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SPECIAL FEATURE: THE EFFECT OF RISING INTEREST RATES ON HOUSEHOLDS’ 
MORTGAGE REPAYMENT CAPABILITIES

Executive Summary 
Following a decade-long of ultra-low interest rates, between July and November 2022, the ECB raised its key 
interest rates. At a time where debt has been on a rising trend, such rate increases could pose debt repay-
ment difficulties for some households, which could result in important financial stability implications, not only 
from a macroprudential perspective, but also impacting banks directly through higher NPLs or lower profits. 
This Special Feature aims to identify potential groups of borrowers which could be vulnerable to hypotheti-
cal interest rate hikes of up to 250 basis points. New loans data was used spanning between 2020Q4 and 
2022Q2. In the main, borrower-based metrics remained healthy up to an interest rate shock of 150 basis 
points, in line with the requirements of the Central Bank of Malta’s Directive No. 16.18 However, further interest 
rate hikes up to a maximum of 250 basis points would burden households’ repayment capabilities with around 
a quarter of the loans’ exceeding 40% for the loan service-to-income (LSTI). This is especially the case for 
those loans which at origination had already relatively more stretched borrower metrics. Around half of such 
borrowers were first-time buyers (FTB) with a loan-to-value (LTV) of more than 80%, a loan-to-income (LTI) 
of more than six times and a term to maturity of more than 30 years.

1. Introduction
In 2021, inflation started to gather momentum owing to a confluence of factors such as supply chain disrup-
tions and fiscal measures supporting demand, later compounded with the impact of the war between Russia 
and Ukraine. By October 2022, euro area inflation rose to 10.6%, compared to 4.1% a year earlier, way 
above the ECB’s 2% target. As a result, the ECB embarked on a path of monetary policy normalisation by 
unwinding its asset purchase programmes and raising its key interest rates. Since July 2022 the interest rate 
for the main refinancing operations (MRO) rose to 2.00%. Financial markets are also pricing in further inter-
est rate increases, with the ECB’s Survey of Professional Forecasters for the fourth quarter of 2022 indicat-
ing that the MRO rate will rise steadily to 2.6% by the first quarter of 2023, to then stabilise at around 2.7% 
until 2024.19 The increase in interest rates should translate into higher borrowing costs for households and 
corporates, which would in turn affect consumer spending, with the aim to help cool inflation. A rise in bor-
rowing costs could also impact the debt repayment capabilities for existing borrowers, which could translate 
into higher credit risk on banks’ balance sheets. 

Although the Maltese households’ balance sheets remained strong, households are increasingly becoming 
more leveraged, with growth in debt outpacing the rise in their financial assets and disposable income. As 
a result, household debt stood at around 24% of financial assets and 87% of disposable income by June 
2022. Although these indicators remained largely in line with their average since June 2009, should current 
leverage trends persist, risks to the households’ sector could be amplified, especially for the more highly 
indebted and lower income earners, amidst a scenario of weaker economic growth and a possible increase 
in interest rates. 

Against this backdrop, the purpose of this Special Feature is to provide an analysis of how potential interest 
rate shocks could affect households’ loan repayment capabilities. Section 1 provides a general description 
of the collected data and processes while Section 2 discusses the current level of borrower-based metrics. 
Section 3 focuses on how potential increases in mortgage interest rates affect households’ debt repayment 
capabilities across different income buckets, debt maturity and other borrower-based metrics. Such assess-
ments are considered important from a financial stability perspective as they enable the identification of any 
potential pockets of vulnerabilities in a hypothetical scenario of interest rate hikes. 

2. Data and Methodology
This analysis makes use of granular loan data which is available in the recently updated Central Bank of Mal-
ta’s Real Estate Data Template, capturing the population of new real estate lending granted by all domestic 
banks. The analysis encompasses around 9,000 new residential RRE loans to the tune of €1.8 billion, which 
were first withdrawn between 2020Q4 and 2022Q2.20 These represented fully-amortised loans granted to 
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Maltese natural persons for the purchase or upgrade of residential properties for own use, excluding any 
properties purchased by real estate developers, buy-to-let (BTL) loans, and stand-alone garages.21 

The sensitivity tests are conducted at hypothetical 50 basis points intervals up to a maximum of 250 basis 
points on every loan at a granular level. Effectively this increase resulted in a weighted average interest rate 
of 5.2% at the peak, as opposed to the current weighted average of 2.7%.22 Such interest rate level is similar 
to the previous peaks reached just before the onset of the Global Financial Crisis in 2008.23 The analysis 
then looks at how the distribution of the LSTI ratio changes, as well as other variables such as LTV and LTI 
ratios, and different income groups. However, this Special Feature will focus predominantly on the most 
adverse scenario of a 250 basis points increase in the interest rate. 

