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FOREWORD

In the fourth quarter of 2020, economic activity improved compared with previous quarters, 
reflecting	the	re-opening	of	most	retail	outlets.	However,	some	containment	measures	remained	
in place, restricting activity in hospitality and entertainment. Real gross domestic product (GDP) 
fell by 6.2% in annual terms, a more muted decline than the 8.8% registered in the third quarter. 
The economic contraction in the last quarter of 2020 was largely underpinned by a sharp fall in 
net exports, as the contraction in domestic demand was small.  

Potential output growth moderated further during the fourth quarter, standing at 0.1% from 0.5% 
in the previous quarter. When measured as a four-quarter moving average, the output gap was 
estimated at -2.6% in the fourth quarter of 2020, below the -0.6% in the previous quarter. This 
reflects	the	Central	Bank	of	Malta’s	(Bank)	assessment	that	the	temporary	nature	of	containment	
measures relating to the COVID-19 pandemic had a stronger impact on the demand-side than the 
supply-side of the economy. 

The	Bank’s	Business	Conditions	Index	(BCI)	remained	low	during	the	fourth	quarter	and	firmly	
below its long-term average. The index signalled that economic conditions remained worse than 
those	during	 the	2008/9	global	financial	crisis.	The	BCI	continued	 to	be	adversely	affected	by	
strong annual declines in GDP, tourist arrivals and economic sentiment. 

During	the	final	quarter	of	2020,	the	labour	market	remained	negatively	affected	by	the	pandemic,	
although with some improvement compared to the third quarter. The Labour Force Survey (LFS) 
showed that employment continued to recover slowly from the losses that occurred in the second 
quarter of the year, but was below its level a year earlier. The unemployment rate declined when 
compared with the third quarter, but was still higher than its year-ago level. At 4.4%, the jobless 
rate	in	Malta	remained	relatively	low	given	the	extent	of	the	decline	in	economic	activity	–	reflect-
ing the highly supportive government measures and reduced working hours. It also remained well 
below that in the euro area. 

Inflation	eased	further	during	the	quarter.	Annual	inflation	as	measured	by	the	Harmonised	Index	
of Consumer Prices (HICP) eased to 0.2% in December from 0.5% in September, driven by a 
stronger rate of decline in the prices of non-energy industrial goods (NEIG), and, to a lesser 
extent,	slower	growth	in	services	and	food	prices.	Inflation	based	on	the	Retail	Price	Index	(RPI),	
which only takes into account purchases made by Maltese households, remained unchanged 
compared with September, at 0.2%. Meanwhile, producer output prices decreased marginally in 
annual terms.

Malta’s	unit	labour	cost	(ULC)	index	accelerated	further	during	the	fourth	quarter,	driven	by	a	faster	
decline in labour productivity, as growth in compensation per employee was broadly unchanged 
compared	to	the	third	quarter.	Meanwhile,	Malta’s	harmonised	competitiveness	indicators	(HCIs)	
pointed	to	a	deterioration	in	international	competitiveness	compared	to	a	year	earlier,	reflecting	
unfavourable developments in trade-weighted exchange rates.

In	the	fourth	quarter	of	2020,	the	balance	on	the	current	account	showed	a	deficit,	from	a	surplus	
in	the	previous	quarter,	mostly	due	to	a	decline	in	net	services	receipts,	although	a	larger	deficit	on	
merchandise	trade	and	an	increase	in	net	primary	income	outflows	also	contributed.	By	contrast,	
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net	outflows	on	the	secondary	income	account	decreased	slightly.	The	four-quarter	moving	sum	
of	the	current	account	balance	registered	a	deficit	equivalent	to	4.0%	of	GDP.	When	adjusted	for	
cyclical	conditions,	the	deficit	was	significantly	smaller.	

Public	finances	continued	to	be	negatively	impacted	by	the	COVID-19	pandemic,	with	the	general	
government	balance	deteriorating	significantly.	On	a	four-quarter	moving	sum	basis,	the	general	
government	balance	registered	a	deficit	of	10.1%	of	GDP	in	the	fourth	quarter	of	2020,	following	a	
deficit	of	7.0%	of	GDP	in	the	preceding	quarter.	Meanwhile,	the	general	government	debt-to-GDP	
ratio increased to 54.3%, from 52.6% at end-September.

During	the	quarter	under	review,	Maltese	residents’	deposits	with	monetary	financial	institutions	
(MFIs) in Malta expanded further. The shift to overnight deposits continued in an environment of 
low interest rates and a continued preference for liquidity. Credit to Maltese residents grew at the 
same annual pace compared with September as stronger growth in credit to residents outside 
general	government	was	offset	by	slower	growth	in	credit	to	general	government.	Faster	growth	
in credit to residents outside general government was mainly attributable to an increase in loans 
to the private sector, and a smaller contraction in holdings of securities and equities. According 
to	the	Bank’s	Financial	Conditions	Index	(FCI),	financing	conditions	were	tight	from	a	historical	
perspective, but slightly more favourable than those prevailing in the third quarter. 

In December, the weighted average interest rate on deposits held by Maltese residents with 
domestic banks was 9 basis points lower than a year earlier. The weighted average lending rate 
paid	to	resident	MFIs	by	households	and	non-financial	corporations	(NFCs)	fell	by	10	basis	points	
over this same period. Thus, the spread between the two narrowed marginally from a high level.

Meanwhile, the primary market yield on Treasury bills declined from that prevailing at the end of 
September, as did the secondary market yields on Malta Government Stocks (MGS). Domestic 
share prices regained some of their earlier losses and ended December at a higher level com-
pared with end-September.

As	at	the	end	of	2020,	there	were	1,929	loans	subject	to	a	moratorium	on	loan	repayments	offered	
in terms of Central Bank of Malta Directive No. 18 or before this Directive, with a value of around 
€695.9	million.	This	is	significantly	less	than	the	level	in	September,	suggesting	that	some	busi-
nesses and households recommenced regular loan repayments, signalling a recovery in income 
flows	and,	for	some,	the	expiration	of	the	moratoria	period.	

In April 2020, the Government launched the Malta Development Bank (MDB) COVID-19 Guaran-
tee Scheme (CGS) which provides guarantees to commercial banks with the aim of enhancing 
access	to	new	working	capital	loans	for	businesses.	By	end-December	2020,	537	facilities	were	
approved under the CGS, covering total sanctioned lending of €408.1 million. As the scheme 
provides guarantees on loans for working capital, the amounts actually disbursed may fall short 
of	those	sanctioned.	In	fact,	€287.1	million	were	disbursed	by	the	end	of	the	year.	Hence,	by	end-
December slightly more than half of the scheme was sanctioned, while slightly more than a third 
was disbursed.

All major central banks continued to provide extensive liquidity support to facilitate the smooth 
functioning	of	financial	markets	and	the	flow	of	credit.	On	its	part,	the	Governing	Council	of	the	
European Central Bank (ECB) reinforced its accommodative monetary policy stance during the 
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last	quarter	of	2020.	The	interest	rates	on	the	main	refinancing	operations,	on	the	marginal	lend-
ing facility and on the deposit facility were held unchanged at 0.00%, 0.25%, and -0.50% respec-
tively. Furthermore, the Governing Council reiterated that it expects the key ECB interest rates to 
remain	at	their	present	or	lower	levels	until	it	has	seen	the	inflation	outlook	robustly	converge	to	a	
level	sufficiently	close	to,	but	below,	2%	within	its	projection	horizon,	and	such	convergence	has	
been	consistently	reflected	in	underlying	inflation	dynamics.	It	also	reiterated	its	intention	to	rein-
vest in full the principal payments from maturing securities under the asset purchase programme 
(APP) for an extended period of time past the date when it starts raising the key ECB interest 
rates – and in any case for as long as necessary – to maintain favourable liquidity conditions and 
an ample degree of monetary accommodation.

In December, the Governing Council introduced several monetary policy measures to preserve 
favourable	financing	conditions	over	 the	pandemic	period	and	support	 the	flow	of	credit	 to	 the	
economy. In particular, it increased the maximum envelope of the pandemic emergency pur-
chase programme (PEPP) by €500 billion to a total of €1,850.0 billion and extended the horizon 
for net purchases under this programme to at least end-March 2022. The Governing Council 
also extended the reinvestment phase of principal payments from maturing securities purchased 
under the PEPP until at least the end of 2023.

The	Governing	Council	further	recalibrated	the	conditions	of	the	targeted	longer-term	refinancing	
operations III (TLTRO-III) by extending the period over which considerably more favourable terms 
will apply. Moreover, the Governing Council raised the borrowing limit in these operations from 
50%	to	55%	of	eligible	counterparties’	stock	of	eligible	loans.	The	Council	also	announced	three	
additional operations for 2021.

Meanwhile,	 the	 duration	 of	 recently	modified,	 collateral-easing	measures	were	 extended	 until	
June 2022, thus ensuring that eligible counterparties would be able to make the best use of 
liquidity	support	measures.	It	also	decided	to	offer	four	additional	pandemic	emergency	longer-
term	refinancing	operations	(PELTROs)	 in	2021	 to	provide	an	effective	 liquidity	backstop.	The	
Eurosystem repo facility for central banks (EUREP) and all temporary swap and repo lines with 
non-euro area central banks were extended until March 2022.
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1. THE EXTERNAL ENVIRONMENT AND THE EURO AREA

In the fourth quarter of 2020, real GDP grew at a slower pace in the United States and the United 
Kingdom, but contracted in the euro area. Meanwhile, the 3-month average unemployment rate 
fell in the United States and the euro area, but rose further in the United Kingdom.

In December, annual consumer price inflation in the United States was unchanged at 1.4% com-
pared with September, while in the United Kingdom it rose marginally to 0.6% in December from 
0.5% in September. Inflation remained negative in the euro area, standing at -0.3% in December, 
unchanged compared with September. During the fourth quarter, the Federal Reserve, the Bank 
of England and the ECB all kept their key interest rates unchanged. All three central banks contin-
ued to provide extensive liquidity support packages to support the smooth functioning of financial 
markets and the flow of credit to the economy. 

The price of Brent crude oil generally rose during the fourth quarter as the availability of vaccines 
against the virus raised optimism about a return to normality and global oil demand. Thus, the 
price of Brent crude oil ended the quarter over a fourth higher than the level prevailing at end-
September but was still approximately a quarter below its level a year earlier. Non-energy com-
modity prices also rose between September and December.
  
Key advanced economies

US economy grows at a slower pace
In the fourth quarter of 2020, economic activity in the United States slowed down as containment 
measures were once again tightened in an attempt to lower the number of positive COVID-19 
cases.	Real	GDP	increased	by	1.1%	in	quarter-on-quarter	terms,	compared	with	a	rise	of	7.5%	
in the third quarter of 2020 (see Table 1.1). Gross private domestic investment and personal con-
sumption expenditure both grew at a slower pace compared with the previous quarter, although 
the	additional	fiscal	stimulus	approved	in	December	is	expected	to	boost	consumption	and	invest-
ment into 2021. On the other hand, the decrease in government expenditure was more limited 
than	that	recorded	in	the	third	quarter.	The	trade	deficit	widened	again	in	volume	terms,	as	the	
increase in imports was broadly double that in exports.

In the labour market, the participation rate – which averaged 61.5% in the fourth quarter of 2020 
– was unchanged compared with the preceding quarter, but was lower than the 63.2% regis-
tered in the corresponding period a year earlier. Employment showed some signs of recovery, as 

ECONOMIC SURVEY

Table 1.1
REAL GDP GROWTH IN SELECTED ADVANCED ECONOMIES
Quarter-on-quarter percentage changes; seasonally and working day adjusted

2018
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

United States 0.3 0.7 0.4 0.6 0.6 -1.3 -9.0 7.5 1.1
Euro area 0.5 0.5 0.2 0.2 0.1 -3.8 -11.6 12.5 -0.7
United Kingdom 0.2 0.6 0.1 0.5 0.0 -2.8 -19.5 16.9 1.3
Sources: Bureau of Economic Analysis, US; Eurostat; Office for National Statistics, UK.

    2019 2020
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employment increased in quar-
ter-on-quarter terms. However, 
employment was still well below 
pre-pandemic levels. The num-
ber of those in employment fell 
by 5.5% in annual terms, after 
having	fallen	by	7.4%	in	the	third	
quarter. Non-farm payroll data 
show that the rate of job losses 
eased in the majority of the main 
economic sectors, including the 
leisure and hospitality sector 
and the retail sector. The aver-
age unemployment rate eased 
further, falling to 6.8% from 8.8% 
in the preceding quarter but 
remained elevated compared 
with recent years (see Chart 1.1).

The annual rate of change of 
the US consumer price index 
(CPI) stood at 1.4% in Decem-
ber, unchanged from September 
(see	Chart	1.2).	Energy	inflation	
stood	at	-7.0%	in	December,	up	
from	-7.7%	in	September,	while	
food	 inflation	 was	 unchanged.	
Inflation	 excluding	 food	 and	
energy also remained stable at 
-1.6%.	 While	 services	 inflation	
edged down to 1.6% at the end 
of 2020, from 1.9% in Septem-
ber, the prices of commodities 
less food and energy rose at a 
slower	pace	of	1.0%,	from	1.7%	
previously.

During the fourth quarter of 
2020, the Federal Open Mar-
ket Committee (FOMC) reiter-
ated its commitment to use its 
full range of tools to support the 
US economy, thereby promoting 
its maximum employment and 
price stability goals. The target 
range for the federal funds rate 
was kept unchanged in a range 
between 0.00% and 0.25% 
(see Chart 1.3). The Committee 
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expects to maintain this target range until labour market conditions have reached levels consistent 
with	the	Committee’s	assessments	of	maximum	employment,	and	inflation	has	risen	to	2.0%	and	is	
on track to moderately exceed 2.0% for some time. 

In addition, the Federal Reserve said that it will continue to increase its holdings of Treasury secu-
rities by at least USD 80 billion per month and of agency mortgage-backed securities by at least 
USD 40 billion per month until substantial further progress has been made toward its goals. These 
asset	purchases	help	foster	smooth	market	functioning	and	accommodative	financial	conditions,	
thereby	supporting	the	flow	of	credit	to	households	and	businesses.

During the quarter under review, the Federal Reserve also adjusted the terms of the Main Street 
Lending Program to better target support to smaller businesses facing continued revenue short-
falls due to the pandemic. This program came to an end in January 2021. In the fourth quarter, the 
Federal Reserve extended four lending facilities that were due to expire in or around December 
2020 to March 2021. The temporary US dollar liquidity swap lines and the Temporary Foreign and 
International Monetary Authorities repo facility were extended to end-September 2021.1

UK economy shows resilience 
In the fourth quarter of 2020, economic activity in the United Kingdom rose further, even though 
various restrictions were in place to control the spread of the virus. The pace of expansion was, 
however, slower than that in the third quarter as GDP growth increased by 1.3%, after previ-
ously	rising	by	16.9%	(see	Table	1.1).	Gross	fixed	capital	formation	and	government	consumption	
increased at a slower pace while growth in household consumption turned negative again. Mean-
while,	net	trade	had	a	larger	dampening	effect	on	GDP	growth.

Average	employment	fell	at	a	stronger	pace	in	the	final	quarter	of	the	year,	declining	at	an	annual	
rate of 1.6%, from -0.8% in the third quarter. Meanwhile, the unemployment rate averaged 5.1%, 
up from 4.8% in the preceding 3-month period (see Chart 1.1).

Consumer	price	inflation	in	the	United	Kingdom	edged	up	marginally	to	0.6%	in	December	from	
0.5% in September (see Chart 1.2). Prices of non-energy industrial goods and services grew at a 
faster pace, while energy prices declined at a marginally slower rate. Meanwhile, food prices were 
unchanged	after	having	risen	by	0.5%	in	September.	The	annual	rate	of	inflation	based	on	the	
CPI excluding energy, food, alcohol and tobacco increased marginally from 1.3% in September 
to 1.4% in December.

In	 the	 fourth	quarter	of	2020,	 the	Bank	of	England’s	Monetary	Policy	Committee	maintained	
the Bank Rate unchanged at 0.1% (see Chart 1.3). The Committee decided to maintain the 
stock	of	sterling	non-financial,	 investment-grade,	corporate	bond	purchases,	financed	by	 the	
issuance of central bank reserves, at GBP 20 billion. It also agreed to continue with the pro-
gramme of GBP 100 billion of UK government bond purchases and to increase the target stock 
of purchased UK government bonds by an additional GBP 150 billion, to take the total stock of 
government	bond	purchases	to	GBP	875	billion	and	the	total	target	stock	of	asset	purchases	
to GBP 895 billion.

1	 	 In	the	first	quarter	of	2021,	the	FOMC	confirmed	its	December	decisions	on	interest	rates	and	asset	purchases	and	reiterated	its	com-
mitment to using its full range of tools to support the economy in this challenging time, thereby promoting its maximum employment and 
price	stability	goals.	The	Federal	Reserve	also	extended	a	rule	to	bolster	the	effectiveness	of	the	Small	Business	Administration’s	Paycheck	
Protection Program and extended its Paycheck Protection Program Liquidity Facility by three months to end-June 2021.
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The	Committee	said	that	it	if	the	outlook	for	inflation	weakened,	it	stood	ready	to	take	whatever	
additional action was necessary to achieve its remit. The Committee had no intention of tightening 
monetary	policy	at	least	until	there	was	clear	evidence	that	significant	progress	was	being	made	
in	eliminating	spare	capacity	and	achieving	the	2.0%	inflation	target	sustainably.

In December, the Committee also announced a 6-month extension of the Term Funding Scheme 
with additional incentives for SMEs, to reinforce the transmission of the reduced Bank Rate to the 
real economy and support additional lending to the real economy.2

The euro area 

GDP in the euro area contracts albeit slightly 
GDP in the euro area contracted slightly during the last quarter of 2020 as the COVID-19 pan-
demic	intensified	in	many	countries	and	containment	measures	were	tightened	in	response.	Real	
GDP	declined	by	0.7%	on	a	quarter-on-quarter	basis,	following	a	strong	rebound	of	12.5%	in	the	
previous quarter (see Table 1.2). As a result, real GDP remained well below pre-pandemic levels.

This contraction in economic activity was mostly driven by domestic demand, which lowered GDP 
growth by 0.6 percentage point. In turn, this was entirely driven by private consumption, which fell 
compared with the previous quarter, dragging GDP growth down by 1.8 percentage points. Ele-
vated uncertainty stemming from the COVID-19 pandemic dampened consumer demand, while 
containment measures limited consumption, especially in the services sector. On the other hand, 
changes	in	inventories	added	0.6	percentage	point	to	GDP	growth.	In	addition,	gross	fixed	capital	
formation pushed GDP growth up by 0.4 percentage point and government consumption added 
a further 0.1 percentage point to GDP growth. At the same time, the contribution of net exports 
to GDP growth was slightly negative, at -0.1 percentage point, as imports rose at a faster pace 
than exports. 

2   In its meetings held in February and March 2021, the Bank of England kept the Bank Rate unchanged at 0.1%. The Committee voted 
unanimously	to	maintain	the	stock	of	sterling	non-financial,	investment-grade,	corporate	bond	purchases,	financed	by	the	issuance	of	cen-
tral	bank	reserves,	at	GBP	20	billion	and	for	the	Bank	to	continue	with	its	existing	programme	of	UK	government	bond	purchases,	financed	
by	the	issuance	of	central	bank	reserves,	maintaining	the	target	for	the	stock	of	these	government	bond	purchases	at	GBP	875	billion	and	
so the total target stock of asset purchases at GBP 895 billion. The Committee reiterated that it did not intend to tighten monetary policy at 
least	until	there	was	clear	evidence	that	significant	progress	was	being	made	in	eliminating	spare	capacity	and	achieving	the	2.0%	inflation	
target sustainably.

Table 1.2
CONTRIBUTIONS TO QUARTERLY REAL GDP GROWTH IN THE EURO AREA(1)

Percentage points; annual percentage change

2018
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Private consumption 0.2 0.3 0.1 0.2 0.1 -2.4 -6.7 7.5 -1.8
Government consumption 0.1 0.1 0.1 0.1 0.1 0.0 -0.5 1.1 0.1
GFCF 1.0 -0.5 1.4 -1.2 1.3 -1.3 -3.6 2.9 0.4
Changes in inventories(2) -0.1 -0.4 0.0 -0.2 -0.2 0.5 0.0 -1.4 0.6
Exports 0.4 0.5 0.1 0.4 -0.1 -1.8 -9.1 7.4 1.8
Imports -1.2 0.4 -1.5 1.0 -1.0 1.3 8.2 -5.0 -1.9
GDP 0.5 0.5 0.2 0.2 0.1 -3.8 -11.6 12.5 -0.7
Source: Eurostat.
(1) Data are seasonally and working day adjusted.  Figures may not add up due to rounding.
(2) Including acquisitions less disposals of valuables.

  2019   2020
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Labour market conditions improve 
Labour market conditions in the euro area improved somewhat during the quarter under 
review. The seasonally-adjusted unemployment rate edged down by 0.5 percentage point 
between September and December to 8.2% (see Chart 1.1). The 3-month average rate 
declined by 0.3 percentage point to 8.3% over the same period. Turning to employment, at  
-1.9%, the annual growth rate was slightly less negative in the fourth quarter of 2020 compared 
with -2.1% registered in the previous quarter.3 Despite these improvements, the euro area labour 
market is still in a worse state than it had been prior to the pandemic. It remains fragile as a result 
of the COVID-19 pandemic and its negative impact on economic activity, although this continues 
to be mitigated by policy measures aimed at preventing redundancies and supporting jobs.

Euro area inflation remains in negative territory
After	having	dropped	below	zero	for	the	first	time	in	more	than	four	years	in	the	previous	quar-
ter,	inflation	in	the	euro	area	remained	unchanged	during	the	quarter	under	review	as	demand	
pressures	remained	subdued.	The	annual	rate	of	inflation	in	the	euro	area,	based	on	the	HICP,	
remained	stable	at	-0.3%	throughout	the	final	quarter	of	2020	(see	Chart	1.4).	

Movements	in	the	annual	inflation	rates	of	the	main	HICP	components	during	the	quarter	reviewed	
were	small	and	offset	each	other.	Unprocessed	 food	prices	dragged	 inflation	down,	with	 their	
annual rate of change slowing down to 2.1% in December from 3.1% three months earlier, as the 
spike in prices observed at the onset of the pandemic continued to ease. Meanwhile, albeit to 
a lesser extent, the prices of processed food also eased. Prices of non-energy industrial goods 
continued	to	contribute	negatively	to	inflation,	mainly	due	to	the	clothing	and	footwear	component.	
In	contrast,	although	energy	inflation	remained	negative,	energy	prices	fell	at	a	slower	pace	than	
in	the	previous	quarter	implying	a	smaller	negative	contribution	to	inflation.	In	contrast,	the	prices	
of	services	had	a	positive	effect	on	inflation,	largely	due	to	a	modest	reversal	of	the	substantial	
declines	in	travel-related	services	inflation.	The	annual	rate	of	services	inflation	fell	 to	a	low	of	
0.4%	in	October,	before	ending	the	quarter	at	0.7%.

Consequently, the annual rate of 
HICP	 inflation	excluding	energy	
and food remained at the histori-
cal low of 0.2% between Sep-
tember and December 2020. 
These	low	levels	of	inflation	also	
continue	to	reflect	the	temporary	
reduction in German VAT rates 
during the second half of 2020.

ECB staff projections point 
towards a recovery in activity 
in 2021
According	to	the	ECB	staff	mac-
roeconomic projections pub-
lished in March 2021, real GDP 
in the euro area is expected to 

3   Employment data refer to the national accounts, total employment domestic concept. Data are seasonally and calendar adjusted.
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rise by 4.0% in 2021, after having contracted by 6.9% in 2020. Growth is set to rise slightly again 
to 4.1% in 2022, before moderating to 2.1% in 2023 (see Table 1.3).

Domestic demand, which was the main driver behind the contraction in 2020, is projected to be 
the main contributor to euro area GDP growth over the projection horizon. The contribution of net 
exports is expected to turn positive in 2021 and be broadly neutral thereafter. 

The	intensification	of	the	COVID-19	pandemic	at	the	turn	of	the	year	led	to	a	weaker	near-term	
outlook for euro area activity. However, the recovery remains largely on track. Faced with a surge 
of new COVID-19 cases and the threat of new virus mutations, many euro area countries further 
tightened lockdown measures in early 2021. As a result, real GDP is expected to decrease again 
in	the	first	quarter	of	this	year	and	is	expected	to	be	followed	by	a	modest	increase	in	the	second	
quarter. 

Activity is projected to rebound strongly during the second half of 2021, as vaccination pro-
grammes continue to be rolled out and containment measures are relaxed. Overall, containment 
measures are expected to be completely withdrawn by early 2022. Other key factors supporting 
the	rebound	in	2021	include	a	recovery	in	foreign	demand,	supportive	fiscal	and	monetary	poli-
cies – including, in part, Next Generation EU funds – and some pent-up demand. Real GDP is 
expected to stand 3.3% above its 2019 level by the end of 2023.

According	to	the	March	2021	ECB	staff	projections,	HICP	inflation	is	envisaged	to	rise	from	0.3%	
in 2020 to an average of 1.5% in 2021, and to fall back to 1.2% in 2022, before rising to 1.4% in 
2023. 

HICP	inflation	increased	significantly	at	the	beginning	of	2021,	reflecting	a	sharp	increase	in	HICP	
inflation	excluding	energy	and	food,	which	was	partly	due	to	a	sizeable	change	in	HICP	weights,	
following changes in consumption patterns during the pandemic in 2020. Additionally, the jump 
in	headline	inflation	also	reflected	the	end	of	the	temporary	VAT	reduction	in	Germany,	changes	
in the timing of sales in some countries and the impact of the recent surge in oil prices on HICP 
energy	inflation.	

As	the	impact	of	such	temporary	factors	fades	away,	the	annual	rate	of	inflation	is	expected	to	fall	
back	to	1.0%	at	the	beginning	of	2022,	before	increasing	gradually	to	1.4%	in	2023.	HICP	inflation	

Table 1.3
MACROECONOMIC PROJECTIONS FOR THE EURO AREA(1)

Annual percentage changes

2021 2022 2023
GDP 4.0 4.1 2.1
Private consumption 3.0 5.9 2.1
Government consumption 2.9 0.1 1.1
Gross fixed capital formation 5.5 5.9 3.3
Exports 7.5 5.5 3.4
Imports 6.6 6.4 3.6
HICP 1.5 1.2 1.4
Source: ECB.
(1) ECB staff macroeconomic projections (March 2021). 



CENTRAL BANK OF MALTA Quarterly Review 2021:2

14

excluding	energy	and	food	is	expected	to	increase	from	0.7%	in	2020	to	1.0%	in	2021,	and	further	
to 1.3% in 2023, supported by the expected recovery in economic activity. 

In view of the continued uncertainty related to the pandemic and its impact on the economy, ECB 
staff	prepared	two	alternative	scenarios.	A	mild	scenario	assumes	a	more	successful	roll	out	of	
the vaccines, coupled with an earlier phasing out of containment measures. It also allows for the 
fact that economic agents may adapt faster to the pandemic. In this scenario, real GDP would 
rebound	by	6.4%	in	2021,	and	inflation	would	reach	1.7%	in	2023.	

However,	 if	 the	pandemic	 intensifies,	 it	 is	envisaged	that	containment	measures	could	be	pro-
longed until mid-2023. In such a severe scenario, real GDP growth would stand at just 2.0% in 
2021	and	would	not	 reach	 its	pre-crisis	 level	within	 the	projection	horizon.	Moreover,	 inflation	
would remain low, standing at 1.1% in 2023. 

ECB reinforces its accommodative monetary policy stance
The	ECB’s	Governing	Council	reinforced	its	accommodative	monetary	policy	stance	during	the	
last	quarter	of	2020.	The	interest	rates	on	the	main	refinancing	operations,	on	the	marginal	lend-
ing facility and on the deposit facility were held unchanged at 0.00%, 0.25%, and -0.50% respec-
tively during the period under review (see Chart 1.3). Furthermore, the Governing Council reiter-
ated that it expects the key ECB interest rates to remain at their present or lower levels until it has 
seen	the	inflation	outlook	robustly	converge	to	a	level	sufficiently	close	to,	but	below,	2%	within	its	
projection	horizon,	and	such	convergence	has	been	consistently	reflected	in	underlying	inflation	
dynamics. It also reiterated its intention to reinvest in full the principal payments from maturing 
securities under the APP for an extended period of time past the date when it starts raising the 
key ECB interest rates and in any case for as long as necessary to maintain favourable liquidity 
conditions and an ample degree of monetary accommodation.

On 10 December, the Governing Council introduced several monetary policy measures to pre-
serve	favourable	financing	conditions	over	the	pandemic	period.	These	should	support	the	flow	
of credit to all sectors of the economy, underpinning economic activity and safeguarding medium-
term price stability. These included increasing the envelope of the PEPP by €500.0 billion to a 
total of €1,850.0 billion and extending the horizon for net purchases under the PEPP to at least 
the end of March 2022. The Governing Council also decided to extend the reinvestment of princi-
pal payments from maturing securities purchased under the PEPP until at least the end of 2023. 

