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OUTLOOK FOR THE MALTESE ECONOMY 2022-2025

Overview1,2

The latest national accounts data for Malta have continued to indicate strong growth. Neverthe-
less, the underlying headwinds from the international economic environment are likely to have 
had a more marked impact in the final quarter of 2022 and the beginning of 2023. In addition, 
despite some easing of global supply chain disruptions, inflationary pressures are expected to 
remain elevated and widespread during most of the forecast horizon, as recent increases in costs 
are being transmitted onto import and consumer prices, albeit with a lag.

Given these factors, economic growth in 2023 is expected to moderate significantly. Moreover, 
disruptions to supply and shortages of key vital inputs are expected to continue to some extent 
and have some impact also in subsequent years.

Price-mitigating fiscal measures continue to provide support to economic activity as energy prices 
in Malta remain fixed. Hence, overall HICP inflation, while significantly higher than the ECB’s 
target of 2%, remains below that in most euro area countries. Furthermore, Malta is expected to 
avoid the short-term recessionary risks faced by some of its major trading partners, with economic 
growth expected to remain close to potential between 2023 and 2025. 

Economic outlook
According to the Bank’s latest forecasts, Malta’s GDP growth is projected to moderate from 6.8% 
in 2022 to 3.7% in 2023, and to ease slightly further to 3.6% and 3.5% in 2024 and 2025, respec-
tively. When compared to the previous projections, the Bank’s latest forecast for headline GDP 
is broadly unchanged, as upward revisions in private investment and exports were offset by an 
upward revision in imports (see Table 1). 

In 2022, both domestic demand 
and net exports contributed sig-
nificantly to GDP growth, owing 
to relatively strong exports and 
private consumption (see Chart 
1). In 2023, domestic demand 
is expected to be the main 
driver of growth, as investment 
begins to recover after last 
year’s contraction, while con-
sumption is expected to remain 
relatively robust. The net export 
contribution is expected to be 
marginal in 2023, as exports 
should grow at a significantly 
slower rate following the strong 
rebound seen in 2022. Although 

1   The Bank’s projections for the Maltese economy are based on information available up to 7 February 2023. 
2   See https://www.centralbankmalta.org/site/Publications/Projections-2022-4.pdf.
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Chart 1
GDP GROWTH PROJECTIONS
(annual percentage change)

https://www.centralbankmalta.org/site/Publications/Projections-2022-4.pdf?revcount=685
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2021(2) 2022 2023 2024 2025
Real economic activity (% change)

GDP 11.7 6.8 3.7 3.6 3.5
Private consumption expenditure 8.0 9.1 4.9 4.8 4.1
Government consumption expenditure 6.5 4.5 4.3 3.8 3.7
Gross fixed capital formation 10.6 -2.0 1.7 -0.3 2.5
Exports of goods and services 6.3 8.1 2.8 3.2 3.0
Imports of goods and services 3.8 7.3 2.9 3.1 3.1

Contribution to real GDP growth (in percentage pts)
Final domestic demand 7.1 4.3 3.3 2.8 3.0
Net exports 5.0 2.6 0.4 0.8 0.5
Changes in inventories -0.3 0.0 0.0 0.0 0.0

Balance of payments (% of GDP)
Goods and services balance 14.5 15.4 14.3 14.3 14.1
Current account balance 4.3 2.4 2.9 3.3 3.3

Labour market (% change)(3)

Total employment 3.0 5.4 3.3 2.0 2.0
Unemployment rate (% of labour supply) 3.5 3.0 3.0 3.2 3.2

    Real disposable income(4) 5.5 1.7 2.4 3.0 3.4
    Household saving ratio(4) 33.4 28.6 26.8 25.5 25.1

Prices and costs (% change)
GDP Deflator 1.9 5.2 2.7 2.0 1.9
RPI 1.5 6.2 4.3 2.2 1.9
Overall HICP 0.7 6.1 4.5 2.3 2.1
HICP excluding energy 0.9 6.6 4.8 2.4 2.2
Compensation per employee 4.1 2.7 4.8 4.2 4.0
ULC -4.1 1.3 4.4 2.6 2.5

Business Cycle
Potential output (% change) 4.7 5.3 4.2 3.6 3.5
Output gap (% of GDP) -0.4 1.1 0.6 0.5 0.5

Technical Assumptions
EUR/USD exchange rate 1.20 1.10 1.10 1.10 1.10
Oil Price (USD per barrel) 71.1 103.7 85.0 80.0 75.4

Sources: NSO; Central Bank of Malta.