3. Descriptive Analysis of the Current Scenario

Characteristics of new lending
During the period reviewed, almost 71% of mortgages were granted to FTB, while about 15% related to 
non-FTBs purchasing their primary residence. The remaining 14.4% consisted of borrowers purchasing an 
additional residence, not aimed to serve as their primary residence (see Chart 1). 

Just over half of the new RRE loans assessed were granted with an LTV of between 80% and 90%, the bulk 
of which were towards FTBs (see Chart 2). Meanwhile, RRE loans granted to non-FTBs lie predominantly in 
the 50% to 80% bucket, capturing 43.7% of the loans granted to non-FTBs. This, in part, reflects the prudent 
lending practices implemented under the Central Bank of Malta’s Directive No. 16 on BBMs.24 

RRE loans with an LTI of less than four times the gross income accounted for around 28% of the value of 
loans, of which more than half were towards non-FTBs (see Chart 3). This reflects the fact that the weighted 
average income of non-FTBs is almost double that of FTBs. Furthermore, non-FTBs were granted on aver-
age a lower loan amount in relation to the property value even if the latter is higher than the average property 
value purchased by FTBs. This, in part, reflects Directive No. 16, which imposes stricter constraints in terms 
of LTV for non-FTBs, but also the higher liquidity and savings generally available for non-FTBs. In contrast, 
just over half of the loans to FTBs fell in the five-to-six and six-to-seven times LTI buckets, with some loans 
also exceeding seven times the gross annual income, confirming previous evidence that a large portion of 
FTBs borrow a larger multiple over their income. This is also possible since FTBs tend to be younger – with 
a weighted average age of about 31 years, as opposed to the weighted average age of around 38 years of 
non-FTBs; as well as the weighted average maturity is longer at about 32.5 years, as opposed to almost 
25 years for non-FTBs. The latter 
is in part also limited by the matu-
rity term of 25 years for Category 
II buyers as stipulated in Directive 
No. 16. Indeed, the term of the 
loan for non-FTBs falls largely in 
the 20-30 years bucket, while most 
loans granted to FTBs are for a 
term of between 30 and 40 years 
(see Chart 4).25

Looking at loan servicing, just over 
half of the RRE loans were granted 
with an LSTI of between 20% and 
30%, with most of the remaining 
loans carrying an LSTI of either 
10% to 20%, or 30% to 40% (see 
Chart 5). This is in line with Direc-
tive No. 16, with only around 1% of 
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new RRE loans having an LSTI which exceeds 40%, with such loans generally falling out of scope of the 
Directive which adopted a stressed debt service-to-income (DSTI) limit of 40%. Djoudad (2012) found that 
a household is considered vulnerable when its debt service ratio exceeds 40%.26 The LSTI for second-time 
buyers is less than that of FTBs, with 41% of the loans granted within the 20% to 30% bucket, followed by a 
third in the 10% to 20% bucket. 

The loans assessed were also split into quintiles in terms of gross income of the borrowers and the value 
of the property. In terms of value, most of the loans fell in the highest quintile in both distributions. Loans 
granted to the highest 20% earners, that is those borrowers earning more than €62,000, represented 30.9% 
of the value of the loans granted. These largely reflected loans granted to non-FTBs, which accounted for 
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around 55% of the non-FTBs’ loans. Otherwise, FTBs tend to be somewhat more concentrated in lower 
income quintiles (see Chart 6). Meanwhile, the highest 20% in terms of property value, that is more than 
€355,000, accounted for 33% of the value of loans. In absolute terms, these represented mostly FTBs, 
accounting for around 27% of all such loans, with almost half of the loans of non-FTBs also falling in this 
bucket (see Chart 7). 

