to 2019, the public sector exhibited the 

lowest rate of vacancies.  

 

Chart 8 shows the contribution of the different sectors to the overall vacancy rate, by weighting the 

sector according to that sector’s share in total employment.7 It shows that the main contributors during 

the past 5 years were the accommodation and food sectors, wholesale and retail, manufacturing, as 

well as public administration, education, and health. In view of the large increase in the vacancy rate of 

 
7 The shares of employment are obtained using the “number of occupied jobs” that are utilized for the job 

vacancy rate shown in this section. 



 

15 
 

the arts and entertainment sector in 2021, its contribution to the overall vacancy rate became very 

significant.    

 

 

 

Given  the increase in net migration over the past decade, the share of foreigners in a particular sector 

could be an indicator of skill shortages. In particular, a higher share of foreign workers within a sector 

could indicate that firms within that sector find considerable difficulties in filling vacancies from the 

resident workforce. Indeed, chart 9 shows that as expected the share of foreign workers in total 

employment increased sharply across all sectors. However, the largest increases occurred in the 

services-related sectors, such as the arts, accommodation, professional sector, administrative & 

support sector, as well as in ICT. Conversely, the share of foreign workers within the public and 

administrative sector remained quite low, which indicates that this sector is better at finding the required 

skills from within the resident labour force.  
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ii) Labour Market Mismatch 

Labour market mismatch is in this context defined as a deviation between the share of employment of 

a particular group of educational attainment, with those in the working age population. In other words, 

if the share of persons with a specific level of educational attainment in the working age population 

exceeds the share in employment this could indicate an oversupply of persons with those skills, and 

vice versa.8 The educational attainment considered in this analysis are those with a “Less than primary, 

primary and secondary education levels”, “Upper secondary and non-tertiary education”, and “Tertiary 

education”. This indicator thus assesses qualification mismatches and hence is unable to tell us much 

about job-specific mismatches. 

Chart 8 shows that in 2004, the share of persons with a basic level of educational attainment was 

around 74% of the working age population, while 64% of those employed had a basic level of 

educational attainment. This implies a 10% oversupply of workers with low qualifications. At the same 

time, there was an undersupply of persons with secondary and tertiary levels of education.  

The share of persons with a basic level of educational attainment in the working age population declined 

to 36% in 2021, down from 74% in 2004 (Gauci, 2021). At the same time, the share in employment 

declined to 27.4% in 2021, from 64% in 2004 Hence, the share of persons with basic educational 

 
8 This measure has to be interpreted with caution as it abstracts from the incentives to participate in the labour 
market for different educational levels. For example: individuals with a basic level of education are more likely 
to garner lower wage levels in the labour market and be dependent on welfare payments. This could result in a 
structural oversupply of persons with a basic level of education. 
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attainment in the working age population was around 9% higher than that in employment in 2021. 

Similarly, the share of persons in the working age population with a tertiary level of educational 

attainment rose from 10% to 30% between 2004 and 2021. However, the share of persons in 

employment also rose from 16% to 37%, which suggests that high-skilled workers were still in 

undersupply in 2021. 

 

Following Zimmer (2012), Kiss and Vandeplas (2015) and Baldacchino (2019), the following analysis 

computes a labour market mismatch index. The index is equal to the sum of absolute deviations 

between shares in employment and those in the working age population.  

Chart 9 shows that labour market mismatches have peaked in 2012 but have declined considerably 

until 2019. The largest contributor to the decline in labour market mismatches was driven by a lower 

oversupply of persons with basic levels of skills. This was followed by a lower undersupply of persons 

with persons with an upper secondary education, which had almost vanished by 2019. Moreover, the 

undersupply of persons with a tertiary level of education also declined, but to a much lower extent. 