In	addition,	the	Governing	Council	 further	recalibrated	the	conditions	of	the	TLTRO-III.	Specifi-
cally, it decided to extend the period over which considerably more favourable terms will apply by 
12 months to June 2022. Three additional operations will also be conducted between June and 
December 2021. Moreover, the Governing Council decided to raise the total amount that coun-
terparties will be entitled to borrow in these operations from 50% to 55% of their stock of eligible 
loans.4 

Furthermore, the Governing Council decided to extend the duration of the set of collateral eas-
ing measures it had adopted in April until June 2022, thus ensuring that eligible counterparties 
would	be	able	to	make	the	best	use	of	liquidity	support	measures.	It	also	decided	to	offer	four	

4	 	 	In	the	first	quarter	of	2021,	the	Governing	Council	reaffirmed	its	previous	commitments	on	interest	rates	and	asset	purchases.	It	reiter-
ated	that	asset	purchases	under	the	PEPP	will	be	conducted	flexibly	according	to	market	conditions	and	with	a	view	to	preventing	a	tight-
ening	of	financing	conditions	that	is	inconsistent	with	countering	the	downward	impact	of	the	pandemic	on	the	projected	path	of	inflation.
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additional PELTROs in 2021 
to	 provide	 an	 effective	 liquid-
ity backstop. The EUREP and 
all temporary swap and repo 
lines with non-euro area cen-
tral banks were extended until 
March 2022.

Money market rates decline 
Money market interest rates 
in the euro area decreased 
during the fourth quarter of 
2020,	 reflecting	 the	 accom-
modative monetary policy 
stance and ample excess 
liquidity. The Euro OverNight 
Index Average (EONIA) rate 
was stable during the quarter under review, remaining slightly above the 
interest	 rate	 on	 the	 ECB’s	 deposit	 facility.	 It	 remained	 at	 an	 average	 of	 
-0.47%	throughout	the	quarter	(see	Chart	1.5).5	Meanwhile,	the	3-month	euro	interbank	offered	
rate (EURIBOR) dropped further to new historical lows as excess liquidity rose, declining to an 
average of -0.54% in December from -0.49% in September.6  Similarly, the 12-month EURIBOR 
rate dropped to -0.50% from -0.41% over the same period. 

Euro area bond yields decline
The 10-year benchmark government bond yields in the euro area fell further during the last quar-
ter of 2020, dropping from 0.12% in September to -0.09% in December. Sovereign bond yields 
and	spreads	dropped	significantly	during	this	period	amid	a	global	improvement	in	risk	sentiment	
triggered especially by the news of successful vaccine trials as well as expectations of contin-
ued	monetary	and	fiscal	support.	In	particular,	in	the	euro	area	heightened	expectations	that	the	
ECB would increase its asset purchases under the PEPP ahead of the December meeting of the 
Governing Council together with the EU support programmes are likely to have contributed to a 
decline in euro area sovereign yields through an improvement in growth prospects and in risk 
sentiment.

Cypriot bond yields fell sharply during the quarter, shedding 53 basis points to 0.19%. Greek and 
Italian bond yields also decreased considerably, by 45 and 40 basis points to 0.63% and 0.58%, 
respectively. More modest drops were registered in Portuguese, Spanish and Irish bond yields. 
German bond yields, often considered as a benchmark for the euro area, fell by 10 basis points 
to -0.62%. 

5	 	 	The	EONIA	(Euro	Over	Night	Index	Average)	is	a	measure	of	the	effective	interest	rate	prevailing	in	the	euro	overnight	market.	Until	30	
September 2019, it was measured as the weighted average of the interest rates on unsecured interbank overnight lending transactions, in 
euro, as reported by a panel of contributing banks. As of 2 October 2019, and until its discontinuation on 3 January 2022, the EONIA will 
be	calculated	as	€STR	plus	a	fixed	spread	of	8.5	basis	points.	The	euro	short-term	rate	(€STR)	is	a	reference	rate	based	on	money	market	
data	collected	by	the	Eurosystem,	reflecting	the	wholesale	euro	unsecured	overnight	borrowing	costs	of	banks	located	in	the	euro	area.	
See: https://www.ecb.europa.eu/stats/financial_markets_and_interest_rates/euro_short-term_rate/html/index.en.html
6   The EURIBOR is an interest rate benchmark indicating the average rate at which principal European banks lend unsecured funds on 
the interbank market in euro for a given period.
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As government bond yields 
fell more strongly in most euro 
area countries than in Ger-
many, spreads between yields 
on 10-year German bonds and 
those on bonds issued by other 
euro area governments nar-
rowed during the quarter under 
review (see Chart 1.6). In par-
ticular, Cyprus, Greece and Italy 
recorded	 a	 significant	 narrow-
ing in spreads of 43, 35 and 30 
basis points, respectively.

The euro exchange rate 
appreciates in effective terms
During the fourth quarter of 
2020,	 the	 nominal	 effective	
exchange rate of the euro 
against the EER-19 group of 
countries strengthened by 
0.5%.7 

The	 euro	 appreciated	 signifi-
cantly by 4.8% against the US 
dollar,	reflecting	a	further	broad	
weakening of the US dollar 
amid improving risk sentiment 
in the context of the ongoing 
global	recovery	(see	Chart	1.7).	
It also strengthened against the 
Japanese yen, the Hong Kong 
dollar, the Singapore dollar and 
the Swiss franc. On the other hand, the euro lost 1.5% against the British pound during the review 
period,	mainly	reflecting	the	pound’s	appreciation	in	the	light	of	the	conclusion	of	the	Brexit	pro-
cess, which ended in December with the announcement of the EU-UK Trade and Cooperation 
Agreement. The euro also depreciated against the Korean won, the Swedish krona, the Norwe-
gian krone and the Czech koruna. Smaller declines were also recorded against the Chinese yuan, 
the Australian dollar and the Hungarian forint. 

Commodities

Oil prices rise
During the fourth quarter of 2020, oil prices generally rose as positive news with regards to the 
availability of vaccines against the virus raised optimism about a return to normality and global 

7   The EER-19 is based on the weighted averages of the euro exchange rate against the currencies of Australia, Bulgaria, Canada, China, 
Croatia, Czech Republic, Denmark, Hong Kong, Hungary, Japan, Norway, Poland, Romania, Singapore, South Korea, Sweden, Switzer-
land, the United Kingdom and the United States.
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demand expectations. From the 
supply side, oil prices also ben-
efited	 from	 news	 that	 OPEC+	
countries would increase their 
production quotas in Janu-
ary	 2021	 by	 significantly	 less	
than previously planned. In the 
second week of December, oil 
prices moved above USD 50 
per	barrel,	for	the	first	time	since	
early March 2020 (see Chart 
1.8). 

The price of Brent crude oil 
closed the year at USD 50.9 
per barrel, 26.6% higher than 
the price prevailing at the end 
of September. The price of Brent crude oil remained, nonetheless, 26.2% below its level a year 
earlier.

World Bank data show that non-energy commodity prices rose during the fourth quarter of 2020. 
Between September and December, they increased by 11.1%.
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2. OUTPUT AND EMPLOYMENT

Following the re-opening of most shops, economic activity in the last quarter of the year improved 
when compared with the previous quarter. However, some containment measures remained in 
place, restricting activity in the hospitality and entertainment sectors. As a result, real GDP fell by 
6.2% in annual terms in the fourth quarter of 2020, although this is a more muted decline than that 
experienced in the third quarter – when GDP had contracted by an annual 8.8%. The economic 
contraction was largely underpinned by a sharp fall in net exports, as the deterioration in domestic 
demand was small. Sector data show that the contraction was primarily driven by the services 
sector, especially the sector comprising wholesale and retail trade, transportation and accommo-
dation. This reflects the fact that tourism-related activities remained relatively depressed, though 
faring better than in the third quarter, due to ongoing social distancing measures and elevated 
uncertainty. Activity also decreased in the manufacturing and construction sectors, although the 
dampening effect on overall GDP was much smaller. 

During the last quarter of 2020, the labour market continued to be negatively affected by the pan-
demic, although with some improvement compared to the third quarter. The Labour Force Survey 
shows that, on an annual basis, the labour force rose at a slower rate than in the third quarter, 
while employment declined. However, employment increased and the unemployment rate – fell 
slightly compared to the previous quarter. Government measures – such as the Wage Supple-
ment Scheme as well as firms’ reliance on shorter working-time arrangements were successful in 
protecting employment. Indeed, the unemployment rate remained well below that in the euro area.

Potential output and BCI

Potential output growth moderates further
Potential output growth moderated further during the fourth quarter of 2020, standing at 0.1% 
from 0.5% in the previous quarter (see Chart 2.1). At the same time, GDP growth contracted by 
6.2%, following a decline of 8.8% in the third quarter. 

As a result of the contrasting 
developments in GDP and 
potential output, the output gap 
– when measured as a four-
quarter moving average – is 
estimated at -2.6% in the fourth 
quarter of 2020, below the 
-0.6% registered in the previous 
quarter.	 Both	 the	 Bank’s	
estimate of potential output 
growth and the output gap 
are the lowest on record. The 
large degree of underutilisation 
of	 the	 economy’s	 productive	
capacity	 mainly	 reflects	 the	
Bank’s	 assessment	 that	
the temporary nature of 
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containment measures relating 
to the COVID-19 pandemic 
had a stronger impact on the 
demand-side than the supply-
side of the economy.

BCI improves marginally, but 
remains low1

The	 Central	 Bank’s	 BCI	
remained	low	in	the	final	quarter	
of 2020 (see Chart 2.2), ending 
the year at -3.5, which is mar-
ginally better than the value of 
-3.6 for the previous quarter. 
The index thus continued to 
stand	firmly	below	its	long-term	
average	 and	 the	 lower	 confi-
dence interval which is consistent with periods of very low or negative growth. According to the 
index,	economic	conditions	remain	worse	than	those	during	the	2008/9	global	financial	crisis.	In	
particular,	the	BCI	continued	to	be	adversely	affected	by	strong	annual	declines	in	GDP,	tourist	
arrivals and economic sentiment.2

GDP and industrial production

Real GDP contracts at a slower pace
Real GDP fell by 6.2% in the fourth quarter of the year, following a contraction of 8.8% in the pre-
ceding quarter.3 The fall in GDP was largely underpinned by a sharp contraction in net exports. 
The contribution of domestic demand was also negative but small, as falls in private consump-
tion	and	gross	capital	formation	were	largely	offset	by	an	increase	in	government	consumption.	
Reflecting	these	developments,	domestic	demand	shed	0.1	percentage	point	from	GDP	growth,	
following a positive contribution of 0.6 percentage point in the previous quarter (see Table 2.1).
    
In	the	quarter	under	review,	exports	fell	by	10.1%,	reflecting	lower	foreign	demand	for	goods	and	
services. Meanwhile, imports decreased by 6.5% on a year earlier, mirroring the drop in demand. 
As exports fell more strongly than imports, net exports declined, shedding 6.1 percentage points 
from	real	GDP	growth.	This	was	driven	by	a	larger	deficit	from	trade	in	goods	and	a	smaller	sur-
plus from trade in services. 

Private consumption expenditure contracted by 4.9% in the fourth quarter of the year, following a 
decline of 6.0% in the previous quarter – shedding 2.2 percentage points from real GDP growth. 

1   The BCI is a synthetic indicator, which includes information from a number of economic variables such as the term-structure of interest 
rates, industrial production, an indicator for the services sector, economic sentiment, tax revenues and private sector credit. By construc-
tion, it has an average value of zero over the estimation period since 2000. A full time series can be found at https://www.centralbankmalta.
org/business-conditions-index. For further details on the methodology underlying the BCI, see Ellul, R., (2016), “A real-time measure of 
business conditions in Malta,” Working Paper 05/2016.
2	 	 	Additional	information	on	the	interpretation	of	the	BCI	is	available	in	the	January	2020	edition	of	the	Bank’s	Economic Update.
3  The analysis of GDP in this chapter of the Quarterly Review is based on data published in NSO News Release 040/2021 which was 
released on 1 March 2021. 
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Data	 on	 the	 Classification	 of	 Individual	 Consumption	 by	 Purpose	 (COICOP)	 show	 that	 the	
fall in private consumption was broad-based across most expenditure categories. The stron-
gest decline in absolute terms was recorded in spending on restaurants and accommodation 
services. This was followed by lower spending on transport, recreation and culture, and food 
and	beverages.	These	developments	offset	higher	expenditure	of	 ‘miscellaneous	goods	and	
services’	as	well	as	housing,	water,	electricity,	gas	and	other	 fuels.	 In	 the	national	accounts,	
however, COICOP data measure domestic consumption and thus include the expenditure of 
non-residents in Malta while they exclude the expenditure of Maltese residents abroad. Given 
that	tourist	arrivals	were	very	low	compared	to	last	year’s	levels,	certain	COICOP	categories	
of	expenditure	were	severely	affected	by	the	decrease	in	non-residents’	expenditure	in	Malta.	
In fact, the remaining part of domestic consumption – the expenditure of Maltese residents in 
Malta – increased in annual terms. Notwithstanding this increase, private consumption based 
on	the	national	concept,	which	is	the	measure	reported	in	Table	2.1,	decreased.	This	reflects	
a	sharp	decrease	in	the	expenditure	of	Maltese	residents	abroad,	which	more	than	offset	the	
increase in their consumption in Malta.

Government consumption expenditure rose by 22.5% in annual terms, mainly due to higher 
outlays on intermediate consumption within the public administration sector. Outlays on com-
pensation of employees also increased, albeit to a lesser extent. Meanwhile, revenue from 
sales declined. Overall, government consumption added 4.1 percentage points to annual GDP 
growth.

Table 2.1
GDP(1)

2019
Q4 Q1 Q2 Q3 Q4

Private final consumption expenditure 3.3 -2.1 -17.7 -6.0 -4.9
Government final consumption expenditure 10.3 3.0 18.6 20.3 22.5
GFCF 2.8 -5.2 -1.3 -2.9 -8.2
Domestic demand 4.6 -1.5 -4.3 0.7 -0.1
Exports of goods and services 6.0 3.7 -11.5 -12.6 -10.1
Imports of goods and services 5.2 1.4 -4.3 -7.0 -6.5
GDP 5.8 2.2 -14.6 -8.8 -6.2

Private final consumption expenditure 1.5 -1.0 -7.9 -2.8 -2.2
Government final consumption expenditure 1.8 0.5 3.2 3.2 4.1
GFCF 0.6 -1.3 -0.3 -0.5 -1.8
Changes in inventories 0.0 0.3 1.4 0.8 -0.2
Domestic demand 3.9 -1.4 -3.6 0.6 -0.1
Exports of goods and services 8.5 5.4 -16.4 -18.1 -14.3
Imports of goods and services -6.6 -1.8 5.3 8.7 8.2
Net exports 1.9 3.6 -11.0 -9.4 -6.1
GDP 5.8 2.2 -14.6 -8.8 -6.2
Sources: NSO; Central Bank of Malta calculations.
(1) Chain-linked volumes, reference year 2010.

   Annual percentage changes

  Percentage point contributions

  2020
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Following	a	contraction	of	2.9%	in	the	previous	quarter,	real	gross	fixed	capital	formation	(GFCF)	
contracted by 8.2% in the fourth quarter of the year, lowering GDP growth by 1.8 percentage 
points. The fall in GFCF was primarily driven by lower investment in residential dwellings as well 
as investment in machinery and equipment. By contrast, investment in intellectual property and 
non-residential buildings, increased on a year earlier. 

Meanwhile, changes in inventories shed 0.2 percentage point from GDP growth in the fourth 
quarter of 2020.

The	contributions	shown	in	Table	2.1	are	consistent	with	the	approach	normally	followed	in	official	
databases and economic publications. However, they do not account for the variation in import 
content	across	different	expenditure	components	and	thus	fail	 to	represent	the	true	underlying	
relative contribution of domestic and external demand to economic growth.

Table 2.2 presents import-adjusted contributions which address this limitation by apportioning 
imports to the respective demand components. In the quarter under review, the majority of import-
adjusted contributions are larger than those based on the traditional approach, reported in Table 
2.1,	 reflecting	a	strong	 fall	 in	 imports.	This	 is	particularly	 the	case	 for	exports	and,	 to	a	 lesser	
degree, private consumption, investment and changes in inventories.

Even	after	accounting	for	the	effect	of	imports,	though,	exports	were	the	main	driver	behind	the	
contraction of real GDP in the fourth quarter of 2020 based on the import-adjusted contributions. 
However, the import-adjusted contribution of exports to the GDP contraction is less than half that 
in the traditional approach.  This was followed by negative contributions from private consumption 
and investment – similar to the analysis that emerges from the traditional approach. On the other 
hand, the positive contribution of government consumption decreases when adjusting for imports, 
while changes in inventories had minimal impact on economic activity.

It should be noted, however, that import-adjusted contributions should be interpreted with caution 
in episodes of high volatility, such as those prevailing since the onset of the pandemic, as import 
intensities	can	change	significantly.

Table 2.2

2019
Q4 Q1 Q2 Q3 Q4

Private final consumption expenditure 1.0 -0.4 -5.7 -2.2 -1.7
Government final consumption expenditure 1.5 0.5 2.4 2.5 3.3
Gross fixed capital formation 0.3 -0.5 -0.8 -0.6 -1.1
Changes in inventories 0.0 0.2 0.9 0.4 0.0
Domestic demand 2.8 -0.3 -3.3 0.2 0.6
Exports of goods and services 3.0 2.5 -11.3 -8.9 -6.7
GDP 5.8 2.2 -14.6 -8.8 -6.2
Source: Central Bank of Malta estimates.
(1) Chain-linked volumes, reference year 2010.

  Percentage point contributions

IMPORT-ADJUSTED CONTRIBUTIONS TO GDP GROWTH(1)
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GDP data based on the output approach show that in the last quarter of 2020, gross value added 
(GVA)	fell	by	5.2%	in	annual	terms,	after	contracting	by	7.2%	in	the	preceding	quarter	(see	Table	
2.3).	In	the	quarter	under	review,	GVA	shed	4.7	percentage	points	from	GDP	growth.4

Services were the main driver behind the fall in activity, shedding 4.4 percentage points from 
real GDP growth. The largest decline stemmed from the sector comprising wholesale and retail 
trade,	transportation,	accommodation	and	related	activities.	This	reflects	the	fact	that	tourism-
related activities remained relatively depressed, due to ongoing social distancing measures 
and	elevated	uncertainty.	At	 the	same	time,	the	sector	comprising	professional	and	scientific	
activities,	and	the	real	estate	sector,	jointly	shed	a	further	0.7	percentage	point	from	real	GDP	
growth.	By	contrast,	information	and	communication,	arts	and	entertainment,	as	well	as	finan-
cial and insurance activities, and public administration sectors collectively added 2.3 percent-
age points to real growth.
 
Although GVA also fell in construction and, to a lesser extent, in the manufacturing sector, the 
impact on GDP was very small, in the order of 0.2 percentage point cumulatively.

Nominal GDP contracts at a slower pace
Nominal GDP fell by 4.8% in annual terms in the fourth quarter of 2020, following a contraction of 
7.6%	in	the	previous	quarter	(see	Chart	2.3).	

4	 	 	The	difference	between	GDP	and	GVA	is	made	up	of	taxes	on	products,	net	of	subsidies.	In	the	fourth	quarter	of	2020,	taxes	on	products	
net of subsidies decreased in annual terms.

Table 2.3

Percentage points

 2019
Q4 Q1 Q2 Q3 Q4

Agriculture, forestry and fishing 0.0 0.0 -0.1 0.0 -0.1
Mining and quarrying; utilities 0.1 0.0 -0.3 0.0 0.0
Manufacturing 0.9 0.8 -0.8 0.1 0.0
Construction 0.7 0.4 0.2 0.1 -0.1
Services 4.5 2.0 -10.8 -6.5 -4.4
of which:

 Wholesale and retail trade; repair of motor vehicles;  1.3 -0.8 -9.0 -7.4 -6.0
 Transportation; accommodation and related activities  
 Information and communication 0.9 1.0 0.7 1.2 1.0
 Financial and insurance activities -0.1 0.1 0.0 0.4 0.5
 Real estate activities 0.2 -0.1 -0.6 -0.2 -0.2
 Professional, scientific, 1.1 0.2 -1.6 -1.6 -0.6
 Administrative and related activities 
 Public administration and defence;  0.8 0.4 -0.3 0.3 0.2
 Education; health and related activities 
 Arts, entertainment; household repair  0.2 1.0 0.0 0.7 0.6
 and related services 

GVA 6.2 3.1 -11.9 -6.4 -4.7
Taxes less subsidies on products -0.4 -0.9 -2.7 -2.3 -1.5
Annual real GDP growth (%) 5.8 2.2 -14.6 -8.8 -6.2
Source: NSO.

CONTRIBUTION OF SECTORAL GVA TO REAL GDP GROWTH 

    2020
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The contribution of compen-
sation of employees reached 
0.6 percentage point. The lat-
ter component grew by 1.3% 
in the fourth quarter of 2020, 
compared with 0.9% in the pre-
vious quarter. Compensation of 
employees continued to grow 
despite the contraction in activ-
ity,	 reflecting	 the	 employment	
protection measures that were 
undertaken during the year, 
together with an element of 
labour	hoarding	by	firms.

Compensation of employees 
increased in both the private 
and the general government sector. However, developments in the private sector were mixed. 
The largest increases were registered in the sector comprising arts and entertainment as well as 
the	construction	sector	and	the	sector	comprising	financial	and	insurance	activites.	By	contrast,	
compensation of employees declined in the sector comprising wholesale and retail trade, repair 
of motor vehicles and motorcycles, transportation and storage, accommodation and food ser-
vice	activities,	and	–	to	a	lesser	extent	–	in	the	sectors	incorporating	professional,	scientific	and	
technical activities, and administrative and support services. Compensation of employees also 
decreased in the manufacturing sector. 

Data on compensation of employees includes the Wage Supplement Scheme. The Government 
provided eligible employees with a basic wage to address the disruption caused by the COVID-19 
pandemic. To simplify the administration of the scheme, funds were forwarded to the employer, 
who in turn would forward such funds to employees. These funds were simultaneously recorded 
as	compensation	of	employees	and	subsidies.	Reflecting	this	statistical	treatment,	subsidies	on	
production	increased	substantially	in	the	fourth	quarter	of	2020,	in	turn	lowering	‘net	taxes	on	pro-
duction	and	imports’.	The	drop	in	the	latter	explains	5.0	percentage	points	of	the	overall	decrease	
in GDP growth.

In contrast to compensation of employees, gross operating surplus declined, albeit at a slower 
pace when compared with the preceding quarter. Indeed, gross operating surplus contracted by 
0.8% in annual terms, following a decline of 3.9% in the previous quarter, and shed 0.4 percent-
age point from nominal GDP growth.

When compared with the same quarter a year earlier, the decline in gross operating surplus was 
broad-based across a number of sectors. The largest decrease was recorded in the transporta-
tion and storage sector and, to a lesser extent, in accommodation and food service activities, and 
the	wholesale	and	retail	trade	sector.	These	developments	were	partly	offset	by	an	increase	in	
profits	in	the	information	and	communication	sector,	as	well	as	the	arts	and	entertainment,	and	
manufacturing sectors. 
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Industrial production declines at a slightly slower pace
During the last quarter of 2020, industrial production declined for the third consecutive time, 
although at a slower pace when compared to the previous quarter. Production fell by 1.2% on an 
annual basis, following a 2.6% decrease in the third quarter (see Table 2.4).5 

The	slower	rate	of	decline	primarily	reflected	developments	in	the	manufacturing	sector,	where	
growth turned positive. On the other hand, production in the energy sector fell at a stronger pace 
in the quarter under review.6 To some extent, this pattern was also observed in the quarrying 
sector.

In the manufacturing sector, production increased at an annual rate of 1.1%, after it had decreased 
by 3.6% in the third quarter. Several sub-sectors in the manufacturing industry contributed to this 
improvement.	In	particular,	growth	picked	up	in	the	pharmaceutical	sector	and	among	firms	spe-
cialising	in	computer,	electronic	and	optical	products.	Output	growth	turned	positive	among	firms	
producing rubber and plastic products and those producing “other manufacturing” goods – which 
include medical and dental instruments, toys and related products. By contrast, a faster rate of 
decline	was	recorded	among	firms	producing	beverages,	while	growth	among	firms	specialising	
in printing and reproduction of recorded media, and in food production turned negative. Mean-
while,	firms	that	repair	and	install	machinery	and	equipment	registered	another	strong	decrease	
in activity, broadly at a similar pace to that reported in the third quarter.

5	 	 	Methodological	differences	may	account	for	divergences	between	developments	in	GVA	in	the	manufacturing	sector	and	industrial	pro-
duction. GVA nets input costs from output to arrive at value added, and is expressed in nominal terms. Industrial production is a measure 
of	the	volume	of	output	and	takes	no	account	of	input	costs.	The	sectoral	coverage	between	the	two	measures	also	differs,	since	industrial	
production data also include the output of the energy and quarrying sectors. 
6   Industrial production in the energy sector excludes energy generated abroad and imported through the interconnector.

Table 2.4
INDUSTRIAL PRODUCTION(1)

Percentages; annual percentage changes

2019
Q4 Q1 Q2 Q3 Q4

Industrial production 100.0 2.3 10.5 -6.9 -2.6 -1.2

Manufacturing 87.1 3.0 7.2 -8.0 -3.6 1.1
of which:
Food products 15.4 -7.3 -9.5 0.9 8.9 -4.8
"Other" manufacturing 10.3 9.8 18.7 -26.0 -13.9 12.3
Repair and installation of machinery and equipment 7.9 2.6 4.9 -20.1 -26.0 -25.7
Basic pharmaceutical products and pharmaceutical 
preparations 7.3 5.8 3.5 29.6 25.8 69.1

Printing and reproduction of recorded media 7.3 26.1 36.4 52.5 3.9 -9.5
Beverages 5.6 4.6 22.0 -40.3 -17.1 -32.0
Rubber and plastic products 5.4 3.6 0.5 -10.2 -12.9 20.2
Computer, electronic and optical products  5.0 -9.9 5.1 -1.1 1.2 8.2

Energy 12.5 -2.1 21.3 -0.5 -0.2 -13.5

Mining and quarrying 0.5 -0.9 20.6 -20.1 -27.7 -28.1
Sources: NSO; Eurostat.

Shares

(1) The annual growth rates of the industrial production index are averages for the quarter based on working-day adjusted data. 
The annual growth rates of the components are based on unadjusted data.

2020
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Business and consumer 
surveys
During the fourth quarter of 
2020, the European Commis-
sion’s	 Economic	 Sentiment	
Indicator (ESI) rose slightly to 
82.1, from 81.2 in the preceding 
quarter. Notwithstanding this 
increase, the overall indicator 
remained below its long-term 
average of around 100.0, as 
COVID-19 continued to weigh 
heavily on consumer and busi-
ness	 confidence	 throughout	
the quarter (see Chart 2.4).7,8 
The overall ESI indicator also 
stood below that in the euro 
area, which averaged 91.4. 

Confidence	 improved	 across	
all sectors, except in the ser-
vices sector which registered a 
decline in sentiment. The stron-
gest increase was recorded 
among retailers. Notwithstand-
ing the recent improvement, on 
average sentiment was nega-
tive in all sectors other than 
construction.

When accounting for the varia-
tion in the weights assigned to 
each sector in the overall index, 
the increase in the ESI relative 
to the third quarter of 2020 was largely driven by the retail sector and industry.9,10 Meanwhile, the 
contribution of consumers and the construction sector turned marginally positive. By contrast, 
the services sector contributed more negatively compared to the third quarter. The overall ESI 
remained below its long-term average during the fourth quarter, driven especially by negative 
sentiment in industry and the services sectors (see Chart 2.5).

7	 	 	The	ESI	summarises	developments	 in	confidence	 in	five	surveyed	sectors:	 industry;	services;	construction;	 retail;	and	consumers.	
Quarterly data are three-month averages.
8	 	 	Long-term	averages	are	calculated	over	the	entire	period	for	which	data	are	available.	For	the	consumer	and	industrial	confidence	
indicators,	data	for	Malta	became	available	in	November	2002,	while	for	services	and	construction	data	became	available	in	May	2007	and	
May	2008,	respectively.	The	long-term	average	of	the	retail	confidence	indicator	is	calculated	as	from	May	2011,	when	it	was	first	published.	
However, the long-term average of the ESI is computed from November 2002.
9	 	 	Weights	are	assigned	as	follows:	industry	40%;	services	30%;	consumers	20%;	construction	5%;	and	retail	trade	5%.	
10  Data have been revised for previous periods following the annual updating of country weights and the inclusion of 2020 in the stan-
dardisation sample.
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Confidence in the retail 
sector rises sharply11

Sentiment in the retail sector 
recovered somewhat from the 
record low level recorded in 
the previous quarter. In the last 
quarter of the year, it stood at 
-25.6,	up	from	-55.7	in	the	pre-
ceding quarter, but remained 
well below its long-term aver-
age of -1.9. The recent rise in 
sentiment was spread across 
all sub-components of the indi-
cator (see Chart 2.6). 

Supplementary survey data indi-
cate that, on balance, orders 
expectations were less negative 
compared to the third quarter. At 
the same time, the share of retail-
ers anticipating a rise in prices in 
the coming months rose. 

Confidence in construction 
turns marginally positive12

In the fourth quarter of 2020, con-
fidence	in	the	construction	sector	
reached	0.8,	up	from	-7.2	in	the	
previous 3-month period. Con-
sequently, sentiment rose further 
above its long-term average of  
-11.3	(see	Chart	2.7).	

Higher sentiment was largely driven by a return to positive employment expectations. Moreover, the 
share of respondents assessing order books to be below normal declined marginally. 

Supplementary	survey	data	indicate	that	financial	constraints	were	the	main	factor	limiting	pro-
duction, followed by labour shortages. At the same time, a smaller share of respondents antici-
pated a fall in selling prices in the next three months. 