Correlation between LSTI and other borrower-based indicators
Currently, the weighted average LSTI stood at 24.2%, but at 25.3% it is slightly higher for FTBs, while at 22.2% 
it is more conservative for non-FTBs. The strong positive correlation between the LSTI and LTI is in line with 
expectations, with the weighted average LSTI increasing significantly across the higher LTI buckets. A posi-
tive correlation, albeit less pronounced, is also observable between the LSTI and LTV, and against the market 
value of property, while a clear negative correlation exists when comparing the LSTI against gross income, 
with the lowest income bucket reporting the highest weighted average LSTI for both FTBs and non-FTBs (see 
Chart 8 and Annex 1). This suggests that existing mortgages with these characteristics will be affected the 
most if mortgage interest rates increase. Nevertheless, this analysis does not consider the existing net liquid-
ity of households, whereby households may use part of their existing savings to compensate for their higher 
repayment burden without impact-
ing their loan repayments.27

4. Increase in Interest Rate
Scenarios
For the purpose of this analy-
sis, the mortgage interest rate is 
assumed to increase in intervals 
of 50 basis points, up to a hypo-
thetical increase of 250 basis 
points. As expected, the distribu-
tion of the value of the RRE loans 
would gradually shift to higher LSTI 
buckets. An increase of up to 150 
basis points, which is in line with 
the shock implemented under the 
Directive No. 16, would see most 
RRE loans shift from an LSTI in the 
20%-30% category (grey-coloured 
bar), which currently represents 
around 55% of total RRE, to the 
30%-40% LSTI bucket (yellow-
colour bar) which would account for 
around half of the RRE loans (see 
Chart 9). Despite the increase, 
results remain largely in confor-
mity with the restrictions imposed 
by Directive No. 16 where the 
DSTI is not allowed to exceed 40% 
once stressed by 150 basis points. 
However, as mortgage interest 
rates rise up to 250 basis points, 
a noticeable increase in the 40%-
50% LSTI bucket (light red bar) can 
be observed, to represent almost 
a fourth of the value of the loans 
granted, skewing the distribution 
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further towards higher LSTIs, and largely reflecting FTBs (see Chart 9). Nonetheless, loans within this 
bucket are predominately located closer to the LSTI limit of 40%. Yet, the share of loans having an LSTI 
of more than 50% (dark-grey bar) remained contained to less than 1%. A full 250 basis points increase 
would also result in the weighted average LSTI to rise by 8.3 percentage points to 32.5%, with the metric 
for FTBs reaching 34.5%, representing an increase of 9.2 percentage points, while the increase in LSTI for 
non-FTBs is lower at 6.3 percentage points to 28.5% (see Annex 1).

LSTI by income distribution 
Looking at the LSTI by income distribution, an increase of 250 basis points would impact especially the low-
est income quintile, that is those borrowers with an income of up to €25,331. The weighted average LSTI 
would go up by 10.3 percentage points to 37.5%, with the effect being more pronounced for FTBs (see 
Chart 10 and Annex 1). On aggregate, this is still perceived to be within acceptable ranges with the remain-
ing income generally enough to meet basic needs. Indeed, the 2017 Household Finance and Consumption 
Survey (HFCS) indicates that households within the comparable quintiles spend around 30-40% of their 
gross income on food and utilities.28 However, the LSTI within each income bucket varies, highlighting the 
importance of assessing the impact of interest rate increases also by looking at the distribution. Chart 11 
shows that an increase of 250 basis points would result in 45.5% of loans of the lowest income quintile hav-
ing an LSTI of 30%-40% (yellow-coloured bar), up from the current 26.5%. Their debt repayments are still 
considered to be within acceptable ranges, with most of the remaining income available to be used on basic 
goods and services. 

However, almost 40% of the value of loans would now fall within the 40%-50% LSTI bucket, up from just 
0.8% in an unshocked scenario, possibly stretching their repayment capabilities, albeit the vast majority 
remained closer to 40%. Furthermore, almost 2% of these loans have an LSTI of more than 50%. Such loans 
with a shocked LSTI in excess of 40%, represented about 5% of the overall value of the loans granted, and 
could face higher financial burden since the level of disposable income available to spend on items other 
than basic needs would be significantly curtailed.29