Table 1

(2) Actual data.

(4) Central Bank of Malta estimates.

(1) Data on GDP were sourced from NSO News Release  218/2022 published on 29 November 2022, while RPI and HICP data 
were sourced, respectively, from NSO News Releases  010/2023 and 008/2023 (published on 23 January 2023 and 18 January 
2023). HICP projections also include the flash estimate of January 2023.

(3) 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.

PROJECTIONS FOR THE MAIN MACROECONOMIC AGGREGATES FOR MALTA(1)

the contribution of net exports is set to edge up slightly in 2024 and 2025, domestic demand is 
then expected to remain the main driver of growth in those years.

Private consumption growth accelerated in 2022, owing to the resumption of high contact service 
activities on a broader scale, and a better-than-expected recovery of outbound tourism, espe-
cially since the summer months. In 2023, private consumption growth is projected to moderate 
to 4.9%. This partly reflects some normalisation in growth following the strong recovery last year, 
as well as some adverse impact of inflation on household income. Private consumption is set to 
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moderate further in the following years, but should still outpace the Bank’s estimate of real dis-
posable income growth. The saving ratio is thus envisaged to retreat from recent peaks over the 
projection horizon, as households smoothen consumption levels during a period of high inflation. 

Government consumption is estimated to have risen by 4.3% in 2022, mainly due to higher out-
lays on compensation of employees and intermediate consumption. In 2023, government con-
sumption is set to grow at a broadly similar rate of 4.4%, and then moderate to 3.8% and 3.7% in 
2024 and 2025, as outlays on intermediate consumption are expected to grow at a slower pace. 

Investment is estimated to have declined slightly in 2022, due to lower spending on equipment 
and buildings. During the forecast horizon, it should grow by 1.7% in 2023, fall by 0.3% in 2024, 
and grow by 2.5% in 2025. 

Private investment is set to grow marginally in 2023 (by 1.0%) as construction activity is expected 
to pick up gradually from the decline in 2022. Private investment is then set to grow at rates of 
close to 3% per annum in the outer years.

Government investment is estimated to have fallen slightly in 2022, but is expected to grow by 
4.6% in 2023. However, it should decline strongly in 2024 (by 14.4%) and by a further 1.1% in 
2025. This profile is partly driven by the expected take up of EU funds, notably the full absorption 
of funds from the 2014-2020 financing framework by 2023, and the increased take up of RRF 
grants in 2023 and 2024. It also reflects a shift from domestically to EU-funded investment over 
this period.

In 2022, export growth was robust in line with the solid performance of the tourism sector and 
non-travel services exports, as well as goods exports. With regard to tourism exports, these have 
been revised up to 89% of 2019 levels in this forecast round, from 86% in the December round. In 
view of the envisaged weakness in the international economic environment, export growth is then 
set to moderate to 2.8% in 2023, and expand at around 3.0% in the following two years.

Following the strong estimated growth in 2022, services exports are projected to grow at a signifi-
cantly slower rate of 2.8% in 2023, mostly reflecting the reopening effects on tourism in 2022, as 
well as generally weak foreign demand. 

Similarly, while goods exports remained buoyant in 2022, growth is expected to moderate signifi-
cantly in 2023 in view of the envisaged weak international economic environment. Although it is 
expected to improve slightly thereafter, it is set to stand below expected growth in foreign demand 
in 2024 and 2025. 