Industrial confidence rises but remains low from a historical perspective13

Confidence	 in	 the	 industrial	 sector	edged	up	 to	 -21.4,	 from	 -24.3	 in	 the	previous	 three-month	
period. Notwithstanding this increase, sentiment remained well below its long-term average of 
11	 	 The	retail	confidence	indicator	is	the	arithmetic	average	of	the	seasonally-adjusted	balances	(in	percentage	points)	of	replies	to	survey	
questions relating to the present and future business situation and stock levels. 
12	 	 The	construction	confidence	indicator	is	the	arithmetic	average	of	the	seasonally-adjusted	balances	(in	percentage	points)	of	replies	to	
two survey questions, namely those relating to order books and employment expectations over the subsequent three months.
13	 	 	The	industrial	confidence	indicator	is	the	arithmetic	average	of	the	seasonally-adjusted	balances	(in	percentage	points)	of	replies	to	a	
subset of survey questions relating to expectations about production over the subsequent three months, to current levels of order books 
and	to	stocks	of	finished	goods.
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-4.5 (see Chart 2.8). The recent 
rise in sentiment was almost 
entirely driven by a less nega-
tive assessment in order-book 
levels. Conversely, production 
expectations – though still posi-
tive – declined, while the num-
ber	 of	 firms	 reporting	 above	
normal	stocks	of	finished	goods	
edged up slightly.14 

Additional survey data reveal 
an	increase	in	the	share	of	firms	
foreseeing a fall in selling prices 
in the months ahead. 

Consumer confidence 
improves slightly15

Consumer	confidence	averaged	
-7.9,	marginally	up	 from	-8.4	 in	
the previous quarter, and above 
its long-run average of -11.1 
(see Chart 2.9). 

The improvement in consumer 
confidence	 reflected	 improved	
expectations about the gen-
eral economic situation and the 
financial	 situation,	 and	 expec-
tations about major purchases 
in the next 12 months. By con-
trast,	 consumers’	 assessment	
of	the	financial	situation	over	the	
last 12 months worsened in the 
quarter under review. 

Supplementary survey data show a decrease in the share of respondents expecting unemploy-
ment to rise. At the same time, a larger share of consumers anticipated prices to decline over the 
next 12 months. 

14	 	 	Above-normal	stock	levels	indicate	lower	tu=rnover	and	affect	the	overall	indicator	in	a	negative	way.	Such	levels	are	thus	represented	
by	negative	bars	in	Chart	2.7.	
15	 	 	The	consumer	confidence	indicator	is	the	arithmetic	average	of	the	seasonally-adjusted	balances	(in	percentage	points)	of	replies	to	
a	subset	of	survey	questions	relating	to	households’	assessment	and	expectations	of	their	financial	situation,	their	expectations	about	the	
general economic situation and their intention to make major purchases over the subsequent 12 months. The computation of this indicator 
was	changed	as	reflected	in	the	January 2019 release of the European Commission.
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Confidence in the services 
sector declines16

Confidence	in	the	services	sec-
tor fell to -29.3 in the fourth quar-
ter of 2020, from -21.1 in the 
preceding quarter, thus remain-
ing	 significantly	 below	 its	 long-
term average of 18.9. Weaker 
sentiment was driven by devel-
opments across all sub-com-
ponents of the indicator (see 
Chart 2.10). However, it mostly 
reflected	 a	 deterioration	 in	 the	
backward-looking components 
as the deterioration in demand 
expectations was small.

Supplementary	survey	data	indicate	that	respondents’	price	expectations	were	slightly	less	nega-
tive compared to the third quarter. 

Employment Expectations Indicator (EEI) increases
The EEI – which is a composite indicator of employment expectations in industry, services, retail 
trade and construction – edged up in the fourth quarter of 2020.17 It averaged 89.3, compared 
with 82.5 in the preceding quarter. Although the index remained well below its long-term average 
of around 100.0, it stood only marginally below that of 89.8 in the euro area.

During the quarter under review, employment expectations were positive bar in the retail sector, but 
all components were below their 
long-term average (see Chart 
2.11). When accounting for the 
variation in the weights assigned 
to each sector in the overall 
index, employment expectations 
rose relative to the third quarter 
of 2020. This was largely driven 
by developments in industry and 
in the services sector. Employ-
ment expectations in the con-
struction sector also contributed 
to the increase in the EEI, but to 
a lesser extent. In contrast, the 
contribution of the retail sector 
was slightly more negative com-
pared to the third quarter. 
16	 	 The	services	confidence	indicator	is	the	arithmetic	average	of	the	seasonally-adjusted	balances	(in	percentage	points)	of	replies	to	survey	
questions relating to the business climate, the evolution of demand in the previous three months and demand expectations in the subsequent 
three months.
17	 	 The	EEI	is	based	on	question	7	of	the	industry	survey,	question	5	of	the	services	and	retail	trade	surveys	and	question	4	of	the	construc-
tion	survey,	which	gauge	the	respondent	firms’	expectations	as	regards	changes	in	their	total	employment	over	the	next	three	months.	Before	
being	summarised	in	one	composite	indicator,	each	balance	series	is	weighted	on	the	basis	of	the	respective	sector’s	importance	in	overall	
employment. The weights are applied to the four balance series expressed in standardised form. Further information on the compilation of 
the EEI is available in European Commission (2020).The Joint Harmonised EU Programme of Business and Consumer Surveys User Guide.
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BOX 1: THE DETERMINANTS OF WELL-BEING: RESULTS FROM 
THE EUROPEAN QUALITY OF LIFE SURVEY1

Introduction
The use of GDP as an indicator of social development is often criticised due its lack of 
consideration of various environmental and social factors.2 Consequently, many argue that 
economic	growth	may	not	necessarily	be	reflected	in	individual	well-being	improvements.	
This appears to be the case in the European Union, where, following a period of recovery 
from	the	negative	repercussions	of	the	financial	and	sovereign	debt	crises,	the	economic	
situation	 in	a	number	of	EU	Member	States	had	 improved	significantly	by	2016.	 In	 fact,	
official	statistics	show	that	 the	 level	of	real	GDP	per	capita	 in	2016	was	higher	than	the	
corresponding 2011 levels in 24 Member States. However, in a seeming contradiction of 
the	EU’s	objective	of	promoting	the	well-being	of	its	citizens,	the	European	Quality	of	Life	
Survey (EQLS) shows that mean subjective well-being had improved in only 13 of these 
Member States over this period. 

In light of the possible disconnect between GDP and well-being levels, international insti-
tutions – such as the European Commission and the United Nations – have increasingly 
been	placing	their	focus	firmly	on	individual	well-being.	At	the	same	time,	the	number	of	
well-being	studies	in	relevant	literature	has	also	increased	significantly.	

This study uses the two most recent EQLS datasets, comprising data largely from 2011 
and 2016, in order to trace any changes in the importance of well-being determinants that 
may have occurred in a period of economic growth in the European Union. This builds on 
Diener	and	Seligman’s	(2004)	argument	that	the	importance	of	non-material	dimensions	in	
explaining well-being levels increases with economic development.3 

Method 
This hypothesis is tested using micro-datasets made available by Eurofound pertaining 
to the third and fourth waves of the EQLS carried out in 2011 and 2016, respectively. The 
nature	of	the	data	rules	out	the	testing	of	any	direct	causal	effect	of	economic	growth	on	
changes in the importance of well-being determinants.4 In the absence of such means, the 
economic growth context is captured by considering only those Member States whose real 
GDP per capita level in 2016 was at least 10% higher than the respective 2011 level. As 
such, the countries considered are (by ascending order of growth rates): Hungary, Slova-
kia, Bulgaria, Poland, Estonia, Latvia, Romania, Lithuania, Malta and Ireland. Although this 
1   Prepared by Nathaniel Debono, a Research Economist in the Economic Research Department at the Bank. Helpful comments 
by Prof. Edward Scicluna, Mr Alexander Demarco, Dr Aaron G. Grech and Dr Brian Micallef are gratefully acknowledged. The 
views	expressed	in	this	article	are	those	of	the	author	and	do	not	necessarily	reflect	those	of	the	Central	Bank	of	Malta.	Any	errors	
are	the	author’s	own.
2   Stiglitz, J., Sen, A. and Fitoussi, J. (2009), “Report by the Commission on the measurement of economic performance and 
social progress”. European Commission.
3   Diener, E. and Seligman, M. E. P. (2004), “Beyond Money: Toward an Economy of Well-Being”. Psychological Science in the 
Public Interest, 5(1), pp. 1-31.
4   The dataset is of cross-sectional nature, rather than a longitudinal one. As a result, the individuals taking part in the survey in 
the	2016	edition	are	not	necessarily	the	same	individuals	taking	part	in	the	2011	wave.	Furthermore,	the	survey’s	primary	purpose	
is to monitor quality of life and thus no focus is placed on the prevalent economic conditions in a particular country. Therefore, 
while this study considers countries that experienced favourable economic conditions in the period under analysis, it cannot 
be concluded that any changes in the importance of well-being determinants in this period are a direct result of the underlying 
changes in economic conditions.
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selection is rather subjective, it is based on the a priori expectation that any changes in the 
importance of well-being determinants associated with economic growth are likely to be 
more pronounced in the countries that have experienced the strongest economic growth in 
the European Union.

A	well-being	function	is	specified	for	each	of	the	two	years	of	data	that	are	available.	Fol-
lowing relevant literature, each well-being function expresses subjective well-being as a 
function of a number of factors, such as income, health, social involvement, housing, envi-
ronmental, socio-demographic factors and trust in national governments, which are com-
monly	found	to	be	significant	predictors	of	well-being	in	the	literature	(see	Table	1).	

In	both	years	of	analysis,	subjective	well-being	 is	proxied	by	the	respondent’s	 level	of	 life	
satisfaction,	reported	on	a	scale	ranging	from	1	(very	dissatisfied)	to	10	(very	satisfied).	Among	
the	well-being	predictors	 included	 in	 this	 study,	 income	 is	measured	by	 the	 respondent’s	
household equivalised net monthly income, considered relative to the household equivalised 
net monthly median income in her/his own country.5 The health component captures 
any chronic physical or mental health problem, illness or disability. Social involvement is 
approximated by the frequency of volunteering and the regularity with which one participates 
in	 religious	and	sporting	activities.	The	specified	model	also	considers	any	problems	with	
housing	accommodation	(space	shortage,	rot	in	windows,	doors	or	floors,	damp	or	leaks	in	
walls	or	roof,	lack	of	indoor	flushing	toilet	and	lack	of	bath	or	shower)	and	the	neighbourhood	
environment	(noise,	air	quality,	litter	or	rubbish	and	heavy	traffic).	Following	literature	findings,	
a	respondent’s	trust	in	national	government	is	also	included	as	one	of	the	possible	predictors	of	

5   The net monthly median income in a country is calculated from the microdata itself.

Table 1

Variable Description Values
Income Log of equivalised household income relative 

to the country's median
Absolute value

Illness Chronic physical or mental health problem 0 - No; 1 - Yes
Religious Frequency of attendance to religious activities 1 - Never; 2 - Occasional; 3 - Frequent(1)

Sport Frequency of participation in sports 1 - Never; 2 - Occasional; 3 - Frequent(1)

Volunteer Frequency of volunteering 1 - Never; 2 - Occasional; 3 - Frequent(2)

Housing Problems with accommodation 0 - At least one problem; 1 - No problems
Environment Problems with neighbourhood environment 0 - At least one problem; 1 - No problems
Trust in Government Level of trust in Government 1 - 10
Unemployed Respondent is unemployed 0 - No; 1 - Yes
Tertiary Respondent has a tertiary level of education 0 - No; 1 - Yes
Age Respondent's age Absolute value
Age2 Square of respondent's age Absolute value
Residence Area of residence 0 - Urban; 1 - Rural
Gender Respondent's gender 0 - Female; 1 - Male
Partner Respondent lives with a partner in household 0 - No; 1 - Yes
Children Respondent has children 0 - No; 1 - Yes
Sources: Eurofound; author.

VARIABLE SUMMARISED STATISTICS

(1) A frequency of “one to three times a month” and “less often” is classified as occasional while attendance “every day/almost 
every day” and “at least once a week” is classified as frequent participation. 
(2) Respondents who volunteer "occasionally" or "every month" are deemed to volunteer on an occasional basis while 
volunteering "every week"is taken to represent frequent volunteering.
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well-being. Employment 
status, education, age, 
area of residence (rural 
or urban), gender, 
presence of a partner 
in the household and 
the presence of a child 
in life are all factored in 
as socio-demographic 
variables. 

Life satisfaction in 
2011 and 2016 
After omitting respon-
dents who did not pro-
vide a measure of their 
income and/or did not 
respond to other questions deemed necessary for the purpose of this study, a total of 8,869 
complete	observations	remain	available	for	the	year	2011	and	7,747	for	2016.	

Chart 1 shows the distribution of life satisfaction scores for 2011 and 2016 as reported by 
respondents in the ten countries considered in this study. The level of life satisfaction is 
captured	through	the	question	“all	things	considered,	how	satisfied	would	you	say	you	are	
with	your	 life	 these	days?”.	On	a	scale	of	1	(very	dissatisfied)	 to	10	(very	satisfied),	 the	
mean life satisfaction in 2011 stood at 6.53 while the corresponding value in 2016 was 6.52. 
In both editions of the survey, a relative majority of respondents reported a life satisfac-
tion of eight. Additionally, half of the respondents reported a life satisfaction level ranging 
between four and seven, around 40% of respondents reported a life satisfaction of eight 
or higher while the remaining 10% had a life satisfaction of three or less at the time of the 
survey. 

Results
A well-being model is estimated for the years 2011 and 2016, respectively. Due to the 
ordinal nature of the dependent variable, and in line with existing well-being studies, an 
ordered	logit	model	is	employed	and	interpreted	in	terms	of	average	marginal	effects.	Since	
differences	between	adjacent	life	satisfaction	scores	may	not	be	significant,	responses	to	
the life satisfaction question (on a 10-point scale) are re-grouped into three levels of life 
satisfaction:	 low	 (1-3),	medium	 (4-7)	 and	 high	 (8-10).	Given	 the	 cross-sectional	 nature	
of the data, heteroscedasticity-robust standard errors are obtained for each regression. 
Country dummies are also included in each regression while a readily available weighting 
appropriate	to	account	for	different	population	sizes	among	the	countries	considered	in	this	
study is used. The results are presented in Table 2.

Consistent with a priori expectations, results unequivocally show that the household equiv-
alised	level	of	 income	available	to	the	respondent	plays	a	significant	role	 in	determining	
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an	individual’s	life	satisfaction.	However,	results	also	indicate	that	in	the	5-year	period	of	
economic growth in the ten EU Member States considered, the income level lost some of 
its importance to life satisfaction. In fact, while in 2011 a 1% increase in income (relative to 
the	country’s	median)	was	associated	with	a	6%	higher	probability	of	reporting	a	high	level	
of	life	satisfaction,	this	marginal	effect	declined	to	3%	in	2016.

In	 line	 with	 previous	 literature	 findings,	 this	 study	 finds	 a	 significantly	 positive	 relation-
ship between life satisfaction and frequent involvement in religious services and sports in 

Table 2
REGRESSION ANALYSIS
Dependent Variable - Life Satisfaction (1)

2011 2016 2011 2016
Income 0.28 *** 0.16 *** 0.06 *** 0.03 ***
Religious

Never (benchmark)
Occasional 0.10 0.09 0.02 0.02
Frequent 0.28 *** 0.45 *** 0.06 *** 0.09 ***

Sport
Never (benchmark)
Occasional 0.02 0.17 0.00 0.03
Frequent 0.24 *** 0.46 *** 0.05 *** 0.09 ***

Volunteer
Never (benchmark)
Occasional 0.22 *** 0.13 0.05 *** 0.03
Frequent 0.05 -0.01 0.01 0.00

Housing 0.45 *** 0.57 *** 0.09 *** 0.11 ***
Environment 0.25 *** 0.05 0.05 *** 0.01
Trust in Government 0.13 *** 0.12 *** 0.03 *** 0.02 ***
Illness -0.49 *** -0.47 *** -0.10 *** -0.09 ***
Unemployed -0.56 *** -0.55 ** -0.12 *** -0.11 **
Tertiary 0.20 ** 0.32 ** 0.04 ** 0.07 **
Age -0.08 *** -0.09 *** -0.02 *** -0.02 ***
Age2 0.001 *** 0.001 *** 0.000 *** 0.000 ***
Residence 0.04 -0.10 0.01 -0.02
Gender 0.01 -0.15 0.00 -0.03
Partner 0.37 *** 0.57 *** 0.08 *** 0.11 ***
Children 0.02 -0.20 0.01 -0.03
N 8,869 7,747
Log-likelihood -4,387.37 -3,331.90
Pseudo R-squared 0.10 0.12
Prob>chi2 0.00 0.00
Country Dummies        
Source: Author's calculations using EQLS data provided by Eurofound.

Note: * significant at the 10% level     ** significant at the 5% level     *** significant at the 1% level.

(1) Life Satisfaction is measured on a three-point scale: low (1-3), medium (4-7) and high (8-10).

Ordered Logit     Marginal Effects
    (predict outcome 3 - high)
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both years. Of particular interest is the observation that these associations strengthened 
between	2011	and	2016.	In	fact,	the	marginal	effects	associated	with	frequent	attendance	
to religious activities increased from 6% in 2011 to 9% in 2016, while the corresponding 
marginal	effects	associated	with	frequent	participation	in	sports	increased	from	5%	in	2011	
to	9%	in	2016.	Only	occasional	volunteering	was	significantly	associated	with	life	satisfac-
tion in 2011, which relationship was not detected in 2016. 

Respondents with no accommodation problems in 2016 were 11% more likely to report a 
high level of life satisfaction. To the contrary, the importance of neighbourhood environment 
quality	is	found	to	have	declined	significantly	between	the	two	waves	of	the	survey	while	
the positive relationship between trust in government and life satisfaction remained broadly 
stable.

As expected, the probability of reporting a high level of life satisfaction is lower among 
those	suffering	from	a	chronic	illness	and	the	unemployed.	On	the	other	hand,	possession	
of a tertiary level of education and the presence of a partner in the household are consis-
tently	found	to	be	beneficial	to	well-being,	which	effects	increased	further	between	2011	
and 2016. The study includes both age and age squared (AGE2) to account for possible 
non-linearities in life satisfaction over the life cycle, as is commonly found in the literature. 
Subjective well-being is found to be linearly negatively related with age, while the positive 
coefficient	on	the	variable	AGE2	indicates	a	minimum	life	satisfaction	observed	mid-life.	
Living in rural areas and having kids do not add any predictive value while no gender-based 
differences	in	life	satisfaction	are	observed.

Conclusion
Using microdata from the two most recent EQLS for 2011 and 2016, this study tested 
the hypothesis that in a period of economic growth, non-income well-being determinants 
take on a greater role in explaining well-being, potentially at the expense of income. The 
analysis was applied to the EU Member States that experienced an increase in real GDP 
per capita of at least 10% between 2011 and 2016. In support of the hypothesis, this study 
finds	evidence	that	the	importance	of	income	to	life	satisfaction	in	this	group	of	countries	
taken together diminished over this period, while housing quality and frequent participation 
in	religious	and	sporting	activities	carried	substantially	greater	well-being	effects	in	2016	
compared to 2011. Possession of a tertiary level of education and living with a partner in 
the	household	also	carried	relatively	greater	well-being	benefits.	On	the	contrary,	no	well-
being	benefits	associated	with	neighbourhood	environment	quality	were	observed	in	2016.

In	the	process	of	testing	its	hypothesis,	this	study’s	design	also	served	to	shed	some	light	
on	the	main	well-being	determinants	in	the	countries	under	consideration.	Confirming	pre-
vious	findings	documented	in	the	well-being	literature,	this	study	unequivocally	finds	impor-
tant roles for income, health, participation in religious and sporting activities, quality of 
housing and trust in national government. Human capital and family relationships are also 
found to be positively associated with higher levels of life satisfaction, while as expected, 
unemployment is adversely related to life satisfaction.
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Some caveats need to be acknowledged in the interpretation of these results. First, while 
this study takes place in a context of economic growth, it cannot be assumed that the 
above-mentioned changes in the importance of the respective well-being determinants 
have been caused directly by economic growth. In the absence of further research into 
this	potential	causality,	this	study’s	findings	can	only	be	interpreted	as	changes	which	have	
accompanied a period of economic growth in the selected EU Member States. Second, the 
study relies on survey data obtained from subjective reporting and does not consider objec-
tive indicators that may be, at least, equally important. The reliability of subjective data is 
susceptible	to	respondents’	honesty6 and other factors such as moods.7 Third, the cross-
sectional nature of the data increases the likelihood that other – perhaps more important 
– predictors of well-being are omitted. Finally, in the absence of measures for individual 
wealth, this study had to resort to income levels. It is plausible, however, that wealth is a 
more	reliable	indicator	of	respondents’	financial	situation	than	income	levels.

Despite	 these	caveats,	 this	 study’s	main	 findings	 carry	 important	 implications	 for	policy	
makers intended to raise individual well-being. Firstly, the role of income in explaining indi-
vidual wellbeing should not be diminished. Income remains a key consideration in itself. It 
also	likely	affects	other	factors,	such	as	housing	quality,	which	in	turn	also	matter	to	indi-
vidual wellbeing. To this end, initiatives such as lifelong learning that are designed to aid 
individuals in their pursuit of further education, improve their employment prospects and 
consequently move them up the income ladder can contribute to higher life satisfaction. 
However, as is manifested in this study, individual well-being is not reliant solely on income 
but	is	also	largely	influenced	by	other	activities	that	do	not	necessarily	render	additional	
income.	Crucially,	this	study’s	findings	indicate	that	in	a	period	of	economic	growth,	indi-
viduals may attach greater value to the involvement in activities that help facilitate social 
interactions, such as religious events and sports. Hence, initiatives such as the promotion 
of health-enhancing physical activity and policies that provide a better work-life balance, 
including	the	provision	of	flexible	employment	conditions,	can	go	a	long	way	to	raise	indi-
viduals’	well-being.	

6   Kenny, C. (2005). “Does development make you happy? Subjective wellbeing and economic growth in developing countries”. 
Social Indicators Research,	73(2),	pp.	199-219.	doi:10.1007/s11205-004-0986-4.
7   Yardley, J. and Rice, R. (1991). “The relationship between mood and subjective well-being”. Social Indicators Research; an 
International and Interdisciplinary Journal for Quality-of-Life Measurement,	24(1),	pp.	101-111.	doi:10.1007/BF00292653.
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The labour market18

Labour force growth slows   
LFS data show that in the quarter under review, the labour force grew by just 0.1% over the same 
quarter of 2019, following annual growth of 2.3% in the September quarter (see Table 2.5).19 This 
was the third consecutive quarterly deceleration in 2020. 

The	activity	rate	stood	at	77.3%	in	the	quarter	under	review,	up	from	76.7%	a	year	earlier.20 The 
increase	in	the	overall	participation	rate	reflects	increased	activity	among	females,	as	their	activ-
ity	rate	rose	by	1.6	percentage	points	to	67.2%	and	exceeded	the	euro	area	average	of	68.6%	
for the second consecutive quarter. On the other hand, the participation rate for males declined 
by	0.4	percentage	point	to	86.1%,	but	still	remained	well	above	the	euro	area	average	of	78.2%.	

On a quarter-on-quarter basis, the number of active persons (the labour force) decreased by 325 
persons,	after	rising	by	766	in	the	September	quarter.	Although	employment	increased,	the	fall	
in unemployment was stronger. At the same time the number of inactive persons rose by around 
350 persons compared to the previous quarter. 

Employment growth declines 
In the fourth quarter of 2020, employment fell by 0.8% in annual terms, following an increase of 
1.3% in the previous quarter. Meanwhile, the number of unemployed persons was up by 2,336 
persons compared to the same period a year earlier. 

The	decline	 in	employment	over	 the	corresponding	period	of	2019	 reflects	a	 steep	decline	 in	
part-time	employment,	which	offset	a	rise	 in	full-time	jobs.	The	latter	rose	by	2,753	or	1.2%	in	
annual terms (see Table 2.5). On the other hand, the number of part-time employees – which also 
includes	those	employed	full-time	on	reduced	hours	–	declined	by	4,737	persons,	or	13.3%	on	a	

Table 2.5

Persons; annual percentage changes

2019 2020 Annual change
 Q4  Q4 %

Labour force 271,643 271,995 0.1
Employed 262,093 260,109 -0.8
By type of employment:
      Full-time 226,502 229,255 1.2
      Part-time 35,591 30,854 -13.3
Unemployed 9,550 11,886 24.5

Activity rate (%) 76.7 77.3
Male 86.5 86.1
Female 65.6 67.2

Employment rate (%) 73.9 73.8
Male 83.6 82.4
Female 63.1 64.2

Unemployment rate (%) 3.5 4.4
Actual hours worked (per week) 37.2 34.6
Source: NSO.

LABOUR MARKET INDICATORS BASED ON THE LFS
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year earlier. Eurostat data show that this decrease was largely driven by the sector comprising 
wholesale and retail trade, transport, and accommodation and food services activities.

The	overall	employment	rate	fell	by	0.1	percentage	point	on	the	same	period	of	2019,	to	73.8%.21 
This	 reflected	 a	 decline	 in	 the	male	 employment	 rate,	which	 fell	 by	 1.2	 percentage	 points	 to	
82.4%. This drop was evident in all age brackets, particularly the 15-24 age bracket. Conversely, 
the female employment rate rose by 1.1 percentage points to 64.2%, driven by an increase 
across all age brackets except for the 15-24 bracket. 

On a quarterly basis, employment levels continued to recover slowly from the losses that occurred 
in the second quarter. Indeed, the number of employed in the last quarter of 2020 rose by almost 
380 persons when compared to an increase of around 200 persons during the September 
quarter. Despite the improvement during the third and fourth quarters of 2020, there were around 
6,000	fewer	persons	in	employment	when	compared	to	levels	that	prevailed	in	the	first	quarter	
of	2020	(pre-pandemic)	Meanwhile,	the	number	of	unemployed	persons	declined	by	around	700	
compared	to	the	September	quarter.	This	was	the	first	decline	since	the	last	quarter	of	2019.	

Another response to the pandemic was a decline in actual weekly hours, which fell to 34.6 in the 
final	quarter	of	the	year	from	37.2	in	the	last	quarter	of	the	previous	year	(See	Table	2.5).22 Nev-
ertheless, average actual hours in the quarter under review stood higher than those registered in 
the previous quarter, which stood at 34.0. 

The unemployment rate declines
During the last quarter of 2020, the unemployment rate based on the LFS stood at 4.4%, slightly 
lower than the 4.6% registered in the September quarter. This rate was still higher than the 3.5% 
recorded a year earlier (see Table 2.5).23 

The jobless rate in Malta 
remained relatively low given the 
extent of the decline in economic 
activity	 –	 reflecting	 the	 highly	
supportive government mea-
sures.	The	Bank’s	feedback	from	
firms	 indicates	 that	 the	 Wage	
Supplement Scheme limited the 
extent of redundancies. In addi-
tion, labour market conditions 
remain more favourable by euro 
area	 standards.	 In	 fact,	 Malta’s	
unemployment rate is well below 
the average rate for the euro 
area, which stood at 8.0% (see 
Chart 2.12). 
21   The employment rate measures the number of persons aged between 15 and 64 employed on a full-time or part-time basis as a pro-
portion of the working-age population. 
22   Actual hours refer to the number of hours actually spent at the place of work during the reference week for the main job. However, 
owing	to	increased	flexibility	at	work	places	coupled	with	technology,	the	place	of	work	may	also	include	one’s	home.	In	this	regard,	actual	
hours worked also include the hours of work carried out by persons who telework.
23	 	 	According	to	the	LFS,	the	unemployed	comprise	persons	aged	between	15	and	74	years	who	are	without	work,	available	for	work	and	
who have actively sought work during the four weeks preceding the Survey. In contrast, the number of unemployed on the basis of the 
Jobsplus	definition	includes	only	those	persons	registering	for	work	under	Part	1	and	Part	2	of	the	unemployment	register.
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The unemployment rate stood 
above	 the	 Bank’s	 structural	
measure of 4.0%.24 Estimates 
of structural measures are, 
however, highly uncertain in the 
current environment and should 
thus be treated with caution.

Jobsplus data show that the 
number of unemployed per-
sons continued to decline on 
a monthly basis, following the 
peak in June. However, unem-
ployed levels remain above 
those prevailing the year before. 
During the quarter under review, 
the average number of unem-
ployed persons stood at 2,926 – 1,266 persons more than a year earlier (see Chart 2.13). Nev-
ertheless, this increase was more limited than that registered in the September quarter, when the 
number of persons on the unemployment register was up by 2,024 in annual terms. 

24	 	 	The	structural	unemployment	rate	in	this	chapter	refers	to	the	non-accelerating	inflation	rate	of	unemployment	(NAIRU),	that	is,	the	
unemployment	 rate	 that	 is	consistent	with	stable	 inflation.	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”,	Working Paper 
05/2014.
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3. PRICES, COSTS AND COMPETITIVENESS

Annual inflation as measured by the HICP eased to 0.2% in December, from 0.5% in September, 
driven by a stronger rate of decline in the prices of NEIG, and, to a lesser extent, slower growth 
in services and food prices.

Annual inflation based on the RPI – which only takes into account expenditure by Maltese resi-
dents – stood at 0.2%, unchanged from September. At the same time, producer output prices 
decreased marginally in annual terms. Meanwhile, growth in Malta’s unit labour cost (ULC) index 
accelerated to 10.5% in the fourth quarter. Malta’s harmonised competitiveness indicators (HCIs) 
point to a deterioration in international competitiveness over the year to December.

Inflation

HICP inflation decelerates
Annual	HICP	inflation	edged	down	to	0.2%	in	December,	from	0.5%	in	September	(see	Table	
3.1).1	While	overall	price	pressures	remained	contained,	HICP	inflation	remained	higher	than	
that recorded in the euro area 
(see Chart 3.1).