As income increases, the effect of interest rate shocks on LSTI becomes less impactful. Indeed, while as 
indicated above, the weighted average LSTI for the lowest income group would increase by 10.3 percentage 
points following a shock of 250 basis points, the weighted average LSTI for the highest income group rises 
by a more contained 6.2 percentage points, with their weighted average LSTI reaching 28.1%. The share 
of loans with an LSTI of more than 40% also falls as income grows, with the highest income quintile hav-
ing less than 15% of the value of the loans exceeding 40%. It is important to highlight that while the lowest 
income quintiles are more at risk in terms of repayment difficulties, they also have the least amount of loans 
in terms of value, with the lowest income quintile representing around 11% of the value of RRE loans, limiting 
somewhat credit risks for banks. Indeed, in value terms, just over half of the RRE loans granted reflect the 
top two quintile income groups. 
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LSTI by LTV buckets
The positive correlation between the LSTI and LTV would strengthen further in the case of interest rate hikes. 
At 25.8%, the highest weighted average LSTI ratio was in the maximum LTV bracket of over 90%. However, 
such loans represented just 2.9% of the overall loans granted during the period assessed (see Chart 12 and 
Annex 1). The LSTI would increase to 35.5% when shocked by 250 basis points. Focusing on the 80%-90% 
bracket, which accounted for just over half of RRE loans, the LSTI would increase by 9.3 percentage points 
to 34.2% in the most adverse scenario of 250 basis points increase in interest rates. In this case, the rise was 
mainly driven by FTBs whose LSTI would go up to 35.4%, as otherwise a shocked LSTI for non-FTBs was 
more contained at 29.8%. Looking at the distribution of loans, one can notice a similar trend, with just 12.6% 
of the loans with an LTV of up to 50% exceeding the LSTI of 40% once shocked, as opposed to 27.4% for 
the loans with an LTV between 80% and 90% (see Chart 13).

LSTI by LTI buckets
Once shocked by 250 basis points, the weighted average LSTI exceeded 40% for those loans with an LTI of 
six times and over the gross income which accounts for about 30% of all new RRE loans, with FTBs being 
more of a concern (see Chart 14 and Annex 1). This is about 57% of the loans within the six-to-seven times 
bucket and 87.1% of the loans with an LTI of over seven times exceeded the 40% LSTI limit (see Chart 15). 
Just over a quarter of RRE loans were with LTI of less than four times. Their weighted average LSTI was 
obviously the most conservative, and in the most adverse interest rate shock, the ratio would rise by just 4.2 
percentage points to 22.4%, with less than 1% exceeding an LSTI of 40%.
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LSTI by property value quintiles
The weighted average LSTI by the different quintiles of property value, varies only marginally, ranging from 
22.5% for the lowest valued properties of up to €180,000 to 25.3% in the highest quintile, with properties 
valued over €355,000. Such level of LSTI is in line with the general industry practice where loan repayments 
stand around a quarter of the gross income (see Chart 16 and Annex 1). After applying the full 250 basis 
points shock, the weighted average LSTI increases by around 8 to 9 percentage points across all quintiles, 
with the highest LSTI standing at around 33.3% for the highest quintile, while the lowest valued properties 
having a weighted LSTI of 30.2%. Only around 18% of loans in the lowest quintile of property value have an 
LSTI of more than 40%, with such share ranging at around 23% to 29% across all the other LSTI buckets 
(see Chart 17).

LSTI by maturity brackets
In the current scenario, loans within the lowest maturity bracket, that of up to 10 years, have the highest 
weighted average LSTI of 28.1%, since almost half of the loans have an LSTI of between 30% and 40% 
(see Chart 18 and Annex 1). This is effectively due to the lower repayment period which resulted in more 
concentrated repayments. However, these accounted for less than 1% of RRE loans and largely reflected 
the older cohort of borrowers with a weighted average age of almost 54 years. Loans with a maturity of more 
than 40 years are limited to just about 1% of the loans granted, with a more conservative LSTI of 24.5%, 
largely reflecting the youngest cohort, with an average age of less than 24 years. The weighted average 
LSTI in the remaining buckets varied marginally between 23.2% and 25%, with most of the loans having an 
LSTI of 20%-30%. However, the impact of the increase in interest rates is significantly more pronounced 
for the loans with a higher maturity term, since the longer the maturity, the more the number of years with 
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higher interest repayments. The weighted average LSTI for loans with a term of between 10 and 20 years 
would have increased by less than 5 percentage points to 28.5%, with 13.9% of these loans exceeding the 
40% LSTI (see Chart 19). These represented borrowers with an average age of almost 46 years. However, 
the weighted average LSTI for those loans maturing between 30 and 40 years increased by more than 10 
percentage points to 35.3%, with 31% of such loans exceeding an LSTI of 40%. This bucket reflected bor-
rowers with a weighted average age of around 28 years.30

