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BOX 1: THE IMPACT OF LOWER TOURISM FLOWS ON PRIVATE 
CONSUMPTION EXPENDITURES1

The statistical notion of residency is very important when looking at household consump-
tion data in national accounts. Final consumption expenditures of households in GDP fol-
lows the ‘national concept.’ This means that it includes only the total expenditures of Mal-
tese residents, whether in Malta or abroad. In other words, consumption by non-residents 
is excluded from final consumption expenditure, as this is classified as tourism exports. On 
the other hand, consumption of residents in foreign countries, is included as final consump-
tion expenditure. This implies that total final consumption expenditure is partly linked to the 
expenditure of Maltese residents in foreign countries, whether that consumption is made 
online or physically while abroad. 

Consumption data can be further disaggregated into individual consumption by purpose 
(COICOP),2 however this reflects the ‘domestic concept’ of households’ final consumption.3 
This includes all consumption expenditures in Malta, irrespective of whether these refer to 
expenditures by residents or non-residents. 

From March 2020 onward, there was a strong and sharp drop in international mobility, 
with the onset of the COVID19 pandemic. This was reflected in a slump in tourism flows, 
both inbound and outbound. As a result, domestic consumption by non-residents, as well 
as consumption by residents of Malta abroad, declined sharply.4 This Box looks at the 
contributions of these different components to consumption expenditure in Malta, and their 
implications for private consumption in the near term.

Contributions to consumption
For the purposes of this Box, the expenditures of persons in Malta, whether they are resi-
dent or non-resident are defined as Total Domestic Consumption. As a way of example, a 
German tourist spending €80 on a meal in Malta would classify as domestic consumption 
on restaurants and hotels. However, those €80 would be subtracted from ‘total domestic 
consumption’ when compiling national consumption, as they are not expenditures by resi-
dents of Malta. This deduction from total domestic consumption data preserves the proper 
classification of residents’ expenditures in GDP.

On the other hand, a resident of Malta’s expenditure in Germany as a tourist, while not 
occurring in Malta, is added back to domestic consumption expenditure to derive the 
national measure of private consumption.

Total domestic consumption decreased strongly in the first quarter of 2020 (-4.1% in annual 
terms), which worsened significantly in the next quarter (-38.3%), before recording a lower 

1   Prepared by Reuben Ellul, a principal economist in the Economic Analysis Department.
2   For details on the functional Classification of individual consumption by purpose (Coicop), see EUROSTAT’s European System 
of Accounts, 2010.
3   Consumer price statistics compiled by EUROSTAT in the form of the HICP use the same consumer expenditure breakdown as 
the COICOP classification and follow the same domestic concept classification.
4   While travel services exports refer to expenditures by non-residents in Malta, travel services imports are the expenditures of 
Maltese residents abroad.
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negative of -24.6% in the 
third quarter (see Chart 
A). Already by the first 
quarter, the drop in total 
domestic consumption 
was comparable to that 
recorded during the third 
quarter of 2008, (around 
the 2008/9 Global Finan-
cial Crisis), when it had 
decreased by 4.5%.

Focusing on the second 
quarter, the main con-
tributors to the drop were 
expenditures in restau-
rants and hotels (around 
50.1% of the total decrease), followed by transport (14.2% of the decrease), and recreation 
and culture (13.0% of the drop). The same pattern is found for the third quarter, although 
the overall drop is smaller. The sharp drops recorded during this period reflect the sudden 
stop in tourist visits to Malta. In fact, in year-on-year terms, tourist arrivals fell by almost 
90.0% in the six months to September 2020, with expenditure down by 77.6% over com-
parable months of 2019. This period typically represents the peak of the tourist season in 
Malta. In annual terms, tourist arrivals were down 76.2% in 2020, and expenditure fell by 
79.5%.

Chart B shows that, the negative contribution of residents’ expenditure abroad has been 
substantial. Indeed, in 2020Q2 and 2020Q3, domestic households spent €85.6 million and 
€111.8 million less (in annual terms) abroad, respectively. This accounts for a negative 
contribution of 6.1 and 
7.1 percentage points 
to private consumption 
(national concept) in both 
quarters. These declines 
explain 25% and almost 
100% of the fall in private 
consumption during the 
second and third quar-
ters, respectively.

Hence, travel disruptions 
due to COVID-19 had 
a strong impact on con-
sumption, as residents 
of Malta were unable to 
travel abroad. Indeed, 
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Chart A
CONTRIBUTIONS TO CHANGES IN DOMESTIC FINAL CONSUMPTION 
BY COICOP CATEGORY
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outbound travel ground to a complete halt in the second quarter, and while some travel 
resumed during the summer period, expenditure abroad was around 82.5% less than a 
year earlier.

Resident households may have substituted their consumption abroad by spending more 
locally. This reflected a shift in demand to domestic tourism due to the elevated uncertainty 
and constraints associated with travel during the pandemic period, as well as government 
support through the voucher scheme. Indeed, in the third quarter of 2020, Maltese resi-
dents in collective accommodation establishments more than doubled when compared to 
that of 2019, which suggests that domestic tourism contributed strongly to economic activ-
ity. However, this shift towards domestic tourism was not sufficient to offset the sharp drop 
in consumption abroad or that of non-residents in Malta.

Forecast implications
Over the final months of 2020 and at the start of 2021, there was a widespread resur-
gence in COVID-19 cases in Europe. Many euro area countries heightened their response 
in terms of stringency of social distancing measures, and tougher testing or quarantine 
conditions on extra-EU visitors. Lockdowns were reintroduced in several European coun-
tries, and international travel remained constrained. These factors can be expected to 
continue to affect negatively tourism flows – both inbound and outbound – over the com-
ing months. While in larger countries the substitution effect in favour of domestic tourism 
is likely to be sizeable, this will remain limited in Malta. As such, this implies that private 
consumption of Maltese households will continue to be adversely affected by travel dis-
ruptions. Moreover, given the possible international travel constraints in the years ahead, 
it is unlikely for private consumption to return to its 2019 patterns soon. Thus, consump-
tion by residents abroad will continue to limit growth in private consumption in the years 
to come.

Several forward-looking 
indicators continue to 
signal unfavourable con-
ditions for the tourism 
sector. Confidence in 
the services sector and 
in retail trade, as well as 
consumer confidence, 
although significantly 
better than in the second 
quarter of 2020, remains 
low. Both government 
response and stringency 
measures remain ele-
vated, and coupled with 
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limited improvements to flight capacity towards Malta, indicate significant weakness for 
tourism ahead.

Based on this assessment, the latest forecast for private consumption is built on the prem-
ise that confidence and the expenditures of households resident in Malta will be the main 
driver of growth in private consumption over the medium term (see Chart C).


