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BOX 2: THE IMPACT OF BUDGET 2022 TARGETS ON THE BANK’S 
FISCAL PROJECTIONS1

This box assesses the impact of Government fiscal targets as announced in the Budget 
2022 and the Draft Budgetary Plan 2022, on the Bank’s latest projections.

Budget 2022 measures
The measures introduced in the Budget aim to sustain the post-COVID recovery, while 
enhancing social inclusion, social mobility and reducing poverty. Government also seeks to 
facilitate the green and digital transitions.

New measures which affect government revenue mainly take the form of tax incentives. 
These include lower income tax on overtime, part time work and pension income. Buyers 
of vacant properties which were built over twenty years ago, properties in village cores and 
newly-built properties with typical Maltese architectural characteristics benefit from exemp-
tions on capital gains tax and stamp duty, up to the first €750,000 on the value of property. 
Buyers will also be eligible on a VAT refund on some restoration costs. At the same time, 
existing schemes targeting first- and second-time property buyers were extended. In order 
to encourage repayment of tax arrears, Government will start charging a higher interest 
rate on outstanding tax balances from June 2022.

On the expenditure side, new measures mainly reflect a rise in pensions and benefits for 
low-income beneficiaries, such as the in-work benefit scheme, higher stipends, as well as 
the extension of medicine available for free on the Government formulary list. Allowances 
related to the care for the elderly, new-borns and persons with disabilities will also increase. 
Meanwhile, companies will be offered a refund of rent on commercial outlets to help cush-
ion against the rising costs of transportation. Employees will be given a larger tax refund. 

The budget includes several measures intended at reducing carbon emissions and to 
transition towards the green economy. Apart from the above-mentioned tax initiatives to 
encourage buying vacant properties, the budget lists several projects which are set to take 
place in the medium term. These include afforestation projects, regeneration of parks, free 
public transport and the extension of electric car charging points.

The budget also referred to ongoing initiatives. A new strategy to improve skills in the 
labour market has been launched. Government intends to discuss reforming the COLA 
mechanism with social partners so that low-income persons receive higher assistance dur-
ing periods of high inflation. Talks with the European Commission on the possibility of state 
aid to Air Malta are ongoing.

As shown in Table 1, the new measures are expected to have a small revenue increasing 
impact and a relatively higher expenditure increasing impact in 2022. However, measures 
not explicitly mentioned in the Budget Speech are set to exert a larger impact. The expira-
tion of COVID-19 support measures is set to lead to higher revenue (by around 0.4% of 
1   This box was prepared by John Farrugia and Juergen Attard, principal economist and senior economist, respectively, within 
the Economic Analysis Department.
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GDP) and lower expenditure (by around 3.8% of GDP). Meanwhile, revenue from the citi-
zenship by investment scheme is set to decline.

Revised Government targets
The Budget 2022 envisages an increase in the general government deficit in 2021, reach-
ing 11.1% of GDP compared with 9.7% of GDP in 2020 (see Table 2). The deficit is then 
set to narrow sharply in 2022, reaching 5.6% of GDP, and to decline further in subsequent 
years. The debt ratio is set to increase from 53.5% of GDP in 2020 to peak at 62.7% of 
GDP in 2023 and to subsequently decline somewhat in 2024.

This strategy is broadly in line with the targets set in last April’s Stability Programme Update 
(SP). However, the latest targets envisage a lower deficit in 2021, mainly due to lower capital 
expenditure. This reflects a downward revision in the expected cost of state aid to Air Malta.

In 2022, the Budget 2022 targets a slower correction in the deficit compared to the SP, 
despite an upward revision in the profile of tax revenue (due to revised macro projections).2 
This is partly due to the introduction of Budget 2022 measures, which mainly affect the 
profile of social benefits. At the same time, the DBP forecast higher underlying growth in 
expenditure, notably in intermediate consumption.

2   The DBP targets a slower decline in the ratio of ‘other revenue’ in GDP in 2022 compared with the SP. However, this is mainly 
due to a revised profile of EU funds, which have a neutral impact on the balance (they feature as grants as well as outlays).