5. Concluding Remarks
This Special Feature aims to provide an analysis of how potential increases in interest rates on mortgages 
would eventually test households’ loan repayment capabilities. In general, an interest rate shock of 150 basis 
points as stipulated in Directive No. 16, would not result in significant build-up of risk given that borrower-
based metrics remain under check. However, interest rate increases of up to 250 basis points impacted 
mostly those borrowers which at the origination of the loan, had already stretched borrower metrics. Such 
‘stretched loans’ are those mortgages which once shocked by 250 basis points would result in an LSTI that 
exceeds 40% and thus such borrowers could potentially experience repayment difficulties. These loans 
amounted to almost 2,000, around a fifth of the loans assessed. These tended to be FTBs, with an LTV of 
more than 80%, an LTI of more than six times and a term to maturity of more 30 years. Indeed, loans with 
such characteristics are common among almost half of these ‘stretched loans’. However, since most of these 
borrowers were among the youngest cohort, such borrowers also tend to have prospects of higher incomes 
going forward, such that their LSTI drops over time. Furthermore, since the property generally consists of 
their only and primary residence, the likelihood that such borrowers default on their loan is expected to be 
contained given the drive for home ownership. However, this would imply that such borrowers would require 
an adjustment in their consumption patterns to continue honouring their debt repayments. Furthermore, as 
stated above, this analysis does not consider the existing net liquidity of households; whereby households 
may use part of their savings to compensate for their higher repayment burden. 

Borrowers in the bottom bracket of income are also among the most vulnerable, with their weighted average 
LSTI increasing to 37.5% from the current 27.2%, with almost 42% of the loans granted to such income quin-
tile exceeding 40% LSTI. However, these only represented about 600 loans (or 6.5% of the number of loans) 
equivalent to around 5% of the overall value of loans granted during the period assessed. This analysis 
however, does not consider prospective income growth. Indeed, when shocking the interest rate as a reac-
tion to higher inflation, we are not considering that higher inflation may also result in higher nominal incomes, 
which would partly counterbalance the impact of higher interest payments. This is particularly true for those 
on low incomes where the cost-of-living adjustment mechanism tends to maintain real wages fairly stable.

Apart from impacting the LSTI of granted loans, an interest rate hike of 250 basis points would also impact 
the extent of new loans which can be granted should the LSTI be maintained below 40%. Based on the 
characteristics of the above, the credit amount of the ‘stretched loans’ would need to be on average almost 
10% smaller (on median around 8%). This is equivalent to an approximate drop of €40 million, spread across 
the 2,000 ‘stretched loans’, which would either need to be provided for by the buyers, or else compensated 
through the purchase of cheaper properties. Had this to materialise, it could potentially have implications for 
the property market and banks’ profitability in terms of loss in profits on new lending. However, it is important 
to highlight that the €40 million represents just around 2.3% of the credit granted during the period assessed, 
and systemic implications are thus limited. 



CENTRAL BANK OF MALTA Interim Financial Stability Report 2022 

Annex 1
WEIGHTED AVERAGE LSTI

Current scenario
Weighted 

average interest 
rate (2.7%)

2.7% 
+ 50bps

2.7% 
+ 100bps

2.7% 
+ 150bps

2.7%
 + 200bps

2.7% 
+ 250bps

Overall RRE 100% 24.2% 25.8% 27.4% 29.0% 30.7% 32.5%
FTBs 70.9% 25.3% 27.0% 28.7% 30.6% 32.5% 34.5%
Non-FTBs 29.1% 22.2% 23.4% 24.6% 25.9% 27.1% 28.5%

Primary Residence 14.7% 23.5% 24.8% 26.2% 27.5% 28.9% 30.4%
Secondary Residence 14.4% 21.0% 22.0% 23.1% 24.3% 25.4% 26.6%