The	 fall	 in	 HICP	 inflation	 rela-
tive	 to	 September	 reflected	
stronger decreases in NEIG 
prices, and, to a lesser extent, 
slower growth in services and 
food	 prices.	 Services	 infla-
tion remained one of the main 
drivers	 behind	 overall	 inflation	
along	 with	 food	 inflation	 (see	
Chart 3.2). 

NEIG	 inflation	 decreased	 to	
-1.0% in December, from -0.4% 

1	 	 	The	HICP	weights	are	revised	on	an	annual	basis	to	reflect	changes	in	overall	consumption	patterns.	In	2020,	the	weight	allocated	to	
services	stood	at	47.2%,	while	that	of	NEIG	was	27.1%.	Food	accounted	for	19.7%	of	the	index,	while	the	share	allocated	to	energy	stood	
at 6.0%.
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Sources: NSO; Eurostat.

Table 3.1
HICP INFLATION 
Annual percentage change

Apr. May June July Aug. Sep. Oct. Nov. Dec.
Unprocessed food 3.2 1.3 4.6 2.1 3.2 1.9 5.6 5.7 0.9
Processed food including alcohol and tobacco 2.5 2.2 2.2 2.1 1.6 1.3 1.2 1.2 1.1
Energy 2.1 2.1 0.4 -1.2 -3.5 -3.5 -3.5 -3.5 -3.5
NEIG -0.2 -0.1 0.0 0.5 0.2 -0.4 -0.8 -1.5 -1.0
Services (overall index excluding goods) 1.0 0.9 0.8 0.4 0.8 1.0 1.1 0.8 0.9
All Items HICP 1.1 0.9 1.0 0.7 0.7 0.5 0.6 0.2 0.2
Source: Eurostat. 

2020
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at the end of the previous quar-
ter. This component lowered 
overall	 inflation	by	0.3	percent-
age point in December. NEIG 
inflation	 has	 been	 weak	 for	 a	
prolonged period, mainly as a 
result of downward international 
price pressures on traded man-
ufactured goods in a weak inter-
national environment. 

Services	 inflation	 eased	 from	
1.0% in September, to 0.9% in 
December. The moderation in 
services	inflation	mainly	reflected	
a lower contribution from rec-
reation and personal services 
which include accommodation 
services (see Chart 3.3). 

Food	 inflation	 moderated	 from	
the rates recorded three months 
earlier.	Processed	 food	 inflation	
fell to 1.1% in December from 
1.3% in September, while unpro-
cessed	 food	 inflation	 approxi-
mately halved to 0.9%, from 
1.9% over the same period. As 
a result, the overall contribution 
of	food	to	HICP	inflation	stood	at	
0.2 percentage point in Decem-
ber, down from 0.3 percentage 
point in September. 

Energy	inflation	stood	at	-3.5%	
at the end of the fourth quar-
ter, unchanged from the rate 
recorded three months earlier. 
Negative	 inflation	 in	 this	 com-
ponent was driven by the cut 
in prices of fuel for transport 
in June, which began to be felt 
fully	 as	 from	 July,	 and	 April’s	
cut in gas prices.

Core HICP inflation falls
Core	 inflation,	 which	 excludes	
the more volatile components of 
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Chart 3.3
CONTRIBUTIONS FROM SERVICES TO HICP INFLATION
(percentage points)
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Chart 3.2
CONTRIBUTIONS TO YEAR-ON-YEAR HICP INFLATION
(percentage points; annual percentage change)
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the HICP index, fell to 0.1% in December, from 0.5% three months earlier (see Chart 3.4).2 Hence, 
it	was	slightly	lower	than	overall	HICP	inflation.	This	suggests	that	the	moderation	in	inflationary	
pressures was broad-based across components.

RPI inflation stabilises
Annual	 inflation	 based	 on	 the	RPI	 index,	which	 is	 based	 on	 a	 different	 basket	 of	 goods	 and	
services from the HICP index, remained unchanged from September, at 0.2% (see Table 3.2).3 
Contrary	to	the	HICP,	this	measure	of	inflation	–	which	excludes	the	expenditure	of	non-residents	
–	suggests	an	increased	contribution	of	recreation	and	culture	prices	to	inflation.	This	was	offset	
by	a	reduced	contribution	from	housing,	and	from	clothing	and	footwear	inflation.

Residential property prices

Residential property prices inflation continues to moderate
The	NSO’s	Property	Price	Index	(PPI)	–	which	is	based	on	actual	transactions	involving	apart-
ments, maisonettes and terraced houses – continued to increase in annual terms.  Nonetheless, 
the	annual	rate	of	change	slowed	to	1.7%		in	the	last	quarter	of	2020,	from	2.7%	in	the	previous	
quarter (see Chart 3.5).4	During	 the	quarter	under	 review,	house	price	 inflation	 in	Malta	stood	
considerably below that in the euro area, where prices increased at an annual rate of 5.4%. 

The	moderation	in	house	prices	reflects	a	degree	of	stabilisation	in	the	housing	market,	following	a	
period of above-average growth. Moreover, the large number of permits issued in recent years likely 

2	 	 	The	Central	Bank	of	Malta	uses	a	‘trimmed	mean’	approach	to	measure	core	inflation,	whereby	the	more	volatile	subcomponents	of	the	
index	are	removed	from	the	basket	of	consumer	goods	so	as	to	exclude	extreme	movements	from	the	headline	inflation	rate.	See	Gatt,	W.	
(2014),	“An	Evaluation	of	Core	Inflation	Measures	for	Malta”,	Quarterly Review 2014(3), pp. 39-45, Central Bank of Malta.
3	 	 	The	RPI	index	differs	from	the	HICP	index	in	that	RPI	weights	are	based	on	expenditure	by	Maltese	households,	while	HICP	weights	
also	reflect	expenditure	patterns	by	tourists	in	Malta,	such	as	accommodation	services.	See	Darmanin,	J.	(2018),	“Household	Expenditure	
in	Malta	and	the	RPI	Inflation	Basket”,	Quarterly Review 2018(3), pp. 33-40, Central Bank of Malta.
4	 	 	 ‘Apartments’	are	defined	as	dwellings	with	self-contained	rooms	or	a	suite	of	rooms	that	have	a	separate	entrance	accessible	from	
a	common	passage	way,	landing	or	stairway.	‘Maisonettes’	have	a	separate	entrance	that	is	accessible	from	the	street	and	are	either	at	
ground-floor	level	with	overlying	habitation,	or	at	first-floor	level	with	underlying	habitation.	‘Terraced	houses’	are	dwellings	with	at	least	two	
floors,	own	access	at	street	level	and	airspace,	and	with	no	underlying	structures	that	are	not	part	of	the	house	itself.	They	are	attached	to	
other structures on both sides. 

Table 3.2
CONTRIBUTIONS TO YEAR-ON-YEAR RPI INFLATION 
Percentage points

Apr. May June July Aug. Sep. Oct. Nov. Dec.
Food 0.6 0.4 0.6 0.4 0.3 0.2 0.4 0.3 0.2
Beverages and tobacco 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Clothing and footwear -0.1 -0.1 -0.1 0.2 0.2 0.1 0.0 -0.2 -0.1
Housing 0.2 0.2 0.2 0.1 0.1 0.2 0.1 0.1 0.1
Water, electricity, gas and fuels 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Household equipment and house 
maintenance costs -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.1 -0.1

Transport and communications 0.2 0.2 0.0 -0.2 -0.4 -0.3 -0.4 -0.3 -0.3
Personal care and health 0.1 0.1 0.1 0.2 0.3 0.2 0.2 0.2 0.2
Recreation and culture -0.2 -0.2 -0.2 -0.2 -0.2 -0.3 0.0 0.1 0.1
Other goods and services 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
RPI (annual percentage change) 0.8 0.6 0.7 0.7 0.5 0.2 0.3 0.2 0.2
Source: NSO. 

2020
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has increased the availability 
of housing, which may also be 
contributing to some slowdown 
in the growth of house prices. At 
the same time, demand for resi-
dential property has moderated 
somewhat following the onset 
of	 the	 pandemic.	 This	 reflects	
less favourable developments 
in	 households’	 income	 and	
lower demand for private rental 
accommodation in view of the 
uncertain outlook for the tour-
ism industry. 

Notwithstanding the recent 
moderation, residential property 
prices continue to grow in annual terms – supported by the low interest rate environment, as 
well	as	support	to	first-time	and	second-time	buyers	through	various	government	schemes.	For	
example, in June 2020, the Government lowered the property tax rate and stamp duty on eli-
gible	transfers	of	immovable	property.	In	particular,	the	property	tax	and	stamp	duty	on	the	first	
€400,000 of the value of the transfer were reduced to 5.0% and 1.5%, respectively. Also, Budget 
2021 extended or introduced more favourable terms on a number of existing schemes supporting 
the property market.5 

Costs and competitiveness

Producer price inflation remains negative
Annual	 inflation	 based	 on	 the	 industrial	 producer	 price	 index,	 which	measures	 domestic	 fac-
tory output prices, picked up but remained negative.6	Annual	producer	price	inflation	registered	 
-0.1%	in	December,	up	from	-1.0%	three	months	earlier.	This	reflected	weaker	falls	in	intermedi-
ate	goods	prices,	along	with	faster	growth	in	capital	goods	prices,	which	offset	a	lower	contribu-
tion	from	consumer	goods.	Energy	inflation	remained	zero.	

HCIs point to deterioration in competitiveness compared to a year earlier
Annual	growth	in	Malta’s	HCIs	remained	positive	in	December,	which	suggests	a	deterioration	in	
international competitiveness over the year.7 In December, the nominal HCI grew by an annual 
rate	of	3.9%,	reflecting	unfavourable	developments	in	trade-weighted	exchange	rates	(see	Chart	
3.6). At the same time, the real HCI rose by 3.4%, suggesting that the impact of unfavourable 
exchange	rate	movements	was	partly	offset	by	favourable	developments	in	relative	prices.	

5	 	 	These	include	the	first-time	and	second-time	buyers’	schemes,	the	purchase	of	vacant	property	located	in	Urban	Conservation	Areas	
(UCA), purchases of property in Gozo and the reduction in taxes on property transfers and stamp duty introduced in terms of Legal Notices 
240 and 241 of 2020. Furthermore, the threshold for the duty exemption on immovable property donated by parents to their descendants 
was increased from €200,000 to €250,000. 
6	 	 	The	industrial	producer	price	index	measures	the	prices	of	goods	at	the	factory	gate	and	is	commonly	used	to	monitor	inflationary	pres-
sures at the production stage.
7	 	 	HCIs	act	as	an	effective	exchange	rate	measure	for	countries	operating	within	the	euro	area	monetary	union.	The	nominal	HCI	tracks	
movements	in	the	euro	exchange	rate	against	the	currencies	of	Malta’s	main	trading	partners,	weighted	according	to	the	direction	of	trade	
in	manufactured	goods.	The	real	HCI	also	takes	into	account	the	relative	inflation	rate	of	Malta	vis-à-vis	its	main	trading	partners.	A	higher	
(or	lower)	score	in	the	HCI	indicates	a	deterioration	(or	improvement)	in	Malta’s	international	price	competitiveness.
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However, when compared with 
September, the nominal HCI 
was broadly unchanged, while 
the real HCI was lower, sug-
gesting that the deterioration 
in competitiveness petered out 
during the quarter under review.
 
ULC accelerates
Malta’s	 ULC	 index,	 measured	
as the ratio of compensation per 
employee to labour productivity, 
accelerated during the fourth 
quarter of 2020.8 When mea-
sured on a four-quarter mov-
ing average basis in headcount 
terms, ULC in Malta grew at an 
annual rate of 10.5%, following 
a 9.4% increase in the previous 
quarter	(see	Chart	3.7).	

The pick up in ULC growth was 
driven by a faster decline in 
labour productivity, as growth 
in compensation per employee 
was broadly unchanged from 
the third quarter, at 0.1%. 

Labour productivity fell by an 
annual 9.4% in the fourth quar-
ter, following an 8.3% decrease 
in the previous quarter. The 
decline	 in	 productivity	 reflects	
the marked contraction in eco-
nomic growth, while employment growth remained positive on an annual basis. The resilience of 
employment	reflects	an	element	of	labour	hoarding	following	an	extended	period	of	labour	short-
ages as well as government support measures intended at limiting job losses. In particular, the 
wage supplement scheme meant that employment levels remained elevated, notwithstanding the 
sharp contraction in economic activity caused by the pandemic. 

While the scheme was successful at preserving employment, hours worked contracted by an 
annual rate of 8.5%, compared to a decrease of 8.0% in the previous quarter.9 Productivity

8   Annual growth in ULC, compensation per employee and labour productivity is measured on a four-quarter moving average basis. A degree 
of caution is required in the interpretation of ULC in view of contemporaneous structural shifts in the composition and factor-intensity of produc-
tion, notably the shift to labour-intensive services. See Micallef, B. (2015), “Unit labour costs, wages and productivity in Malta: a sectoral and 
cross-country analysis”, Policy Note August 2015, Central Bank of Malta, available at www.centralbankmalta.org/en/policy-notes-2015 and 
Rapa, N. (2016), “Measuring international competitiveness”, Quarterly Review 2016(1), 53-63, Central Bank of Malta. 
9   Hours worked refer to employee hours.
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per hour rose by 0.3%, follow-
ing a fall of 0.9% in the third 
quarter.	While	 firms	 responded	
to the negative economic shock 
by reducing hours worked, they 
were unable to cut salaries by a 
similar margin and, as a result, 
compensation per hour rose by 
9.9% in annual terms, after a 
7.2%	 increase	 in	 the	 previous	
quarter. This meant that simi-
lar to ULC per employee, ULC 
per hour also picked up, grow-
ing by 9.5%, following an 8.2% 
increase in the third quarter of 
the year (see Chart 3.8).
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4. THE BALANCE OF PAYMENTS

During the fourth quarter of 2020, the current account showed a deficit when compared to a sur-
plus in the fourth quarter of 2019. This shift to a deficit was mostly due to a decline in net services 
receipts, although a larger deficit on merchandise trade and an increase in net primary income 
outflows also contributed. By contrast, net outflows on the secondary income account decreased 
slightly. 

In the fourth quarter, net inflows on the capital account decreased when compared to the cor-
responding quarter of last year. Net borrowing on the financial account declined significantly 
compared to the fourth quarter of 2019.

When measured as a four-quarter moving sum, the current account balance registered a deficit 
equivalent to 4.0% of GDP. This contrasts with a current account surplus of 2.1% of GDP in the 
euro area.1

  
The cyclically-adjusted current account balance is estimated to have recorded a small deficit of 
0.7% during the fourth quarter of 2020. It has, however, remained above the unadjusted measure.

The current account 

The current account registers a deficit
Between	October	and	December	2020,	the	current	account	registered	a	deficit	of	€89.8	million,	
when compared to a surplus of €255.4 million in the same quarter of 2019 (see Table 4.1). The 
shift	to	a	deficit	was	mostly	driven	by	a	significant	fall	in	net	services	receipts.	In	addition,	a	widen-
ing	in	the	merchandise	trade	deficit	and	higher	net	outflows	on	the	primary	income	account	also	
contributed,	although	to	a	lesser	extent.	These	movements	were	only	slightly	offset	by	lower	net	
outflows	on	the	secondary	income	account.

When measured as a four-quarter moving sum, the balance on the current account in the fourth 
quarter	of	2020	showed	a	deficit	of	€508.1	million,	as	opposed	to	a	surplus	of	€784.3	million	a	year	

1   Balance of payments data for 2020 should be interpreted in the context of the unprecedented developments related to COVID-19.

Table 4.1
BALANCE OF PAYMENTS
EUR millions

2019 Q4 2020 Q1 2020 Q2 2020 Q3 2020 Q4 2019 Q4 2020 Q4
Current account 784.3 860.4 258.6 -162.8 -508.1 255.4 -89.8
    Goods -1,574.6 -1,521.1 -1,474.1 -1,351.5 -1,408.7 -228.2 -285.4
    Services 3,642.5 3,679.4 3,085.2 2,570.9 2,302.1 830.8 562.0
    Primary income -1,121.2 -1,136.0 -1,199.9 -1,231.2 -1,254.6 -308.3 -331.8
    Secondary income -162.4 -161.9 -152.6 -151.1 -146.9 -38.9 -34.7
Capital account 106.6 98.4 86.9 91.1 81.5 12.9 3.4
Financial account(1) 171.0 254.4 -423.2 -401.2 -249.5 -220.7 -69.1
Errors and omissions -719.9 -704.5 -768.7 -329.4 177.1 -488.6 17.4
Source: NSO.

Four-quarter moving sums

(1) Net lending (+) / net borrowing (-).
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earlier. This shift was largely 
spurred by lower net receipts 
from trade in services, mostly 
reflecting	 the	 sharp	 decline	 in	
net travel receipts following the 
global spread of COVID-19 and, 
to a lesser extent, higher net out-
flows	on	the	primary	income.	By	
contrast, the merchandise trade 
deficit	 and	 net	 outflows	 on	 the	
secondary income decreased. 
The current account-to-GDP 
ratio edged down to -4.0%, from 
5.8% a year earlier (see Chart 
4.1).

Malta’s	cyclically-adjusted	current	account	balance	is	estimated	to	have	stood	at	-0.7%	of	GDP	
in the fourth quarter of 2020, down by 4.6 percentage points on a year earlier.2 The cyclically-
adjusted	measure	recorded	a	deficit	for	the	first	time	in	years.	Nonetheless,	the	adjusted	estimate	
still	exceeded	 the	headline	measure	 (see	Chart	4.1).	This	partly	 reflects	an	estimated	weaker	
economic	cycle	 in	Malta’s	 trading	partners	relative	 to	 the	domestic	output	gap,	which	 is	nega-
tively	impacting	the	cyclical	component	of	Malta’s	current	account	balance.	Given	the	high	uncer-
tainty and the volatility in trade related to COVID-19, cyclically-adjusted estimates are likely to be 
affected	by	several	one-off	factors	that	are	difficult	to	quantify	and	interpret.

The merchandise trade deficit widens 
In	the	fourth	quarter	of	2020,	the	merchandise	trade	deficit	stood	at	€285.4	million,	€57.2	million	
more than in the corresponding period of 2019. This was driven by a decrease in exports which 
outweighed a contraction in 
imports.

Reflecting	developments	 in	 the	
first	 three	 quarters	 of	 2020,	
the visible trade gap narrowed 
to	 €1,408.7	million	 when	mea-
sured on a four-quarter cumu-
lative basis, €165.9 million less 
than	the	deficit	recorded	a	year	
earlier. This stemmed from an 
€834.5 million fall in merchan-
dise	 imports,	 which	 offset	 a	
€668.6 million drop in exports. 
As a result, the share of the 
goods	 deficit	 in	 GDP	 fell	 to	
11.0%, from 11.6% in the year 
to December 2019 (see Chart 
4.2).
2	 	 	For	more	information	on	Malta’s	cyclically-adjusted	current	account	see	Grech,	A.	G.,	&	Rapa,	N.,	“An	evaluation	of	recent	shifts	in	
Malta’s	current	account	position”,	in	Grech,	A.G.,	&	Zerafa,	S.	(eds.),	Challenges and Opportunities of Sustainable Economic Growth: the 
Case of Malta,	Central	Bank	of	Malta,	2017.	
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The surplus on services 
narrows
In the quarter under review, net 
receipts on the services account 
amounted to €562.0 million, 
€268.8 million less than in the 
corresponding period of 2019. 
Both services receipts and pay-
ments decreased on a year ear-
lier, but the fall in the former was 
substantially larger.

The drop in the surplus was 
mainly driven by a sharp decline 
in net travel receipts. These 
declined	 by	 €173.1	 million	 to	
stand at just €49.4 million. Both 
receipts and payments within the travel account dropped sharply, but the decrease in the former 
was	almost	 three	 times	as	much.	This	 reflects	continued	disruptions	 to	both	 inbound	and	out-
bound travel, as some travel restrictions – as well as fear of travel – remained elevated in the last 
quarter	of	 the	year.	Similarly,	and	also	partly	 reflecting	ongoing	 travel	disruptions,	net	 receipts	
on	the	transport	account	fell	 to	€52.2	million,	 from	€104.7	million	 last	year,	as	the	decrease	in	
receipts was double that in payments.

Furthermore,	 the	 surplus	 on	 ‘other	 services’	 declined	 to	 €460.3	million	 from	 €503.5	million	 a	
year	 earlier.	This	 occurred	due	 to	 a	 fall	 in	 net	 financial	 services	 receipts	 and	higher	 net	 pay-
ments	related	to	‘other	business	services’	–	in	particular	professional	and	management	consulting	
services	as	well	as	‘technical,	trade-related	and	other	business	services’.	Higher	net	payments	
related to charges for the use of intellectual property and telecommunications services also con-
tributed.	These	movements	were	offset	by	a	rise	in	net	receipts	related	to	personal,	cultural	and	
recreational services, which include remote gaming.

On a four-quarter cumulative basis, the overall surplus from services stood at €2,302.1 million, a 
decrease of €1,340.4 million when compared with the corresponding period of 2019. The main 
contributor	to	this	decline	was	the	significant	drop	in	net	travel	receipts.	As	a	result,	the	share	of	net	
services receipts in GDP dropped to 18.0% in 2020 as a whole, from 26.8% in 2019 (see Chart 4.3).

Primary income account records higher net outflows3 
Between	October	and	December	2020,	 net	 outflows	on	 the	primary	 income	account	 stood	at	
€331.8 million, €23.5 million higher than in the fourth quarter of 2019.

During	 the	 four	quarters	 to	December,	 such	outflows	 reached	€1,254.6	million,	€133.4	million	
more	than	in	the	same	period	a	year	earlier.	Higher	net	outflows	were	driven	by	higher	net	pay-
ments of investment income, particulary those related to reinvested earnings from direct invest-
ment, although lower net interest receipts on portfolio investment also contributed. Flows relating 
to	 primary	 income	 continued	 to	 be	 strongly	 influenced	 by	 internationally-oriented	 firms	which	
transact predominantly with non-residents.
3	 	 	The	primary	income	account	shows	income	flows	related	mainly	to	cross-border	investment	and	compensation	of	employees.	
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Outflows on the secondary income account decrease4

In	the	fourth	quarter	of	the	year,	net	outflows	on	the	secondary	income	account	decreased	by	€4.2	
million	on	a	year	earlier,	to	€34.7	million.

During	the	year,	net	outflows	on	this	account	stood	at	€146.9	million	–	€15.5	million	less	than	the	
amount recorded a year earlier.

Tourism activity

Activity in the tourism sector
In	the	fourth	quarter	of	2020,	COVID-19	related	restrictions	continued	to	severely	affect	the	tourism	
sector. The number of inbound tourists, nights stayed and tourist expenditure in Malta remained 
significantly	below	 those	recorded	 in	 the	 last	quarter	of	2019.	The	number	of	 inbound	 tourists	
amounted	to	74,790,	representing	an	87.9%	drop	on	the	same	quarter	of	the	previous	year	(see	
Chart 4.4). In absolute terms, 
tourists visiting Malta for leisure 
purposes accounted for most of 
this decline, although the num-
ber of visitors with business 
motives and those travelling for 
other reasons also decreased. 

Meanwhile, the total number of 
guest nights that tourists spent in 
Malta	during	the	final	quarter	of	
2020	fell	to	0.8	million,	a	79.4%	
decline over a year earlier, with 
rented accommodation register-
ing the sharpest decline. Nights 
spent in non-rented accommo-
dation broadly halved in annual 
terms, and thus showed some-
what more resilience.

The total occupancy rate in 
collective accommodation 
establishments in the fourth 
quarter of 2020 edged down 
to	 13.4%,	 from	 57.1%	 in	 the	
corresponding quarter of 2019 
(see Chart 4.5). The 4-star 
category reported the largest 
decline – of 50.0 percentage 
points – followed by a drop of 
48.5 percentage points in the 
5-star	 category.	 The	 ‘other’	

4   The secondary income account shows current transfers between residents and non-residents.
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collective accommodation 
category, which comprises 
guesthouses, hostels and 
tourist villages, registered 
the lowest decline over the 
corresponding period in the 
previous year. In contrast to a 
year earlier, when 4- and 5-star 
establishments showed the 
highest accommodation rates, 
lower-rated establishments had 
the highest occupancy during 
the quarter under review.

Tourist expenditure in Malta 
declined by 86.6%, to €62.3 mil-
lion during the fourth quarter. 
The decrease was driven by 
lower	 non-package	 and	 ‘other’	
expenditure, although package 
expenditure also decreased sig-
nificantly.

Expenditure per capita increased 
to	 €832.6	 from	 €753.6	 a	 year	
earlier, as the decline in tourist 
expenditure was weaker than 
that in tourist arrivals. Mean-
while, the average length of stay 
increased to 11.3 nights from 6.6 
a year earlier. 

According to Malta International Airport (MIA) data, in the fourth quarter of 2020, average seat 
capacity	decreased	by	76.5%	relative	to	the	corresponding	period	a	year	earlier	(see	Chart	4.6).

Meanwhile,	a	total	of	16	cruise	liners	visited	Malta,	70	fewer	than	the	previous	year.	Foreign	pas-
sengers	were	down	to	11,817,	from	the	165,294	in	the	last	quarter	of	2019	(see	Chart	4.7).	This	
reflected	primarily	a	decrease	in	the	number	of	visitors	coming	from	the	United	States,	Germany,	
the United Kingdom and Italy. 

The capital account 
Net	inflows	on	the	capital	account	stood	at	€3.4	million	in	the	fourth	quarter	of	2020,	down	from	
€12.9	million	in	the	corresponding	period	of	2019	(see	Table	4.1).	Capital	inflows	also	decreased	
when measured on a four-quarter moving sum basis, standing at €81.5 million, compared to 
€106.6 million in 2019.
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5. GOVERNMENT FINANCE

COVID-19 continued to have a negative impact on general government finances during the fourth 
quarter of 2020, with the general government balance deteriorating significantly when compared 
with the corresponding period a year earlier. When measured on a four-quarter moving sum 
basis, the general government balance registered a deficit of 10.1% of GDP. Meanwhile, the gen-
eral government debt-to-GDP ratio increased to 54.3%, from 52.6% at end-September. The stock 
of financial assets declined by a larger extent when compared to the drop in financial liabilities. 
Consequently, the net financial worth as a share of GDP worsened.

Quarterly developments

General government balance deteriorates.
In	level	terms,	the	general	government	registered	a	deficit	of	€361.1	million	in	the	fourth	quarter	
of 2020, a deterioration of €385.1 million when compared to the surplus registered in the corre-
sponding	quarter	of	2019.	This	was	largely	due	to	a	significant	increase	in	expenditure,	coupled	
with a decline in revenue. As a result, the primary balance shifted from a surplus of €69.1 million 
in	the	fourth	quarter	of	2019	to	a	deficit	of	€317.8	million	a	year	later.	

Tax receipts decline
In the fourth quarter of 2020, general government revenue decreased by €60.3 million or 4.3% when 
compared with the same quarter of 2019 (see Table 5.1). This was due to lower tax receipts, which 
were	negatively	affected	by	the	contraction	in	economic	activity.	Taxes	on	production	and	imports	
recorded	the	largest	drop	of	€50.5	million,	mainly	on	the	back	of	lower	inflows	from	VAT	receipts	and	
duty	on	documents.	The	latter	in	part	reflects	the	impact	of	a	reduction	in	stamp	duty	on	property.	
Revenue	from	current	taxes	on	income	and	wealth	declined	by	€28.5	million,	mainly	reflecting	lower	
tax receipts from companies. Moreover, social contributions declined by €6.2 million. 

By contrast, capital and current transfers receivable increased by €23.3 million, mostly due to 
higher	grants	from	the	European	Union.	Furthermore,	‘other	revenue’	increased	by	€1.7	million.	

Current expenditure underpins expenditure growth
Total government expenditure surged by €324.8 million or 23.8% when compared with the fourth 
quarter	of	2019.	This	mostly	reflects	an	increase	in	recurrent	expenditure	items.	In	particular,	sub-
sidies grew by €126.6 million on the back of continued support measures related to the COVID-19 
pandemic, notably the Wage Supplement Scheme. Intermediate consumption increased by €86.3 
million, mainly due to higher outlays related to public administration and health. Compensation of 
employees rose by €30.5 million, largely due to higher disbursements in education. Spending on 
social	benefits	increased	by	€12.8	million,	on	the	back	of	higher	outlays	on	retirement	pensions.	
Furthermore,	other	current	transfers	payable	rose	by	€17.9	million,	mainly	due	to	higher	transfers	
to Church schools and payments to the EU budget. 

On the other hand, interest payments declined slightly by €1.9 million. This is the only item of 
expenditure which declined in the period under review. Outlays decreased since interest pay-
ments on new debt were lower than foregone interest on matured debt.
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Capital expenditure also contributed to the increase in total expenditure, as capital transfers and 
GFCF	increased	by	€30.7	million	and	€21.6	million,	respectively.	The	rise	in	the	latter	partly	reflects	
higher	spending	on	locally-financed	projects	related	to	road	construction,	IT	and	equipment.			

Debt increases 
In December 2020, the stock of general government debt amounted to €6,960.0 million, €125.5 
million more than the level registered at the end of September. The increase in debt mainly 
reflects	the	issue	of	new	long-term	debt	securities	to	fund	the	shortfall	in	public	finances	caused	
by the pandemic as well as an increase in long-term loans outstanding. 

In fact, the stock of long-term securities outstanding (composed of MGS) increased by €112.0 
million.	Consequently,	their	share	in	total	debt	rose	by	0.2	percentage	point	to	77.0%.	At	the	same	
time, the stock of short-term securities (composed of Treasury bills) decreased by €113.5 million, 
with their share in total debt declining by 1.8 percentage points to 8.4%. 