Chart 9 also shows that labour market mismatches rose in 2020 and 2021 following 8 years of consistent 

declines. This reflects a parallel increase in the oversupply of workers with a basic level of education 

and a rise in the under supply of tertiary workers. This could reflect the strong increase in vacancy rates 

in sectors such as the arts and entertainment sectors and in ICT, who typically demand higher-skilled 

workers. Conversely, 2021 vacancy rates in sectors that typically demand workers with more basic 

education, such as construction and industry, were still below those in 2019. 
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Malta’s oversupply of workers in basic level of education is slightly below that of the euro area (see 

Chart 10). In addition, Malta’s labour market is matched better for workers with secondary and upper 

secondary levels than the euro area. Conversely, Malta’s undersupply of tertiary level workers is slightly 

above that in the euro area.  
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iii) Horizontal skills mismatch9 

This section utilises skills mismatch experimental indicators as defined and compiled by Eurostat. It 

defines horizontal skills mismatch as “the discrepancy between a person's current occupation and their 

field of education related to the highest level of education attainment.”10 Some caution needs to be 

exercised when analysing these indicators, mainly due to relatively low samples and the probable 

underestimation of migrant workers. 

Chart 11 shows that in 2020, Malta placed 9th in the euro area in terms of horizontal skills mismatch, 

which implies that it does relatively well in terms of matching worker’s qualifications with the needs for 

their occupations. However, it also shows that Malta has experienced the highest increase in horizontal 

skills mismatch between 2014 and 2020, which indicates that over time, the Maltese labour market is 

finding it increasingly difficult to match a person’s occupation with their field of education.  

The sharp increase in horizontal skills mismatch in recent years corresponds with the strong rise in 

labour shortages and the consequent rise in net migration, especially of third-country nationals. In other 

words, as firms found it increasingly difficult to fill up job vacancies due to the shortage of labour from 

the resident population, it could be that more foreigners have been engaged in jobs that do not match 

their training and skills set.  

 

 

 
9 The Horizontal skills mismatch indicator utilized here is for persons aged 15-34 with ISCED 3-8. 
10 See https://ec.europa.eu/eurostat/documents/7894008/9596077/Methodological_note.pdf . 

https://ec.europa.eu/eurostat/documents/7894008/9596077/Methodological_note.pdf
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The indicator can be further disaggregated according to the field of education, which include education 

and training; humanities, languages and arts; social sciences, business, and law; science, mathematics, 

and computing; engineering; agriculture; health; and services. Chart 12 shows that, although total 

horizontal skills mismatches in Malta are slightly lower than those in the euro area, there are some 

areas in which Malta has higher mismatch. In particular, Malta has higher mismatches in humanities, 

science, and education. However, it has relatively low mismatches in health and social sciences, as 

well as business and law. 

 

 

iv) Over-qualification rate 

Another indicator of skills mismatch is the over-qualification rate, which is defined as “employed persons 

who have attained tertiary education (ISCED 2011 level 5-8) and who work in occupations for which a 

tertiary education level is not required”.11 It is a measure of vertical skills mismatch as overqualification 

could occur when there is an excess of workers with high qualifications.  

Chart 13 shows that Malta has the 6th lowest over-qualification rates when compared with the other 

countries within the euro area. At the same time, Malta had the fifth highest increase in over-qualification 

between 2014 and 2020. Hence, similar to horizontal skills mismatches, Malta has relatively low 

mismatches, but these seem to be increasing sharply over time.  

 

 
11 See https://ec.europa.eu/eurostat/documents/7894008/9596077/Methodological_note.pdf . 

https://ec.europa.eu/eurostat/documents/7894008/9596077/Methodological_note.pdf
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3. Has the COVID-19 pandemic brought about a change in 
labour market tightness in Malta? 

The indicators presented in previous sections have demonstrated that labour shortages during 2021 

have increased sharply and have either returned to or exceeded pre-pandemic levels. Several countries 

have reported that labour shortages have increased since the pandemic. Duval et al. (2022) discuss 

the apparent puzzle whereby measures of labour market slack have not yet fully recovered yet labour 

markets have become tighter. They note that, especially in countries such as Australia, Canada, the 

United Kingdom, and the United States, employment rates and average hours worked had not yet fully 

recovered by end-2021. They also note that worker preferences might have changed especially away 

from low-paying jobs. However, they note that sectoral job mismatch rose less than the 2008-2009 

global financial crisis. 

This section will attempt to outline whether the pandemic has brought about some important changes 

in the Maltese labour market which could contribute towards higher labour market tightness. 

Employment and productivity levels 

Despite the very strong negative shock to economic activity in 2020, the Maltese labour market 

remained quite resilient. Indeed, the wage supplement scheme as well as other pandemic-related 
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Government measures, have provided essential support to employment. Chart 14 shows that, while the 

participation rate declined in 2020Q2 following the first containment measures, it recovered steadily, 

and in 2021, participation rates were around 4 percentage points above those prevailing in 2019. 