OVERALL RRE
LTV

Up to 50% 12.3% 21.4% 22.5% 23.6% 24.6% 25.9% 27.1%
Between 50% and 80% 31.6% 24.3% 25.8% 27.2% 28.8% 30.4% 32.0%
Between 80% and 90% 53.2% 24.9% 26.6% 28.4% 30.3% 32.2% 34.2%
Over 90% 2.9% 25.8% 27.6% 29.5% 31.4% 33.4% 35.5%

LTI
Up to 4 times 28.0% 18.2% 19.0% 19.8% 20.6% 21.5% 22.4%
Between 4 and 5 times 18.3% 24.4% 25.7% 27.2% 28.7% 30.2% 31.8%
Between 5 and 6 times 23.0% 26.8% 28.5% 30.4% 32.3% 34.2% 36.2%
Between 6 and 7 times 21.2% 29.1% 31.2% 33.4% 35.7% 38.1% 40.5%
Over 7 times 9.6% 31.7% 34.2% 36.8% 39.5% 42.3% 45.1%

Total gross income (TGI)
Up to €25,331 11.5% 27.2% 29.1% 31.1% 33.2% 35.3% 37.5%
Between €25,331 and €33,519 15.8% 26.8% 28.6% 30.5% 32.6% 34.6% 36.8%
Between €33,519 and €44,422 19.2% 25.3% 27.0% 28.8% 30.7% 32.6% 34.6%
Between €44,422 and €61,692 22.7% 23.9% 25.4% 27.0% 28.7% 30.4% 32.2%
Over €61,692 30.9% 21.9% 23.1% 24.3% 25.5% 26.8% 28.2%

Market value of property
Up to €180,000 12.5% 22.5% 24.0% 25.4% 27.0% 28.6% 30.2%
Between €180,000 and €225,000 14.3% 23.8% 25.3% 26.9% 28.6% 30.3% 32.1%
Between €225,000 and €275,000 18.6% 23.9% 25.6% 27.3% 29.0% 30.9% 32.8%
Between €275,000 and €355,000 21.6% 23.9% 25.6% 27.2% 29.0% 30.8% 32.7%
Over €355,000 33.0% 25.3% 26.8% 28.4% 29.9% 31.6% 33.3%

Maturity
Up to 10 years 0.9% 28.1% 28.7% 29.3% 29.8% 30.4% 31.0%
Between 10 and 20 years 10.2% 23.7% 24.6% 25.5% 26.4% 27.5% 28.5%
Between 20 and 30 years 33.0% 23.2% 24.5% 25.9% 27.3% 28.7% 30.2%
Between 30 and 40 years 54.9% 25.0% 26.9% 28.9% 30.9% 33.1% 35.3%
Over 40 years 1.1% 24.5% 26.6% 28.8% 31.0% 33.4% 35.8%

FTBs
LTV

Up to 50% 9.1% 22.9% 24.1% 25.3% 26.4% 27.9% 29.3%
Between 50% and 80% 26.7% 25.6% 27.2% 28.9% 30.6% 32.4% 34.3%
Between 80% and 90% 60.9% 25.5% 27.3% 29.2% 31.2% 33.2% 35.4%
Over 90% 3.4% 26.4% 28.3% 30.3% 32.4% 34.5% 36.7%

LTI
Up to 4 times 16.7% 18.7% 19.5% 20.4% 21.2% 22.3% 23.3%
Between 4 and 5 times 18.1% 23.6% 25.0% 26.5% 28.0% 29.5% 31.2%
Between 5 and 6 times 26.9% 26.1% 27.9% 29.7% 31.6% 33.6% 35.6%
Between 6 and 7 times 26.4% 28.8% 30.9% 33.1% 35.4% 37.8% 40.3%
Over 7 times 11.9% 30.7% 33.2% 35.8% 38.4% 41.2% 44.0%

Total gross income (TGI)
Up to €25,331 13.7% 27.2% 29.1% 31.2% 33.3% 35.5% 37.7%
Between €25,331 and €33,519 18.7% 27.0% 29.0% 31.0% 33.1% 35.2% 37.5%
Between €33,519 and €44,422 22.3% 25.7% 27.5% 29.4% 31.3% 33.3% 35.4%
Between €44,422 and €61,692 24.3% 24.5% 26.2% 27.9% 29.8% 31.6% 33.6%
Over €61,692 21.0% 23.2% 24.5% 25.8% 27.2% 28.8% 30.3%