Loans outstanding increased by €128.6 million, mainly attributable to an increase in long-term 
loans	 outstanding.	 This	 reflects	 the	 first	 tranche	 of	 funds	 from	 the	 EU’s	 Support	 to	 mitigate

Table 5.1
REVENUE, EXPENDITURE AND DEBT
EUR millions

2019

Q4 Q1 Q2 Q3 Q4 Amount %
Revenue 1,388.4 917.1 1,191.7 1,240.8 1,328.1 -60.3 -4.3
Taxes on production and imports 415.0 335.0 318.7 354.2 364.4 -50.5 -12.2
Current taxes on income and wealth 501.4 273.1 460.7 483.1 472.9 -28.5 -5.7
Social contributions 223.4 162.3 234.8 226.7 217.2 -6.2 -2.8
Capital and current transfers receivable 86.5 44.7 37.8 42.3 109.7 23.3 26.9
Other(1) 162.2 102.0 139.6 134.6 163.9 1.7 1.1
Expenditure 1,364.5 1,290.3 1,557.3 1,441.1 1,689.3 324.8 23.8
Compensation of employees 376.5 381.2 381.8 396.5 407.0 30.5 8.1
Intermediate consumption 301.1 195.2 334.1 304.8 387.4 86.3 28.7
Social benefits 323.0 322.5 379.4 309.1 335.8 12.8 4.0
Subsidies 54.5 82.9 177.5 201.4 181.1 126.6 232.5
Interest 45.2 41.4 44.8 40.6 43.4 -1.9 -4.1
Other current transfers payable 58.3 87.0 92.2 39.2 76.2 17.9 30.7
GFCF 177.0 129.6 133.3 112.6 198.5 21.6 12.2
Capital transfers payable 24.0 49.0 12.9 25.7 54.7 30.7 127.8
Other(2) 5.0 1.4 1.2 11.2 5.2 0.3
Primary balance 69.1 -331.8 -320.8 -159.7 -317.8 -386.9
General government balance 23.9 -373.2 -365.6 -200.3 -361.1 -385.1
General government debt 5,702.8 5,934.4 6,642.1 6,834.5 6,960.0
Source: NSO.
(1)  "Other" revenue includes market output as well as income derived from property and investments.

Change 2020Q4-
2019Q4

(2)  "Other" expenditure principally reflects changes in the value of inventories and in the net acquisition of valuables and other 
assets.

 2020
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Unemployment Risks in an Emergency (SURE) instrument. Consequently, their share in total 
debt	rose	by	1.7	percentage	points	to	7.8%.	

Headline and cyclically-adjusted developments

Headline balance ratio deteriorates, while the debt ratio increases
When	measured	on	a	four-quarter	moving	sum	basis,	 the	general	government	deficit	widened	
significantly,	rising	from	7.0%	of	GDP	in	the	third	quarter	of	2020	to	10.1%	in	the	quarter	under	
review (see Chart 5.1). 

The	deterioration	in	public	finances	was	mainly	driven	by	a	rise	in	the	expenditure-to-GDP	ratio,	
which rose to 46.6% from 43.5% at end-September. This was mainly due to a 2.6 percentage 
points	increase	in	the	share	of	current	expenditure	in	GDP,	largely	reflecting	higher	costs	related	
to the COVID-19 pandemic. This 
was coupled by an increase 
of 0.5 percentage point in the 
share of capital expenditure. 
Meanwhile, the government 
revenue-to-GDP ratio remained 
constant at 36.5%, since a 0.2 
percentage point increase in the 
share of capital revenue in GDP 
was	offset	by	an	equivalent	drop	
in the share of current revenue 
in GDP. 

Between September and 
December, the debt-to-GDP 
ratio	 increased	 by	 1.7	 percent-
age points to 54.3%. The rise 
in general government debt 
was	lower	than	the	fiscal	deficit	
recorded in this period, due to a 
negative	deficit-debt	adjustment	
stemming from drawdowns of 
deposits (see Chart 5.2).

Net financial worth 
deteriorates
The	 market	 value	 of	 financial	
assets	 fell	 to	 €4,067.4	 million	
by December 2020, €486.0 mil-
lion less than the level as at end 
September. This was primarily 
due to a drop in the value of cur-
rency and deposits – although 
‘other	 accounts	 receivable’	

-10.5
-9.5
-8.5
-7.5
-6.5
-5.5
-4.5
-3.5
-2.5
-1.5
-0.5
0.5
1.5
2.5
3.5
4.5

-50

-40

-30

-20

-10

0

10

20

30

40

Q1
2016

Q3 Q1
2017

Q3 Q1
2018

Q3 Q1
2019

Q3 Q1
2020

Q3

Capital expenditure Current expenditure Capital revenue
Current revenue Surplus(+)/ Deficit(-) (rhs)

Chart 5.1
GENERAL GOVERNMENT REVENUE AND EXPENDITURE
(four-quarter moving sums; % of GDP)

Sources: NSO; Central Bank of Malta.
(1) The term 'current revenue' represents most tax revenue as well as income from investments and sales. 'Capital revenue' 
mainly represents capital taxes and grants received.
(2) The term 'current expenditure' mainly represents spending on wages, social benefits and operational and maintenance 
expenses. 'Capital expenditure' mainly represents spending on investment and capital transfers.

(1)

(2)

-12

-8

-4

0

4

8

12

Q1
2016

Q3 Q1
2017

Q3 Q1
2018

Q3 Q1
2019

Q3 Q1
2020

Q3

Deficit (+) / surplus (-) Loans
Currency and deposits Net trade receivables and other
Change in debt-to-GDP ratio

Chart 5.2
CONTRIBUTION TO CHANGE IN DEBT 
(percentage point change from previous quarter)

Source: Central Bank of Malta.
(1) Composed mainly of transactions in deposits held with the Central Bank of Malta.
(2) Also includes transactions related to shares and other equity and adjustments for valuation and volume effects. 
(3) GDP data are four-quarter moving sums. 

(2)(1)
(3)

25.3

-24.0

12.3



CENTRAL BANK OF MALTA Quarterly Review 2021:2

52

also decreased. As a result, 
the	 share	 of	 financial	 assets	
in GDP decreased by 3.3 per-
centage	 points	 to	 31.7%	 (see	
Chart	 5.3).	 The	 stock	 of	 finan-
cial liabilities also declined, fall-
ing	 by	 €197.9	million,	 to	 stand	
at	€9,259.8	million.	This	reflects	
a	strong	drop	in	‘other	accounts	
payable’,	 which	more	 than	 off-
set an increase in loans and 
debt securities outstanding. As 
a	 result,	 the	 share	 of	 financial	
liabilities in GDP fell by 0.6 per-
centage	point	to	reach	72.2%.

The	resulting	net	financial	worth	
of	general	government	as	a	share	of	GDP	stood	at	-40.5%,	which	is	less	favourable	than	the	-37.7%	
registered	in	the	previous	quarter.	Notwithstanding	recent	developments,	the	net	financial	worth	of	
the Maltese general government continued to compare favourably with the euro average. The latter 
stood	at-75.7%	as	a	share	of	GDP,	down	from	-73.0%	at	end-September.

Debt ratio continues to compare favourably with the euro area’s despite a higher deficit
During	the	quarter	under	review,	the	euro	area	general	government	deficit	stood	at	7.2%	of	GDP	
on	a	four-quarter	moving	sum	basis,	following	a	deficit	of	5.3%	of	GDP	at	end-September	(see	
Chart	5.4).	Over	the	same	period,	the	euro	area	debt	ratio	rose	to	98.1%	of	GDP,	from	97.3%.	
In	this	period,	the	increase	in	Malta’s	deficit	and	debt	ratios	was	more	pronounced	than	that	in	
the euro area. Nonetheless, at 
54.3%, the Maltese government 
debt-to-GDP ratio remains well 
below the corresponding ratio 
for the euro area. 

Cyclically-adjusted deficit 
widens1

The pandemic has introduced 
considerable uncertainty about 
estimates of the economic 
cycle and the degree to which 
government revenue reacts to 
changes in economic activity. 
Consequently, the following 
estimates need to be interpreted 
with caution.
1   The cyclically-adjusted balance is corrected for the impact of the economic cycle on government tax revenue and unemployment assis-
tance.	This	methodology	is	in	line	with	the	approach	used	by	the	European	Commission	but	is	based	on	own	estimates	for	fiscal	items’	
elasticities and the output gap. For an overview of the method used by the Commission, see Mourre, G., Astarita C., and Princen S. (2014): 
“Adjusting the budget balance for the business cycle: the EU methodology,” European Economy – Economic Papers 536, (DG ECFIN), 
European Commission.
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On a four-quarter moving sum 
basis, the cyclically-adjusted 
deficit	 ended	 the	 quarter	 under	
review at 8.1% of GDP – an 
increase of 2.3 percentage 
points when compared with the 
deficit	posted	three	months	ear-
lier (see Chart 5.5). 

Overall, the share of cyclically-
adjusted revenue in GDP rose 
marginally in the quarter under 
review (see Table 5.2). The 
share of cyclically-adjusted tax 
items edged up slightly, as a 
small increase in the share of 
direct	taxes	was	largely	offset	by	
a decline in the share of indirect tax revenue. Non-tax revenue retained its share in GDP as a small 
increase	in	the	share	of	capital	transfers	received	was	offset	by	lower	inflows	from	sales.	

The	share	of	cyclically-adjusted	expenditure	rose	significantly	–	by	2.4	percentage	points	–	mainly	
due	to	a	higher	share	of	‘other’	expenditure,	which	includes	the	Wage	Supplement	Scheme.	The	
pandemic also contributed to an increase in intermediate consumption, on the back of higher health 
related	costs.	The	share	of	gross	fixed	capital	formation	also	increased	in	this	period.

Table 5.2

Percentage points of GDP

    2019
Q4 Q1 Q2 Q3 Q4

Revenue -0.4 -2.0 -0.2 0.8 0.1
Current taxes on income and wealth 0.2 -1.1 0.7 1.1 0.2
Taxes on production and imports -0.2 -0.4 -0.4 -0.2 -0.2
Social contributions -0.1 -0.3 0.2 0.3 0.1
Other(1) -0.4 -0.2 -0.7 -0.4 0.0
Expenditure -0.4 0.4 1.8 1.8 2.4
Compensation of employees 0.1 0.0 0.0 0.2 0.2
Intermediate consumption 0.2 -0.2 0.6 0.6 0.6
Social benefits -0.1 0.0 0.3 0.0 0.0
Interest payments 0.0 0.0 0.0 0.0 0.0
GFCF 0.1 0.1 -0.1 0.1 0.2
Other(2) -0.6 0.4 0.9 0.9 1.3
Primary balance -0.1 -2.4 -1.9 -1.1 -2.4
General government balance -0.1 -2.4 -1.9 -1.0 -2.3
Sources: NSO; Central Bank of Malta estimates.
(1) Includes market output, income derived from property and investments and current and capital transfers received.
(2) Mainly includes subsidies, current and capital transfers.
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6. MONETARY AND FINANCIAL DEVELOPMENTS

The Bank’s FCI suggests that in the fourth quarter of 2020, financing conditions were tight from a 
historical perspective, but slightly more favourable than those prevailing in the third quarter.

In December, Maltese residents’ deposits with MFIs in Malta expanded at a faster rate when com-
pared to September.1 The shift to overnight deposits persisted in an environment of low interest 
rates and a continued preference for liquidity. Credit to Maltese residents continued to grow at 
the same pace, as slower growth in credit to general government was counterbalanced by faster 
growth in credit to residents outside general government. The latter partly reflected faster growth 
in loans to NFCs. By contrast, loans to households rose at a slower pace. Interest rates on loans 
and deposits fell further when compared with a year earlier, though the spread between the two 
rates remained broadly unchanged at elevated levels. 

Between September and December, the primary market yield on Treasury bills declined. Second-
ary market yields on 5-year and 10-year MGS also fell, as did those in the euro area, though the 
decline in the latter was smaller. Domestic share prices regained some of their earlier losses and 
ended December at a higher level compared with end-September.

The number and value of loan facilities covered by loan moratoria issued in terms of Central Bank 
of Malta Directive No. 18 or earlier fell between September and December signalling a recovery 
in income flows and, for some, the expiration of the moratoria period. However, firms’ recourse 
to guarantees in terms of the MDB CGS increased, with sanctioned amounts under this scheme 
reaching €408.1 million at the end of December.

Monetary and financial conditions

FCI remains tight from a historical perspective 
According	to	the	Bank’s	FCI,	 in	the	fourth	quarter	of	2020,	financial	conditions	were	tight	from	
a historical perspective, but 
slightly more favourable than in 
the third quarter (see Chart 6.1). 

The recent improvement in 
financial	 conditions	 was	 pri-
marily	driven	by	domestic	influ-
ences, in particular an increase 
in securities issued by NFCs 
which	is	subsumed	in	the	‘other’	
component. The balance sheet 
component also had a smaller 
tightening	 effect	 on	 the	 FCI	
when compared to that esti-
mated for the third quarter, as a 
fall	in	return	on	equity	was	offset	
by more favourable dynamics in 
1   Monetary data analysed in this chapter are compiled on the basis of the statistical standards found in the Statistics section of the Central 
Bank of Malta website. 
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real	credit	and	deposits.	The	‘interest	rate’	component	also	improved	slightly	reflecting	a	decrease	
in sovereign spreads. 

Foreign	influences	also	contributed	to	the	lower	degree	of	tightening	in	the	fourth	quarter,	as	lower	
levels	of	uncertainty	offset	a	decline	in	euro	area	stock	prices.	

However,	 when	 compared	 with	 the	 fourth	 quarter	 of	 2019,	 financial	 conditions	 deteriorated	
significantly.	This	was	mostly	driven	by	foreign	influences	as	a	result	of	a	decline	in	euro	area	
equity	prices	and	higher	uncertainty	levels	in	annual	terms.	Domestic	influences	also	contrib-
uted	to	the	tightening	of	financial	conditions	compared	with	a	year	earlier,	though	by	a	smaller	
magnitude	 than	 foreign	 ones.	 This	 tightening	 effect	 was	 largely	 driven	 by	 a	more	 negative	
contribution	 from	 the	 ‘other’	component,	 reflecting	a	decrease	 in	domestic	equity	prices	and	
marginally lower net issues of NFC securities. An increase in the sovereign spread and a slight 
increase	in	the	lending	rates	also	contributed	to	the	year-on-year	deterioration	in	financial	con-
ditions.	Meanwhile,	 the	contribution	of	 the	 ‘balance	sheet’	component	stood	marginally	more	
negative,	as	a	decline	in	core	banks’	return-on-equity	was	largely	offset	by	improved	dynamics	
in deposits and credit. 

Maltese residents’ deposits continue to expand
Total deposits held by Maltese residents with MFIs in Malta expanded at a faster pace in the 
fourth	quarter	of	2020.	The	annual	rate	of	change	stood	at	5.7%	in	December,	above	the	4.2%	
recorded in September (see Table 6.1). Growth in deposits remained robust among both house-
holds and NFCs.

Table 6.1

EUR millions
2020    2019
Dec. Dec. Mar. June Sep. Dec.

Overnight deposits 16,833 6.1 7.9 9.1 7.3 9.8
of which

Households 11,058 10.9 14.4 15.8 15.0 14.4
NFCs 3,922 0.2 0.4 13.0 13.7 16.8

Deposits redeemable at notice of up to three months 119 14.7 59.2 33.1 1.9 40.1
of which

Households 34 -6.6 -6.9 3.1 2.4 4.7
NFCs 69 40.5 270.8 213.3 79.5 150.1

Deposits with an agreed maturity of up to two years 2,530 -8.7 -1.6 -1.5 -2.0 -3.3
of which

Households 1,994 -7.9 -4.7 -3.1 -3.3 -2.3
NFCs 226 -1.1 11.7 2.2 -10.5 -10.9

Deposits with an agreed maturity above two years 1,358 10.3 -3.0 -9.5 -13.8 -19.6
of which

Households 1,192 5.3 -4.2 -6.9 -10.7 -15.6
NFCs 54 21.7 33.9 -33.8 -34.1 -35.9

Total residents' deposits(1) 20,841 4.3 5.8 6.2 4.2 5.7
Source: Central Bank of Malta.
(1) Total residents' deposits exclude deposits belonging to central government.

DEPOSITS OF MALTESE RESIDENTS
Annual percentage changes

2020
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During the quarter under review, 
deposit growth remained 
driven by overnight deposits, 
the most liquid component. 
Annual growth in this category 
of deposits reached 9.8% in 
December,	up	 from	7.3%	three	
months earlier. Following this 
increase, the share of this cate-
gory in total deposits increased 
to	 80.8%	 from	 77.7%	 a	 year	
earlier, thereby extending the 
established upward pattern 
observed in recent years (see 
Chart 6.2). 

Similarly, deposits with an 
agreed maturity of up to three months also rose on a year earlier. As a result, their share in total 
deposits increased to 0.6%, from 0.4% in December 2019. 

Meanwhile, deposits with an agreed maturity of up to two years contracted by 3.3% in December, 
following a decline of 2.0% in September. At the same time, deposits with an agreed maturity of 
over	two	years	fell	by	almost	a	fifth	over	the	same	period,	after	contracting	by	13.8%	three	months	
earlier. As a result, the share of deposits with an agreed maturity of up to two years edged down to 
12.1%, from 13.3% a year earlier, while that of deposits with an agreed maturity of over two years 
decreased to 6.5%, from 8.6% over the same period. 

Credit to residents increases
Credit to Maltese residents expanded by 11.1% in the year to December, unchanged from three 
months earlier (see Table 6.2). Credit to general government continued to expand at a brisk 
pace, growing by almost a third over the year to December. This followed a somewhat larger 
increase	 of	 37.5%	 three	months	 earlier.	The	moderation	 in	 growth	 in	 this	 credit	 component	
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Table 6.2

EUR millions
2020 2019
Dec. Dec. Mar. June Sep. Dec.

Credit to general government 3,867 0.6 4.1 27.5 37.5 32.3

Credit to residents outside general government 11,892 6.0 5.0 3.6 4.3 5.6
Securities and Equity 309 -5.7 -12.5 -23.2 -27.7 -25.9
Loans 11,583 6.6 5.7 4.8 5.7 6.8
of which: 
Loans to Households 6,398 9.8 8.7 6.4 5.7 5.4

Mortgages 5,834 10.3 9.3 7.4 7.0 6.7
Consumer Credit and Other Lending 565 5.1 3.4 -2.6 -5.7 -6.2

Loans to NFCs(1) 4,280 3.1 3.0 4.3 4.2 8.4

Total credit to residents 15,760 4.9 4.8 8.8 11.1 11.1
Source: Central Bank of Malta.
(1) NFCs include sole proprietors and non-profit institutions serving households (NPISH).

MFI CREDIT TO MALTESE RESIDENTS

  2020
Annual percentage changes
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reflects	a	smaller	–	though	still	
strong – increase in the issue 
of Treasury bills.

Credit to residents outside 
general government rose at 
a faster pace of 5.6% in year-
on-year terms, following an 
increase of 4.3% in the three 
months to September (see 
Chart	 6.3).	 This	 partly	 reflects	
faster growth in loans to the pri-
vate sector, and a smaller con-
traction in security holdings. 

Data by sector show that stron-
ger growth in loans outside 
the general government sector 
was largely driven by growth in 
loans to NFCs, as the annual 
rate of loans to households 
decelerated for the fourth con-
secutive quarter. 

Loans to households grew by 
5.4% on an annual basis, fol-
lowing	 a	 5.7%	 increase	 in	
September. Mortgage lending 
increased at a slower rate of 
6.7%,	from	7.0%	three	months	
earlier, while consumer credit 
and other lending contracted 
by 6.2% over the same period, 
following	 a	 decrease	 of	 5.7%	
in the year-end to September 
(see Chart 6.4).
 
Annual growth in loans to NFCs 
stood at 8.4% in December, 
double the increase recorded 
in September. This was largely 
driven by loans to the manufac-
turing sector – which increased 
slightly in annual terms, after 
contracting sharply in Sep-
tember	–	and	by	a	significantly	
smaller contraction in loans to 
the wholesale and retail trade 
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sector. At the same time, growth in credit to the transportation and storage sector, and the sec-
tor	comprising	accommodation	and	food	service	activities	picked	up.	This	offset	slower	growth	
in credit to the construction and real estate sector (see Chart 6.5). 

Financial accounts data show that the share of bank lending in total NFC debt edged up margin-
ally on a year earlier (see Chart 6.6). NFCs had been consistently reducing their reliance on bank 
loans in recent years in favour of alternative sources, mainly intra-sectoral lending, and loans 
from the rest of the world, with the share of bank loans in total NFC debt reaching a low of 20.1% 
at the end of 2019. However, this pattern began to reverse recently, with this share edging up 
progressively in the course of 2020. In fact, by the end of December 2020, it had reached 21.4%.2 
On the one hand, the increase in the share of bank lending in total NFC debt and the fact that 
the level of loans to NFCs con-
tinued to increase in absolute 
terms show that the liquidity 
support measures introduced 
since the outbreak of the pan-
demic	helped	preserve	the	flow	
of credit to the corporate sec-
tor at a time when alternative 
sources	of	 financing	may	have	
become	less	attractive	to	firms.	
Furthermore, the pandemic has 
likely	negatively	affected	corpo-
rate	profitability	and	firms’	cash	
flow.	This	may	have	contributed	
to the observed fall in the share 
of intra-sectoral lending in total 
NFC debt, which edged down to 
44.3% from 46.1% in the fourth 
quarter of 2019. Meanwhile, 
the share of loans from non-
residents reached 15.4% from 
14.5% a year earlier.

Malta Stock Exchange (MSE) 
data show that as at December 
2020, €1.5 billion in corporate 
debt was listed on the Exchange, 
3.0% less than the outstanding 
stock 12 months earlier (see 
Chart	 6.7).3,4 By contrast, the 
outstanding amount of equity 
listed on the MSE increased by 
1.2% in annual terms.

2	 	 	See	Darmanin,	J.	(2017),	“The	financing	of	companies	in	Malta”,	Policy Note	July	2017,	Central	Bank	of	Malta.
3   Additionally, a number of companies obtained capital from the MSE platform, Prospects, which is mainly geared towards small and 
medium-sized enterprises (SME).
4	 	 	MSE	data	may	differ	from	financial	accounts	data	due	to	differences	in	valuation	methodology	and	coverage.	In	particular,	financial	
accounts data are at market value and include both listed and privately-placed securities.
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Interest rate spread between deposit and lending rate remains broadly unchanged
In	December,	the	weighted	average	deposit	rate	offered	to	households	and	NFCs	in	Malta	was	
down by 9 basis points on a year earlier, standing at 0.21% (see Table 6.3).5 This was mainly 
driven by a further decrease in rates on longer-term deposits.

Meanwhile, the weighted average lending rate paid by households and NFCs to resident MFIs 
fell by 10 basis points, to 3.36%. This decrease was due to lower rates paid by both house-
holds and NFCs, although the weighted average lending rate paid by NFCs remained above 
that	charged	to	households,	reflecting	different	assessments	of	credit	risk	in	these	two	institu-
tional sectors.

The spread between the weighted average lending rate and the deposit rate closed the quarter 
under review at 315 basis points, marginally below the 316 basis points recorded 12 months 
earlier. 

5	 	 	Basis	points	are	rounded	to	the	nearest	whole	number	and	hence	may	not	exactly	match	the	figures	given	in	Table	6.3.

Percentages per annum to residents of Malta; weighted average rates as at end of period

2017 2018 2019
Dec. Dec. Dec. Mar. June Sep. Dec.

Total deposits(1) 0.38 0.33 0.30 0.27 0.25 0.23 0.21
of which

Overnight deposits
Households 0.07 0.05 0.05 0.03 0.03 0.02 0.02
NFCs 0.04 0.02 0.03 0.02 0.02 0.02 0.01

Time deposits (less than 2 years)
Households 0.78 0.75 0.71 0.71 0.67 0.59 0.57
NFCs 0.54 0.76 0.72 0.70 0.73 0.68 0.58

Time deposits (more than 2 years)
Households 2.41 2.13 1.97 1.95 1.92 1.89 1.87
NFCs 1.98 1.88 1.53 1.37 1.47 1.59 1.39

Total loans(1) 3.64 3.55 3.46 3.44 3.43 3.39 3.36
of which

Households and NPISH 3.48 3.38 3.29 3.26 3.26 3.25 3.21
NFCs 3.91 3.83 3.76 3.75 3.73 3.62 3.61

Spread(2) 3.26 3.22 3.16 3.17 3.18 3.16 3.15
ECB MROs rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Source: Central Bank of Malta.

(2) Difference between composite lending rate and composite deposit rate.

Table 6.3
INTEREST RATES ON DEPOSITS AND LOANS

(1) Annualised agreed rates on outstanding euro-denominated amounts belonging to households (incl. NPISH) and NFCs. 

2020
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BOX 2: LIQUIDITY CONDITIONS AND MONETARY POLICY 
OPERATIONS FROM MAINTENANCE PERIOD 1 TO MAINTENANCE 
PERIOD 8 OF 20201,2

Introduction
This box describes the liquidity conditions in the Maltese banking system and the monetary 
policy	 operations	 conducted	 by	 the	Bank,	 as	 part	 of	 the	Eurosystem’s	 single	monetary	
policy framework during the eight maintenance periods (MP), starting from 29 January 
2020 and ending on 26 January 2021. 

During the period under consideration, the Eurosystem continued with the net purchase 
phase of the APP, resulting in the Eurosystem purchasing public sector debt securities, 
covered bonds, asset-backed securities as well as corporate sector debt securities. In this 
regard, the Bank only participates in the public sector purchase programme (PSPP) com-
ponent of the APP. 

Furthermore,	 the	period	under	 review	covers	 the	ECB’s	 response	 to	 the	economic	and	
financial	market	fallout	of	the	COVID-19	pandemic.	This	entailed	the	introduction	of	a	num-
ber	of	additional	(bridge)	long-term	refinancing	operations,	conducted	as	fixed-rate	tender	
procedures with full allotment, with the interest rate at the average deposit facility rate over 
the life of the respective operation. The Governing Council also introduced the PELTROs, 
conducted	as	fixed-rate	tender	procedures	with	full	allotment	with	the	interest	rate	set	at	
25 basis points below the 
average rate applied in 
the Eurosystem MRO 
over the life of the 
respective operation. 
Additionally, the Govern-
ing Council decided to 
modify some of the key 
parameters of TLTRO-
III.	 The	 modifications	
included an increase in 
the borrowing allowance, 
the removal of the bid 
limit per operation, the 
reduction of the lending 
performance threshold to 
0%, the early repayment 

1	 	 	MP2020	01	(29	January-17	March);	MP2020	02	(18	March-5	May);	MP2020	03	(6	May-9	June);	MP2020	04	(10	June-21	July);	
MP2020	05	(22	July-15	September);	MP2020	06	(16	September-3	November);	MP2020	07	(4	November-15	December);	MP2020	
08 (16 December-26 January 2021).
2	 	 	Prepared	by	Antonella	Sciberras,	Assistant	Executive,	Monetary	Operations	and	Collateral	Management	Office,	and	Nathan	
Chatland,	Officer	II,	Monetary	Operations	and	Collateral	Management	Office	of	the	Bank	and	reviewed	by	Josette	Grech,	Man-
ager,	Monetary	Operations	and	Collateral	Management	Office.	The	views	expressed	in	the	Box	are	the	authors’	own	and	do	not	
necessarily	reflect	the	views	of	the	Bank.	
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option after one year from settlement of the operation starting in September 2021, and the 
recalibration of the interest rate on such operations. 

As regards asset purchases, the Governing Council temporarily increased the purchasing 
envelope for the APP. Furthermore, on 18 March 2021, the Governing Council introduced 
the PEPP. The PEPP comprises the same purchasing components of the APP, though with 
greater	flexibility	across	asset	classes	and	jurisdictions.	Similar	to	the	APP,	the	Bank	only	
purchases public sector debt securities under the PEPP. 

During the period under review, the key ECB interest rates – that is, the rates on the MROs, 
the marginal lending facility and the overnight deposit facility – stood unchanged at 0.00%, 
0.25% and -0.50%, respectively (see Chart 1).

Excess liquidity
Throughout the period reviewed, the Maltese banking system was characterised by high 
levels	of	excess	liquidity.	Excess	liquidity	is	defined	as	the	amount	of	deposits	placed	by	
banks at the overnight deposit facility of the Bank, net of the recourse to the marginal lend-
ing facility, plus current account holdings, in excess of the minimum reserve requirements 
(excess reserves).

At the beginning of the period, excess liquidity stood at €4,636.5 million and grew in a rela-
tively linear manner, reaching €5,380.2 million at the end of MP8. The daily average excess 
liquidity was €4,859.1 million, reaching a peak of €5,614.4 million on 29 December 2020. 
The increase in excess liquidity illustrated in Chart 2 was driven mainly by growth in excess 
reserves, while the use of standing facilities was minimal.

At the beginning of the period, excess reserves stood at €4,599.5 million and grew at a slow 
but	steady	pace	between	MP1	and	MP7,	with	significant	current	deposits	placed	at	the	end	
of each quarter. During 
MP8, excess reserves 
increased	 significantly,	
with a daily average of 
€5,327.3	 million,	 mainly	
due to large current 
account deposits placed 
by one credit institution. 
Average excess reserves 
stood at €4,825.3 million 
over the entire period 
reviewed. 

During the period under 
review, credit institutions 
continued	benefiting	from	
the two-tier system for 
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reserve	remuneration	introduced	by	the	Governing	Council	as	from	MP7	2019	that	started	
on	30	October	2019.	This	system	exempts	part	of	 the	credit	 institutions’	excess	 liquidity	
holdings from negative remuneration at the rate applicable on the deposit facility. With the 
two-tier system in place, during the period under review, credit institutions in Malta saved 
an estimated €6.4 million in interest expense compared to a situation where the negative 
interest rates would have applied to all their excess reserves.