Table 1

(% of GDP)

2021 2022
Revenue -0.22 0.19

No Income tax on pension income, lower income tax on overtime and part-
time employment 0.00 -0.11

Schemes for property buyers -0.01 0.00
COVID measures   ̶  reduction in stamp duty on property sales/purchases -0.01 0.39
COVID measures   ̶  lower excise tax on fuel and reimbursement of 
commercial and tourism licences 0.08 0.01

Revenue from Individual Investor Programme and citizenship by investment -0.29 -0.28
Revised interest rates on unsettled tax balances 0.00 0.18

Expenditure -0.61 -3.28
Increase in pensions 0.09 0.19
Higher social benefits 0.06 0.15
Additional outlays on tax rebates to employees and schemes to address 
past anomalies 0.11 0.10

Expenditure from NDSF 0.14 0.05
COVID measures   ̶  support to employers and households -0.69 -2.97
COVID measures   ̶  health treatment, repatriation and safe reopening 
of schools -0.49 -0.55

COVID measures   ̶  social measures -0.13 -0.02
COVID measures   ̶  liquidity measures 0.08 -0.02
COVID related measure   ̶  support to national airline 0.21 -0.21

Impact on balance 0.39 3.47
Sources: Budget Speech 2022; Draft Budget Plan 2022.

IMPACT OF BUDGET MEASURES ON THE BALANCE
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Impact on Bank’s fiscal forecasts
Chart 1 decomposes the revisions in the Bank’s deficit projection, compared with the August 
exercise. Revisions in past data led to a 0.5% improvement in the deficit ratio in 2020. In 
2021, the deficit ratio was revised down by 0.3% as the higher-than-expected rebound in 
economic activity offset the impact of higher-than-expected underlying growth in the main 
expenditure items.

In 2022, we expect a larger deficit compared with the August exercise, partly owing to 
the new Budget 2022 measures. In the previous forecast exercise, we already accounted 
for the deficit-reducing 
impact of the expiration 
of COVID measures. 
In the latest projec-
tions, we account for the 
higher-than-expected 
slowdown in revenue 
from the citizenship by 
investment scheme. 
The revised profile for 
expenditure items also 
contributes somewhat 
to the upward revision in 
the deficit. Our forecasts 
do not include the impact 
of measures which have 
not yet been adopted 
(i.e. the proposed state 

Table 2
GOVERNMENT REVENUE AND EXPENDITURE TARGETS
(% of GDP)

2020 2021 2022 2023 2024 2020 2021 2022 2023 2024
General government balance -9.7 -11.1 -5.6 -4.4 -2.9 -10.1 -12.0 -5.6 -3.9 -2.9
Revenue 36.2 36.2 37.0 na na 36.5 36.7 36.6 36.2 35.7

Tax revenue 30.3 30.3 31.6 na na 30.7 30.3 30.9 30.7 30.6
Other revenue 6.0 5.9 5.4 na na 5.8 6.4 5.7 5.5 5.1

Expenditure 45.9 47.3 42.6 na na 46.6 48.7 42.2 40.1 38.6
Compensation of employees 12.1 12.6 12.2 na na 12.2 12.5 12.0 11.8 11.6
Intermediate consumption 9.0 9.6 9.4 na na 9.5 9.9 8.5 8.2 7.9
Social payments 10.3 10.3 10.0 na na 10.5 10.4 9.8 9.6 9.5
Subsidies 5.0 4.5 1.7 na na 5.0 4.3 1.5 1.5 1.4
Other current expenditure 3.8 4.3 3.5 na na 3.7 3.9 3.6 3.4 3.3
Gross fixed capital formation 4.5 4.7 4.9 na na 4.5 5.4 4.7 4.6 4.0
Other capital expenditure 1.2 1.3 0.9 na na 1.2 2.3 2.0 1.1 0.9

General government debt 53.5 61.3 61.8 62.7 62.4 54.3 65.0 65.8 66.0 65.6
Sources: Budget Speech 2022; Draft Budget Plan 2022; Stability Prorgamme Update 2021.
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Chart 1
REVISIONS IN THE BALANCE FORECAST COMPARED WITH THE 
PREVIOUS CBM FORECAST
(positive values indicate a downward revision to the deficit, and vice versa; % of GDP)

Source: Authors' estimate.
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aid to Air Malta) or whose impact is uncertain to quantify (i.e. the impact of increased inter-
est rate charges on outstanding tax balances).

The Budget Speech makes an allowance for additional outlays in 2022 to combat the rise in 
energy prices. On 10 November, the Finance Minister announced a cut in duties on petrol 
and diesel, so that prices at the pump remain unchanged. This measure is set to cost around 
0.2% of GDP. Our forecasts include the impact of this measure.

In 2023, we expect a slightly higher deficit ratio as revisions in the impact of new and exist-
ing budget measures offset revisions to the profile of expenditure and the macroeconomy.