Market value of property
Up to €180,000 12.4% 24.7% 26.4% 28.1% 29.9% 31.8% 33.7%
Between €180,000 and €225,000 15.3% 25.0% 26.7% 28.5% 30.4% 32.3% 34.3%
Between €225,000 and €275,000 21.2% 24.6% 26.4% 28.2% 30.1% 32.1% 34.1%
Between €275,000 and €355,000 23.9% 24.7% 26.5% 28.3% 30.2% 32.2% 34.2%
Over €355,000 27.1% 26.5% 28.1% 29.9% 31.6% 33.5% 35.4%

Maturity
Up to 10 years 0.5% 29.6% 30.2% 30.8% 31.4% 32.0% 32.7%
Between 10 and 20 years 5.5% 26.9% 27.9% 29.0% 29.9% 31.2% 32.3%
Between 20 and 30 years 23.3% 25.1% 26.6% 28.1% 29.7% 31.3% 33.0%
Between 30 and 40 years 69.3% 25.0% 26.9% 28.9% 31.0% 33.1% 35.3%
Over 40 years 1.4% 24.8% 26.9% 29.0% 31.3% 33.7% 36.1%

NON-FTBs
LTV

Up to 50% 20.2% 20.0% 20.9% 21.9% 22.9% 23.9% 25.0%
Between 50% and 80% 43.6% 22.8% 24.0% 25.2% 26.5% 27.7% 29.1%
Between 80% and 90% 34.5% 22.8% 24.1% 25.5% 26.9% 28.3% 29.8%
Over 90% 1.7% 23.7% 25.0% 26.4% 27.8% 29.2% 30.7%

LTI
Up to 4 times 55.4% 17.9% 18.6% 19.4% 20.2% 21.0% 21.8%
Between 4 and 5 times 18.8% 25.9% 27.3% 28.7% 30.1% 31.6% 33.2%
Between 5 and 6 times 13.4% 29.8% 31.5% 33.3% 35.1% 37.0% 38.9%
Between 6 and 7 times 8.4% 31.3% 33.4% 35.6% 37.8% 40.1% 42.5%
Over 7 times 4.1% 38.2% 40.9% 43.7% 46.6% 49.6% 52.6%

Total gross income (TGI)
Up to €25,331 6.0% 27.6% 29.3% 31.0% 32.8% 34.7% 36.6%
Between €25,331 and €33,519 8.6% 25.5% 27.0% 28.6% 30.2% 31.8% 33.6%
Between €33,519 and €44,422 11.6% 23.9% 25.3% 26.5% 28.1% 29.5% 31.1%
Between €44,422 and €61,692 18.7% 22.2% 23.4% 24.6% 25.8% 27.1% 28.4%
Over €61,692 55.1% 21.0% 22.0% 23.0% 24.2% 25.3% 26.5%

Market value of property
Up to €180,000 12.8% 18.6% 19.5% 20.4% 21.3% 22.3% 23.4%
Between €180,000 and €225,000 11.9% 20.7% 21.8% 22.9% 24.0% 25.2% 26.4%
Between €225,000 and €275,000 12.1% 21.5% 22.7% 23.9% 25.2% 26.5% 27.8%
Between €275,000 and €355,000 16.1% 21.7% 22.9% 24.1% 25.3% 26.6% 28.0%
Over €355,000 47.2% 24.0% 25.2% 26.5% 27.9% 29.3% 30.7%

Maturity
Up to 10 years 1.8% 27.3% 27.8% 28.3% 28.9% 29.4% 30.0%
Between 10 and 20 years 21.5% 21.7% 22.6% 23.4% 24.3% 25.2% 26.1%
Between 20 and 30 years 56.6% 21.3% 22.5% 23.7% 25.0% 26.3% 27.6%
Between 30 and 40 years 19.9% 24.9% 26.7% 28.6% 30.6% 32.6% 34.7%
Over 40 years 0.2% 21.2% 23.1% 25.0% 27.0% 29.0% 31.1%

Source: Central Bank of Malta.