However, average actual hours worked had not yet recovered to 2019 levels by the end of 2021. Indeed, 

these declined consistently from their peak in 2019Q4 to a trough in 2021Q1. One could observe some 

recovery from mid-2021 but average hours worked remained below 2019 levels. The lower actual hours 

worked in 2022 when compared to 2019 were consistent across sectors. In addition, when compared 

to usual weekly hours – i.e., the weekly working hours during a normal week – actual hours worked 

were around 4.2 p.p. lower in 2022Q1. The deviation was slightly higher in absolute terms when 

compared to 2019Q4, whereby the difference stood at 3.6 p.p. This could indicate that workers’ 

preferences might have shifted to shorter working weeks to have more time for leisure. 

 

Despite the heterogenous impact of the pandemic on sectoral economic activity, by end 2021 all sectors 

registered higher employment levels when compared to 2019 and thus, overall labour productivity per 

head in 2021 stood below that in 2019. However, due to the decline in average hours worked, some 

sectors registered declines in the total hours worked by 2021. For example: total hours worked in the 

wholesale and retail trade were around 10 p.p. below 2019 levels. Moreover, total hours worked in the 

manufacturing sector stood around 7 p.p. below 2019 levels.  

Chart 15 shows that, except for the arts and entertainment sector, the financial and insurance sector, 

the information and communication sector, and the public, education, and health sector, all other sectors 
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in the economy have registered a decline in productivity per hour. Hence, the strong rise in overall 

productivity per hour in 2021 was driven by few selected sectors, especially the ICT and the arts and 

entertainment sector. 

 

Chart 16 compares the change in sectoral productivity with the changes in vacancy rates. It shows that 

the arts and entertainment sector, as well as the ICT sector, experienced a simultaneous improvement 

in productivity per hour and steep rise in vacancy rates. This implies that these two sectors have 

experienced a sharp increase in labour shortages by end 2021. 



 

24 
 

 

 

Jobs Flows 

Duval et al. (2022) have found evidence in favour of the so-called “The Great Resignation” phenomenon 

in both the US and the UK. Indeed, in both these countries, the employment quit rate rose sharply in 

2021. The evidence for Malta does not yet point to a similar phenomenon. 

The job separation rate in 2021, stood lower than that in 2019, which implies that job flows in Malta 

have largely stabilised to around pre-pandemic levels (see Chart 17).12 This would suggest that the 

turnover rate in the Maltese labour market has not been markedly affected by the pandemic and hence 

there is no clear evidence of the “Great Resignation” phenomenon in Malta. 

 

 
12 The job separation rate is the ratio of the flow out of employment into unemployment. 
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Developments in the working age population 

In view of the importance of developments in the WAP, it would be interesting to look at its development 

during the post-pandemic period. The strong growth in the WAP had been temporarily halted in 2020 

and for the first time in decades, it declined (see Chart 18). This was in large part driven by a stronger 

negative contribution from the resident population. At the same time, the foreign working age population 

remained almost unchanged when compared to 2019.  

During the recovery period in 2021, the WAP rose once again and exceeded the levels which prevailed 

in 2019. This was again driven by growth in the foreign workforce, which, despite the difficulties 

encountered by employers to recruit from certain countries due to COVID-19 related travel disruptions, 

rose by around 7500 persons. On the other hand, the negative contribution of the resident population 

to the growth in the WAP increased further as a result of Malta’s ageing population. 
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Although outflows of foreign workers were not markedly affected during the pandemic, inflows declined 

sharply, and reached a trough by mid-2021 (see Chart 19). Inflows of foreign workers started to recover 

sharply since April 2021 as travel-related containment measures imposed during the pandemic period 

started to ease. The decline in the inflow rate during mid-2020 to mid-2021 might have contributed to 

some temporary shortages during the earlier part of the recovery period from the pandemic. 
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Sectoral reallocation 

To analyse whether the pandemic has brought about some exceptional sectoral labour reallocation and 

hence contributed to a rise in labour market mismatch and shortages, an index similar to David (2022) 

is constructed to measure the cumulative change in employment shares over a base period.  