Developments	in	excess	liquidity	also	reflect	the	use	of	standing	facilities.	Standing	facili-
ties are monetary policy instruments that facilitate the provision and absorption of overnight 
liquidity. The Eurosystem provides two types of standing facilities: the marginal lending 
facility and the overnight deposit facility. The marginal lending facility allows counterparties 
to borrow in order to meet short-term liquidity needs. On the other hand, the deposit facility 
allows counterparties to deposit overnight funds with the Eurosystem. 

During the period reviewed, there was no utilisation of the marginal lending facility by local 
credit institutions.

The balance on the overnight deposit facility was rather constant over the period with a 
daily average of €33.9 million. The low utilisation of the overnight deposit facility is attribut-
able to the fact that the two-tier system does not apply to the facility.

Autonomous liquidity factors
Autonomous liquidity factors are items in the central bank balance sheet that are neither 
monetary policy operations nor current account holdings of credit institutions. As the trans-
actions driving autonomous factors involve central bank money, they have a liquidity-pro-
viding	 or	 liquidity-absorbing	 effect.3,4 Essentially, increases in central bank assets entail 
the provision of liquidity, while increases in central bank liabilities involve the absorption of 
liquidity, and vice-versa.

Autonomous	 factors	 were	 net	 liquidity	 absorbing	 and	 stood	 at	 an	 average	 of	 €1,277.3	
million throughout the period under review.5	Despite	experiencing	significant	fluctuations,	
autonomous	factors	declined	until	MP5,	reaching	the	lowest	point	of	€1,673.4	million	on	22	
July 2020. Thereafter, the autonomous factors started to increase, rising to an average of 
€1,056.3 million during MP8 (see Chart 3).

The decline in autonomous factors between MP1 and MP5 was mainly the result of an 
increase in government deposits held with the Bank due to strong net issuances of Malta 
Government	securities.	In	fact,	government	deposits	increased	from	an	average	of	€757.3	
million in MP1 to €1,033.6 million in MP5. Furthermore, banknotes in circulation, which also 
includes the excess over the allocation based on the capital key, also increased from an 
average	value	of	€1,518.1	million	in	MP1	to	€1,713.7	million	in	MP5,	further	contributing	to

3   Liquidity-providing factors include net foreign assets and net assets denominated in euro.
4   Liquidity-absorbing factors consist of government deposits, banknotes in circulation and other autonomous factors.
5   Given that total autonomous factors were net liquidity-absorbing, in the Chart these are depicted with a negative sign.
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the decline in autonomous 
factors.6 Following MP5, 
banknotes in circulation 
continued to increase, 
reaching an average of 
€1,821.8 million during 
MP8. However, govern-
ment deposits held with 
the Bank decreased as 
from MP6 onwards lead-
ing to an increase in the 
autonomous factors and 
an injection of liquidity into 
the banking system. In 
fact, government depos-
its stood at an average of 
€581.6 million as at MP8, considerably less than their peak level earlier in the year. 

Monetary policy instruments

Open market operations
The Eurosystem uses open market operations to provide liquidity in euro to monetary policy 
eligible counterparties. During the period reviewed, the volume of liquidity injected into the 
domestic banking system through open market operations increased by €108.5 million.

At the beginning of the period, outstanding open market operations stood at €40.0 million, 
all stemming from the TLTRO-IIIs carried out in 2019. During the period under review, there 
was minimal participa-
tion in the MROs and 
the 3-month LTROs by 
Maltese counterparties. 
However, Maltese coun-
terparties participated in 
the additional LTROs, 
PELTROs and TLTRO-III. 
At the end of the period, 
therefore, the outstanding 
open market operations 
stood at €148.5 million, 
consisting of €103.5 mil-
lion and €45.0 million in 
terms of the TLTRO-IIIs 
and PELTROs, respec-
tively (see Chart 4). 
6   Banknotes in circulation include a portion based on the capital key allocation and a portion based on the excess or shortfall 
depending on actual issuance. Chart 3 depicts only the former while the latter is included with Intra-Eurosystem liabilities or claims.

-4,000

-3,000

-2,000

-1,000

0

1,000

2,000

3,000

Jan.
2020

Feb.
2020

Mar.
2020

Apr.
2020

May
2020

June
2020

 July
2020

Aug.
2020

Sep.
2020

Oct.
2020

Nov.
2020

Dec.
2020

Jan.
2021

Net foreign assets Net assets denominated in euro
Banknotes in circulation Government deposits
Other autonomous factors Total autonomous factors

Source: Central Bank of Malta.
(1) Liquidity providing factors are shown in positive figures whilst liquidity absorbing factors are shown in negative figures.

Chart 3
AUTONOMOUS FACTORS EVOLUTION BETWEEN MP1 AND MP8 2020(1)

(EUR millions)

0

200

400

600

800

1,000

1,200

1,400

Jan.
2020

Feb.
2020

Mar.
2020

Apr.
2020

May
2020

June
2020

July
2020

Aug.
2020

Sep.
2020

Oct.
2020

Nov.
2020

Dec.
2020

Jan.
2021

Chart 4
EVOLUTION OF MONETARY POLICY OPERATIONS(1)

(EUR millions)

TLTRO-III PELTRO Additional LTRO
PSPP PEPP SMP
Total monetary perations

Source: Central Bank of Malta.
(1) There were miniminal participation in the MRO and 3-month LTRO.



CENTRAL BANK OF MALTA Quarterly Review 2021:2

64

Asset purchases
Through	its	participation	in	the	various	asset	purchase	programmes,	the	Bank	also	influ-
enced liquidity conditions during the period reviewed. 

During	MP1,	 the	Bank’s	holdings	of	debt	 instruments	under	 the	Securities	Markets	Pro-
gramme (SMP) stood at an average of €14.1 million.7 These holdings subsequently 
declined,	reflecting	the	maturing	of	securities,	falling	to	an	average	value	of	€9.3	million	in	
MP8.
 
PSPP holdings under the APP stood at an average of €884.3 million in MP1. These hold-
ings grew steadily over the period, standing at an average value of €905.6 million in MP8. 
This	change	in	volume	reflects	the	net	increase	effect	of	the	purchase	of	securities	as	well	
as	the	offsetting	effect	of	the	redemption	of	maturing	securities	that	occurred	in	the	interim.	

Given that the PEPP was only launched in March 2020, holdings stood at an average of 
just	€32.2	million	 in	MP2.	These	holdings	grew	significantly	during	 the	period,	 standing	
at an average value of €236.0 million in MP8. This increase was driven solely by the pur-
chases of securities over the period, as no securities matured.

On	balance,	 the	Bank’s	 holdings	 of	 securities	 in	 terms	 of	 the	Eurosystem’s	PSPP	 and	
PEPP increased by €266.4 million since the start of MP1, implying a net injection of liquidity 
during the period reviewed.

7   The SMP was announced by the Governing Council of the ECB on 10 May 2010, with the intention of ensuring depth and 
liquidity in malfunctioning segments of the debt securities markets and to restore an appropriate functioning of the monetary policy 
transmission mechanism. The SMP was terminated as from 6 September 2012 with the purchased securities held to maturity.
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Liquidity support measures related to COVID-19
In response to the COVID-19 pandemic and subsequent containment measures, the Central 
Bank of Malta issued Directive No. 18 to regulate the temporary suspension of debt repayments 
on credit facilities advanced by credit institutions to borrowers prior to 14 April 2020.6 A number of 
businesses and households that were faced with liquidity challenges applied with MFIs in Malta 
for a moratorium on loan repayments (see Table 6.4).7,8

As at end-December, there were 1,929 loans subject to a moratorium on loan repayments. These 
amounted to around €695.9 million, or 5.9% of total loans outstanding to Maltese residents. The 
number of loans that were subject to a moratorium on repayments stood at a quarter of that in 
September	when	there	were	7,627	loans	benefitting	from	these	moratoria,	amounting	to	€1.6	bil-
lion,	or	13.8%	of	total	outstanding	loans.	The	decline	in	the	number	of	beneficiaries	as	well	as	the	
amount of loans subject to a moratorium suggest that some businesses and households recom-
menced	regular	repayments	on	pre-pandemic	loans,	signalling	a	recovery	in	income	flows	and,	
for some, the expiration of the moratoria period. 

6	 	 	This	Directive	was	issued	in	consultation	with	the	Malta	Financial	Services	Authority	and	the	Malta	Bankers’	Association	and	entered	
into force on 13 April 2020. A number of banks had already started to provide moratorium facilities voluntarily in March 2020. In view of the 
protracted impact of the COVID-19 pandemic, on 14 January 2021, the Minister for Health, in consultation with the Ministry for Finance, 
issued Legal Notice (LN) 15 of 2021 on ‘Moratorium	on	Credit	Facilities	in	Exceptional	Circumstances’, which relates to the reactivation of 
moratoria in Malta. This reactivation allowed borrowers to submit their applications for new moratoria or to extend their existing moratoria 
subject to a number of conditions, before 31 March 2021. 
7   Data on moratoria include both pre and post the Legal Notice 142 of 2020 on the Moratorium on Credit Facilities Regulations in Excep-
tional Circumstances (see here) and Central Bank of Malta Directive No. 18. Data on moratoria refer to loans that were issued before the 
onset of the pandemic and which became subject to a moratorium as a result of COVID-19 before Central Bank of Malta Directive No. 18 
of 2020, or in terms of the same Directive.
8	 	 	As	at	end	February,	there	were	1,687	loans	subject	to	a	moratorium	on	repayments,	amounting	to	€656.9	million,	or	5.5%	of	total	out-
standing loans to Maltese residents.

Table 6.4

Number of loans; EUR millions; percentage

Volume of 
loans(1)

Outstanding 
amounts(2)

Share in 
sector's 

outstanding 
loans(3)

Volume of 
loans(1)

Outstanding 
amounts(2)

Share in 
sector's 

outstanding 
loans(3)

Households 5,830 529.2 8.4 1,121 105.6 1.7
Manufacturing 119 42.1 19.2 45 8.2 3.7
Construction 82 36.9 5.7 30 18.2 2.9
Wholesale and retail trade; repair of motor 
vehicles and motor cycles 367 105.1 16.5 125 28.0 4.3

Transportation and storage and information 
and communication 86 51.6 19.1 50 18.4 6.2

Accommodation and food service activities 341 239.1 50.8 220 204.9 40.4
Real estate activities 363 311.8 31.5 129 181.3 17.8
Other(4) 441 272.3 13.6 210 131.2 6.5
Total 7,627 1,588.1 13.8 1,929 695.9 5.9
Source: Central Bank of Malta.
(1) The number of loans subject to moratorium.
(2) Outstanding amounts of loans subject to moratorium as at end of month, in EUR millions.

(4) Includes loans to agriculture and fishing, mining and quarrying, public administration, education, health and social work, financial and 
insurance activities (including interbank loans), professional, scientific and technical activities, administrative and support service activities, 
arts, entertainment and recreation, other services activities and extra-territorial bodies & organisations, and the electricity, gas & water              
supply sector.

(3) The percentage of loans subject to moratorium in total outstanding loans held by the sector as at end of month.

LOANS SUBJECT TO MORATORIUM 

As at September 2020 As at December 2020

https://legislation.mt/eli/ln/2021/15/eng/pdf
https://legislation.mt/eli/ln/2021/15/eng/pdf
http://www.justiceservices.gov.mt/DownloadDocument.aspx?app=lp&itemid=30087&l=1
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The largest number of loans covered by moratoria was held by households, with the sector 
accounting for 58.1% of the total volume of loans subject to a moratorium as at end-December. 
Nevertheless,	the	number	of	households	benefitting	from	these	moratoria	fell	significantly	during	
the quarter. Maltese households held €105.6 million of such loans, equivalent to 15.2% of all of 
loans	subject	to	a	moratorium	and	to	1.7%	of	outstanding	household	loans	–	a	significant	decline	
from	8.4%	of	households’	loans	outstanding	as	at	end-September.	

Meanwhile, the accommodation and food services activities sector held €204.9 million in loans 
subject	to	a	moratorium,	or	29.4%	of	such	loans.	This	sector	was	the	one	most	affected	by	the	
containment measures introduced in response to COVID-19. The share of loans held by this 
sector	that	were	subject	to	a	moratorium	edged	down	to	40.4%	of	the	sector’s	outstanding	loans	
as at end-December, compared with 50.8% three months earlier. This was followed by the real 
estate sector, which held €181.3 million in loans subject to a moratorium, or 26.1% of such loans 
–	equivalent	to	slightly	less	than	a	fifth	of	this	sector’s	outstanding	loans.	

Moreover, as at end-December, the wholesale and retail trade sector held €28.0 million in loans 
subject to a moratorium, making up 4.0% of such loans subject to a moratorium, or 4.3% of loans 
held by the sector, a smaller share from 16.5% as at end-September. 

In order to further alleviate liquidity shortfalls as a result of the pandemic, the Government 
launched	the	MDB’s	CGS.	This	scheme	provides	guarantees	to	commercial	banks	with	the	aim	
of enhancing access to new working capital loans for businesses. It enables credit institutions to 
leverage	government	guarantees	up	to	a	total	portfolio	volume	of	€777.8	million.9 

By	end-December,	537	facilities	were	approved	under	the	CGS,	covering	total	sanctioned	lending	
of €408.1 million (see Table 6.5). As the scheme provides loans for working capital, the amounts 

9   The MDB CGS was approved by the European Commission on 2 April 2020. See here for further details.

Table 6.5

Number of facilities; EUR millions

Total 
number of 
facilities(1)

Sanctioned 
amount(2)

Total 
number of 
facilities(1)

Sanctioned 
amount(2)

Manufacturing 39 18.1 45 19.2
Construction 21 33.2 29 39.1
Wholesale and retail trade; repair of motor 
vehicles and motor cycles 129 81.9 155 95.1

Transportation and storage and information and 
communication 32 49.4 34 39.4

Accommodation and food service activities 106 69.8 122 93.1
Professional, scientific and technical activities 29 12.8 28 16.6
Administrative and support service activities 31 11.6 35 11.9
Real estate activities 12 3.6 17 6.4
Other(3) 54 63.5 72 87.4
Total 453 343.7 537 408.1
Source: MDB.

MDB CGS  ̶  AS AT DECEMBER 2020

(3) Includes loans to education, health and  social work, financial and insurance activities, arts, entertainment and recreation, 
other services activities and extra-territorial bodies & organisations, and the electricity, gas & water supply sector.

As at December 2020

(1) The number of facilities taken by various sectors.
(2) The total number of loans sanctioned under the scheme as at end month, in EUR millions.

As at September 2020

https://mdb.org.mt/en/Schemes-and-Projects/Pages/MDB-Working-Capital-Guarantee-Scheme.aspx
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actually	disbursed	may	fall	short	of	those	sanctioned.	In	fact,	€287.1	million	were	disbursed	by	the	
end of 2020. Hence, by then, slightly more than half of the scheme was sanctioned, while slightly 
more than a third was disbursed.

In terms of the number of facilities, the sector comprising wholesale and retail activities applied 
for the largest number of facilities. By end-December, 155 facilities were approved for this sector 
with a total value of sanctioned loans at €95.1 million.10 This was followed by accommodation 
and food services activities, with 122 facilities and a sanctioned amount of €93.1 million. The 
manufacturing	sector,	the	sector	comprising	professional,	scientific	and	technical	activities,	the	
administrative and support services sector, as well as the sector covering transport, storage and 
ICT	also	had	a	significant	number	of	facilities	approved.	The	number	of	approved	facilities	was	
the lowest in real estate.

Credit market conditions remain unchanged
According to the Bank Lending Survey (BLS) which was conducted in January 2021, respon-
dent banks reported unchanged credit standards, terms and conditions for NFCs in Malta dur-
ing the fourth quarter of 2020. All participating banks also expected credit standards on such 
loans	 to	remain	unchanged	 in	 the	first	quarter	of	2021.	As	regards	 the	demand	for	credit	by	
NFCs, half of the respondent banks considered demand to have remained unchanged. One 
bank, however, assessed demand to have decreased somewhat while another reported a con-
siderable increase. Looking forward, the majority of banks expected demand to remain stable 
in	the	first	quarter,	with	only	one	bank	foreseeing	a	decline.

As regards credit for house purchases, credit standards, and terms and conditions for the fourth 
quarter were assessed to have remained unchanged for the majority of surveyed banks, with 
just	one	bank	reporting	some	tightening	in	credit	standards.	Looking	forward	to	the	first	quarter	
of 2021, no changes in credit standards were expected. Most of the banks reported an increase 
in the demand for house loans in the fourth quarter of 2020. Only one bank reported unchanged 
demand.	The	majority	of	banks	expected	demand	to	remain	stable	in	the	first	quarter	of	2021.		

The majority of surveyed banks also reported unchanged credit standards, and terms and 
conditions for consumer credit and other lending for the fourth quarter. One bank, however, 
reported some tightening in credit standards. No changes in credit standards were anticipated 
for	the	first	quarter	of	2021.	All	participating	banks	reported	unchanged	demand	for	consumer	
credit.	Demand	was	largely	expected	to	remain	unchanged	also	in	the	first	quarter	of	2021.	
  
The	 January	 BLS	 posed	 ad	 hoc	 questions	 on	 banks’	 access	 to	wholesale	 and	 retail	 funding	
and	on	their	risk	transfer	capability	as	a	result	of	the	prevailing	situation	in	financial	markets.	In	
this regard, the majority of banks generally reported unchanged market access to retail funding. 
Half of the surveyed banks, however, reported some impact on the unsecured segment of their 
inter-bank money market. Moreover, all participating banks stated that access to medium-to-long 
debt securities remained unchanged or was not relevant for their business. The ability to transfer 
credit	risk	off	the	balance	sheet	was	assessed	by	all	banks	to	have	also	remained	unchanged	or	
unaffected.	Generally,	banks	did	not	expect	the	prevailing	situation	in	financial	markets	to	affect	
their	access	to	funding	and	risk	transfer	capability	in	the	first	quarter	of	2021,	but	half	of	the	banks	
surveyed expected some impact on access to wholesale and retail funding. Views among those 
expecting an impact were mixed.
10	 	 As	at	end-March,	576	facilities	were	approved	under	the	CGS,	covering	total	sanctioned	lending	of	€439.6	million.
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In the fourth quarter, respondent banks were also asked to gauge the impact of regulatory or 
supervisory requirements relating to capital, liquidity or provisioning on their assets, capital and 
funding conditions as well as on their lending policies. The majority of participating banks did 
not report any changes in their assets and their risk-weighted assets in the previous six months, 
but half of the reporting banks reported changes in their capital. No changes were reported in 
credit standards or margins as a result of new regulatory or supervisory requirements. Looking 
at the 12 months ahead, one bank expected an increase in its total assets. With regards to risk-
weighted assets, half of the banks anticipated no change, while the other banks reported mixed 
replies. Half of the banks also anticipated further increases in capital issuance.

Participating	banks	claimed	that	their	non-performing	loan	(NPL)	ratio	had	not	affected	their	lend-
ing policies in the preceding 6-month period, but one bank expected these loans to have some 
impact in the 6-months ahead.

Respondent banks were also asked to state how their credit standards, terms and conditions on 
new loans, and demand for loans across the main sectors of economic activity – namely manu-
facturing, construction, services, wholesale and retail trade, and real estate – have changed. 
All banks reported no change in credit standards in the past six months and were foreseeing no 
changes	in	the	next	six	months	for	all	the	five	sectors.	As	regards	terms	and	conditions,	half	of	the	
banks reported some easing in terms and conditions for most sectors in the past six months, while 
no changes were expected in the six months ahead. Replies regarding demand for loans were 
more mixed across participating banks and sectors. However, all banks said that demand from 
the real estate sector declined in the preceding 6-month period. Looking into the next six months, 
half of the banks expected no change in demand while the other half expected a decrease in 
demand from most of the surveyed sectors.

Finally, banks were also asked to assess the impact on their credit standards, and terms and 
conditions	on	loans	benefitting	from	COVID-19	related	government	guarantees	and	those	without	
these guarantees. With regards to credit standards, half of the participating banks reported some 
easing. The majority also said that terms and conditions eased compared with the preceding 
six months for loans with COVID-19 related government guarantees. Looking at the six months 
ahead, one bank anticipated some further easing in terms and conditions while another bank fore-
saw tighter conditions. The majority of banks also said that loans without government guarantees 
were	not	affected	in	the	preceding	six	months	and	expected	them	to	continue	not	to	be	affected	
in the six months ahead. 

All banks reported higher demand for loans backed by government guarantees. These loans pri-
marily were used to cover acute liquidity needs. One bank expected higher demand to persist in 
the next six months while another anticipated a decline. All banks apart from one experienced no 
change in demand for loans without government-related guarantees. The majority also expected no 
change in demand in the six months ahead with only one bank anticipating higher demand. 

The money market

Domestic money market interest rates decline
During the fourth quarter of 2020, the ECB maintained the interest rate on the MROs and the 
interest rates on the marginal lending facility and the deposit facility unchanged at 0.00%, 0.25% 
and -0.50%, respectively. In the euro area money markets, the 3-month EURIBOR fell further 



CENTRAL BANK OF MALTA Quarterly Review 2021:2

69

to -0.54% at the end of Decem-
ber from -0.49% at end-Sep-
tember. Meanwhile, secondary 
market yields on 3-month Ger-
man government securities, 
which act as a benchmark for 
euro area yields, fell to -0.85%, 
from -0.63% (see Chart 6.8).

In the domestic primary market, 
the yield on 3-month Treasury 
bills declined to -0.50% from 
-0.48% at end-September. The 
three-month yield in the sec-
ondary market also fell, stand-
ing at -0.49% from -0.32% over 
the same period.

As the yield on the euro area benchmark fell more sharply, the spread between the yield on 
domestic 3-month Treasury bills and the former widened. It stood at 36 basis points at the end 
of December, up from 31 basis points three months earlier.

During	the	fourth	quarter	of	2020,	the	Government	issued	€473.0	million	in	Treasury	bills,	€75.0	
million more than the amount of €398.0 million issued between July and September. 

The capital market
During	 the	final	quarter	of	2020,	 the	Government	 issued	 three	new	MGS	with	a	 total	value	of	
€185.0 million. Two institutions announced new bond issues: APS Bank issued €55.0 million 
unsecured	subordinated	bonds;	and	Gap	Group	plc	issued	€21.0	million	secured	bonds.

By	the	end	of	December,	22	firms	had	bonds	that	were	listed	on	the	MSE	through	Prospects,	an	
unchanged number from that at 
the end of September. 
In the secondary market, turn-
over in government bonds 
declined to €38.4 million, com-
pared with €43.1 million in the 
third quarter of 2020, while turn-
over in corporate bonds more 
than doubled to €31.6 million, 
from €15.4 million previously.

Secondary market yields on 
Maltese government bonds 
fell (see Chart 6.9). The yield 
on 5-year bonds fell to -0.22% 
at the end of December from 
-0.01% at end-September, while 
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that	on	10-year	bonds	declined	to	0.27%	from	0.45%.	Meanwhile,	the	euro	area	yield	on	5-year	
bonds	was	down	by	4	basis	points	to	-0.74%,	while	the	yield	on	10-year	bonds	fell	by	5	basis	
points to -0.58%. As the domestic 10-year yield fell faster than the euro area benchmark yield, the 
spread	against	the	latter	narrowed	to	85	basis	points,	from	97	basis	points	in	the	previous	quarter.

MSE Share Index regains some of its earlier losses
After falling in the third quarter of 2020, share prices in Malta regained some of their losses 
during the fourth quarter. At 
end-December, the MSE Equity 
Price	Index	stood	16.7%	above	
its level at end-September (see 
Chart 6.10). Nonetheless, the 
index was still 12.4% lower than 
the level prevailing a year ear-
lier. Similarly, the MSE Equity 
Total Return Index, which 
accounts for changes in equity 
prices and dividends, rose by 
16.8% between end-September 
and end-December.

Equity turnover edged up to 
€14.1 million during the fourth 
quarter,	from	€6.7	million	in	the	
third quarter.
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ESTIMATES OF INDUSTRY-SPECIFIC MULTIPLIERS FOR THE MALTESE 
ECONOMY ON THE BASIS OF THE SIOT FOR 20151

Nathaniel Debono and Ian P. Cassar

Introduction
The use of the input-output methodological framework allows for an analysis of the extent to which 
an	increase	in	final	demand	to	a	particular	industry	may	also	affect	other	parts	of	the	economy.	
Such an analysis is highly reliant on the availability of the symmetric input-output table (SIOT). 
At its core, an SIOT disaggregates economic activity into a number of sectors (or products) and 
documents	the	monetary	value	of	the	transactions	–	commonly	known	as	‘inter-industry	transac-
tions’	–	that	take	place	among	these	different	sectors.	An	SIOT	therefore	contains	information	that	
is useful both for the study of inter-industry linkages as well as for an analysis of changes in the 
production structure of an economy over time. 

The purpose of this analysis is twofold. Firstly, based on the demand-driven input-output frame-
work originally put forward by Wassily Leontief in 1941, this work presents a set of industry-
specific	multipliers	for	the	Maltese	economy	on	the	basis	of	an	SIOT	for	the	reference	year	of	
2015.2 These derived multiplier estimates are calculated on the basis of highly-disaggregated 
SIOTs made available by the NSO in January 2021. The SIOTs are compliant with ESA 2010 and 
are	disaggregated	into	40	industries,	consistent	with	the	definitions	of	 the	European	Statistical	
Classification	of	Economic	Activities	(NACE)	Rev.	2.	This	work	can	be	viewed	as	an	update	of	
previous work conducted by the Bank using SIOTs for 2010.3,4 In light of this previous work, in a 
second	part,	the	industry-specific	multipliers	for	the	Maltese	economy	for	2015	are	compared	with	
the corresponding multipliers obtained from the SIOT for 2010. This makes it possible to identify 
any	changes	that	may	have	occurred	to	each	sectors’	underlying	inter-industry	linkages	during	
this 5-year period. 

Methodology
The	 Leontief	 demand-driven	model	 is	 a	 fixed	 price	 static	 general	 equilibrium	model	 which	 is	
derived	on	the	basis	of	the	respective	inter-industry	flows	indicating	the	amount	of	input	i needed 
by sector j	 to	 fulfil	 its	 final	 demand	 requirements.	 In	 itself,	 information	 about	 the	 relationship	
between	an	industry’s	input	and	output	allows	for	an	analysis	of	the	‘direct	effects’	that	an	increase	
in	the	final	demand	of	a	particular	sector	has	on	the	other	industries	in	the	economy.	The	true	
impact	of	an	 increase	 in	 final	demand	on	production,	however,	goes	beyond	solely	 the	direct	
effects.	This	 is	because	 in	order	 to	produce	 the	higher	output	needed	 to	meet	 the	 increase	 in	
final	demand,	a	sector	would	need	–	and	therefore	demand	–	more	intermediate	inputs.	These	
intermediate inputs in turn represent an output for the respective sectors, which in turn stimu-
late	further	input	requirements.	This	causes	a	ripple	effect	on	other	industries	that	in	turn	would	

1   Prepared by Mr Nathaniel Debono and Dr Ian P. Cassar. Mr Debono is a Research Economist at the Economic Research Department 
of the Central Bank of Malta. Dr Cassar is a Senior Lecturer in the Economics Department of the University of Malta. The authors would like 
to thank Mr Alexander Demarco, Dr Aaron G. Grech and Mr Noel Rapa for their helpful comments and suggestions. The views expressed 
in	this	paper	are	those	of	the	authors	and	do	not	necessarily	reflect	the	views	of	the	Central	Bank	of	Malta.	Any	errors	are	the	authors’	own.
2   Leontief, W. (1941). “The structure of the American Economy”, 1919-1929. Cambridge: Harvard University Press. (Second Ed., 1951, 
New York: Oxford University Press).
3   Cassar, I. (2015). “Estimates of output, income, value added and employment multipliers for the multipliers for the Maltese economy”. 
Quarterly Review, 2015(1), 38-42, Central Bank of Malta.
4	 	 	Rapa,	N.	(2017).	“Estimates	of	Industry	Specific	Multipliers”.	Quarterly Review,	2017(2),	19-23,	Central	Bank	of	Malta.
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require	more	inputs	themselves	to	meet	the	increase	in	demand.	These	ripple	effects	are	better	
known	as	the	‘indirect	effects’	generated	by	an	increase	in	final	demand	of	a	particular	sector.	In	
addition,	there	are	also	‘induced	effects’	brought	about	because	higher	output	leads	to	a	rise	in	
household	income,	which	in	turn	is	reflected	in	higher	consumption	and	higher	final	demand	for	
different	sectors.	

Sectoral	multipliers	derived	from	the	open	Leontief	demand-driven	model	reflect	the	direct	and	
indirect	effects,	across	the	economy,	of	a	€1	million	increase	in	final	demand	of	a	particular	sec-
tor (simple multipliers). Alternatively, if sectoral multipliers are obtained from the closed Leontief 
demand-driven	model	(closed	with	respect	to	household	behaviour),	these	would	reflect	the	direct,	
indirect	as	well	as	induced	effects	(total	multipliers).	The	magnitude	of	simple	multipliers	is	largely	
influenced	by	the	relative	share	of	primary	inputs	in	each	sector’s	total	output.	In	particular,	the	
higher the share of imports, labour compensation and gross operating surplus for each sector, the 
higher are the leakages from the domestic inter-industry system, resulting in lower simple multipli-
ers.	In	addition,	total	multipliers	will	also	be	affected	by	the	income	and	consumption	expenditure	
patterns of households. The larger the share of household income that is spent on consumption of 
goods	and	services	from	within	a	specific	sector,	the	larger	would	be	the	sectoral-induced	effects,	
consequently resulting in larger total multipliers.