With regard to imports, growth is set to moderate to 2.9% in 2023 due to a lower rise in overall 
demand, and to pick up marginally to 3.1% over the remainder of the forecast horizon. 

The current account surplus is envisaged to have declined to 2.4% in 2022 from 4.3% in 2021. 
It is expected to increase in 2023 to 2.9% mainly driven by lower outflows of profits of firms with 
foreign shareholding. It is then set to improve in the following two years, to 3.3% per annum, due 
to an envisaged stronger contribution from the trade balance.
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Potential output
Potential output growth is esti-
mated to have picked up to 
5.3% in 2022, from 4.7% in 
2021 (see Chart 2). In 2023, 
growth in potential output is 
set to moderate to 4.2%, which 
reflects lower contributions 
from all components of poten-
tial output. In particular, the 
labour contribution is expected 
to moderate due to lower net 
migration flows, though these 
are still envisaged to remain 
robust. Moreover, the contribu-
tions of the capital stock as well 
as total factor productivity, are 
envisaged to decline this year. 

Potential output growth is set to moderate to 3.5% by 2025, reflecting lower contributions from 
labour and capital, partly compensated by stronger total factor productivity. The latter partly 
reflects the lagged impact of productivity-enhancing investment from the Recovery and Resil-
ience Fund (RRF). 

The output surplus is expected to narrow somewhat to 0.5% during the projection horizon, largely 
in view of the sharp slowdown in GDP growth in 2023. 

Labour market
Employment growth surprised on the upside in the first three quarters of 2022 (5.6% compared to 
a projection of 4.9%), and this is carried on for the year as a whole (5.4%). Employment growth 
is set to moderate to 3.3% in 2023, which partly reflects the envisaged slowdown in economic 
activity towards potential growth. Over the rest of the projection horizon, employment is set to 
expand by 2.0%. 

The unemployment rate is expected to stand at 3.0% in 2022 and 2023, and to remain at a rela-
tively low level of 3.2% in 2024 and 2025. Despite this gradual increase, the unemployment gap 
is expected to remain negative, as the NAIRU is projected to be slightly higher. The latter is esti-
mated to stand at 3.5% in 2025 (see Box 1).

In view of the current high inflationary pressures, as well as tight labour market conditions (see Box 
2), nominal wage growth is projected to be relatively strong from a historical perspective. Com-
pensation per employee is thus set to grow by 4.8% in 2023, 4.2% in 2024 and 4.0% in 2025, out-
pacing consumer price inflation during the later period of the projection horizon.  
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Chart 2
POTENTIAL OUTPUT
(annual percentage change; percentage of potential output)
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BOX 1: LATEST ESTIMATES OF THE NAIRU1

The unemployment rate in Malta has declined considerably over the past decade. On the 
basis of the Labour Force Survey, it declined from a peak of 7.1% in the fourth quarter of 
2010 to a historical low of just 2.9% in the third quarter of 2022 (2022Q3). 

A fundamental question arises as to whether the decline in the unemployment rate reflects 
cyclical or structural factors, as these have very different economic implications. For exam-
ple: a strong positive contribution from cyclical factors can lead to a tight labour market, 
which could consequently put upward pressures on wages. Conversely, structural factors 
– such as labour market reforms – should affect the unemployment rate more permanently 
and could result in downward pressure on wages to the extent that they remove rigidities 
and improve the functioning of the labour market.

This box briefly reviews some labour market indicators which could qualitatively allow us to 
assess the drivers of the unemployment rate. In addition, we estimate the structural unem-
ployment rate, including that for the projection horizon.

Labour market indicators
Growth in economic activity has been very robust during the past decade, averaging 
around 6% annually, which in turn led to very strong labour demand. Indeed, employment 
growth (national accounts) averaged around 5% over the past decade. Meanwhile, the 
labour force also increased sharply – by around 4.5% on average – at the back of strong 
net migrant flows. Despite the rise in labour supply, shortages of labour have become a 
prevalent issue that limits firms’ production, which suggests that the labour market is tight. 