Adverse scenario (with applied shocks)
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Notes

18   As per CBM Directive No. 16, a stressed DSTI limit of 40% is applied for loans with a market value in excess of €175,000, where the 
DSTI assumes a shock to interest rates of 150 basis points. Loans which were granted an LSTI of more than 40% largely reflect those 
outside the scope of the Directive, being either sanctioned before the implementation of the Directive, or else falling outside its parameters.
19   Source: The ECB Survey of Professional Forecasters – Fourth quarter of 2022 https://www.ecb.europa.eu/stats/ecb_surveys/sur-
vey_of_professional_forecasters/html/ecb.spf2022q4~eb4b9aa2c2.en.html 
20   The new mortgage lending represents credit limit granted to customers, which could also represent credit granted which would still 
need to be withdrawn in full. From the representative data outliers or errors were excluded.
21   From a total of 124 new BTL loans granted within the reference period, the vast majority (around 90%) had an LTV of less than 80%, 
largely reported in the lowest LTV bracket. Almost 90% of these loans also had an LTI of less than four times the income, which is in line 
with the high income reported amongst the majority of such borrowers, with almost two-thirds having an annual income over €62,280. 
Similarly, around 90% of these loans had a limited LSTI of less than 30%, with more than two-thirds being below the 20% mark. This 
also explains the low weighted average LSTI ratio which stood at 17.3% for BTL loans, which after assuming an interest rate shock of 
250 basis points would still be contained at 20.5%. While this shock would result in a shift towards higher LSTI buckets, 93.5% of all 
BTL loans would still have an LSTI below the 40% mark, with only one loan marginally exceeding the 50% LSTI. 
22   Some of the loans assessed are granted at an initial fixed reduced rate for the first few years and are then converted to variable rate. 
For such loans, the exercise assumes the interest rate hikes on the subsequent variable rates reported.

23   The interest rate on outstanding mortgages reached a peak of 5.45% in September 2008.
24   RRE loans are governed by CBM Directive No. 16 where the LTV for Category 1 borrowers, which largely consist of FTB, is limited to 
90%. Meanwhile, Category 2 borrowers had an LTV limit of 85% up until June 2021, and up to 75% thereafter. The Directive 16 allows a 
‘Speed Limit’ of 10% for Category 1 borrowers for properties less than €175,000, and 20% for Category 2 borrower, both in terms of 
volume of loans.
25   CBM Directive No. 16 stipulates that a maturity term of 40 years or the official retirement age – whichever occurs first – shall apply on 
Category 1 borrowers.
26   Djoudad, R. (2012). “A Framework to Assess Vulnerabilities Arising from Household Indebtedness Using Microdata”, Bank of Canada 
Discussion Paper, No. 2012-3. Available at: https://www.bankofcanada.ca/wp-content/uploads/2012/02/dp2012-03.pdf 
27   The Central Bank has also published a working paper which among others assessed the impact of a rise in interest rates on households 
based on the 2017 HFCS. This takes also into consideration the availability of liquid assets, which can cover their losses. Source: https://
www.centralbankmalta.org/site/Reports-Articles/2022/WP-04-2022.pdf 
28   These relate to the second and third quintile within the HFCS, which reported income of between €7.7k and €14.6k, and between 
€14.6k and €25.5k, respectively. Source: Household Finance and Consumption Survey in Malta: Main results from the Third Wave.

https://www.ecb.europa.eu/stats/ecb_surveys/survey_of_professional_forecasters/html/ecb.spf2022q4~eb4b9aa2c2.en.html
https://www.ecb.europa.eu/stats/ecb_surveys/survey_of_professional_forecasters/html/ecb.spf2022q4~eb4b9aa2c2.en.html
https://www.bankofcanada.ca/wp-content/uploads/2012/02/dp2012-03.pdf
https://www.centralbankmalta.org/site/Reports-Articles/2022/WP-04-2022.pdf
https://www.centralbankmalta.org/site/Reports-Articles/2022/WP-04-2022.pdf
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29   Assuming an interest shock of 150 basis points, which is in line with the CBM Directive No. 16 for stressed DSTI, only around 2.6% of 
the loans have an LSTI of over 41%, the majority of which skewed at the bottom of the range. The thresholds were adjusted to 41% to allow 
for some rounding due to workings conducted.

30   The customers with a loan maturing between 20 and 30 years would see their weighted average LSTI increase by 6.9 percentage 
points to 30.2%, having 18.0% of their loans exceeding the LSTI of 40%. This bucket reflects clients with a weighted average age of around 
37 years.