Multipliers of selected industries in Malta in 2015
Table 1 shows the simple and total output, income, value added and employment multipliers for 
ten industries deemed to be of strategic importance to the Maltese economy, largely due to their 
contribution to total output, and value added.5 The manufacture of electronics and transport is 
a	core	element	of	Malta’s	manufacturing	 industry,	while	 construction	and	 retail	 trade	are	also	
important sectors domestically. Hospitality – which is mostly export-oriented – is represented by 
accommodation and food services activities, and travel agency and tour operations. Other impor-
tant	services	industries	 include	information	and	communication,	 the	financial	services,	and	the	
creative arts and gambling and betting sector. This analysis also includes real estate activities, 
while public administration and defence is used as a proxy for the public sector. Together, these 

5	 	 	Note	that	in	input-output	terminology,	output	is	defined	as	the	sum	of	intermediate	production	and	primary	inputs	and	is	therefore	not	
consistent	with	the	definition	of	an	economy’s	GDP.	As	a	result,	value	added	multipliers	are	generally	regarded	to	be	a	better	measure	of	
the	change	in	GDP	brought	about	by	a	marginal	change	in	final	demand.

Table 1

Simple Total Simple Total Simple Total Simple Total
Manufacture of electronics and 
transport equipment 1.25 1.66 0.20 0.27 0.33 0.51 8.86 12.67

Quarrying and construction 1.77 2.29 0.25 0.35 0.55 0.78 13.20 18.08
Retail trade, except motor vehicles 1.37 2.04 0.32 0.45 0.81 1.10 20.62 26.86
Accommodation & food services 1.68 2.28 0.29 0.40 0.66 0.93 17.09 22.71
Travel agency and tour operations 2.35 2.98 0.31 0.43 0.59 0.88 15.40 21.35
Information and communication 1.36 1.78 0.20 0.28 0.51 0.70 6.90 10.80
Financial service activities, 
except insurance 1.04 1.15 0.06 0.08 0.11 0.16 1.59 2.70

Real estate activities 1.43 1.58 0.08 0.11 0.78 0.85 3.62 5.09
Public administration and defence 1.38 2.58 0.59 0.81 0.78 1.32 22.46 33.79
Creative arts, gambling and betting 1.24 1.41 0.08 0.11 0.34 0.41 2.34 3.89
Source: Authors' calculations.

INDUSTRY MULTIPLIERS FOR MALTA IN 2015: SELECTED INDUSTRIES
Output Income Value Added Employment
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ten sectors accounted for more than 60% of total output produced in 2015, and more than half the 
gross value added generated in the Maltese economy during the same year.6

The	respective	multipliers	show	the	direct	and	indirect	effects	(simple	multipliers)	and	also	the	
induced	effects	(total	multipliers)	resulting	from	an	increase	in	the	final	demand	to	a	given	sector.	
By way of example, the output multiplier of sector j shows the increase in the total output pro-
duced, across all sectors in the economy, which was required in order to satisfy the input require-
ments	needed	 to	satisfy	 the	 increase	 in	final	demand	of	sector	 j.	Following	 this	definition,	 the	
simple output multiplier for the manufacture of electronics and transport equipment implies that 
for	every	€1	million	increase	in	the	final	demand	to	this	sector,	total	output	in	the	economy	rises	
by	€1.25	million	solely	due	to	direct	and	indirect	effects.	Once	the	induced	effects	are	factored	in	
the analysis, total output would rise by a further €0.41 million, such that the total output multiplier 
for	this	industry	is	estimated	at	€1.66	million.	Similar	definitions	apply	for	the	income,	value	added	
and employment multipliers.7 

In 2015, travel agency and tour operations, accommodation and food services, and quarrying and 
construction score the highest simple output multiplier out of the ten industries considered in this 
study.	Conversely,	manufacturing	and	service-oriented	industries,	namely	financial	services,	and	
the	creative	arts,	gambling	and	betting	sectors,	score	relatively	low	output	multipliers,	a	finding	
that may be explained by the high import content required by these sectors.

The	high	import	content	of	manufacturing,	financial	services,	and	the	creative	arts	and	gambling	
and	betting	 is	also	 reflected	 in	 relatively	 low	value	added	multipliers	 for	 these	sectors.	To	 the	
contrary, among the selected industries, the highest value added multipliers are recorded for 
industries that are more labour intensive and generally have a low import content, such as retail 
trade, real estate activities and public administration. It is also noticeable that in all 40 industries, 
the	sum	of	the	direct	and	indirect	effects	on	value	added	generated	by	an	increase	in	final	demand	
is	less	than	one.	By	way	of	example,	this	implies	that	a	€1	million	increase	in	the	final	demand	of	
accommodation and food services generates a €0.66 million increase in total value added in the 
economy.	It	is	only	when	considering	the	induced	effects	resulting	from	household	consumption	
(total multiplier) that the value added multiplier for some industries exceeds one.
 
In	 reflection	 of	 its	 high	 labour	 intensity,	 public	 administration	 scores	 the	 highest	 income	 and	
employment multipliers out of the ten industries considered in this analysis. Other labour-inten-
sive sectors such as retail trade, travel agency and tour operations, accommodation and food 
services, and quarrying and construction also record relatively large income and employment 
multipliers.	In	contrast,	the	income	and	employment	multipliers	for	real	estate	activities,	the	finan-
cial services, and the creative arts, gambling and betting are quite low, especially when compared 
with the other sectors incorporated in this analysis. Although these sectors are also largely labour 
intensive,	these	results	are	consistent	with	those	derived	from	the	2010	SIOTs.	These	findings	
reflect	the	high	productivity	of	labour	enjoyed	by	these	sectors,	which	limits	the	amount	of	labour	
input	needed	to	meet	the	increase	in	the	level	of	output	resulting	after	a	shock	to	final	demand	of	
these sectors. 

6   It should be noted that the share of the ten sectors to total output and gross value added has remained fairly stable during the years 
following 2015 and up to 2019.
7	 	 	Employment	multipliers	are	defined	as	the	change	in	employment	generated	by	direct,	indirect	and	induced	effects	brought	about	by	a	
€1	million	change	in	final	demand	of	a	given	sector.
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The multipliers considered so far – generally referred to as modelling multipliers – show the 
impact	 that	 a	marginal	 increase	 in	 final	 demand	 has	 on	 output,	 income,	 value	 added,	 and	
employment. However, these multipliers do not account for the relative size of the respective 
industries	or	the	magnitude	of	the	final	demand	for	their	goods	and	services.	A	measure	that	
does allow to account for the relative size heterogeneity across sectors is what is referred to 
as an accounting multiplier. A set of accounting multipliers is presented in Table 2. Accounting 
multipliers represent the share of total output, income, value added and employment that is 
needed	to	meet	the	direct	and	indirect	effects	generated	by	each	industry’s	final	demand.8 In 
other	words,	the	accounting	multipliers	show	each	industry’s	(direct	and	indirect)	contribution	to	
total output, income, value added, and employment in the economy, when accounting for each 
sector’s	final	demand.	

Since	accounting	multipliers	 take	 into	consideration	 the	final	demand	of	each	 industry,	 results	
can vary considerably from the modelling multipliers estimates presented in Table 1. In particu-
lar,	while	the	financial	services	industry	(except	insurance)	and	the	creative	arts,	gambling	and	
betting had relatively low output and value added modelling multipliers, these industries boast 
among the highest output accounting multipliers out of the 40 industries considered in this analy-
sis. In fact, these two industries rank highest in terms of output accounting multipliers, directly 
and indirectly contributing close to 20% (each) of the total output in the Maltese economy. The 
creative arts, gambling and betting sector also ranks top in terms of the value added accounting 
multiplier,	contributing	slightly	more	than	16%	of	the	economy’s	total	value	added	in	2015.	Among	
the 40 industries included in the 2015 SIOT, public administration and education are the largest 
contributors to total income while in terms of employment, only the accommodation and food ser-
vices industry contributed more (directly and indirectly) in 2015.

Industry-specific multipliers in 2015: comparison with 2010
In	what	follows,	the	industry-specific	output,	income,	value	added	and	employment	multipliers	for	
the Maltese economy in 2015 are compared with the corresponding multipliers calculated from 
the	2010	SIOT.	Overall,	with	the	exception	of	a	few	industries,	minor	differences	were	observed	
between 2010 and 2015 multiplier estimates, suggesting a relative stability in the inter-industry 

8	 	 	Accounting	multipliers	are	calculated	as	the	product	of	each	sector’s	output,	income,	value	added	and	employment	simple	multipliers	
with	the	final	demand	of	the	respective	sector,	considered	as	a	share	of	the	economy’s	total	output,	income,	value	added	and	employment.	

Table 2

Per cent of total

Output Income Value 
Added

Employment

Manufacture of electronics and transport equipment 4.60 4.67 3.57 4.99
Quarrying and construction 4.01 3.70 3.68 4.59
Retail trade, except motor vehicles 3.32 5.05 5.79 7.65
Accommodation & food services 6.55 7.31 7.69 10.20
Travel agency and tour operations 0.79 0.67 0.59 0.79
Information and communication 3.04 2.92 3.40 2.36
Financial service activities, except insurance 19.84 7.06 6.22 4.67
Real estate activities 3.24 1.12 5.23 1.26
Public administration and defence 3.86 10.63 6.51 9.66
Creative arts, gambling and betting 19.89 8.32 16.15 5.74
Source: Authors' calculations.

INDUSTRY ACCOUNTING MULTIPLIERS FOR MALTA IN 2015: SELECTED INDUSTRIES
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linkages and the sectoral composition of the production structure of the Maltese economy between 
2010 and 2015.

Table 3 shows a comparison between the output modelling and accounting multipliers recorded 
in 2015 with the corresponding values in 2010.9 Among the simple modelling multipliers, travel 
agency and tour operations have seen the largest positive change between 2010 and 2015. While 
in	2010,	the	direct	and	indirect	effects	of	a	€1	million	increase	in	the	final	demand	of	this	sector	
resulted in a €1.81 million rise in total output, this went up to €2.35 million in 2015. As a result, 
travel agency and tour operations recorded the highest simple output multiplier in 2015. On the 
other	hand,	 the	sector	covering	other	professional,	scientific	and	 technical	activities	 (including	
advertising and research) saw the largest drop in its simple output multiplier during the period 
2010-2015. While in 2010, this sector registered the highest simple output multiplier, it ranked 
21st out of the 40 industries included in the 2015 SIOT utilised for this study. 

Changes in accounting multipliers show that the direct and indirect contribution of the creative 
arts, gambling and betting sector to total output almost doubled between 2010 and 2015. On 
the	other	hand,	the	contribution	of	the	financial	services	industry	to	total	output	declined	from	
24% in 2010 to 20% in 2015. Although this industry saw the largest drop in contribution to 
total output during this period, it remained the second highest contributor to the total output in 
the Maltese economy in 2015, slightly lagging behind the creative arts, gambling and betting 
sector. 

With the exception of activities of households as employers (including activities produced for 
own	use	and	of	extra-territorial	bodies),	any	industry-specific	changes	in	the	income	multipliers	

9   In light of space concerns, this analysis focuses only on simple modelling and accounting multipliers.

Table 3

Industries with largest positive 
change

2010 
Multiplier

Change 
in 2015

Industries with largest negative 
change

2010 
Multiplier

Change 
in 2015

Simple Modelling Multipliers
Travel agency and tour operations 1.81 0.54 Other personal service activities 1.51 -0.16

Electricity and water collection 1.95 0.32 Architectural and engineering 
activities 1.73 -0.20

Fishing and acquaculture 1.30 0.25 Sports activities and recreation 1.79 -0.24
Insurance, reinsurance and 
pension funding 1.14 0.23 Rental and leasing activities 1.54 -0.26

Manufacture of textile 1.38 0.22 Other professional, scientific 
and technical activities 2.09 -0.70

Accounting Multipliers
Per cent of total

Creative arts, gambling and betting 10.03 9.86 Manufacture of chemical products 
and pharamceuticals 2.74 -0.67

Other professional, scientific 
and technical activities 0.36 1.66 Information and communication 3.97 -0.93

Transport 4.83 0.79 Quarrying and construction 5.3 -1.29

Real estate activities 2.65 0.59 Manufacture of electronics and 
transport equipment 8.38 -3.78

Fishing and acquaculture 0.38 0.45 Financial services activities, 
except insurance 24.39 -4.55

Source: Authors' calculations.

INDUSTRY OUTPUT MULTIPLIERS FOR MALTA IN 2015: COMPARISON WITH 2010
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between 2010 and 2015 were rather small (Table 4).10 Similar to the 2010 analysis, the highest 
simple modelling income multipliers in 2015 are recorded in labour-intensive sectors, namely 
employment activities, education and social work activities. Possibly due to reasons put forward 
earlier	in	this	analysis,	the	modelling	income	multipliers	pertaining	to	the	financial	services	(except	
insurance), real estate activities, and the creative arts, gambling and betting activities remain the 
lowest among the 40 industries included in the 2015 SIOT.

When	considering	the	size	of	each	sector’s	final	demand,	the	direct	and	indirect	contribution	of	
the creative arts, gambling and betting industry to total income is found to have increased from 
below 4% in 2010 to more than 8% in 2015. As a result, this industry stood as the third-highest 
contributor to total employee income in 2015, still lagging behind public administration, and edu-
cation. Less pronounced increases in contribution to total income were also observed in the other 
professional,	scientific	and	technical	activities,	transportation,	activities	auxiliary	to	financial	ser-
vices	and	insurance,	and	the	financial	services	(except	insurance),	among	others.	On	the	other	
hand, the industries with the largest negative change in contribution to total income between 
2010 and 2015 included wholesale trade (except motor vehicles), public administration, informa-
tion and communication (including publishing activities), manufacture of electronics and transport 
equipment, and quarrying and construction. Nonetheless, the negative change was relatively 
marginal in all sectors.  

Turning	to	the	value	added	multipliers	presented	in	Table	5,	differences	between	2010	and	2015	
were also limited. In fact, the most pronounced increase in the simple modelling value added 
10   The substantial increase in the modelling income multiplier of activities of household as employers, including activities produced for 
own use and of extra-territorial bodies is due to the compensation to employees making up the entire gross value added of this industry 
in 2015. Moreover, no inter-industry demand, imports, taxes or subsidies were recorded by this sector during the same year, causing the 
industry’s	output	to	equal	its	gross	value	added.	It	follows	that	the	share	of	compensation	to	employees	in	the	industry’s	total	output	in	2015	
equalled	1.	The	corresponding	share	of	compensation	to	employees	in	the	industry’s	total	output	in	2010	was	0.	

Table 4

Industries with largest positive 
change

2010 
Multiplier

Change 
in 2015

Industries with largest negative 
change

2010 
Multiplier

Change 
in 2015

Simple Modelling Multipliers 
Activities of households as 
employers 0.00 1.00 Other professional, scientific 

and technical activities 0.26 -0.08

Manufacture of wood 0.22 0.11 Rental and leasing activities 0.20 -0.10
Activities auxiliary to financial 
services 0.18 0.09 Crop and animal production 0.24 -0.11

Manufacture of textiles 0.24 0.08 Repair of computers and personal 
goods 0.26 -0.12

Manufacture of electronics and 
transport equipment 0.14 0.06 Security and investigation services 0.62 -0.14

Accounting Multipliers
Per cent of total

Creative arts, gambling and betting 3.92 4.40 Wholesale trade, except motor 
vehicles 3.31 -0.82

Other professional, scientific 
and technical activities 0.28 1.39 Public administration 11.61 -0.99

Transport 5.35 0.81 Information and communication 4.04 -1.12
Activities auxiliary to financial 
services 0.82 0.69 Manufacture of electronics and 

transport equipment 5.98 -1.31

Financial services activities, 
except insurance 6.50 0.56 Quarrying and construction 5.23 -1.53

Source: Authors' calculations.

INDUSTRY INCOME MULTIPLIERS FOR MALTA IN 2015: COMPARISON WITH 2010
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multiplier	between	the	two	years	–	observed	for	activities	auxiliary	to	financial	services	and	insur-
ance, and electricity and water collection – stood at just 0.15. This implies that while in 2010 an 
increase	of	€1	million	in	final	demand	of	this	sector	generated	an	additional	€0.36	million	in	value	
added	(through	direct	and	indirect	effects),	€0.51	million	were	generated	in	value	added	in	2015.	
Similarly,	the	direct	and	indirect	value	added	effects	of	a	€1	million	increase	in	the	final	demand	
of electricity and water collection rose from €0.39 million in 2010 to €0.54 million in 2015. Similar 
to 2010, the highest simple value added multipliers are recorded for activities of household as 
employers (including activities produced for own use and of extra-territorial bodies), education 
and manufacture of basic metals. By contrast, the modelling value added multiplier pertaining 
to	the	financial	services	industry	(except	insurance)	remains	the	lowest	among	all	40	industries	
included in the 2015 SIOT, possibly due to the high import content associated with Special-Pur-
pose Vehicles (SPVs). 

The accounting value added multipliers show that the creative arts, gambling and betting remains 
Malta’s	largest	contributor	in	2015,	with	around	16%	of	all	value	added	generated	in	the	economy	
during	2015	being	either	directly	or	indirectly	linked	to	the	sector.	This	represents	an	increase	of	7	
percentage points, relative to the contribution by the same industry in 2010, mainly driven by the 
relative	increase	in	the	share	of	final	demand	attributed	to	creative	arts,	gambling	and	betting.	The	
largest negative change between 2010 and 2015 is recorded in the manufacture of electronics 
and	transport	equipment,	which	dropped	from	around	7%	in	2010	to	below	4%	in	2015.	Differ-
ences in the contribution of the other industries to total value added between 2010 and 2015 were 
relatively small and limited to less than 2 percentage points.

Table 6 shows a comparison between the employment multipliers in 2010 and 2015. Only nine 
out of 40 industries registered a positive change in the simple employment multiplier. Moreover, 
with the exception of the activities of household as employers (including activities produced for 

Table 5

Industries with largest positive 
change

2010 
Multiplier

Change 
in 2015

Industries with largest negative 
change

2010 
Multiplier

Change 
in 2015

Simple Modelling Multipliers 
Activities auxiliary to financial 
services and insurance 0.36 0.15 Information and Communication 0.58 -0.07

Electricity and water collection 0.39 0.15 Insurance, reinsurance and 
pension funding 0.55 -0.08

Rental and leasing activities 0.53 0.13 Real estate activities 0.86 -0.08

Sports activities and recreation 0.65 0.11 Repair of computers and personal 
goods 0.68 -0.11

Repair and installation of 
machinery 0.46 0.10 Other professional, scientific 

and technical activities 0.60 -0.16

Accounting Multipliers
Per cent of total

Creative arts, gambling and betting 9.20 6.94 Crop and animal production 1.24 -0.72

Other professional, scientific 
and technical activities 0.31 1.58 Manufacture of chemical products 

and pharamceuticals 3.37 -1.12

Retail trade, except motor vehicles 4.89 0.91 Information and communication 4.94 -1.54
Transport 5.09 0.82 Quarrying and construction 5.46 -1.78

Accommodation and food services 7.05 0.64 Manufacture of electronics and 
transport equipment 6.81 -3.24

Source: Authors' calculations.

INDUSTRY VALUE ADDED MULTIPLIERS FOR MALTA IN 2015: COMPARISON WITH 2010
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own use and of extra-territorial bodies), the extent of the positive changes in simple employ-
ment multipliers were marginal.11 In terms of the contribution of the respective sectors to total 
employment,	differences	between	2010	and	2015	were	also	relatively	small	in	magnitude.	In	fact,	
the accommodation and food services, public administration, education, and retail trade (except 
motor vehicles) remain the largest contributors to employment in Malta. Following an increase 
of almost 3 percentage points, relative to 2010, the creative arts, gambling and betting sector 
registered the 5th highest contribution to employment in 2015 at slightly less than 6%. The indus-
tries with the largest negative change in their contribution to total employment include quarrying 
and construction, and the manufacture of electronics and transport equipment, which, however, 
remain important contributors to total employment in Malta.

Conclusion
The	application	of	the	input-output	methodology	presented	in	this	analysis	allows	for	the	identifi-
cation and analysis of inter-industry relationships in the Maltese economy. In particular, this meth-
odology	is	useful	in	the	calculation	of	the	marginal	effects	that	an	increase	in	the	final	demand	to	
one sector has on total output, income, value added and employment across the production struc-
ture	of	the	Maltese	economy,	through	direct,	indirect	and	induced	effects.	Moreover,	accounting	
for	the	size	and	final	demand	of	each	sector,	this	analysis	should	also	prove	useful	in	the	assess-
ment	of	the	direct	and	indirect	contribution	of	different	sectors	to	the	total	output,	income,	value	
added and employment generated in the Maltese economy. 

Based on the SIOT for the reference year of 2015, this analysis shows that the highest income and 
employment multipliers in Malta are observed predominantly in labour-intensive sectors, namely 
employment activities, education, social work activities, and public administration. Consistent with 
a	 similar	 analysis	 for	 2010,	 the	 financial	 services	and	 the	 creative	arts,	 gambling	and	betting	
register among the lowest simple and total multipliers. However, when accounting for each 
11   The sectoral employment data available for 2010, provided by the NSO, which was employed for the study, did not show any employ-
ees working in activities of households as employers (including activities produced for own use and of extra-territorial bodies). This is largely 
behind the large positive change in the employment multiplier for this industry in 2015, compared to 2010.

Table 6

Industries with largest positive 
change

2010 
Multiplier

Change 
in 2015

Industries with largest negative 
change

2010 
Multiplier

Change 
in 2015

Simple Modelling Multipliers 
Activities of households as 
employers 0.03 63.71 Education 38.24 -9.08

Manufacture of wood 15.97 6.16 Sports activities and recreation 36.93 -10.32
Manufacture of basic metals 14.98 4.71 Employment activities 48.87 -12.38
Manufacture of textiles 13.35 2.01 Security and investigation services 42.09 -15.85
Manufacture of electronics and 
transport equipment 7.45 1.41 Activities of membership 

organisations 95.69 -20.07

Accounting Multipliers
Per cent of total

Creative arts, gambling and betting 2.77 2.97 Crop and animal production 1.00 -0.69

Retail trade, except motor vehicles 6.41 1.24 Wholesale trade, except motor 
vehicles 3.46 -0.74

Other professional, scientific 
and technical activities 0.27 1.18 Information and communication 3.31 -0.95

Transport 4.53 1.10 Manufacture of electronics and 
transport equipment 6.14 -1.15

Social work activities 3.44 1.02 Quarrying and construction 6.23 -1.64
Source: Authors' calculations.

INDUSTRY EMPLOYMENT MULTIPLIERS FOR MALTA IN 2015: COMPARISON WITH 2010
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industry’s	size	and	final	demand,	these	sectors	score	among	the	highest	multipliers,	particularly	in	
terms of output and value added. In fact, in 2015, the creative arts, gambling and betting industry 
accounted	for	20%	and	16%	of	the	economy’s	total	output	and	value	added,	respectively.	In	terms	
of its contribution to total income, this sector trails only the public administration, and education 
sectors, whose contributions to total employment income amount to 11% and 10%, respectively. 
In turn, these two labour-intensive industries trail only the accommodation and food services 
industry in their contribution to total employment. 

The availability of previous work based on the 2010 SIOT allows the changes in the Maltese 
economy structure and inter-industry linkage that have occurred between 2010 and 2015 to be 
tracked.	Overall,	with	the	exception	of	few	industries,	differences	observed	between	the	two	years	
were relatively small in magnitude suggesting that inter-industry linkages and sectoral structure 
of the Maltese economy have remained quite stable over this 5-year period. Nonetheless, certain 
sectors	–	namely	the	creative	arts,	gambling	and	betting,	other	professional,	scientific	and	techni-
cal activities, and transportation – consistently registered the largest increases in contribution to 
the	economy’s	total	output,	income,	value	added,	and	employment	between	2010	and	2015.	On	
the other hand, quarrying and construction, information and communication, and the manufacture 
of electronics and transport equipment seem to have lost some of their relative importance in total 
output, income, value added, and employment generated in the Maltese economy.

While the input-output methodology and the analysis presented in this article should provide use-
ful insights to policy makers, its limitations need to be acknowledged. Firstly, the methodology 
focuses	specifically	on	the	demand	side,	taking	no	consideration	of	constraints	in	supply	of	labour	
or of intermediate goods and services. In addition, while new Keynesian theory suggests that an 
increase in demand of one sector should exert upward pressure on prices, the Leontief demand-
driven	quantity	model	applied	in	this	study	assumes	fixed	prices.	Since	the	model	employed	in	
this	analysis	does	not	allow	to	internalise	changes	in	prices	following	final	demand	shocks,	the	
results	suggested	by	 the	 industry-specific	multipliers	might	overestimate	 the	 true	 impact	of	an	
increase	in	the	final	demand	of	an	industry.	Despite	these	limitations,	the	industry-specific	mul-
tipliers presented in this analysis should be useful in assessing inter-industry linkages and the 
relative	importance	of	different	economic	sectors	in	the	Maltese	economy.			
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DEVELOPMENTS IN THE MALTESE ECONOMIC STRUCTURE 
SINCE 2000: AN ANALYSIS USING CHAIN-LINKED SECTORAL 

NATIONAL ACCOUNTS DATA1

Jude Darmanin, Roberta Montebello, and Warren Deguara

Introduction
The Maltese economy has undergone several important structural changes over the past two 
decades. However, analysis of these changes was limited as it could only be conducted using 
nominal	data,	or	via	proxies	for	sector	deflators.2	 In	2020,	 the	National	Statistics	Office	(NSO)	
published	chain-linked	national	 accounts	data	by	economic	 sector	 for	 the	 first	 time.	This	new	
information allows an analysis of real GVA, productivity, and price competitiveness at sectoral 
level. 

This article provides an overview of sectoral developments in the Maltese economy in the two 
decades from 2000 to 2020.3	This	period	covers	Malta’s	accession	to	the	European	Union	and	the	
adoption of the euro, the Global Financial Crisis and subsequent euro area sovereign debt crisis, 
the growth of industries and the shift from industrial to more service-oriented activities and, more 
recently,	the	significant	negative	economic	shock	brought	about	by	the	COVID-19	pandemic.	

The changing structure of the Maltese economy
Table 1 outlines the development of the share of broad economic sectors in output of the Maltese 
economy between 2000 and 2020, measured in chain-linked GVA terms. These are compared 
with those of the euro area. This use of chain-linked GVA data allows for a more accurate overview 
of sectoral structure and developments, as it enables a distinction to be made between develop-
ments in output volumes and in prices. This distinction is not possible when using nominal data, 
meaning that output shares could be distorted by changes in relative output prices across sectors.

Since	2000,	the	share	of	industrial	activities	in	Malta’s	GVA	has	declined.	In	particular,	the	share	
of the manufacturing sector dropped from 12.6% in 2000-2006 to 8.5% on average over the 
period	2014-2020.	This	reflects	a	downscaling	of	the	manufacturing	sector	in	Malta	that	occurred	
around	the	time	of	EU	accession,	partly	reflecting	increased	external	competition	and	the	removal	
of	 trade	protection.	The	share	of	 the	construction	sector	also	dropped	markedly,	 from	7.1%	to	
3.9%,	while	the	relative	importance	of	primary	industries,	such	as	agriculture	and	fishing,	in	over-
all output remained small throughout the period under review. Conversely, industrial activities – 
especially manufacturing – remained an integral part of the euro area economy, accounting for 
17%	of	GVA	on	average	between	2014	and	2020,	roughly	double	that	 in	Malta.	 Indeed,	 it	has	
largely retained its share in the euro area economy throughout the past two decades. 

The	decline	in	the	share	of	industrial	activities	was	mirrored	in	a	significant	increase	in	the	share	
of services, which grew at a relatively faster pace. Indeed, the total share of services sectors 
in GVA (excluding the public sector) rose from an average of 52.8% in 2000-2006 to 68.1% in 

1   Prepared by Jude Darmanin, Roberta Montebello, and Warren Deguara. Mr Darmanin, Ms Montebello, and Mr Deguara are economists 
in the Economic Analysis Department of the Central Bank of Malta. 
2   See for instance “Structural changes in the Maltese economy” (Annual Report	2014,	pp.	72-76).
3   A number of detailed sector-level analyses have also been carried out. See “Developments in the transportation and storage sector” 
(Quarterly Review	2020:4,	pp.	78-89)	and	“Developments	in	the	manufacturing	sector”	(Quarterly Review 2018:1, pp. 20-29).



CENTRAL BANK OF MALTA Quarterly Review 2021:2

81

2014-2020.4 This is higher than the share of services in euro area output, which averaged at 
54.8%	in	the	last	sub-period		and	increased	by	only	2.6	percentage	points	compared	to	the	first	
sub-period. Indeed, output shares for all services sectors were higher in Malta than in the euro 
area during the past seven years, except for real estate activities and miscellaneous services.5 
A similar conclusion was reached in Grech (2015), which found that the increase in the share 
of services in Malta was the largest increase experienced across the European Union between 
2004 and 2014.6

Developments within services were mixed, however. The share of sectors such as information 
and	communication,	professional,	scientific,	and	technical	activities,	administrative	and	support	
services, and arts, entertainment, and recreational services (which mainly comprises the gam-
bling and betting industry) rose sharply during the past two decades. On the other hand, the aver-
age	share	of	accommodation	and	food	services	in	GVA	stood	at	4.7%	in	2014-2020,	down	from	
6.0% in 2000-2006.7 Similarly, the share of the sector comprising public administration, health, 
and education declined, averaging 16.8% in 2014-2020 from 20.5% in 2000-2006 and standing 
below the euro area average in the third sub-period. 