Indeed, and as outlined in Ellul (2019),2 the degree of labour market slack has declined 
considerably over the 
past decade. Underem-
ployed part-time work-
ers stood at 1.0% of the 
extended labour force 
in 2022Q3, down from 
2.7% in 2013Q3. Over 
this period, ‘persons 
available to work but not 
seeking’ has decreased 
from 2.3% to just 0.4% 
of the extended labour 
force. Moreover, both 
those who are classi-
fied as short-term unem-
ployed as well as the 
long-term unemployed 
1   Prepared by Ian Borg, Manager Economic Projections and Conjunctural Analysis Office.
2   Ellul, R. (2019). “Labour Market Slack,” Article published in the Quarterly Review 2019:1, pp. 37-41.
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have declined sharply 
over the last decade. By 
end 2022Q3, the degree 
of underutilization of 
labour was at the low-
est historical levels (see 
Chart 1). 

Several structural reforms 
in the labour market have 
brought about a decline in 
the structural unemploy-
ment rate. Chart 2 shows 
that the long-term unem-
ployment rate – which is 
defined as persons who 
have been in unemploy-
ment for a duration of more than 12 months – has declined consistently over the past 
decade. It decreased from slightly below 4.0% in 2013 to just 1% by 2020. Fearne and Borg 
(2021) have partly attributed this decline to the successful implementation of active labour 
market policies.3 Policies such as the tapering of benefits scheme, as well as the work 
programme initiative, have been fundamental in re-integrating the long-term unemployed 
into the labour market.4 Moreover, the decline in the long-term unemployed may have been 
supported by strong economic growth as well as other structural economic reforms.

Estimating the NAIRU and the unemployment gap
In macroeconomic terms, labour market tightness is measured in terms of the unemploy-
ment gap, that is, the difference between the unemployment rate and the non-accelerating 
inflation rate of unemployment (NAIRU). The latter measures the structural rate of unem-
ployment, which is defined as the lowest unemployment rate that can be achieved without 
causing a sustained increase in wage growth and inflation.

The measurement of the NAIRU is however very challenging due to its inherent unob-
servable nature. For our purposes, we utilize an Unobserved Components Model (UCM), 
which combines a multivariate filter with a Cobb-Douglas production function.5 This model 
estimates trends of the inputs of production (capital, labour, and total factor productivity) in 
a system of equations. This system of equations in turn determines the trend-cycle decom-
position based on reduced-form economic relationships. 

3   Fearne, R., & Borg, I, (2021), “The characteristics associated with the short and long-term unemployed in the Maltese labour 
market,” CBM Policy Paper PP/06/2021, Central Bank of Malta.
4   Kurt Sant finds that the tapering scheme allowed most persons that previously claimed social benefits to retain employment 
beyond the duration of the scheme. See Press Release by the Ministry for Social Policy and Children’s Rights. 
5   For more details see Andersson, M., Szörfi, B., Tóth, M. and Zorell, N. (2018), “Potential output in the post crisis-period,” ECB 
Economic Bulletin, Issue 7/2018, and Ellul, R. (2019), “Box 1: An Unobserved Components Model for potential output in Malta” 
Quarterly Review 2019:2, pp. 17-21. 
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Chart 3 illustrates the 
estimated NAIRU, which 
is also extended into the 
forecast horizon. The 
NAIRU is estimated to 
extend its downward 
trend over the projec-
tion horizon and reach 
3.5% by 2025, from 3.8% 
in 2022. The projected 
decline in the NAIRU 
reflects the assumed 
increase in labour supply 
due to positive net migra-
tion flows.
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BOX 2: INCREASING TIGHTNESS IN THE MALTESE LABOUR 
MARKET1

The Maltese labour market has become progressively tight, with labour shortages and skill 
mismatches consistently identified as the main limiting factors in production by Maltese 
firms in European Commission business surveys as well as the Central Bank of Malta 
Business Dialogue. 