𝐼𝑡→𝑡+ℎ =  
1

2
∑|𝐸𝑡+ℎ

𝑖 −  𝐸𝑡
𝑖|

𝑖

 

The index 𝐼𝑡→𝑡+ℎ can be interpreted as the reallocation rate, since it measures the fraction of workers 

that move from one sector to another between period t and t+h. 𝐸𝑡
𝑖 is the share of employment of sector 

i at base period t, while 𝐸𝑡+ℎ
𝑖  is the share of employment of sector i in time t+h, whereby h are the periods 

that follow the base period t.  

The index is computed for two distinct periods and utilises gainfully occupied population data for 99 

sectors. The first period is 2009, a year in which GDP contracted and the unemployment rate rose. The 

base month is December 2008, which was followed by a brief period of declines in employment. The 

second period is consistent with the start of the pandemic in March 2020. In this case, the base month 

is February 2020, after which employment declined slightly for a short period of time. In each case, the 

cumulative changes in employment shares are calculated for the subsequent two years (8 quarters). 

Chart 20 shows that sectoral labour reallocation occurred in both periods under consideration. However, 

the sectoral labour reallocation that occurred in the second year following the 2009 recession was much 

stronger than that which followed the start of the pandemic period. This might reflect the fact that 

government measures in the form of the wage supplement scheme have persisted until the first quarter 

of 2022, which is likely to have discouraged sectoral labour reallocation. Additionally, the nature of the 

2020 recession is different to the 2009 recession, since the former affected several sectors 

simultaneously during lockdown episodes. This is likely to have reduced the possibility of  reallocation 

between sectors. 
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Concluding remarks and policy implications 

Despite the very strong rise in the supply of labour and increase in participation rates over the last 15 

years, labour shortages have emerged as one of the most pressing concerns for Maltese firms. 

Particularly during the last 10 years, economic growth has been historically high which has in turn 

boosted demand for labour and pushed unemployment rates to historical lows. At the same time, the 

resident working age population born in Malta plateaued and diminished, which has in turn lead to 

strong demand for migrant workers.  

These observations do not seem to have changed or have become exacerbated by the pandemic. 

Indeed, despite the heterogeneous impact of the pandemic on the different economic sectors, sectoral 

labour reallocation has been rather limited, especially when compared with other recovery periods that 

followed a recession. Moreover, employment rates have exceeded those which prevailed prior to the 

pandemic, and job flows have stabilised to those in 2019. Indeed, trends in labour shortages in Malta 

seem to have simply extended those observed prior to the pandemic, especially due to the decline in 

the resident working age population born in Malta. 

Although higher inward migration can alleviate labour shortages, it could also induce certain challenges. 

Firstly, net migration is typically cyclical, which in turn induces cyclicality in the working age population. 

This could lead to time lags between growth in labour demand and labour supply, especially if 

institutions are not quick enough to process new migrants that apply for work permits. Secondly, as 

shown in Borg (2019), migration in Malta is very transient and the length of stay in the Maltese labour 

market is somewhat low. This induces a need for constant re-hiring of new individuals, which would in 
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turn require a greater need for a speedier processing of work permits. In addition, it limits skill and 

career development among the resident working age population, which in turn increases skill shortages. 

Scenarios published in the National Employment Policy 2021-2030 suggest that skills gaps are 

expected to persist well into the future. These scenarios point to the possibility of growing gaps in almost 

all occupations. These could be exacerbated if traditional sectors that are more labour intensive 

continue to grow. At the same time, a strong uptick in digital technologies could induce higher demand 

for high-skilled jobs and hence growing skills gaps for such occupations. 

Indeed, the National Employment Policy 2021-2030 makes several recommendations that seek to 

address such gaps. These recommendations are built on three pillars that are primarily targeted at skills 

improvement: equipping workers; enabling employers; and supporting and building responsive 

institutions of work. Recommendations include the launch of a national skills census, to revamp the 

“Skills Policy Council”, develop skills certification, and encourage lifelong learning. Moreover, to address 

labour shortages in both the short and medium-term, it envisages consultations on a National 

Emigration Policy, and to develop migrant retention schemes. 

Moreover, policy should be directed towards incentivising sectors and firms that are more productive. 

This could induce sectoral reallocation towards more productive sectors, which, if combined with re-

skilling opportunities, can lead to lower shortages. At the same time, educational and labour market 

policy should be redirected to address skill shortages especially for highly specialised skills. 
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