4	 	 	The	aggregate	for	private	services	sectors	excludes	agriculture	and	fishing,	industry,	construction,	and	the	sector	comprising	public	
administration, health, and education. 
5	 	 	Miscellaneous	services	comprises	NACE	sectors	S,	T	and	U.	Sector	S	includes	other	services	activities,	such	as	activities	of	non-profit	
organisations and trade unions, repair of consumer goods and equipment, and personal services. Sector T consists of activities of house-
holds	as	employers	of	domestic	personnel	and	undifferentiated	goods-and	services-producing	activities	of	private	households	for	own	use.	
Sector U relates to the activities of extraterritorial organisations and bodies.
6	 	 	See	Grech	(2015),	“The	Diversification	of	the	Maltese	Economy”.	A	more	broad-based	analysis	can	be	found	in	Grech	(2015),	“The	
Evolution of the Maltese Economy since Independence”. 
7	 	 	The	decline	in	the	GVA	share	of	food	&	accommodation	does	not	necessarily	reflect	a	decline	in	the	share	of	tourism	in	the	economy	
and	its	relative	importance	given	that	parts	of	tourist	expenditure	are	reflected	in	other	NACE	categories	(eg.	travel	agents,	transportation,	
entertainment, groceries and others).

Table 1

Chainlinked; averages

2000-
2006

2007-
2013

2014-
2020

2000-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing 1.8 1.3 1.0 1.7 1.7 1.7
Industry (excl. construction) 15.3 13.1 10.4 20.4 19.6 19.9

of which: Manufacturing 12.6 11.4 8.5 17.0 16.3 16.8
Construction 7.1 4.4 3.9 6.7 5.8 4.9
Wholesale and retail trade; vehicle repair 10.6 9.9 10.0 10.6 10.7 11.0
Transportation and storage 7.2 5.9 5.5 5.0 5.1 4.9
Accommodation and food services 6.0 4.9 4.7 3.1 3.0 2.9
Information and communication 3.5 4.4 8.1 3.3 4.0 4.9
Finance and insurance activities 5.7 8.9 8.1 5.3 5.4 5.0
Real estate activities 6.0 6.2 5.9 10.6 11.2 11.3
Professional, scientific and technical activities 4.1 5.4 8.3 6.4 6.4 6.6
Administrative and support service activities 3.6 4.1 6.8 4.2 4.4 4.7
Public administration and defence; education, health 
and social work activities 20.5 19.7 16.8 19.3 19.2 18.9

Arts, entertainment and recreation 4.2 10.4 9.7 1.3 1.3 1.4
Miscellaneous services 1.9 1.3 1.1 2.4 2.3 2.1

Euro area

(2) Data is an average of 2014-2019, as 2020 data were unavailable at the time of publication.

SHARES OF GVA(1)

Sources: Eurostat; authors' calculations. 
(1) Sectoral shares are chainlinked estimates and may not sum to 100%.

Malta

(2)

(2)

(2)

(2)

(2)

(2)

(2)
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On the other hand, the wholesale and retail trade sector maintained a relatively stable share of 
around	10.0%	since	2007,	which	is	only	moderately	lower	than	the	10.6%	recorded	in	the	previ-
ous seven years. 

Table 2 provides an overview of sectoral contributions to real GVA growth in the two decades to 
2020. Growth in aggregate output has accelerated over time, averaging 5.3% in 2014-2020 com-
pared	with	3.6%	in	2007-2013	and	1.7%	in	2001-2006.

The economic expansion during the 2001-2006 period was largely dominated by newly-estab-
lished	services	industries,	such	as	finance	and	insurance	activities,	and	arts,	entertainment	and	
recreational services. On the other hand, the manufacturing sector went through a period of 
downscaling, thereby acting as the main drag on economic growth during the period. The sector 
comprising transportation and storage, and the sector incorporating accommodation and food 
services also lowered GVA.

Growth	 in	GVA	accelerated	 in	 the	2007-2013	period	when	compared	with	 the	previous	seven	
years, supported mainly by services sectors. In particular, the arts, entertainment and recreation 
sector	recorded	a	strong	positive	contribution,	 reflecting	 the	development	of	 the	gambling	and	
betting industry in Malta. At the same time, the wholesale and retail trade sector also contributed 
significantly	 to	 growth	 during	 this	 period,	 reflecting	 a	 shift	 in	 consumption	 patterns	 and	 rising	
household incomes. The manufacturing sector registered positive growth on average during this 
7-year	period,	which	reflects	the	significant	restructuring	within	the	sector	in	favour	of	more	high-
value added industries such as pharmaceuticals and aircraft maintenance. On the other hand, 
the	construction	sector	contributed	negatively	to	growth,	reflecting	a	period	of	slowdown	in	the	
property market.

Table 2

Chainlinked; percentage points; averages

2001-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing 0.2 -0.1 0.0
Industry (excl. construction) -0.7 0.2 0.4

of which: Manufacturing -0.6 0.4 0.2
Construction 0.2 -0.1 0.3
Wholesale and retail trade; vehicle repair 0.1 0.5 0.4
Transportation and storage -0.2 0.1 0.0
Accommodation and food services -0.2 0.2 -0.1
Information and communication 0.3 0.4 1.2
Finance and insurance activities 0.6 0.4 0.3
Real estate activities 0.2 0.2 0.3
Professional, scientific and technical activities 0.3 0.4 1.0
Administrative and support service activities 0.1 0.3 0.8
Public administration and defence; education, health 
and social work activities 0.4 0.4 0.7

Arts, entertainment and recreation 0.4 0.6 0.1
Miscellaneous services 0.0 0.0 0.0
GVA (% growth) 1.7 3.6 5.3

CONTRIBUTIONS TO GROWTH IN GVA

Sources: NSO; authors' calculations. 
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GVA growth picked up further in the 2014-2020 period. During this period, growth was primarily 
driven by the information and communication sector, the sector comprising professional, sci-
entific	and	technical	activities,	the	sector	comprising	administrative	and	support	services,	and	
public	administration.	Other	services	sectors	such	as	the	finance	and	insurance	activities	sector	
also contributed positively, but to a lesser extent. The manufacturing sector also registered a 
positive contribution during this period, suggesting that despite its decreased share in output, 
the sector remained an important driver of output growth. On average, the accommodation and 
food services sector registered a slightly negative contribution to growth. The latter sector was 
heavily	impacted	by	the	COVID-19	shock	in	2020;	indeed,	between	2014	and	2019,	food	and	
accommodation	services	registered	a	positive	contribution	of	0.4	percentage	point,	reflecting	the	
rapid growth in the tourism industry during these years.

Table	2	shows	that	overall	GVA	growth	averaged	1.7%	in	2001-2006,	3.6%	in	2007-2013,	and	
5.3%	 in	 2014-2020	 when	measured	 in	 chain-linked	 volumes;	 this	 compares	 with	 growth	 of	
4.1%,	6.0%,	and	7.6%	in	the	respective	sub-periods	when	output	is	measured	in	current	(nomi-
nal) prices.8 This suggests that growth in the volume of output was more moderate than that 
indicated by nominal data, with the residual being wholly a result of growth in output prices 
(see	section	on	“Developments	in	sectoral	deflators”	below).	In	terms	of	sectoral	contributions,	
chain-linked data mainly implies lower contributions for the public, health and education sector, 
the	arts,	entertainment	and	recreation	sector,	and	the	financial	and	insurance	activities	sector,	
indicating	that	a	significant	part	of	the	nominal	 increase	in	output	registered	in	these	sectors	
during	the	period	under	review	was	driven	mainly	by	an	increase	in	sectoral	deflators.	This	dis-
tortionary	impact	of	price	changes	on	the	analysis	highlights	the	benefits	of	studying	sectoral	
structure using chain-linked output data.

Sectoral developments in employment 
Table 3 provides a picture of the structure of the Maltese labour market on the basis of national 
accounts data and how sectoral employment shares have changed since 2000 compared with 
the euro area.

The sectors comprising public administration and defence, education, health and social work 
activities collectively employ around 24% of total employment, similar to that in the euro area. This 
share was broadly unchanged during the past two decades. Following these predominantly pub-
lic services sectors, the wholesale and retail trade sector ranks second in terms of employment, 
and	although	this	sector’s	share	in	employment	decreased	over	time,	it	nonetheless	overtook	the	
manufacturing sector in the 2014-2020 period. Moreover, employment levels in administrative 
and support services activities have risen rapidly since 2000, with this sector becoming the fourth 
most important in terms of employment in the 2014-2020 period. 

Conversely, sectors which lost importance in terms of GVA generally also recorded a decreasing 
share in employment over time. Indeed, the share of employment of non-services sectors such 
as manufacturing, construction and primary industries declined over the years. In particular, the 
share of employment in manufacturing fell from an average 19.3% in the 2000-2006 period to 
10.5%	in	the	2014-2020	period,	mirroring	developments	in	the	sector’s	share	in	output.	Despite	
the decline in the share of total employment, absolute levels of employment in the manufacturing 
sector	rose	slightly	in	recent	years,	as	the	sector	recovered	and	diversified.	Hence,	this	sector	
remained one of the largest employers in Malta.
8   Sectoral contributions to GVA in nominal terms are shown in Appendix I.
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The increasing share in output of the services sectors is also mirrored in the rising shares of 
these sectors in total employment. : Sectors such as administrative and support services, pro-
fessional,	scientific	and	technical	activities,	and	arts,	entertainment	and	recreation	have	seen	
their shares in total employment double, when comparing the 2014-2020 period with the years 
2000-2006.	The	information	and	communication	sector,	financial	and	insurance	activities	and,	
to a lesser extent, real estate activities also registered an increased share of total employment 
during the period. Meanwhile, the employment share of the transportation and storage sector 
and of the accommodation and food services sector remained relatively stable over the years. 
In total, employment within predominantly private sector services industries increased by over 
90,545 heads between 2000 and 2020, compared with a drop of just below 4,000 heads in 
industrial sectors.

This shift towards service-oriented sectors in Malta was stronger than that observed in the euro 
area during the corresponding period, mirroring developments in output shares. The total share 
of	private	service-oriented	sectors	in	euro	area	employment	rose	from	an	average	of	47.7%	in	
2000-2006	to	51.7%	in	the	most	recent	sub-period,	whereas	in	Malta	there	was	a	correspond-
ing increase in the employment share of the private services sector of 11.9 percentage points, 
to	57.2%.

Table	4	confirms	that	within	the	private	sector,	employment	growth	was	driven	by	sectors	such	
as	administrative	and	support	service	activities,	professional,	scientific	and	technical	activities,	
the arts, entertainment and recreation sector, and accommodation and food services.9 The 
9   Strong employment growth in the administrative and support service activities sector was driven by the sub-sectors relating to employ-
ment	activities,	security	and	investigation	activities,	and	services	to	buildings	and	landscapes.	This	may	reflect	increased	outsourcing	of	
such activities from other sectors. 

Table 3

Averages

2000-
2006

2007-
2013

2014-
2020

2000-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing 1.5 1.5 1.1 4.3 3.5 3.2
Industry (excl. construction) 22.3 18.2 11.5 17.8 16.4 14.7

of which: Manufacturing 19.3 15.8 10.5 16.4 15.1 13.4
Construction 6.9 7.4 5.9 7.4 7.5 6.0
Wholesale and retail trade; vehicle repair 16.0 15.3 14.2 15.1 15.0 14.6
Transportation and storage 5.7 5.6 5.6 5.0 4.9 4.9
Accommodation and food services 6.6 6.7 6.4 4.4 4.7 5.4
Information and communication 2.6 2.8 3.8 2.6 2.6 2.8
Finance and insurance activities 4.0 5.4 5.3 2.8 2.7 2.5
Real estate activities 0.3 0.4 0.9 1.0 1.0 1.0
Professional, scientific and technical activities 3.0 3.8 6.2 5.3 5.7 6.5
Administrative and support service activities 3.7 4.8 8.5 5.3 5.9 7.1
Public administration and defence; education, health 
and social work activities 24.0 24.6 24.3 22.9 23.6 24.3

Arts, entertainment and recreation 1.2 1.7 3.5 1.4 1.5 1.7
Miscellaneous services 2.2 2.4 2.7 4.9 5.1 5.2

SHARES OF TOTAL EMPLOYMENT

Malta Euro area

Sources: Eurostat; authors' calculations. 

 (1) Data is an average of 2014-2019, as 2020 data were unavailable at the time of publication.

(1)

(1)

(1)

(1)

(1)

(1)

(1)
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wholesale and retail trade sector also had a sizeable contribution to employment growth in 
recent years. On the other hand, the manufacturing sector contributed negatively to employ-
ment growth on average between 2001 and 2013, and had only a marginal impact between 
2014 and 2020. 

The sectors relating to public administration, education and health also contributed positively. The 
latter was largely driven by increased employment within health and social work activities, as well 
as education.

The substantial employment growth registered in recent years has been facilitated by an increase 
in the participation rate of Maltese nationals and inward migration. Although the unemployment 
rate	decreased	to	around	4%	since	2017,	reliance	on	foreign	workers	has	increased.	Their	share	
in total employment increased from an average of 6.4% in 2008-2013 to 20.1% in 2014-2020 
(see Table 5).10 Each economic sector has recorded a rising share of foreign workers in total 
employment	in	2014-2020,	over	the	2008-2013	time-period,	albeit	to	different	extents.	Apart	from	
the construction sector, the service-oriented sectors registered the largest rises in the share of 
foreign workers, namely the accommodation and food services sector (23.6 percentage points), 
the	arts,	 entertainment	 and	 recreation	 sector	 (22.3	percentage	points),	 professional,	 scientific	
and technical activities (19.9 percentage points), the information and communication sector (18.0 
percentage points) and to a lesser extent, the sector relating to administrative and support service 
activities	(17.0	percentage	points).	
 

10	 	 	An	increase	of	3.8	percentage	points	was	recorded	in	the	share	of	foreign	workers	in	total	employment	between	2002-2007	and	2008-
2013,	substantially	below	the	13.7	percentage	point	increase	registered	in	2014-2020.

Table 4

Percentage points; averages

2001-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing 0.0 0.0 0.0
Industry (excl. construction) -0.8 -0.4 0.0

of which: Manufacturing -0.7 -0.3 0.1
Construction 0.2 0.0 0.3
Wholesale and retail trade; vehicle repair 0.3 0.2 0.5
Transportation and storage 0.0 0.1 0.3
Accommodation and food services 0.0 0.1 0.4
Information and communication 0.0 0.2 0.2
Finance and insurance activities 0.1 0.3 0.2
Real estate activities 0.0 0.1 0.1
Professional, scientific and technical activities 0.2 0.3 0.6
Administrative and support service activities 0.2 0.3 1.1
Public administration and defence; education, health 
and social work activities 0.3 0.7 0.9

Arts, entertainment and recreation 0.1 0.2 0.4
Miscellaneous services 0.1 0.1 0.1
Total employment (% growth) 0.8 2.3 5.5
Sources: Eurostat; authors' calculations. 

CONTRIBUTIONS TO EMPLOYMENT GROWTH
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Sectoral developments in productivity levels and unit labour costs
The section looks at trends in real productivity and unit labour costs at a sectoral level over the past 
two decades. Chart 1 shows average sectoral productivity levels, measured as the ratio of chain-
linked GVA to the number of employed persons, in Malta and the euro area in the period 2014-2020. 
In 2014-2020, service-oriented sectors generated the highest average levels of productivity in 
Malta.	The	arts,	entertainment	and	recreation	sector	recorded	a	productivity	level	of	€129,378	per	
person	employed,	significantly	higher	than	in	most	other	sectors.	Other	service	sectors,	such	as	
information	and	communication,	financial	and	insurance	activities,	and	professional,	scientific	and	
technical activities also recorded productivity levels above the economy-wide average of €44,004 
per head. 

Similarly, the most productive sectors at euro area level were service-oriented sectors, particu-
larly	finance	and	insurance	activities,	and	the	information	and	communication	sector.	Real	GVA	
per person employed was higher in the euro area for most sectors when compared with Malta, 
apart	from	the	arts,	entertainment	and	recreation	sector,	and	agriculture	and	fishing.

Productivity within two of the sectors which have persistently accounted for large shares of 
employment over the past two decades in both Malta and the euro area – the public administra-
tion, health and education sector, and the wholesale and retail trade sector – stood at the lower-
end of the domestic productivity spectrum during the period under review. In particular, the public 
administration, health, and education sector in Malta recorded the third lowest average productiv-
ity level at €30,423 per person employed in 2014-2020, followed only by the construction sector 
and miscellaneous services. 

Table 5

Share in total sectoral employment; averages

2008-
2013

2014-
2020(1)

Agriculture, forestry and fishing 2.3 8.4
Industry (excl. construction) 4.0 14.0

of which: Manufacturing 4.4 14.4
Construction 7.7 27.6
Wholesale and retail trade; vehicle repair 2.8 12.0
Transportation and storage 2.9 14.2
Accommodation and food services 13.9 37.5
Information and communication 7.9 25.9
Finance and insurance activities 5.0 16.4
Real estate activities 4.8 15.3
Professional, scientific and technical activities 11.2 31.1
Administrative and support service activities 17.4 34.4
Public administration and defence; education, health 
and social work activities 2.4 7.2

Arts, entertainment and recreation 38.0 60.3
Miscellaneous services 8.1 23.5
Total economy 6.4 20.1

FOREIGN WORKERS IN MALTA

Sources: Jobsplus; authors' calculations. 
(1) Data for 2020 shown as at October 2020.
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Chart 1 also provides a com-
parison of sectoral productiv-
ity levels in 2014-2020 with the 
average for 2000-2006.11 As in 
2014-2020, the highest produc-
tivity levels in 2000-2006 were 
mainly recorded in services 
industries. 

The information and communi-
cation sector saw substantial 
growth in its real productivity 
level during the years under 
review,	mainly	 reflecting	devel-
opments in the telecommuni-
cations subsector. This was a 
result of real output outpacing 
job creation. Financial and insurance activities also experienced substantial growth in productivity 
during the period under review. This surge was largely due to robust growth in real output, albeit 
to a lesser extent than in the information and communication sector, particularly in the years lead-
ing up to the Great Recession. Productivity levels in this sector stabilised in more recent years, 
though at a higher level than the average for 2000-2006.

The manufacturing sector also registered increased productivity levels, largely due a decline in 
employment levels. On the other hand, the construction sector and smaller industries such as 
miscellaneous	services,	and	agriculture	and	fishing	registered	a	drop	in	productivity	levels.	Mean-
while, the transportation and storage sector, the sectors comprising public administration, health 
and education (collectively), the administrative and support services sector, and accommodation 
and food activities showed little to no change in their productivity levels between the two periods. 

Chart 2 shows developments in 
real ULC in Malta and the euro 
area, measured as the ratio of 
real compensation per employee 
to chain-linked productivity per 
employed person. In the 2014-
2020 period, the highest real ULC 
in the Maltese economy were 
recorded in the sectors relating 
to miscellaneous services and 
public administration, education 
and health activities. These were 
followed by the transportation 
and storage sector. On the other 
hand, the lowest ULC were reg-
istered in real estate activities, 
11   For an analysis of developments in sectoral productivity levels during 2020, see Box 3 “Sectoral contributions to aggregate labour 
productivity and ULC growth” in the Annual Report 2020, pp. 81-86.
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Chart 1
SECTORAL PRODUCTIVITY(1)
(EUR; thousands; average; chain-linked gross value added per person employed)

Sources: Eurostat; authors' calculations. 
(1) The significanly above-average productivity levels of real-estate activites reflect the inclusion of imputed rents of owner-
occupied dwellings.
(2) Euro area data is an average of 2014-2019, as 2020 data were unavailable at the time of publication.
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Chart 2
SECTORAL REAL UNIT LABOUR COSTS
(EUR; average; ratio of real compensation per employee to output per person employed)

Sources: Eurostat; authors' calculations. 
(1) Euro area data is an average of 2014-2019, as 2020 data were unavailable at the time of publication.
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the information and communication sector, and the arts, entertainment, and recreation sector. This 
was largely a result of these sectors having the highest productivity levels during these years. 

On an aggregate level, unit labour costs in Malta during the 2014-2020 period were below those 
registered in the euro area on average. Indeed, at a sectoral level, only the ULC of those domestic 
sectors which registered relatively higher ULCs – miscellaneous services and the transportation 
&	storage	sector	–	surpassed	the	corresponding	real	ULC	values	in	the	euro	area.
 
When assessed over a longer horizon, ULC in real terms remained largely unchanged in most 
sectors. However, miscellaneous services and the construction sector recorded large increases in 
their ULC between 2000-2006 and 2014-2020, due to increasing real compensation per employee 
and	declining	productivity	levels.	In	contrast,	finance	and	insurance	activities	registered	a	decline	
in ULC over the same time-period, largely due to productivity improvements in the sector. In turn, 
the declining ULC in this sector largely explained the increased divergence between ULC in Malta 
and the euro area in recent years, compared with those registered in 2000-2006. 

Developments in sectoral deflators
This	section	describes	developments	in	sectoral	deflators	between	2000	and	2020.	Table	6	depicts	
the	evolution	of	sectoral	deflators	in	the	past	two	decades,	showing	average	annual	growth	in	the	
intervening periods in Malta and the euro area. 

Most	sectors	recorded	increases	in	these	deflators	over	the	years.	The	largest	increases	were	
observed	in	finance	and	insurance	activities,	the	arts,	entertainment	and	recreation	sector,	and	
the sector comprising public administration, education and health. Such developments could 
reflect	a	number	of	factors,	including	the	development	of	new	products/services	and	pure	price	
increases due to changes in cost and wage pressures.

Table 6
SECTORAL DEFLATORS
Percentage change; averages

2001-
2006

2007-
2013

2014-
2020

2001-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing -3.5 3.8 0.4 -0.3 1.2 1.0
Industry (excl. construction) 1.1 0.2 0.6 0.9 1.2 1.0

of which: Manufacturing 0.4 -0.6 1.0 0.2 0.9 1.1
Construction 3.0 2.3 1.7 4.1 2.3 2.6
Wholesale and retail trade; vehicle repair 1.5 0.9 0.5 1.2 1.2 0.6
Transportation and storage 3.0 3.3 1.0 1.6 1.6 1.7
Accommodation and food services 3.7 2.3 0.4 3.1 1.4 2.2
Information and communication 3.1 -2.6 -0.9 -0.6 -1.8 0.0
Finance and insurance activities 5.6 3.5 2.3 4.1 0.8 0.7
Real estate activities 1.4 2.0 3.2 3.1 1.4 1.4
Professional, scientific and technical activities 2.6 2.5 2.4 2.3 1.5 1.1
Administrative and support service activities 2.6 2.2 1.7 2.5 2.0 1.6
Public administration and defence; education, health 
and social work activities 3.9 3.7 3.3 3.1 1.9 1.9

Arts, entertainment and recreation 1.9 9.1 6.3 2.8 2.0 1.1
Miscellaneous services 1.9 1.8 1.0 2.8 1.9 0.8
Sources: Eurostat; authors' calculations. 

Malta Euro area

(1) Data is an average of 2014-2019, as 2020 data were unavailable at the time of publication.
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On	the	other	hand,	the	deflator	for	 information	and	communication	shows	a	significant	decline	
since	2007.	This	could	reflect	the	technological	progress	that	affects	this	sector	globally,	leading	
to constant improvement in quality at a reduced production cost.

Developments	 in	 deflators	were	more	mixed	 outside	 the	 services	 sector.	The	 deflator	 for	 the	
manufacturing	sector	declined	during	the	2007-2013	period.	This	was	a	period	of	turbulence	for	
this	industry,	which	underwent	significant	structural	and	regulatory	changes,	in	part	owing	to	EU	
accession.	More	recently,	the	deflators	in	this	sector	have	increased,	though	not	at	the	same	rates	
observed in some services sectors. 

Similarly, the wholesale and retail trade sector recorded only moderate growth, particularly in 
more	recent	years.	These	developments	could	reflect	increased	competitive	pressures	within	the	
sector,	such	as	e-commerce	and	the	presence	of	a	number	of	international	firms	in	Malta.

When	compared	with	the	euro	area,	growth	in	the	deflators	in	Malta	was	stronger	in	several	sec-
tors,	particularly	in	services	sectors	from	2007	onwards.	In	part,	this	could	reflect	the	divergence	
in economic developments between Malta and the euro area during recent years. While Malta 
experienced a period of strong economic growth, driven by developments in the services sector, 
activity in the euro area remained sluggish following the impact of the Global Financial Crisis, and 
the sovereign debt crisis.

Growth	in	the	GDP	deflator	averaged	between	2.0%	and	2.5%	during	most	of	the	period	under	
review.	The	largest	contributor	to	growth	in	the	overall	deflator	was	consistently	the	sector	com-
prising	public	administration,	education	and	health	–	reflecting	its	large	weight	in	total	output	and	
above-average	growth	in	its	deflator	(see	Table	7).	From	2007	onward,	the	deflator	for	the	arts,	

Table 7

Percentage points; averages

2001-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing -0.1 0.0 0.0
Industry (excl. construction) 0.2 0.0 0.0

of which: Manufacturing 0.1 -0.1 0.1
Construction 0.2 0.1 0.1
Wholesale and retail trade; vehicle repair 0.2 0.1 0.0
Transportation and storage 0.2 0.2 0.1
Accommodation and food services 0.2 0.1 0.0
Information and communication 0.1 -0.1 -0.1
Finance and insurance activities 0.2 0.3 0.2
Real estate activities 0.1 0.1 0.2
Professional, scientific and technical activities 0.1 0.1 0.2
Administrative and support service activities 0.1 0.1 0.1
Public administration and defence; education, health 
and social work activities 0.6 0.6 0.5

Arts, entertainment and recreation 0.0 0.5 0.6
Miscellaneous services 0.1 0.1 0.0
Net Taxes 0.4 0.3 0.5
GDP deflator (% growth) 2.5 2.3 2.4

CONTRIBUTIONS TO GROWTH IN GDP DEFLATOR

Sources: Eurostat; authors' calculations. 



CENTRAL BANK OF MALTA Quarterly Review 2021:2

90

entertainment and recreation industry also had a substantial impact on the growth in the GDP 
deflator.	Other	services	sectors	–	excluding	information	and	communication	-	and	the	construc-
tion	 sector	 also	 consistently	 contributed	 positively	 to	 growth	 in	 the	GDP	deflator,	 though	 to	 a	
lesser extent. On the other hand, the impact of the primary and industrial sectors (excluding con-
struction)	on	the	economy-wide	deflator	growth	was	small	on	average.

Conclusion
Using chain-linked sectoral national accounts data, this analysis shows that there was a strong 
shift towards services sectors in the Maltese economy during the two decades since 2000. This 
confirms	the	findings	of	earlier	studies,	using	nominal	data	on	the	changing	economic	structure	
in Malta. The shift towards the services industry – observed through both the rising share in GVA 
and in employment of these sectors – was more pronounced domestically when compared with 
the euro area. Indeed, the share of services industries in both output and employment was sig-
nificantly	higher	in	Malta	in	recent	years	when	compared	with	the	euro	area.	In	turn,	the	decline	
in	the	employment	share	of	the	Maltese	manufacturing	sector	was	significantly	above	the	corre-
sponding decline in the euro area. 

Additionally, services sectors generated the largest average productivity levels in recent years, in 
both Malta and the euro area. However, developments across sectors vary. Whereas the sector 
primarily consisting of gambling and betting activities registered the highest level of productivity in 
Malta,	financial	and	insurance	activities,	and	the	information	and	communication	sector	were	the	
most productive sectors at euro area level. Nonetheless, real GVA per person employed in most 
sectors was higher in the euro area relative to productivity levels in Malta.

This	study	also	analyses	developments	 in	sectoral	output	deflators	since	2000.	Growth	 in	 the	
overall	deflator	 in	Malta	has	primarily	been	driven	by	developments	 in	services	output	prices.	
Indeed,	when	compared	with	the	euro	area,	growth	in	deflators	in	Malta	was	stronger	in	several	
sectors,	particularly	from	2007	onwards.	This	could	reflect	the	strong	economic	growth	observed	
in Malta in the intervening period, compared with the sluggish recovery in the euro area following 
the Great Recession and euro crisis, as well as some progress with price convergence. 
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Appendix I

Percentage points; averages

2000-
2006

2007-
2013

2014-
2020

2000-
2006

2007-
2013

2014-
2020

Agriculture, forestry and fishing 0.1 0.0 0.0 -0.1 0.1 0.0
Industry (excl. construction) -0.5 0.3 0.5 0.2 0.0 0.1

of which: Manufacturing -0.6 0.3 0.3 0.1 -0.1 0.1
Construction 0.4 0.0 0.3 0.2 0.1 0.1
Wholesale and retail trade; vehicle repair 0.3 0.6 0.4 0.2 0.1 0.0
Transportation and storage 0.0 0.3 0.1 0.2 0.2 0.1
Accommodation and food services 0.0 0.3 -0.1 0.2 0.1 0.0
Information and communication 0.4 0.3 1.1 0.2 -0.2 -0.1
Finance and insurance activities 0.8 0.8 0.5 0.3 0.3 0.2
Real estate activities 0.3 0.3 0.5 0.1 0.1 0.2
Professional, scientific and technical activities 0.4 0.5 1.2 0.1 0.1 0.2
Administrative and support service activities 0.2 0.4 0.9 0.1 0.1 0.1
Public administration and defence; education, health 
and social work activities 1.1 1.1 1.2 0.7 0.7 0.6

Arts, entertainment and recreation 0.4 1.2 0.8 0.0 0.6 0.7
Miscellaneous services 0.1 0.1 0.1 0.0 0.0 0.0
GVA (% growth) 4.1 6.0 7.6 2.4 2.4 2.2

Nominal Difference 
(from chain-linked)

Sources: Eurostat; authors' calculations. 
(1) Chain-linked contributions are shown in Table 2.

COMPARISON OF NOMINAL AND CHAIN-LINKED CONTRIBUTIONS TO GROWTH IN 
GVA(1)