In particular, firms’ replies to the Bank’s Business Dialogue indicate that labour shortages 
have continued to be of a major concern for businesses who are facing staff turnover and 
upward wage pressures. Indeed, firms continue to plan additional recruitment, with 58% 
of the firms interviewed by the Bank in the fourth quarter of 2022 reporting that they would 
like to increase the size of their labour force, up by 10 percentage points from the previous 
quarter.2

This box complements this information by reviewing the latest developments in vacancy 
rates by sector and then expands on the implications for the labour market projections.

Vacancy rates3

Chart 1 shows the overall vacancy rate in Malta from the first quarter of 2017 until the latest 
available quarter. The vacancy rate in the third quarter of 2022 stands at 2.7%, the same 
as in the previous quarter, and 0.1 percentage point higher than in the first quarter of the 
same year. This is the second highest reading since the fourth quarter of 2018, and the sec-
ond quarter of 2019, having stood at 2.8% in both periods. This confirms the concerns of 
Maltese employers inter-
viewed by the Bank about 
labour shortages.

Despite the indication of 
tightness in the overall 
labour market, this phe-
nomenon is heteroge-
nous at the sectoral level 
(see Chart 2). In the third 
quarter of 2022, the sec-
tors with a vacancy rate 
higher than the economy 
average were the ICT, 
accommodation, arts and 
entertainment, construc-
tion, financial services, 
professional, wholesale 
1   Prepared by Rafael Fearne and Lynn Cumbo, Senior Economist and Economist, respectively, in the Economic Projections 
and Conjunctural Analysis Office.
2   See Central Bank of Malta Business Dialogue 2023 Vol. 3 No. 1.
3   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.
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VACANCY RATE
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Source: Eurostat.

https://www.centralbankmalta.org/site/Publications/CBM-Business-Dialogue-Vol-3-No-1.pdf
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and retail trade and 
manufacturing sectors. 
Vacancy rates in these 
sectors stood at 5.7%, 
4.6%, 3.9%, 3.6%, 3.3%, 
3.2%, 2.9% and 2.8%, 
respectively. The sector 
with the lowest vacancy 
rate (1.3%) is the pub-
lic administration, health 
and education sector. 

Half of the sectors exhibit 
a vacancy rate higher 
than in the same quar-
ter the year before and 
before the start of the 
pandemic in the third quarter of 2019. These are the ICT, accommodation and food, con-
struction, financial services, transportation & storage and the public administration, health 
and education sector. Most of these sectors are service-oriented, indicating above-average 
tightness in this segment of the labour market. 

Projection implications
Inflows of foreign workers into the Maltese labour market help to ease tightness. Latest 
data on inward migrant flows has been stronger than expected, which has led to an upward 
revision in net migration of 2,500 persons cumulatively over the projection horizon, when 
compared to the Bank’s December 2022 projections. In the latest macroeconomic projec-
tions, the Bank estimates migration flows to decline from 14,000 in 2022, to 8,000, 7,600 
and 5,800 in 2023, 2024 and 2025, respectively. 

A counterfactual scenario 
of zero net inward migra-
tion flows from 2022 until 
the end of the projection 
horizon, thus keeping the 
stock of inward migrants 
constant at 2021 levels, 
reveals the contribution 
of foreign workers to the 
labour market and their 
significance in easing 
labour market tightness 
in Malta. 

Chart 3 shows that in 
such a scenario, the 
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labour supply would plateau. On the other hand, the baseline projection of labour supply, 
which includes the above-mentioned Bank estimates of net migration flows, shows the 
positive contribution of foreign workers to labour supply, and hence potential growth, as 
this is projected to increase over the projection horizon in contrast to the counterfactual 
scenario, thereby reducing the degree of tightness in the domestic labour market. 

Despite the relatively elevated vacancy rate, employment growth has remained strong, 
growing by 6.0% in the third quarter of 2022, and as shown in Table 1 in this publication, 
it is projected to remain robust in the coming years. In level terms, this represents an 
upward revision of around 6,000 persons cumulatively over the projection horizon, when 
compared to the Bank’s December 2022 projections (see Chart 4).

Despite the growing labour supply, the unemployment rate in Malta continued to decline, 
down from 4.9% in 2020 
Q3, spurred by the 
COVID-19 pandemic, to 
a low of 2.9% in 2022 
Q3. This is below the 
estimated NAIRU (see 
Box 1), which implies 
considerable labour 
market tightness in 
2022. In view of the 
trend towards normali-
sation in activity during 
the projection horizon, 
we also expect some 
reversal to the tightness 
in labour market con-
ditions. Hence, some 
decline in the unemploy-
ment gap is projected, as 
the unemployment rate 
is projected to increase 
to 3.2% by the end of 
2025. Nevertheless, the 
unemployment gap is 
still foreseen to remain 
marginally negative by 
2025, which implies that 
labour market tightness 
will remain a factor that 
could limit economic 
growth going forward, 
albeit gradually less so 
(see Chart 5).
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In view of the relatively 
low unemployment rate 
and the number of vacan-
cies remaining unfilled, 
one would expect strong 
upward pressure on 
wages.

However, as seen in 
Chart 6, real wage 
growth in the private sec-
tor is projected to remain 
relatively subdued in 
2023 as real private com-
pensation per employee 
is expected to grow by 
0.6%. Thereafter, it is 
forecast to grow at rates 
of 1.9% and 2.0% in 2024 and 2025, respectively, above the average annual rate of growth 
in real wages of 1.4%, calculated since 2001, and would have more than recovered the 
loss in real wages in 2022.

The fall in real private CPE in 2022, and its marginal growth in 2023 are driven by the 
high rate of inflation which is expected to offset the growth in nominal compensation per 
employee in the first two years of the forecast horizon. Prices are projected to grow at a 
rate of 4.5% in 2023, while nominal compensation per employee is forecast to grow by 
4.8% in the same year. Transmission from prices to wages often occurs with a lag, explain-
ing the higher growth in 2023, following an expected strong inflation reading in 2022.
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Prices
As regards consumer prices, in 2022 HICP inflation averaged 6.1%, up from 0.7% in the previous 
year. The rise in inflation comes at a time of high international price pressures, largely driven by 
soaring international energy and food costs. 

Annual HICP inflation is projected to moderate to 4.5% in 2023, as international supply bottle-
necks are expected to ease further. However, lingering indirect effects from recent increases in 
input costs are set to keep inflation high from a historical perspective.

The fall in inflation in 2023 reflects a broad-based decrease across all sub-components of HICP, 
except for energy inflation. Services is envisaged to be the main contributor to HICP inflation, but 
non-energy industrial goods (NEIG) and processed food are also projected to contribute strongly 
to annual HICP inflation in 2023 (see Chart 3). 

Services inflation is expected to ease from 6.0% in 2022, to 3.8% in 2023, and to 2.7% in 2025. 
This moderation is expected to be primarily driven by weaker spill overs from other subcompo-
nents, such as food, where inflation is also expected to moderate over the projection horizon. 

Food prices are projected to rise by 5.9% in 2023, down from 9.1% in 2022. Indeed, both pro-
cessed and unprocessed food inflation are expected to decrease in 2023, although the largest 
decline is expected to be in unprocessed food inflation which is projected to fall to 4.5%, from 
12.1% in 2022. This reflects the indirect impact of lower import prices for most commodities and 
the fall in freight costs. Food inflation is set to moderate to 2.3% by 2025, in line with expected 
developments in international commodity prices. 

NEIG inflation is expected to remain rather persistent and decline only slightly from 5.3% in 2022 
to 5.0% in 2023. This reflects the lagged pass-through from high import price pressures to goods 
inflation. As import prices are expected to ease slightly this year, NEIG inflation is projected to 
moderate over the rest of the projection horizon, standing at 1.4% in 2025. 

Despite the decline in international energy commodity prices, these still remain elevated. Never-
theless, domestic energy prices are expected to remain unchanged during the whole projection 
horizon, in line with the Govern-
ment’s commitment of keeping 
energy prices stable. 

HICP inflation is set to ease 
strongly and normalise in the 
following years. Thus, overall 
HICP is set to stand at 2.3% 
and 2.1% in 2024 and 2025. 

When compared with the Bank’s 
previous forecast publica-
tion, overall HICP inflation has 
remained broadly unchanged, 
with a small upward revision of 
0.1 percentage point in 2025. 
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Chart 3
HICP INFLATION PROJECTIONS
(annual percentage change; percentage point contributions)
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Public finance
In 2022, the general government deficit-to-GDP ratio is estimated to have declined to 5.2%, from 
7.5% in 2021 (see Table 2). It is then projected to narrow further to 4.9% in 2023, and to continue 
declining over the rest of the forecast horizon, reaching 2.9% by 2025. This improvement is driven 
by a declining share of expenditure in GDP, especially following the unwinding of COVID-19 sup-
port measures in 2022, and the declining profile of inflation-mitigation measures.

Compared with the Bank’s earlier projections, a smaller deficit is envisaged throughout the fore-
cast horizon. This is especially the case for 2022, with the deficit expected to have declined at 

PROJECTIONS FOR MAIN FISCAL ITEMS (% of GDP)
2021(1) 2022 2023 2024 2025

Headline aggregates
Total Revenue 36.1 35.5 36.0 35.4 35.5
Total Expenditure 43.7 40.7 40.8 39.2 38.4
General Government Balance -7.5 -5.2 -4.9 -3.8 -2.9

of which: Primary Balance -6.4 -4.2 -3.6 -2.5 -1.5
General Government Debt 55.2 54.9 56.8 57.9 57.9

Detailed Breakdown
Current Revenue 34.7 34.0 34.3 34.3 34.4

Current taxes on income and wealth 13.5 13.2 13.3 13.3 13.3
Taxes on production and imports 10.5 10.7 11.1 11.2 11.3
Social contributions 6.1 5.8 5.8 5.8 5.7
Other current revenue(2) 4.5 4.2 4.1 4.0 4.0

Current Expenditure 38.8 36.1 36.2 35.3 34.6
Compensation of employees 11.8 10.9 10.9 10.9 10.9
Social benefits 9.3 8.8 9.0 9.0 8.9
Intermediate consumption 8.6 8.3 8.3 8.2 8.2
Interest payments 1.1 1.0 1.3 1.3 1.4
Subsidies 4.6 4.0 4.0 3.1 2.6
Other current expenditure(3) 3.3 3.1 2.8 2.7 2.6

Gross Savings -4.1 -2.1 -1.9 -1.0 -0.3

Capital Revenue 1.4 1.5 1.7 1.1 1.2
Capital taxes 0.2 0.2 0.2 0.2 0.2
Other capital revenue(4) 1.2 1.3 1.5 0.9 1.0

Capital Expenditure 4.9 4.6 4.6 3.9 3.7
   Gross fixed capital formation 3.8 3.7 3.7 3.1 3.0
   Capital transfers 1.0 0.9 0.9 0.8 0.8

Other capital expenditure(5) 0.1 0.0 0.0 0.0 0.0
Capital Revenue net of Capital Expenditure -3.4 -3.1 -2.9 -2.8 -2.6

Underlying budgetary outcome
Cyclical Component -0.2 0.1 0.2 0.3 0.2
Temporary Government Measures -0.4 0.0 0.0 0.0 0.0
Structural Balance -6.9 -5.3 -5.1 -4.0 -3.1
Sources: NSO; Central Bank of Malta.

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

Table 2

(1) Actual data as per NSO News Releases  188/2022 (published on 21 October 2022) and  154/2022 (published on 29 August 
2022).
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a faster pace than previously foreseen. In the outer years of the horizon, the deficit ratio is now 
expected to be slightly lower by around 0.1 percentage point than the previous projection round.

The share of current revenue in GDP is expected to increase slightly over the forecast horizon, 
although remaining below the 2021 level till the end of the forecast period. The increase is driven 
by growth in taxes on production and imports, which includes inflows from VAT. In turn, this 
reflects a continued recovery in tourism activity and buoyant domestic consumption. 

The share of capital revenue in GDP is set to peak in 2023 before declining and broadly stabilis-
ing in 2024 and 2025. This is due to the expected profile of EU grants, which part-finance capital 
expenditure.

The share of current expenditure in GDP is expected to decline throughout the forecast horizon, 
mainly due to the profile of subsidies. This reflects the end of COVID-related support measures in 
2022, which offset the substantial increase in price-mitigating support measures. Outlays on the 
latter are set to remain elevated until 2023, before declining in 2024 and 2025. Outlays on compen-
sation of employees and intermediate consumption are set to grow broadly in line with GDP from 
2023 onwards. Spending on social benefits is set to increase by more than nominal GDP in 2023, 
reflecting the introduction of Budget 2023 measures.3 It is then set to retain a relatively stable share 
in GDP. Other current transfers are set to grow by less than nominal GDP over the forecast horizon. 
Meanwhile, the share of interest payments in GDP is set to increase from 2023 onwards.

The share of capital expenditure in GDP is projected to remain elevated until 2023, after which it 
is set to decline. This profile reflects a declining share of domestically funded projects in GDP and 
the completion of projects financed from the 2014-2020 EU financing framework. This is partly 
offset by the projected pick-up in spending on projects financed from grants from the Recovery 
and Resilience Fund.

The structural deficit is projected to narrow over the projection horizon, reaching 3.1% of GDP by 
2025, from 5.3% in 2022. This 
is due to the unwinding of sup-
port measures, as these are not 
treated as one-off outlays, and 
thus affect the underlying struc-
tural position.

The general government debt 
ratio is set to decrease in 2022 
and then increase progressively 
over the rest of the forecast 
horizon, stabilising at around 
58.0% of GDP by 2025. This 
is driven by the expected level 
of primary deficits, which off-
sets the debt ratio decreasing 
impact of the interest-growth 
differential (see Chart 4). The 

3   A detailed description of such measures is available in “Box 3: The impact of Budget 2023 targets on the Bank’s fiscal projections” of 
the 2022:4 edition of this publication. 

-6

-4

-2

0

2

4

6

8

2021 2022 2023 2024 2025
Deficit-debt adjustment Interest-growth differential
Primary balance Change in the debt-to-GDP ratio

Source: Central Bank of Malta. 

Chart 4
CONTRIBUTION TO CHANGE IN THE DEBT RATIO
(percentage point contributions; percentage of GDP)

(1)

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

https://www.centralbankmalta.org/site/Reports-Articles/2022/Fiscal-Projections.pdf
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debt ratio has been revised down compared to the December 2022 projections, reflecting upward 
revisions in past GDP data. 

Risks 
On balance, risks to economic activity are slightly tilted to the downside for 2023 and more bal-
anced thereafter. The main downside risks relate to the possibility of stronger than envisaged 
weakness in the international economic environment, which could lead to lower exports. Foreign 
demand may also be weaker than expected, especially if monetary policy in advanced economies 
tightens more forcibly than assumed in this projection round. Some of these risks could be miti-
gated by stronger than expected wage growth, which could offer additional support to household 
consumption. 

Risks to inflation are considered as balanced for the entire projection horizon. Indeed, while 
upward price pressures to salaries in Malta and an incomplete lagged pass-through of past 
increases in energy costs in the euro area could increase commodity prices further, the re-open-
ing of China could be seen as a partial reversal of the supply shock. Also, a stronger pass-through 
of the recent appreciation of the euro, monetary tightening as well as lower international energy 
and transport costs could result in lower inflation. 

On the fiscal side, risks are on the downside (deficit-increasing) from 2023 onwards. These mainly 
reflect the likelihood of State Aid to the national airline, though possible weaker economic growth 
would also have an impact. These risks may be partly offset by the profile of outlays on price miti-
gation measures, which could be less than projected if oil and gas prices stabilise at lower levels.


